
Business Development 
Companies (BDC) and 
Real Estate Investment
Trusts (REIT)  

OLLI Investment Forum                                                                              

David Toms 

June 25, 2024



Agenda

Disclaimer:   I am not a professional financial advisor, therefore not responsible 

for any decisions you might make.  Do your own due diligence, and make your own decisions

• What is a Business Development Company (BDC)? 
• How to evaluate a BDC

• What to expect 

• Deep dive into Hercules Capital (HTGC) and Capital Southwest (CSWC)

• What is a Real Estate Investment Trust (REIT)? 
• How to evaluate

• What to expect

• Deep dive into Realty Income (O) and Digital Realty Trust (DLR) 



Let’s begin

• BDCs and REITs exhibit behaviors of both stocks and bonds 

• BDC assets are loans to small and medium businesses

• REIT assets are real estate properties OR mortgages 

• Both BDCs and REITs are required to distribute 90% of earnings as 
dividends
• Eliminates double taxation
• BDC dividends are variable:  Base plus Supplemental 

• Internally managed BDCs and REITs are superior to externally owned

• Capital rotation is beginning 
• Moving away from BDCs and into REITs  
• Anticipating Fed interest rate cuts
• BDCs do better in rising interest rate environments
• REITs do better with declining rates



What is a 
BDC?

Wikipedia Definition:

• Established by Congress with the Investment Company Act of 1980; 
Amended in March 2018

• A company that makes loans to small and mid-size businesses, and may 
also take equity positions, offer management services and others

• Companies use loans to finance expansion, acquisition, LBO, etc

• Regulated by the SEC as Registered Investment Companies (RIC)

• PAY NO TAXES as long as they distribute 90% of earnings 

• Similar to a REIT, but primary assets are loans to small and medium size 
companies 

• Private Equity or Venture Capital for retail investors 

• Most BDCs are publicly traded – some are not  

Primary reason for investing: 

• Long term, alternative investment, high dividends with diversification

• Can result in good returns in a buy and hold portfolio, with a Dividend 
Reinvestment Program (DRIP)  

• Investing is primarily for dividends, but capital gains can accrue if 
purchased at low points

• Behave bond-like, except dividends are variable and there’s no end date

• Most BDCs issue a fixed dividend with a variable supplemental dividend 

• Most pay quarterly, a few monthly 



BDCs are 
filling a gap

Large 
Commercial 
Banks Are Biased 
Against 
Small/Medium 
Companies 

Plus:  Regional 
Banks are failing

• Source:  FDIC
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Types of 
BDCs

•Specialized BDCs might invest defensively -      
Health care or Technology

•Diversified BDCs are just that 

• International or US-only?  

Market 
Specialized 

or Diversified 

• Internally managed BDCs work for shareholders

•Externally managed BDCs work for the managers 

•Can result in conflicts of interest 

•BUT external managers may own a large stake 

Internally 
managed or 
Externally 
managed

•Equity stakes in clients

•Warrants

•Own real estate property and collect rent 

•Management services 

•Board seats

Hybrids



Typical BDC 
Capitalization

Assets

• First Lien secured loans

• 75% of portfolio is very good 

• Second Lien secured loans

• Senior secured loans 

• Mezzanine Loans

• Warrants

• Equity Stakes

• Board seats

• Partnerships and JVs 

• Venture Debt

• SBA Facilities

• Government guarantees 

Liabilities 

• Loans from money center banks

• Revolving credit facilities 

• Preferred stocks and dividends

• Common Stocks and dividends

• Notes

• Convertible Notes

• Baby Bonds

• Hedges

BDCs borrow at fixed rates;
Lend out at floating rates
Rising interest rates are good for BDCs!  Usually.



BDC Market 
Landscape
There are approximately  60 BDCs 
registered with the SEC 

New BDCs:   Blackstone, Carlyle, Bain 

Checked BDCs are ones that I own

#1 HTGC 1.70x

#2 MAIN 1.68x

#3 CSWC 1.54x

#4 OXSQ 1.29x

#5 TSLX 1.28x

#6 HRZN 1.22x

#7 BXSL 1.17x

#8 TRIN 1.16x

#9 GLAD 1.13x

#10 MSDL 1.12x

Price to NAV:   Guide To Quality

https://bdcinvestor.com/htgc/
https://bdcinvestor.com/main/
https://bdcinvestor.com/cswc/
https://bdcinvestor.com/oxsq/
https://bdcinvestor.com/tslx/
https://bdcinvestor.com/hrzn/
https://bdcinvestor.com/bxsl/
https://bdcinvestor.com/trin/
https://bdcinvestor.com/glad/
https://bdcinvestor.com/msdl/


How to 
Evaluate a BDC

• Is the BDC externally managed?  Or internally?

