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Davenport Advisors Stock Fund 

 

July 16, 2012 

Update on the Fund:   

As of June 30, 2012, the total value of the fund was approximately $2,157,000.  The fund was 61% invested in stocks, 39% in cash. 
We started the year at $1,845,000 (adjusted for contributions/distributions), so for the first two quarters of the year the fund was up 
$312,000 or 17.0%.  As of January 1, 2011 the “High Water Mark” (as adjusted for distributions/contributions since January 1, 2011) 
was approximately $1,987,000, which means that the value of the fund is now above the High Water Mark by $170,000 or up 8.6%.  
 
 
Fund Holdings by Industry: 

12.8% Apartment    26.5% Office 
10.8% Diversified REITs    0.0% Residential Related 
16.1% Hotel      23.6% Retail/Malls 
 3.3% Industrial      0.0% Retail/Strip Center 
 3.6% Mortgage REITs     3.4% Service/Operating Companies 
 

 
 

Top 5 Holdings: 

AIV -    Apartment Investment & Management  
BEE -  Strategic Hotels and Resorts 
CWH -  Commonwealth Properties  
GGP -   General Growth Properties 
MPG -   MPG Office Trust 
 
AIV: Apartment Investment & Management is one of the largest owners of apartments in the US.   Apartment fundamentals continue 
to improve throughout the US. AIV recently completed a public offering of 12.3 million shares at $26.74 per share.  AIV plans to use 
the proceeds to redeem all outstanding shares of its Class U Cumulative Preferred Stock. The Class U Preferred Stock had an annual 
dividend of 8%. 
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BEE:  Strategic Hotels and Resorts is a Hotel REIT specializing in luxury hotels such as Fairmont, Four Seasons, InterContinental and 
Ritz-Carlton. BEE announced a public offering of 18.4 million shares of stock at $6.50 per share. Net proceeds from the sale should be 
around $114.4 million and will generally be used to pay down debt. 

CWH:  Commonwealth Properties, formerly HRP, is an Office and Industrial REIT, which we believe is trading below its Net Asset 
Value (“NAV”) per share and pays a 10% dividend. CommonWealth’s wholly owned subsidiary, Select Income REIT recently priced 
an initial public offering. Upon completion of the offering CWH will maintain a 73% stake in Select Income. 

GGP: General Growth Properties is the second largest mall company in the U.S.  GGP completed a $3.1 billing refinancing in the 2nd 
quarter. The new debt has an average interest rate of 4.2%, compared to an existing rate of 5.24%. The refinancing generated $329 
million in net proceeds for the company.  

MPG: MPG is an office REIT based in Los Angeles.  They are the largest owner of class A office buildings in downtown Los 
Angeles.  Here are just a few of the steps MPG has taken in the last few months to right the company:   

 MPG agreed to “give back” Two California Plaza in downtown LA to the special servicer at a cost of JUST $1 million.  This 
54 story class A high rise was “underwater” and the $470 million loan was in default.   

 MPG agreed to give back 3800 Chapman in Orange to the special servicer at a cost of JUST $2 million.  This 157,000 sf mid-
rise office building was also underwater and the $44 million loan was in default.  We bought this building in the mid 1990’s 
while at Spieker Properties for a fraction of the defaulted loan value, (we paid about $12 million for the building!) then leased 
the entire building to Home Depot for 10 years and subsequently sold it for about $20 million to Equity Office Properties, 
who sold it for even more to Blackstone, who sold it for even more to MPG, who then put the $44 million loan ($280 per 
square foot) on the building. Giving this building back to the lender for just a $2 million payment is a home run for MPG.  

 Sold the City Tower Development Site located in Orange, California. MPG received net proceeds from the transaction 
of $7 million.  We owned this land while at Spieker Properties and our partners Mitch Ritschel and Mark Valentine worked 
with MPG over the years to help them figure out how to get this land sold. 

 They sold Stadium Gateway, a 253,000 sf suburban high-rise in Anaheim and received net proceeds of $1 million. 
 Finally, and most importantly, they extended the loan on KPMG Tower in downtown LA for one year until October 2013.  

MPG paid down the loan from $400 to $365 million and agreed to other restrictive terms. In doing so they were able to avoid 
or at least postpone for one year the risk of “losing” this building in a foreclosure or “giving it back” to a special servicer, 
either of which events would be considered a sale. In the event of a sale of this particular building, tax protection agreements 
with Rob Maguire would be triggered.  He would be able to require MPG to reimburse him for any taxes he might have to 
pay as a result of a sale of the property, which could be substantial, given his low tax basis which tracks back to the date 
when he first developed the building.  
 
It’s a counterintuitive concept, but “giving back” buildings that are “underwater” actually increases NAV. Imagine for a 
minute that you are the owner of ten buildings; five buildings have positive equity of $10 million each and five buildings 
have negative equity of $10 million each. Your company would be effectively worth $0. Now imagine you are able to give-
back all five negative equity buildings for a $1 million penalty per building and keep all your positive equity buildings. You 
would eliminate the negative $50 million from your balance sheet and keep the positive $50 million. Your company is now 
worth $45 million (after you subtract the penalties).  This is, of course, an overly simplified example, but it is essentially the 
strategy MPG has been executing for the last couple years.  

