
 

Davenport Advisors Stock Fund 

 

May 1, 2012 

Update on the Fund: 

As of March 31, 2012, the total value of the fund was approximately $2,210,000.  The fund was 86% invested in stocks, 14% in cash. 
We started the year at $1,869,000, so for the 1st Quarter the fund was up $341,000 or 18%.  As of January 1, 2011 the “High Water 
Mark” (as adjusted for distributions/contributions since January 1, 2011) was approximately $1,972,000, which means that the value 
of the fund is now above the High Water Mark by $130,559 or up 12%.  
 
Note, we will now compare the fund’s performance both to the “Start of the Year” value and to the “High Water Mark” value.  Since 
we had a negative return year in 2011, the High Water Mark is based on the fund value as of January 1, 2011. 
 
Take a deep breath, the wild REIT ride continues.  
 
Fund Holdings by Industry: 

12.2% Apartment    18.9% Office 
8.1% Diversified REITs   0.7% Residential Related 
18.8% Hotel      17.8% Retail/Malls 
15.4% Industrial     0.0% Retail/Strip Center 
8.1% Mortgage REITs    0.02% Service/Operating Companies 
 

 

Top 5 Holdings: 

AIV -    Apartment Investment & Management  
GGP -   General Growth Properties 
MPG -   MPG Office Trust 
FR -  First Industrial Realty 
PLD -  Prologis 
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AIV: Apartment Investment & Management is one of the largest owners of apartments in the US.   Apartment fundamentals continue 
to improve throughout the US.  We are becoming a Renter Nation and this is good for apartments.  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. Private market apartment values are up substantially and have returned to pre-recession levels.  AIV just declared 
a 50% increase in their dividend.   
 
GGP: General Growth Properties is the second largest mall company in the U.S.  They own 169 malls.  We wrote about GGP in the 
2011 Q2 Report.  GGP completed the spin-off of 30 B and C malls into a new company called Rouse Properties.  The fund received 
0.0375 shares of RSE for every share of GGP that we owned (Rouse Properties is up approximately 22% since the spinoff).  Among 
the slew of activity in the 4th quarter, GGP refinanced $1.3 billion in mortgage notes that were coming due, lowering the average 
interest rate from 5.74% to 4.62% and extending the maturities out by an average of 9.9 years.   

MPG: MPG Office Lease is an office REIT based in Los Angeles.  They are the largest owner of class A office buildings in 
downtown Los Angeles.  MPG owns the 45 story KPMG Tower, the 42 story One California Plaza and the 54 story Two California 
Plaza, to name just a few.  We wrote about MPG extensively in our 2011 Q1 stock fund report and again in our 2011 Q3 report. 

MPG has a joint venture with Charter Hall Office REIT in which they own five different office projects, amounting to approximately 
25% of MPG’s portfolio by square footage.  MPG manages all of the properties.  In October, MPG announced that Charter Hall had 
agreed to sell its 80% interest in all the properties to Beacon Capital Partners.  MPG agreed to sell its 20% interest in two of the 
properties, Wells Fargo Center in downtown Denver and San Diego Tech Center. MPG will retain its 20% interest and management 
rights in the other three properties with Beacon as its new joint venture partner.   Beacon is a $15 billion private real estate investment 
fund based in Boston who owns primarily Class A and trophy office projects.  MPG’s remaining properties would complement nicely 
with Beacon’s portfolio. 

FR:  First Industrial Realty owns and manages 67 million square feet of industrial buildings with a market capitalization rate of about 
$3 billion.   The company recently disclosed that it is in a dispute with the IRS over a tax refund it received in 2009 having to do with 
the liquidation of its Taxable REIT subsidiary.  The amount in question is $40 million.  As you go around the board, sometimes you 
land on “Free Parking”, sometimes you land on “Pay Taxes”. 

PLD:  Prologis is the largest owner of industrial real estate in the world.  PLD manages $43 billion in assets comprising 3,200 
properties with 600 million square feet of warehouse space and according to Green Street Advisors is an “institutional money 
powerhouse” and a “global industrial behemoth”.  PLD is working through its merger with AMB.  The merger “synergies” have not 
materialized yet.   Twenty five percent of PLD’s portfolio is in Europe.  Last year, PLD suffered from its exposure to Europe.  This 
year it’s exposure to Europe should offer opportunity. 

Trading during the Quarter: 

During the quarter we sold our positions in GRT, LEN and VAC.  MMPI changed its name to EVOQ. 

