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Davenport Advisors Stock Fund  

April 30, 2011 

Update on the Fund: 

As of March 31, 2011, the total value of the fund was approximately $2,185,654.  For the Quarter the fund was up 
$119,065 or 5.8%. 
 
Fund Holdings by Industry: 
 

12.9% Apartment    19.0% Office 
6.1% Diversified REITs   5.9% Residential Related 
23.4% Hotel      15.0% Retail/Malls 
7.6% Industrial     0.0% Retail/Strip Center 
8.3% Mortgage REITs    1.8% Service/Operating Companies 

 

 

 

Top 5 Holdings: 

MPG -   MPG Office Trust 
BEE -  Strategic Hotels 
PEI -     Pennsylvania Real Estate Investors Trust      
AIV -    Apartment Investment & Management  
HT   -   Hersha Hospitality Trust  
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MPG is an office REIT.  Please see Comments section below.  

BEE is a hotel REIT specializing in luxury hotels such as Fairmont, Four Seasons, InterContinental and Ritz-Carlton.  
In the past few months, Strategic Hotels recapitalized the Hotel del Coronado in San Diego, bought the Four Seasons 
Jackson Hole and Four Seasons Silicon Valley at Palo Alto, and sold its interest in the Paris Marriot Champs Elysees.  
A lot of activity for a relatively small hotel company! 

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.  

AIV is one of the largest owners of apartments in the US.   Apartment fundamentals continue to improve throughout the 
US.  Market RevPAF (revenue per available foot, the apartment measure of rental rates and occupancy) are increasing 
and nearly back to peak numbers experienced before the recession. 
  

HT owns and operates 75 hotels with over 9,000 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. HT continues to take advantage of the hotel downturn and recovery that is now underway. They 
just closed on two more hotels in Manhattan, the 112 room Holiday Inn Express on Wall Street and the 81 room 
Hampton Inn Financial District. The company is doing all the right things, however, there is a problem.  One of HT’s 
directors is Eduardo Sergio Elsztain.  He currently owns about 16 million shares or about 10% of the shares outstanding.  
In 2009 and 2010 he was a huge buyer of the stock, accumulating over 20 million shares of HT.  Unfortunately, in 
December 2010, Mr. Elsztain became a seller of the stock.  Since then he has sold millions of shares generally at prices 
just above $6 per share.  I am reminded of Microsoft and Bill Gates.  He has been selling shares on a regular basis for 
years and the stock price has gone nowhere for years.  It the law of supply and demand at work, as long as there is too 
much supply (a big shareholder selling at regular intervals) it’s hard for the stock price to go up. 

Trading during the Quarter: 

During the quarter we sold our positions in Howard Hughes Corporation (a spin-off company, the “cats and dogs” of 
General Growth Properties), Plum Creek Timber and Retail Opportunity Investment Corporation (the “Blank Check” 
REIT led by Stuart Tanz).  We bought and sold Weyerhaeuser, which had recently converted to a REIT.  

Comments:  

MPG is an office REIT based in Los Angeles.  They are the one of two of the largest owners of class A office buildings 
in downtown Los Angeles.  The other major owner is Brookfield Properties, a large Canadian real estate operating 
company. MPG owns the 77-story US Bank Tower, the 50-story Gas Company Tower, and the 54-story Wells Fargo 
Tower to name just a few.  In addition MPG owns many high quality office projects throughout Southern California.  
MPG Office Trust, formerly Maguire Properties, is the Southern California poster child for shareholder value 
destruction during the real estate downturn of 2008/2009.  The founder and namesake of the company, Rob Maguire, 
with a reputation for being a brilliant, yet litigious and autocratic leader, went “all in” right at the top of the market in 
2007. Maguire bought a $2.9 billion portfolio of twenty-two Orange County office buildings and two downtown Los 
Angeles high-rises from Blackstone (who had just bought Equity Office Properties, who had previously bought Spieker 
Properties, our former company).  Let’s reverse that:  Spieker sold to Equity Office and made money, Equity Office 
sold to Blackstone and made money, Blackstone sold to MPG and made money, and MPG, well they got caught when 
the music stopped and then nearly went bankrupt.  MPG stock went from $44 per share in February of 2007 to $0.50 per 
share in March of 2009. Had MPG financed the Blackstone portfolio with corporate level debt they would most likely 
be bankrupt. Fortunately for MPG, they borrowed at the individual building level, placing very high loan to value 
mortgages on many of their properties.  Over the last few years they have been selling buildings to raise cash and giving 
other buildings back to the lenders (“handing over the keys”) in a very deliberate and calculated survival strategy.   
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It was a very different story for MPG in 2006.  Brookfield was trying to acquire MPG for around $40 per share. Rob 
Maguire rebuffed their acquisition overtures, claiming his company was worth at least $50 per share.  Then in 2007, 
Maguire, in a bold move, purchased the Blackstone portfolio.  Many suspect Rob Maguire purchased the portfolio in 
order to make MPG unattractive to Brookfield and other potential buyers.  By late 2007 it was becoming apparent that 
Maguire had over reached in the purchase of the Blackstone portfolio.   MPG stock was down from over $40 per share 
into the mid $20s per share.  Again Rob Maguire scoffed at the notion that the company would be acquired.  Instead he 
began to talk about himself taking the company private. However, going private never materialized. Instead the stock 
kept dropping, eventually attracting the attention of hedge funds who took significant positions in the company.  The 
hedge funds subsequently gained control of the board, and then forced Rob Maguire to resign from the board.   

