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Davenport Advisors Stock Fund  
 

March 31, 2010 

March 31st marks the end of the first quarter of the 2010 fiscal year for the stock fund and third quarter that our 
stock fund has been in operation.  We made our first stock purchase on August 13, 2009.   

Update on the Fund: 

As of March 31st, the total contributed capital in the fund was $1,090,000.  The total value of the fund was 
$1,346,105.  We had $840,555 invested in twenty four stocks, with a market value of $1,032,647. During the quarter 
we sold four positions at a profit.   

Fund Holdings by Industry: 
 

12.7% Apartment    8.2% Office 
12.5% Diversified REITs   15.6% Residential Related 
16.8% Hotel      12.2% Retail/Malls 
8.3% Industrial     4.2% Retail/Strip Center 
9.6% Mortgage REITs    0% Service/Operating Companies 
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Top 5 Holdings: 

GRT -  Glimcher Realty Trust   
HRP -  HRPT Properties Trust 
FUR -  Winthrop Realty 
HT   -   Hersha Hospitality Trust 
FNF  -  Fidelity National Title       
   
 
GRT is a mall REIT based in Columbus, Ohio.  They were at risk of filing Chapter 11 last year but managed to pay 
down or extend into 2011 and later all of the debt which was coming due.  This quarter they closed on a partial 
interest sale of two malls, including Lloyd’s Center in Portland, to the Blackstone Group generating about $60 
million to the company.  GRT pays a quarterly dividend of $0.10/share which equates to about a 12% yield on our 
basis.   

HRP is an Office and Industrial REIT.  FUR is a diversified REIT. HRP and FUR are companies which we believe 
to be trading below their long term Net Asset Value (“NAV”) per share and each pay dividends.  

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. Hasu and Hersha Shah, immigrants from India, got into the hotel business in 1984 when they 
bought an 11 room motel in Harrisburg, Pennsylvania.  The family company has been the focus of several case 
studies at the Harvard Business School.  We began buying HT at $3.61/share. Our basis is now a little below 
$4/share.  HT recently had a secondary offering at $4.50/share.  Just days before the offering, one of the Independent 
Directors bought 3,864,000 shares at $4.25/share.  

FNF is the largest title company in the US, as well as a holding company for specialty insurance companies and 
many other investments. The company is run by Bill Foley, a very savvy businessman, who regularly acquires and 
spins off companies under the umbrella of FNF.  Over the long haul he creates value for his shareholders through 
such devices as cash and stock dividends or awarding shareholders stock in spin-off companies. FNF made money 
in 2009 and paid dividends.  We believe FNF will benefit from the (expected) upturn in housing markets.  Owning 
FNF is a play on the housing market without taking specific risk in homebuilder stocks.   

Trading Gains/Losses: 

During the quarter we bought and sold MPG, sold 60% of our AIV, sold out of our position in PLD and IHR was 
taken private in an all cash transaction. 

MPG: Maguire Properties stock runs up and down as they make various announcements about selling buildings or 
giving them back to the lenders.  

AIV: AIMCO is one of the largest owners of apartments in the US.  The stock had run up quite a lot, there were 
some negative reports in the news about apartment rents and we felt it was a good time to take some profits.  We 
were wrong.  The stock has gone up 20% more since we sold. 

PLD: Prologis is an Industrial REIT which was severely penalized for its high leverage and faced Chapter 11 in 
early 2009.  Since then they changed CEOs, raised new equity, and paid down or extended much of their debt.  The 
stock rose into the low teens.  We decided to sell our position when we revisited our NAV analysis and found we 
could not justify the higher stock price. 
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IHR: Interstate Hotels & Resorts was an owner and manager of hotels.  We purchased IHR last year in the 
$1.25/share range.  The company announced on December 18th that it would be acquired by a private equity fund for 
$2.25/share.  The acquisition closed on March 18th. 

Comments: 

Dividends:  REITs by law must pay out 90% of their taxable income as a dividend.  Last year taxable income was 
way down (or negative) for many REITs due to reduced revenues and actual losses on sales of property or paper 
losses from write downs on properties scheduled for sale.  Additionally, in 2009, in response to the credit crisis, the 
IRS temporarily changed REIT dividend rules allowing REITs to pay dividends up to 90% in stock and 10% in cash.  
Of those REITs paying dividends, many elected to pay the majority in stock instead of cash.  The theory is (or was) 
that it was better to preserve cash and pay down debt than to make payouts to shareholders.  Now that many of the 
REITs seem to have survived the credit crisis they are beginning to shift back to paying all cash dividends.   

Hotels RevPar: Hotels have room rates which are marked to market and occupancies which vary on a daily basis.  
Simplistically, hotel revenues should be the first to go down in a recession and first to go up when the economy 
picks up. Hotels use a metric called RevPar – revenue per available room, which is the average daily room rate times 
the average occupancy, as a major benchmark.  The chart below shows the approximate actual 2009 RevPar and 
Annual Room Revenues for Hersha Hotels, as well as the pro forma changes resulting from increasing daily rates by 
10%, occupancy by 10% and then both room rates and occupancy rates by 10%.   

 
Daily 
Rate 

Average 
Occupancy  RevPar 

Number of 
Rooms Days 

Annual Room 
Revenue ($000) 

Increase in Revenue  
($000) 

2009 Actual $127.85 66.6%  $85.16 9138 365 $284,043  

Daily Rate Up 10% $140.64 66.6%  $93.67 9138 365 $312,412 $28,368 

Occupancy Up 10% $127.85 73.3%  $93.66 9138 365 $312,412 $28,357 

Rate and Occupancy 
Up 10% $140.64 73.3%  $103.09 9138 365 $343,840 $59,797 

 

Note the Increase in Revenue - $28 to 60 million - as a result of small changes in room rate and occupancy.  Since 
the hotels are open and staffed already, a good portion of this increase in revenues will drop right to the bottom line.   
Hersha is forecasting 2010 EBITDA to be about $85,000,000.  EBITDA (Earnings Before Interest Taxes 
Depreciation and Amortization), is the number generally used in estimating a REIT’s NAV (net asset value), so you 
can see, small changes in RevPar could result in significant changes to EBITDA and therefore NAV. 

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 with a bias toward those who have taken the greatest hit to their stock 
price in the peak days of 2007.  More recently we have begun to accumulate hotel stocks.  

Feel free to contact us if you have a company that you think we should consider. 
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The Fund 

As of March 31st we were 79% invested in stocks, 21% in cash. 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 on hand to be able to take 
advantage of the buying opportunity. 

We received additional capital contributions totaling $155,000 from several of our existing investors and one new 
investor for the quarter starting April 1st.   

We continue to welcome additional contributions by existing investors, and of course, we would also welcome new 
investors.   

Please contact us if you have questions or would like to see a copy of the subscription materials. 

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, 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. 