GRT:  Glimcher Realty Trust is a retail mall REIT based in Columbus, Ohio which owns twenty four malls and three community 
centers with leasable area totaling 21.5 million square feet. We originally purchase GRT in 2009 at around $3 per share when they 
were at risk of having to file for bankruptcy.    Over the last few years GRT seemed to be doing all the right things.  One of the things 
that intrigued us was their teaming up with one of the world’s largest private equity firms, The Blackstone Group (BX).  In early 2010 
GRT sold partial interests in two of their malls to Blackstone.   In August 2010, GRT purchased the Pearl Ridge Shopping Center in 
Honolulu for $245 million, in another joint venture with Blackstone. In all of these joint ventures, Glimcher acts as the operating 
partner and garners fees for leasing and managing the centers. We thought these joint ventures were a smart move for Glimcher, 
aligning themselves with Blackstone, allowing them to grow their portfolio using less equity capital and as the operating manager of 
the joint ventures, generating disproportionately greater fees.   

Blackstone has been one the largest buyers of real estate in recent years, buying entire real estate companies and large portfolios of 
office buildings (Equity Office Properties, Carr America), industrial buildings (multiple portfolios), hotels (La Quinta Inns, Hilton 
Worldwide), neighborhood shopping centers (Centro Property Group).  Currently they have over $43 Billion of real estate assets under 
management.  Many in the industry speculate that at some point Blackstone will take some or all of these properties public in product 



 

specific REITs, for instance, an office REIT, an industrial REIT, etc. or on an even grander scale, they might aggregate all of these 
portfolios together and take them all public in one diversified Super Mega Sized REIT.  

We were hoping that in teaming up with Glimcher, Blackstone might have been setting up GRT to become a platform to grow a mega 
retail/mall company. In which case, Glimcher would likely be bought out by Blackstone at some point, which would drive GRT’s 
stock price up.  Here is what Glimcher said in a news release in November of 2010, when they purchased Pearl Ridge Shopping 
Center in Honolulu, “"We are also excited to be able to expand on our strategic relationship with Blackstone which we believe 
positions us well to pursue potential investment opportunities in the future," added Mr. Glimcher”. However, in March 2012, just 17 
months later, Glimcher announced that they were buying Blackstone’s 80% interest in the Pearl Ridge Shopping Center.  The joint 
venture purchased the entire center for $245 million in November 2010, and now Glimcher is buying Blackstone’s 80% interest for 
$289 million. Either (1) the mall rose in value dramatically in 17 months (from about $245 million to $361 million) and Blackstone 
wanted to take a quick profit, or (2) Blackstone wanted out of the joint venture and Glimcher ended up on the losing side of a Buy/Sell 
agreement.  We tend to believe the latter, (2) is more likely.  If so, our hope for an eventual takeover by Blackstone is now not as high. 

Either way, our little fund made a lot of money on GRT over the last few years, so we decided this was a good time to exit the 
investment and move on. 

LEN: Lennar is a large homebuilder and diversified financial services company. In the early 1990s Lennar was one of the big players 
who bought distressed loan portfolios from the banks and the government and then restructured or worked them out making 
tremendous profits. In 2007, Lennar formed a new investment company called Rialto Capital with the goal of again buying distressed 
bank debt and portfolios. Rialto recently purchased $3 billion in troubled residential and commercial loans from the FDIC.  We 
thought Lennar’s participation in the FDIC distressed bank debt arena might allow them to make money despite whatever travails they 
were experiencing in the homebuilding markets.  We bought LEN stock last summer and fall.  By January, LEN, along with many 
other homebuilder stocks, was up quite nicely.  The chatter in the Wall Street Journal and on CNBC (which we do not admit to 
watching, er, I mean, we do not admit to listening to CNBC) was that homebuilder stocks typically run up in the fall and winter in 
anticipation of the spring selling season and then go down from spring to summer.   We decided to take our short term profit and sell.  
Since then the stock has gone up another 20%!! 

VAC: We received shares in Marriot Vacations Worldwide as a result of a spin off from Marriot Hotels. We do not understand how to 
value a hotel timeshare company.  The stock went up since the spin off and we decided to sell. 

Comments: 

MMPI changed its name to EVOQ.  Meruelo Maddux is the company that owns a bunch of cats and dogs real estate in downtown 
Los Angeles.  We wrote about MMPI in our 2011 Q2 Report.  MMPI emerged from bankruptcy in July 2011.  The company then 
went silent:  its web site said, “Under Construction”.  In March, they came out of hiding and announced a change in their name to 
EVOQ Properties.  The new web site, other than being quite snazzy and listing the names of their new management, has no property 
information and no financial information.  The company has not filed any financial reports with the SEC.   It seems odd for a public 
company to be able to go underground for so long. 

Fund Details: 

As of March 31st we were 86% invested in stocks, 14% in cash. We own 295,293 shares of stock in twenty-four companies, with a 
cost basis of $1,700,403 and a market value of $1,902,666.  During the first quarter of 2012 the fund received dividends of $16,664.     

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. 