Nelson Rising was brought in as CEO in May of 2008. Nelson was formerly the CEO of Catellus Development, a spin 
off real estate arm of the Southern Pacific Railroad, and prior to that one of Rob Maguire’s senior partners.  Nelson 
Rising received a compensation package with increasing incentives for achieving stock price hurdles of 
$25/$30/$35/$40 and $45 per share. During Nelson’s reign, the company sold Main Plaza in Irvine, City Plaza and City 
Parkway in Orange, 3151 Michelson in Irvine, Park Place in Irvine, the Lantana Media Campus in Santa Monica, 
Griffin Towers in Santa Ana and Mission City Center in San Diego, turned over 17885 Von Karmon in Irvine and 207 
Goode in Glendale to lenders, extended/refinanced the debt on several properties and put other assets into Special 
Servicing.  Unfortunately, all that was not enough, the economy and real estate markets went against Nelson Rising and 
the stock price kept dropping, from $15 per share to a low of $0.50 per share before settling in at $2 to $3 per share. In 
November 2010 Nelson Rising resigned from the company.   

David Weinstein was then appointed CEO.  He had been on the board for the past two years and was previously an 
investment banker for over ten years in the real estate group of Goldman Sachs.  He was hired on a two-year contract 
with multiple incentives – performance bonuses, restricted stock and options – all of which reward him highly in the 
event of a “Change in Control” (i.e. the company gets acquired). 

Green Street Advisors, the preeminent buy side analyst of REIT stocks based in Newport Beach, ran a report on MPG in 
February 2011, stating that the company was so highly levered that the stock is more “Option-Like” than “Equity-Like” 
and that small changes in the underlying value of the real estate produced large changes in the value of the company.  
Green Street estimates the Net Asset Value (NAV) of the company to be $3.25 per share, right about where MPG 
currently trades, but has a range of values of between $0 and $11 per share based on small changes in the cap rate used 
to determine the potential sale price per square foot of each of their buildings. 

We have run a detailed estimate of the Net Asset Value of MPG.  We calculated the estimated market value of each 
individual building, added the market value of the land holdings and entitlements, subtracted out the debt and then 
factored in other corporate assets and liabilities.  Our estimate of NAV is about $10 per share.  

We estimate the average value of the MPG buildings at about $350 per square foot.  Class A office buildings in 
Southern California have been selling for $200 to $650 per square foot in the last year with most in the range of $250 to 
$500 per square foot.  For perspective, in New York City, class A office buildings routinely sell in the $750 to $1000 
per square foot range. 

MPG is still a company on the brink of bankruptcy.  But if the real estate recession abates further and values for class A 
office buildings continue to go up, or Rob Maguire or Brookfield or some other large investment entity like a Sovereign 
Wealth Fund tries to acquire the company, the stock price just might go up.* 

*Please note:  We are not recommending that you buy this stock.  MPG is a highly levered company and its’ success or survival is very dependent on 

the whims of the commercial real estate markets.  We have been watching MPG for years, and are intimately familiar with their holdings and follow 
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the Southern California commercial real estate markets daily.  Information may come out that could cause us to immediately sell our entire holdings 

in the company. MPG stock is both risky and potentially volatile.   Do your own due diligence! 

Tax Time: 

2010 was the Fund’s first full year in operation.  Figuring out the DASF partnership returns and the individual K-1s was 
not easy.  Jeff Nickell and I were severely tested.  He was an accountant and I was a mechanical engineer.  We are both 
Harvard MBAs.  We are good at numbers.  But nevertheless, it took us many hours to create the spreadsheets that 
ultimately calculated each partner’s yearend balance and taxable income.  The excel spreadsheet contains 25 tabs each 
with its own spreadsheet.  One of the spreadsheets had columns A through BB, that is the alphabet twice plus two, or 54 
columns.  Our CPAs are located in San Mateo, California just north of Silicon Valley. They have many clients who are 
invested in hedge funds.  They told us that none of their hedge fund clients get their hedge fund K-1s in time to file by 
April 15th.  Stressful as it was, we got the K-1s out on April 15th three whole days before the filing deadline of April 
18th.  Not great, but at least we got them out!  We will TRY to do a little better next year. 

The Fund 

As of March 31st we were 90% invested in stocks, 10% in cash.   We had $1,621,747 invested at cost in 235,850 shares 
of stock of twenty-eight companies, with a market value of $1,973,974.  

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. 


