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In the previous issue of Intuition, 
Robin wrote about the current 
state of financial markets and 
how emotions and sentiment can 
potentially result in behavioral 
changes that can have a detrimental 
effect on how investors act with 
their investments. This week we’ll 
continue along these lines. In an 
interview after their results, the 
CEO of Capitec, Gerrie Fourie, 
made an interesting remark (and I 

continued to go back to it a few times, so I know it is at 1 
minute and 22 seconds into the interview). He was asked to 
comment on the drop in the share price of Capitec after they 
delivered what was a good set of results. He said this: “We 
don’t manage the share price; we manage the fundamentals 
of the business”. However, sentiment had pushed the share 
price before these results to excessive levels relative to the 
underlying fundamentals.

I want to tie this in with an interview I watched with Warren 
Buffet a few years ago. He was asked what was one of the 
best lessons in his early career. He described in his answer 
how he was trying everything he could to predict share 
price moves, where the markets will be in a year, and by 
how much it will go up (or down). For myself, the defining 
moment was when he said that he realized that no one can 
or could predict that. He threw out his technical analysis 
books and said to himself that he is buying businesses, 
some of which might just happen to be listed on a stock 
exchange. 

One of my own lessons during my “formative years” was 
from David Shapiro (who we interviewed as part of our 
recent 50th anniversary celebrations.) His advice to me as 
a youngster was to do the  homework and when you buy 
a share (doesn’t matter how many) in the company you 

researched, remind yourself that you, as a shareholder, own 
the company (yes, perhaps only in part) and see it as if you 
have asked the CEO and his management team to take care 
of it whilst you busy managing something else. 

Over the remainder of this article, I am going to use Realty 
Income (listed in the US with share code “O”) as an 
example of how our investment philosophy, together with 
Robin’s comments and my observations above, overlay our 
research process to understand companies.

In summary, what drew me to this company is the following:

• I can do a lot with the share code: O…what a beautiful 
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Using “O” to explain last week’s Intuition

SPEED READ
 � We keep reiterating the Harvard House 

investment philosophy. Markets are as volatile 
as ever but despite this, quality companies 
continue to do what they are best at - 
delivering returns and dividends.

 � The CEO of Capitec said it clearly in an 
interview after their results: a listed company 
should focus on the fundamentals. It is not 
their (management) role to manage the share 
price.

 � One of Warren Buffet’s pearls of wisdom was 
confirming that he tried his utmost best to 
predict where share prices will go until he 
threw all that theory out and started to buy 
companies with good fundamentals.

 � We believe a company that helps to explain 
more from last week’s Intuition and our 
investment philosophy is Realty Income.

Last week Robin asked if anyone understood markets. This week we add some more perspective and use 
a company example to explain some of Robin’s points. Are you investing for the share price movement 
or because you like the company? I think it is easier to like the company (i.e. what they are about, how 
they make their money and how they reward you as a shareholder) than to try and second guess the share 
price movement. Comments by the CEO of a locally-listed company drive home the point that it all boils 
down to company fundamentals. One of the greatest investment icons said even he cannot predict the 
markets.     

Willie
Pelser
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company, O what a nice dividend yield, O … the 
share price is falling (or is that O O nO!) The list goes 
on. (Apologies to the serious readers – but surviving 
investment markets also requires a sense of humour!)

• A compounded total return of 15% p.a. and a 
compounded annual growth rate in their dividend of 
4.4% since listing in 1994, 627 consecutive monthly 
dividends declared, and positive earnings growth 
delivered in 25 of their 26 year history. (There are some 
serious Harvard House Investment philosophy metrics 
locked up in here.)

• The company’s founding philosophy, “The goal 
was simple - generate a reliable monthly income for 
investors.”

• Many of the company’s tenants are listed companies 
in which you can invest directly. Alternatively, I can 
own Realty Income which “owns lots of them”. (For 
example, I like coffee, so I can invest in Starbucks 
(the company) or I can own their landlord, who has 
numerous other tenants), thereby spreading the risk.

• Finally comes the 
homework of researching 
the company before 
making the investment call.