• External:  A company owns the BDC    

• Is the stock selling at a premium to NAV? 

• Is Net Asset Value increasing? 

•   What is the Net Investment Income  (NII) record?  

• What types of businesses do they loan to?   
Diversified or not?  

• What is the quality of the loan portfolio?   

• Quarterly reports to investors

• Read SEC reports for quality assessments 

• Default ratio < 1%  is good 

• Is the dividend sustainable?  

• What is the dividend history? 



How to 
Evaluate a 

BDC, cont’d

• S&P Investment grade rating?   BBB or better

• What are the qualifications of the managers?

• Analyst opinions?

• Short interest?  

• Do they have a Small Business Administration 
guarantee / license? 

• Check SEC 10Q/10K quarterly reports – very 
insightful  
• Quarterly transcripts of shareholder meetings

• Read the Blogs on Seeking Alpha
• Scott Kennedy, BDC Buzz, High Yield Investor  

(HYI), Brad Thomas 

• Simply Safe Dividends provides excellent, in-
depth analyses



Deep Dive:  Hercules Capital (HTGC)



Hercules Stock Price Performance
Average total return, 2019-2023:  22% per year



Deep Dive:  Hercules Capital (HTGC)

Source:  2024 Q1 Quarterly Report 
Dated May 2, 2024

Hercules Key 
Performance Highlights



Hercules’ Investment Portfolio, Q1, 2024

Source:  2024 Q1 
Quarterly Report 
Dated May 2, 
2024



Hercules Dividends



Deep Dive:  Capital Southwest (CSWC)



Capital Southwest (CSWC) 



Capital Southwest Dividends



Capital Southwest (CSWC)

Source:
CSWC Quarterly
Report



Investment Strategy 

Source:
CSWC Quarterly
Report



New Business 

Source:
CSWC Quarterly
Report



Portfolio Diversification

Source:CSWC Quarterly
Report



Consistent and Increasing Dividends 

Source:
CSWC Quarterly
Report

Blue:   base dividend     Gold:  supplemental dividend   
Green:  special div



BDC Summary

• BDCs loan to small and medium sized businesses, plus other investments 
such as equity, warrants, etc 

• They are filling a gap in the lending economy

• BDCs behave like bonds and stocks simultaneously

• High yields are available

• Internally managed BDCs are superior 

• Net asset value and Net Investment Income are keys to value

• BDCs stock prices are fairly valued right now
• Capital rotation in progress
• From ChatGPT:   “ In 2024, there has been a notable rotation out of publicly traded 

Business Development Companies (BDCs) and into Real Estate Investment Trusts 
(REITs). This shift is largely due to the stabilizing interest rate environment and the 
attractive valuations of REITs following a challenging period for the sector.”



What Is A Real Estate Investment Trust?

• A company that owns and receives rent from real estate properties or their mortgages

• Created in 1960 and regulated by the SEC in the US

• REITs pay no taxes as long as they distribute 90% of earnings as dividends; eliminates double taxation 

• Many are private or non-traded (900).  Some (225) are traded on US public exchanges.

• Presently, publicly traded REITs are undervalued owing to high FED interest rates 

• Two major types of REITs:
• Equity REITs own the properties and receive rent
• Mortgage REITs own the paper for properties and receive mortgage payments 

• Many different types of properties are held by REITs: 
• Offices, 
• Apartment buildings, 
• Warehouses, 
• Retail centers, 
• Medical facilities, 
• Data centers, 
• Telecommunications towers, 
• Infrastructure and hotels
• Timber
• Casinos 



How To Evaluate A Real Estate Investment Trust 

• Qualitative Factors:
• Property Type and Market: The type of property (residential, commercial, healthcare, etc.) and the specific market where 

the properties are located influence factors like vacancy rates, rental income growth potential, and overall risk.

• Management Experience: A REIT's management team's experience and track record in property selection, acquisitions, 
and tenant relations are crucial for its success.

• Geographic Diversity: REITs with a diversified portfolios across geographic regions tend to be less risky.

