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Davenport Advisors Stock Fund  

February 23, 2011 

December 31st marks the end of the fourth quarter of the 2010 fiscal year for the stock fund and sixth quarter that 
our stock fund has been in operation.    

Update on the Fund: 

As of December 31, 2010 the total value of the fund was $1,837,939.  As of January 1, 2010 the “High Water Mark” 
was approximately $1,420,000, which means the value of the fund was up by $417,939 or 29.4% for the year. 
 
We achieved these results without ever being fully invested.  In fact, on average throughout the year, we were 80% 
invested in stocks and 20% in cash.  Had the fund been 100% invested in the same stocks (and held no cash) we 
would have been up even more. In an up market, being fully invested increases performance.  (Using margin loans 
juices your returns even further).  However, in a down market being fully invested (or margined) would exacerbate 
the losses. We will continue to attempt to achieve good returns while holding some portion of the fund in cash and 
avoid using margin loans for leverage. In addition, we would like to maintain cash on hand at all times, so that, if 
there is a sudden drop in the market or in any one of our stocks, we have cash to be able to take advantage of the 
buying opportunity. 

Fund Holdings by Industry: 
 

14.6% Apartment    12.9% Office 
6.6% Diversified REITs   7.9% Residential Related 
24.8% Hotel      13.1% Retail/Malls 
8.6% Industrial     2.0% Retail/Strip Center 
9.6% Mortgage REITs    0% Service/Operating Companies 
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Top 5 Holdings: 

FCH -    Felcor Lodging Trust 
HT   -   Hersha Hospitality Trust  
PEI  -    Pennsylvania Real Estate Investors Trust      
BEE -  Strategic Hotels 
GRT -  Glimcher Realty Trust  
   
FCH is a Hotel REIT based in Texas.  Felcor owns 84 hotels throughout the US, mostly upscale all-suite hotels such 
as Embassy Suites, Holiday Inn and Sheraton. In August they acquired the Fairmont Copley Plaza Hotel in Boston’s 
Back Bay and in December they sold the Sheraton Hotel in Tysons Corner, Virginia.  In January they reinstated the 
payment of the dividend on their preferred stock. 

HT owns and operates 73 hotels with 9,294 rooms.  They focus mainly on mid to upscale hotels such as Marriot 
Courtyards, Residence Inns, Hilton Hotels and Hyatt Summerfield Suites, primarily in the Northeast between Boston 
and Washington DC. Hersha continues to take advantage of the hotel downturn. In January they announced the 
purchase of The Capitol Hill Suites, the second acquisition of a hotel in Washington D.C. in the last few months.  

PEI is a retail mall REIT based in Philadelphia.  Most of their properties are in the Mid Atlantic States.  The stock 
price reflects a relatively high cap rate valuation (low price per square foot) when compared to the other major mall 
REITs. 

BEE is a Hotel REIT specializing in luxury hotels such as Fairmont, Four Seasons, InterContinental and Ritz-
Carlton.  This segment of the hotel market was particularly hard hit during the Great Recession, but is now showing 
signs of improvement. 

GRT is a retail mall REIT based in Columbus, Ohio.  In October, Glimcher bought out the joint venture partner in 
their Scottsdale development, The Quarter, a 600,000 square foot mixed use retail and office center, as well as 
bought the land under the project from the ground lessor.  

Trading during the Quarter: 

During the quarter we sold our positions in CSA, CWHpD, LXP and JOE.  We bought and sold Taubman.  

Cogdell Spencer: CSA is a REIT which owns medical office buildings (MOBs) and other healthcare related 
properties throughout the United States. They are based in Charlotte, North Carolina.  My partner, Jeff Nickell, met 
Frank Spencer, the CEO, at an Urban Land Institute meeting and was very impressed.  We studied the company and 
liked what we saw.  Generally MOBs sell on a slightly lower cap rate (or conversely MOBs sell for a higher price 
per square foot) than regular office buildings. We decided that their stock price did not reflect the higher value of 
their portfolio.  We bought the stock, and it moved up a little. But then the company announced that Frank Spencer 
was abruptly resigning as CEO, we got nervous and decided to sell (at a slight profit). 

CommonWealth Preferred “D”:  CommonWealth  is a diversified REIT located in Newton, MA.  They own a 
portfolio of office and industrial properties throughout the United States.  They also own the ground lessor position 
on a large number of industrial land parcels on the island of Oahu, including most of the land in the James Campbell 
Industrial Park.  We bought the Preferred “D” stock for about $16.70 per share, when it traded at a big discount to its 
face value of $25.  The preferred stock pays a fixed quarterly dividend of $0.4063 per share which equated to an 
effective annual yield of 10% on our basis.  The stock price moved up into the low $20s range, so we decided to sell.  
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Lexington Realty:  Lexington is a diversified REIT located in New York City.  They own a portfolio of net leased 
office, industrial and retail properties.  They also invest in loans and debt securities.  We acquired the stock in the 
Fall of 2009 for about $5 per share. The fund owns two other companies, Winthrop Financial (FUR) and Vornado 
Realty (VNO), which both own shares in LXP. Since we own LXP indirectly through FUR and VNO, and LXP’s 
stock price had moved up into the mid to high $7 range, we decided to sell. 