Our research process uncovered 
reports, the titles of which 
would either scare you away or 
convince you to invest. These 
titles ranged from: “More 
pain may be ahead”, ”Realty 
Income is the bedrock for a 
retirement portfolio” to “Your second chance to buy in at 
4.3% Yield” and “A better buy Realty Income’s 4.4% yield 
or WP Carey’s 5%”. These headlines are designed to drive 

sentiment and emotion, which lie behind the volatility in 
the share price, as seen in the chart.
However, as we have been trying to explain, when you 

focus on the fundamentals you 
can often see a different picture 
-  literally. 

Realty Income is a property 
company (landlord) operating 
under a REIT structure. It was 
founded by William and Joan 
Clark in 1969, in California. 
The goal was simple – to 
generate a reliable monthly 
income for investors. The real 
estate portfolio started with the 

acquisition of a single Taco Bell property through a sale and 
leaseback transaction that year and has grown to encompass 
over 11,400 properties. In 1994, they began trading on the 
New York Stock Exchange.

Realty Income is one of a handful of property companies 
that leases freestanding properties on a triple-net lease 
basis. Tenants are therefore responsible for taxes, insurance 
and maintenance of the property. Consequently, the rental 
is almost full “profit” or described differently, the operating 
margin is almost 97%. Leases are long-term, with a current 
weighted average remaining lease term of 8.8 years as of 
June 30, 2022. The chart below shows the Adjusted Funds 
From Operations (AFFO) per share. In simple terms, you can 
read it as the “rental income after accounting adjustments” 
per share. Realty Income’s high-quality tenant portfolio 
has helped maintain its robust and stable AFFO visibility, 
despite worsening macro headwinds even in previous slow 
economic cycles. One can look at that chart and wonder 
where the Covid impact is. The strength of the company’s 
fundamentals also lies in its occupancy rate. No one wants 
empty buildings. Over the last 10 years, Realty’s occupancy 
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The price is volatile, a reflection of the ebb and flow of 
sentiment, yet the trend ultimately reflects the growth in 

underlying profits and dividends.

“Realty Income is one of a 
handful of property companies 

that leases freestanding 
properties on a triple-net lease 

basis.”

Convenience stores are a common asset within the Realty 
Income portfolio.
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rate has averaged 98% which compares favorably to other 
S&P REIT companies that could only achieve an average 
occupancy rate of 94% over the same period. 

Let me make a point on diversification. That does not just 
apply to the offshore vs local theme we covered in our recent 
Insight presentation. Realty’s customers are spread over 72 
separate industries. They cover all the states of America and 
have ventured into mainland Europe and the UK. Although 
84% of their tenants are from the retail environment, not one 
is bigger than 4% of the overall client exposure. Grocery 
stores (as a grouping) make up 10% of the exposure. The 
rest comprise convenience stores, pharmacies, restaurants 
(quick and casual dining), and health and fitness clubs. Some 
familiar tenants are Starbucks Coffee, Sainsbury’s, FedEx, 
7-Eleven, Tesco, The Home Depot, and even Amazon and 

for those who have travelled the US and struggled with a 
headache, there is a CVS pharmacy or Walgreens almost 
everywhere.

At the end of the day, Harvard House comes back to the 
same story on dividends. Realty Income declares quarterly 
dividends (but actually pays them out monthly.) The chart 
highlights quite clearly how dividends have grown over 
time, despite the volatility of the share price above.

We hope this has once again shed light as to why we 
continue to sing the same philosophy song. Sometimes it 
may be a Waltz, other times a Rap, but we will sing the 
same words -  every time.
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Low vacancies, long leases and favourable lease clauses have 
generated a steadily rising income profile.

REALTY ROLLING 12M DIVIDEND HISTORY
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Realty Income and Harvard House – our philosophies are 
perfectly aligned.

Realty Income favours grocery stores. The portfolio is not situated exclusively in America but includes other geographies, including 
the UK, where leading supermarket Sainsbury’s is a client.



The world and financial markets have lurched from one 
crisis to the next over the past few years. 

Will 2023 be any different?

 Join us as we look ahead to what the new year may hold.