• Financial Metrics:
• Funds from Operations (FFO) and Adjusted Funds from Operations (AFFO): These are the primary metrics used to assess 

a REIT's profitability because traditional earnings metrics like EPS (earnings per share) don't accurately reflect cash flow for 
REITs. 

• Price-to-FFO (P/FFO or AFFO) Ratio: This ratio compares the REIT's stock price to its FFO per share. A lower P/FFO ratio 
suggests the REIT might be undervalued compared to its peers.

• Dividend Yield: REITs are required to distribute at least 90% of their taxable income as dividends. 

• Debt-to-EBITDA Ratio: This metric measures a REIT's financial leverage by comparing its total debt to its earnings before 
interest, taxes, depreciation, and amortization. 

• Cap Rate: This metric shows the rate of return on a property investment.  Typically 7%.

• Payout Ratio:  What is paid out in dividends vs. what’s earned.   

• Occupancy Rates:  Should be about 98%  



Compare 7 REIT Share Prices

YoY Performance:

(O)  Realty Income
Down 9%

(DLR)  Digital Realty
Up 46% 

(MPW) Medical 
Properties Trust
Down 42%  

Source:  Seeking Alpha



Deep Dive:  Realty Income Trust (O)  



Realty Income Stock Prices



Dividend Performance 



Realty Income is dividend and shareholder aligned

• Proud of their dividend track record – Aristocrat!
• Never cut their dividend 

• Monthly dividend payer

• A3/A- investment grades by Moody’s/S&P

• 55-year operating history, including 30 years publicly traded 

• Owns 15,450 properties, primarily free-standing retail and industrial 

• Flexible net lease model implies tenant responsibilities for maintenance, 
taxes, utilities, insurance, upgrades, etc. 

• Significant international investments mostly in UK and EU 

• Strong ESG and DEI commitments



Deep Dive:  Realty Income Corporation (O)   

Source:  
Realty Income
Q4 report 



Large and Growing Portfolio

Source:  
Realty Income
Q4 report 



Property Types, Diversification



Realty Income Valuation

Source:  
Seeking Alpha



Deep Dive:  Digital Realty Trust  (DLR)



Digital Realty Trust business model

• DLR provides everything except servers, racks and applications
• Building
• Cooling
• Electrical power 
• Internet connections
• Installation and software support

• Capacity (revenue) is measure in Megawatts 
• Typical server farm rated at 800 MW

• Revenue stream is strongly affected by the AI race

• Constrained only by electrical grid limitations



DLR Stock Performance



DLR Dividend Record



DLR business overview

Source:  DLR Q4 report



AI demand driving revenue

Source:  DLR Q4 report



DLR Customer Base 

Source:  
DLR Q4 
report



DLR Projections



Global Demand Projections

Source:  
DLR Q4 
report



Power Grid Constraints

Source:  
DLR Q4 
report



DLR Summary – Not shareholder or dividend aligned!

• Rapid rising demand with capacity constraints means rapid price increases
• Sparse mention of shareholders!   

• Dividend payouts mostly ignored 
• Stingy dividend but increases likely
• Dividends are an annoying inconvenience for them
• Why are they a REIT?   

• Rapid growth, strong backlog

• AI-focused growth 

• JV with Blackstone to produce 10 data centers worth $7B 
• Constrained by power grid infrastructure 

• Some financial engineering evident – investor presentations are somewhat 
misleading

• Buy this stock for price appreciation, not for dividends 
• Wait for the dips 



Bonus:  Medical Properties Trust (MPW) – 
Turnaround?
    (Is this a Gamestop-like Play?)  



Final Thoughts   

• REITs and BDCs are intended to be held for long periods
• Should be combined with a DRIP to maximize benefit

• There’s a rotation in progress out of cash ($6T) and BDCs, into REITs and 
other investments

• Fed cutting interest rates will change the economy and markets profoundly

• Be ready for the changes 

• Good luck to all!    

Warren Buffet:  It's good to learn from your mistakes. 

It's better to learn from other people's mistakes.

https://www.azquotes.com/quote/689508
https://www.azquotes.com/quote/689508


Sources for further research:   
Seeking Alpha Blogs

• Brad Thomas (The REIT God) 

• BDC Buzz   

• Scott Kennedy 

• Colorado Wealth Management

• High Yield Investor

Fidelity, Schwab, Vanguard 

Morningstar

Simply Safe Dividends

BDCInvestor.com   

SEC reports   
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