JOE:  St Joe is a real estate development company and one of the largest private landholders in Northwest Florida.  
We wrote about JOE in our Q2 2010 Quarterly Report.  We had just sold the stock because oil from the BP Gulf 
oil spill was heading for the Florida panhandle where JOE owns much of the coastline.  The oil threat receded and 
the stock seemed poised to head back up - so we bought again.  Unfortunately in October, David Einhorn of 
Greenlight Capital, a New York based hedge fund manager, presented a 139 slide presentation about JOE at a 
major investment conference, in which he slammed the company for bad management and overvalued land. He 
then announced that he was shorting the stock.  The stock dropped 20% immediately. Then within a few days, 
Bruce Berkowitz, of Fairholme Capital Management, a Miami based hedge fund manager, announced he had 
bought a 30% stake in the company!  This was just all too much for this micro puny hedge fund from California to 
handle, so we sold our position in JOE (at a loss) and are now watching the battle of the East Coast hedge funds 
from the sidelines. 

Taubman Centers:  TCO is one of the largest owners of malls in the US.  The company is widely followed by 
REIT analysts.  The stock price took a little dive in mid-November, which did not make any sense to us, so we 
bought a little, and then sold it a few weeks later for a small profit. 

Comments:  

A round trip through real estate bankruptcy: 

General Growth Company (GGP) is the second largest mall owner in the country. Like many other real estate 
companies in 2005, 2006 and 2007 they got caught up in the ongoing real estate frenzy (especially in Las Vegas) 
and wanted to achieve massive growth through acquisitions and development. Also like many real estate companies 
at the time they took advantage of short-term debt to finance most of their purchases and developments. Why short-
term debt? Mainly because it was considerably cheaper than long-term debt and there was virtually no additional 
risk (or so they rationalized) because, presumably, a large prestigious company like General Growth would not have 
any problem refinancing or rolling over the debt when it came due in three to five years.  Fast forward to the 
2008/2009 financial crisis: the lenders who had previously been so willing to make high leverage real estate loans  
had either stopped making loans or were out of business entirely. General Growth now had a really, really big 
problem. The company had a huge amount of debt coming due with no source of repayment.  Fortunately they did 
have plenty of cash flow to make interest payments (an example of illiquidity vs. insolvency).  The stock plummeted 
down to $0.33 per share by March of 2009.  They went into bankruptcy in April of 2009.    If GGP could convince 
the Bankruptcy Judge to force the lenders to extend the loans they would survive. Hedge funds, activist investors 
and Brookfield Asset Management (a Canadian Real Estate Conglomerate) began to accumulate the stock.  By early 
fall the Judge was beginning to see General Growth’s arguments and lenders were agreeing to extend.  Even though 
the company was still in bankruptcy the stock moved up into the $5-10 per share range.  Then Simon Properties 
(SPG) the largest mall owner in the country, expressed interest in taking over GGP.  The stock moved up into the 
$20 per share range - despite the fact that they were still in bankruptcy! 

General Growth and Brookfield fought off Simon Property, claiming that a merger of the two largest mall 
companies would create a monopoly.  Think about that argument, a mall monopoly?  When was the last time you 
felt you did not have enough choices for shopping? Costco, Wal-Mart, Amazon?  Anyway, ultimately, Simon 
Properties gave up the battle.   Instead the bankruptcy courts accepted a recapitalization plan in which Brookfield 
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and the other hedge funds injected $6.5 billion of new equity into the company.   In November, General Growth 
emerged from bankruptcy as two new companies, General Growth Properties (GGP) which owns 185 malls valued 
at over $35 Billion and a spin-off company, The Howard Hughes Corporation (HHC), which owns 34 properties, the 
cats and dogs of General Growth: non-mall shopping centers, master planned communities, such as Summerlin in 
Las Vegas, and land and entitlements for future development.  Had you been brave enough to buy GGP stock in 
March 2009 and held through November 2010, you would have made a 5000% return on your investment! 

The Fund 

As of December 31st we were 92% invested in stocks, 8% in cash.   We had $1,379,200 invested at cost in 237,437 
shares of stock of twenty-five companies, with a market value of $1,704,716.  During 2010 the fund received 
dividends of $49,861. On the sale of stock, the fund had realized gains of $139,270 and realized losses of $10,197.   

Please feel free to contact us if you have any questions, would like to find out more about the fund’s holdings or 
have a company whose stock you think we should consider buying. 

Fund Philosophy 

Invest in real estate related stocks.  Real Estate Investment Trusts (REITs), Real Estate Operating Companies, Land 
and Natural Resource Companies, Hotel Companies, Banks, Lenders, Mortgage Companies, Retailers, Diversified 
Companies with real estate holdings, Construction Companies, Private Equity companies oriented toward real estate.   
Investments could include special situations, often illiquid stocks, companies in bankruptcy, or real estate stocks not 
widely followed by analysts or institutions or real estate sectors which are currently out of favor and/or not widely 
traded.   

Key Information 

Inception:  August 1, 2009 
Manager:   John Davenport 
Fees:  1%; 20% performance fee with Hurdle and High Water Mark  
Minimum Investment:  $25,000 initially, no minimum for additional investments  
Timing:  Initial and additional investments submitted at any time become effective at beginning of next quarter 
Liquidity:  Withdrawals at year-end  
Broker:  Charles Schwab & Co. 

Disclaimer  

Past performance is not an Indicator of future performance. Please read the subscription materials before Investing. 