The information contained in this newsletter comes from sources believed to be reliable, but Harvard House Investment Management (Pty) 
Ltd, Harvard House Financial Services Trust, Harvard House Insurance Brokers and Harvard House, Chartered Accountants (collectively known 
as the Harvard House Group), do not warrant its completeness or accuracy. Opinions, estimates and assumptions constitute our judgment as 
of the date hereof and are subject to change without notice. Past performance is not indicative of future results. This material is not intended 
as an offer or solicitation for the purchase or sale of any financial instrument. Any investor who wishes to invest with the Company should 
seek additional advice from an authorized representative of the firm. The Company accepts no liability whatsoever for any loss or damages 
whatsoever and howsoever incurred, or suffered, resulting, or arising, from the use of this newsletter. The contents of this newsletter does not 
constitute advice as contemplated in the Financial Advisory and Intermediary Services Act (FAIS) of 2002. 

The Harvard House unit trusts are registered under the Boutique Collective Investments. Custodian: Standard Executors & Trustees: Tel (021) 
007-1500. Collective Investments are generally medium to long term investments. The value of participating interests may go down as well as 
up and past performance is not necessarily a guide to the future. Collective Investments are traded at ruling prices and can engage in script 
lending. Forward pricing is used. Commission and incentives may be paid and if so, are included in the overall cost. This fund may be closed 
to new investors. Collective Investment prices are calculated on a Net Asset Value basis and auditor’s fees, bank charges, trustee and RSC 
levies are levied against the portfolio. The portfolio manager may borrow up to 10% of portfolio NAV to bridge insufficient liquidity. Boutique 
Collective Investments (RF) Pty Ltd (“BCI”) retains full legal responsibility for the third party named portfolio. Boutique Collective Investments 
is a member of ASISA and is an authorised Financial Services Provider. Should you have any further queries or complaints regarding the suite 
of units trusts offered by The Harvard House Group please contact: Boutique Collective Investments Call Centre, Tel: (021) 007-1500, Email: 
clientservices@bcis.co.za. For your information, the FAIS ombudsman provides an independent and objective advisory service. Should you not 
be satisfied with the outcome of a complaint handled by Boutique Collective Investments, please write to, The Ombudsman, PO Box 74571, 
Lynnwoodridge, 0040. Telephone (012) 470 9080/99. Fax (012) 348 3447. Email: info@faisombud.co.za 

Performance figures quoted for the portfolio is from Morningstar, as at the date of this document for a lump sum investment, using NAV-NAV 
with income reinvested and do not take any upfront manager’s charge into account. Income distributions are declared on the ex-dividend date. 
Actual investment performance will differ based on the initial fees charge applicable, the actual investment date, the date of reinvestment 
and dividend withholding tax. Performance fees do not apply to any funds managed by Harvard House. The manager does not provide any 
guarantee either with respect to the capital or return of the portfolio. A schedule of fees, charges, and maximum commissions are available 
on request from the manager.
Harvard House Investment Management (Pty) Ltd*, Licence no: 675 Harvard House Insurance Brokers*, License no. 44138 
Harvard House Financial Services Trust*, Licence no: 7758 * Authorised financial service providers in terms of FAIS (2002)
Harvard House Investment Management (Pty) Ltd*, Licence no: 675   Harvard House Insurance Brokers*, License no.  44138 
Harvard House Financial Services Trust*, Licence no: 7758   * Authorised financial service providers in terms of FAIS (2002)

For more information on the range of products and services 
offered by Harvard House Investment Management and its 
associated companies (including Harvard House, Chartered 
Accountants), or for any financial advice, please contact the 
Company at:

HARVARD HOUSE GROUP
G 3 Harvard Street, Howick, 3290, South Africa

+ P.O. Box 235, Howick, 3290, South Africa

( +27 (0) 33 330 2164

7 +27 (0) 33 330 2617

@ admin@hhgroup.co.za

W www.hhgroup.co.za

CONTACT DETAILS:

Topic: The World in 2023

Natal Midlands
Date: 24th of November 2022
Venue: Oasis Conference Centre,

72 Main Road, Howick
Morning Time: 10am for 10.30am
Evening Time: 5.30pm for 6pm

Johannesburg
Date: 6th of December 2022
Venue: Rosebank Union Church, Cnr 

William Nichol and St Andrews 
Road, Hurlingham

Time: 7am for 7.30am

Harvard House is on Facebook

Harvard House is on YouTube

https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A
https://www.facebook.com/HarvardHouseSouthAfrica
https://www.youtube.com/channel/UCMmM_c5RjK5P-IdRN3JOh7A

