
2CHYP 4Q16 Portfolio Analytics 

In our perpetual quest to position 2CHYP for the future, there seem to be some recurring themes. 

1) Value

2) High Dividend yield

3) Dividend growth

We are not a quant fund nor do we believe that algorithmic trading is a reliable source of 

outperformance.  We do not purchase value REITs based on a mechanical value parameter, and we do 

not buy yield for the sake of yield. 

We find and exploit mispricing in pursuit of maximizing total returns.  It so happens that this has often 

resulted in a high yield value portfolio.  There have been times during which value and yield were overly 

pursued by the market, causing the associated stocks to be overbought and underperform going 

forward.  We do not believe this is one of those times.   

There are still a good number of REITs that have a disproportionately high quality relative to their value.  

As of 12/31/16, 2CHYP was a mix of quality value and deep value which we define as follows: 

Quality value:  A stable company with moderate to strong growth prospects 

Deep value:  A company with flat to weak growth, but significantly oversized cashflows. 

2CHYP’s portfolio is shown below, color coded between the 2 types.  2MCAC



Each position has its own buy thesis which we will describe in the 2 page company profiles that we will 

share with subscribers in the coming days.  Below, we analyze 2CHYP at a portfolio level in absolute 

terms and relative to the index. 

Lower multiple and higher yield 

2CHYP is far cheaper than what a traditional value manager would consider value.  A 20% to 40% 

discount to the broader index would typically be considered value, but 2CHYP is less than half the price 

of the index as a multiple of FFO.   

The forward FFO multiple of REITs, as measured by the SNL US REIT index is 19.3X.  

2MCAC



Source: SNL Financial 

2CHYP is just 48% as expensive with the aggregate P/FFO of portfolio holdings at just 9.27X. 

The great thing about value is that it provides more cashflow such that significantly larger dividends can 

be paid out without needing an aggressive payout ratio.   

At a portfolio yield of 6.94%, 2CHYP’s dividend yield is 78% higher than the 3.89% yield of REITs in 

general.  Despite the higher yield, 2CHYP’s FFO payout ratio is only 64.4% as compared to 75.1% for the 

index.   

2CHYP performance 

Now that 2CHYP has been running for 6 months, we can examine its historic performance as part of 

quarterly analytics.  So far, 2CHYP has done reasonably well, outperforming the I Shares US REIT ETF 

(IYR) by 1,732 basis points (17.32%).    
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Breaking down the absolute return, 9.3% came from capital gains while 3.6% was from dividends 

(including receivables). 

Source: Interactive Brokers LLC 

Due to a wide variety of holdings, the dividends came frequently throughout the period. 

Dividend growth 
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At 2CHYP we intend to grow the portfolio yield through a combination of organic dividend increases and 

opportunistic trading.  Among 2CHYP’s 12/31/16 holdings, there were the following dividend raises over 

the past 6 months. 

These raises are not the entirety of dividend growth within 2CHYP.  If we can successfully grow the 

absolute dollar value of 2CHYP, through intelligent trading, the yield on initial capital should increase 

over time.  As of 12/31/16, yield on initial capital was 7.4% despite a current yield of only 6.9%.  This 

should improve shortly as we invest the $5,214 in cash and $1,133 of receivables.  

Important Notes and Disclaimer 

The holdings presented were the entire holdings of 2CHYP as of 12/31/16, but may not represent the 

holdings for other time periods.  We do not intend presentation of 2CHYP’s holdings as a 

recommendation, but rather as a statement of historical fact. 

We cannot determine whether the portfolio holdings presented are suitable for any given reader.  

Readers are encouraged to contact their financial professional to discuss the suitability of any strategies 

or holdings prior to implementation in their portfolio. 

The specific securities identified and described herein do not represent all of the securities purchased or 

sold for advisory clients of 2nd Market Capital Advisory Corporation (2MCAC).  It should not be assumed 

that investments in the securities identified and described were or will be profitable.  

A list of all prior purchases and sales made by the investment advisor representative (Dane Bowler) in 

the 2CHYP portfolio is available upon request.  It should not be assumed that purchases and sales made 

in the future will be profitable or will equal the performance of the securities in this list. 

Benchmark Comparison:    2CHYP portfolio is compared to the I shares REIT ETF (IYR) and Vanguard REIT 

ETF (VNQ) because these are common methods for investing in a portfolio of REITs and we view these as 

competitors or alternatives to 2CHYP.  Both IYR and VNQ have fees that are factored into performance, 

while 2CHYP does not have a fee aside from trading commissions which are factored into performance.  

2CHYP’s dividends are reinvested, while VNQ’s and IYR’s dividends are paid but not reinvested.   

2MCAC



Strategy and market conditions:  2CHYP uses a bottom up stock selection process which may fare better 

in certain market conditions than in others.  It may perform better when value is in favor or worse when 

value is out of favor.   

Expenses:  Returns reflect the deduction of any transaction expenses.  There are no costs or 

management fees charged nor deducted.   

Past performance does not guarantee future results.  Investing in publicly held securities is speculative 

and involves risk, including the possible loss of principal.  Historical returns should not be used as the 

primary basis for investment decisions.  Although the statements of fact and data in this article have 

been obtained from sources believed to be reliable, 2MCAC does not guarantee their accuracy, and 

assumes no liability or responsibility for any omissions/errors.   

Calculation Methodology:  Partial year return for the period 7/1/16 through 12/31/16, unaudited.  

Dividends in 2CHYP are reinvested. 
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