Trading during the Quarter: 

During the quarter we sold our positions in ARR, BRE, FCH, FNF and HT.  We traded in and out of TPGI and UDR. 

ARR:  Armour Residential REIT is a mortgage REIT that invests in residential mortgage backed securities primarily guaranteed by 
the US Government. In March the stock went down over 10%.  We noticed that two company insiders made large purchases of the 
stock at $6.60/share.  We bought some shares and then sold them shortly thereafter, making a tiny profit. 
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BRE:  BRE Properties is an apartment REIT which owns a $6 billion portfolio of high quality apartments, mostly on the West Coast. 
We have been trading in and out of BRE as its stock price seems to cycle between $40/share (below NAV) and $52/share (above 
NAV). 

FCH:  Felcor Lodging Trust is a Hotel REIT based in Texas.  Felcor owns 76 hotels throughout the US, mostly upscale all-suite 
hotels such as Embassy Suites, Holiday Inn and Sheraton.  We value Felcor at an NAV (Net Asset Value) of $5/share whereas Green 
Street Advisors (the preeminent Buy Side REIT Analyst who happens to be based in Newport Beach) estimates an NAV of just 
$2.25/share.  Generally our estimates of NAV for REIT stocks are very close to Green Street’s estimates of NAV but in this particular 
stock, we are way off (or they are way off!!).  FCH’s stock price moved into the $4.50 plus range, we got a little nervous, given the 
discrepancy between our estimate of NAV and Green Street’s estimate of NAV. 

FNF:  Fidelity National Title is the largest title company in the US, as well as a holding company for specialty insurance companies 
and many other investments. Owning FNF is a play on the housing market without taking specific risk in homebuilder stocks. FNF has 
a book value of $16.87 per share, which may not reflect the current value of its many investments. However, the stock usually trades 
around book value. It went 10% higher so we sold. 

HT:  Hersha Hospitality Trust owns and operates 67 hotels with 9,598 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. We bought a lot of HT last summer and fall.  Since then the stock price moved up above our estimated NAV/share. 

TPGI:  Thomas Properties Group is a diversified owner and developer of commercial properties based in Los Angeles.  They are a 
CalSTRS partner in many of their properties.  In May we noticed the stock was trading below our estimate of NAV.  We began 
acquiring shares.  On May 30th TPGI announced a private sale of 8.7 million shares of stock at $5.75/share, well above the current 
stock price which had been in the $4 range.  The stock immediately went above $5 per share. 

UDR:  UDR owns multifamily apartment communities throughout the US.  We bought some shares, the stock went up a little and we 
sold.  

Comments: 

In the last few years summer has not been good for stocks. Take a look at the Dow Jones Average for 2010 and 2011.  

 

  

2010 Dow Jones Industrial Average 

April 23: Peak – 11,204

June 18: Rebound – 10,451

June 4: First Bottom – 9,932

July 2: Year Low – 9,686
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Now it’s summer 2012.  Uncertainty prevails.  Obama Care, Euro debt crisis, China’s slowing growth, Iran and nuclear weapons, 
Class Warfare, the Fiscal Cliff. 

There has already been one drop from the peak in May 1st to low point on June 4th.   The question is:  will 2012 follow the patterns of 
2010 and 2011? 

                      

                                

 

 

2011 Dow Jones Industrial Average 

April 29: Peak – 12,811

June 24: First Bottom – 11,935

July 22: Rebound – 12,681

Sept. 23: Year Low – 10,771 

2012 Y.T.D. Dow Jones Industrial Average 

May 1: Peak – 13,279

June 4: First Bottom – 12,101

July 3: Rebound – 12,944
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If you think stocks might fall, then the aggressive way to profit from the fall is by shorting stocks.  But if you short stocks and the 
stocks go up, you actually lose money. 

Or, if you think stocks might fall, and you sell some of your stocks and hold some cash, then you can profit by buying back the same 
stocks after they go down. If you are wrong and stocks go up, then you just don’t make as much money as the stocks go up, because 
some of your portfolio is in cash.* 

Moving to cash is risky (in a conservative sort of way).   

We continue to have weekly conference calls among the partners of Davenport Partners during which we review stocks in the 
portfolio, consider new companies, review industry trends, etc.  Generally we have focused on buying stocks which are trading below 
their NAV.  More recently we have been selling stocks which are at or above their NAVs and moving to cash in anticipation of 
another potentially horrible summer for stocks.  

*Of course, selling stocks results in realized taxable gains or losses.  In normal years one might want to avoid or postpone all taxable 
gains, however, with the impending end of the Bush tax cuts, this might be the one year that it is prudent to realize taxable gains. 

Fund Details: 

As of June 30th we were 61% invested in stocks, 39% in cash. We own 246,493 shares of stock in twenty three companies, with a cost 
basis of $1,192,651 and a market value of $1,193,083.  During the second quarter of 2012 the fund received dividends of $14,845.     

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. 


