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With this year’s theme being Perspective, I thought I would take the CWS microscope to cover what we 
expect to be our most challenging market over the next few years: Houston.  CWS is one of the largest 
owners of Class A apartments in the Houston MSA.  We own and operate 18 properties with 5,261 units, 
approximately 21% of our entire portfolio.  The precipitous drop in oil prices, from a high of over $106 
per barrel (West Texas Intermediate) in June of 2014 to recent pricing below $30 per barrel, in addition to 
concerns that oil pricing will stay low for a sustained period of time, have raised considerable concerns 
for the future performance of our Houston investments.  While the rest of our Texas markets and Denver 
also have some energy exposure, all those markets are net beneficiaries of declining oil prices.  Houston 
is a net negative, and is by far our market with the largest exposure to energy.   

Sometimes to have the proper perspective, a detailed study under the microscope can provide important 
data to help make that perspective clear.  The purpose of this article is to provide some of the details we 
are reviewing to assess our current situation, predict what will happen next, and choose the right course of 
action in the best interest of our investors. 

Current Performance: 

Occupancy in our stabilized Houston portfolio for the last quarter of 2015 was 92.2%, down from 93.3% 
from the previous year.   

Leasing: As we analyze our leasing performance, we look at several components to best ascertain where 
we are going.  We pay close attention to our “Trade-Out Rents,” which is the comparison of new leases 
versus the old leases that they replace.  We further break the leases down to look at “New Renters” versus 
“Renewing Renters.”  Lastly, we take a look at all the leases, both for New Renters and Renewals, on a 
combined basis.  Here are the numbers for this past year on our Houston portfolio: 

Houston Portfolio Trade-Out:  

Jan. 2015- Dec. 2015 (Annual Performance): 

• Combined: 2.1% 
• New Renters: -0.2% 
• Renewals: 4.0% 

Oct. 2015-Dec. 2015 (Most Recent Quarter) 

• Combined: 0.8% 
• New Renters: -2.9% 
• Renewals: 3.8% 

As you can see, the Renewals have been relatively sticky to date.  The New Renters are trending lower, 
which is concerning.  We expect the performance of the New Renters to be a leading indicator as to the 
performance of Renewals, which have been stickier but cannot defy gravity forever.  That said, given the 



huge decrease in the price of oil, Houston apartment fundamentals are holding up reasonably well, so 
far. 

Houston Supply and Demand: 

Demand: Despite all the headlines about energy layoffs, Houston ended 2015 with a net job gain of 
23,200 jobs, a .8% increase, although lower than the U.S. average of 1.9%.  The city’s energy sector lost 
31,000 jobs, but that loss was offset by 54,000 jobs gained in the health care, government, technology and 
other fields.  CWS expects similarly tepid (though slightly positive) job growth over the next several 
years, as the energy sector continues to retrench while the other sectors above provide growth. 

Supply: The trouble with developments is they have relatively long-term cycles, as long as three years.  
Once the up-front dollars have been spent, the funding commitments made, and a project has broken 
ground, it is very rare for it to be economical to halt a project at that point, especially in a city like 
Houston where most believe in the long-term fundamentals despite the current energy downturn.  Total 
housing permits were 56,500 this past year in Houston, of which 35% were multi-family.  The challenge 
is, at a typical long-term ratio of .75 housing permits per new job, only 17,500 new permits would have 
met the demands of last year’s job growth, meaning Houston was oversupplied last year by 39,000 
permits.   

And given the long-term cycle of developments described above, a more challenging supply and demand 
situation is still ahead of us.  New deliveries will peak in the middle of this year to around 25,000 units 
delivered for the preceding 12-months.  The good news is that almost all of the current apartment supply 
in the pipeline will be delivered by the first part of 2017.  All of this supply will take a while to lease up, 
so we predict a negative supply and demand imbalance at least through the end of 2018. 

Rent Growth Outlook for 2016: 

Houston is comprised of multiple submarkets.  The areas of town most dependent upon the Exploration 
and Production sectors of the energy business (which are the sectors that make up the bulk of energy 
employees) include West Houston, Katy (the Energy Corridor) and the Woodlands.  For our properties 
in these areas we are budgeting up to 4% revenue declines for next year, resulting in NOI declines of 
up to 8%.  Other areas of town, such as the medical center, should hold up better.  We are generally 
budgeting for slightly positive revenue increases (0-1%) in these areas not as dependent upon Exploration 
and Production. 

Oil Price Outlook: 

The future economic performance of Houston is invariably tied to the price of oil.  We have viewed more 
risk on the economic slowdown and deflation side of the ledger, rather than fearing economic overheating 
and inflation (hence our variable rate debt strategy).  In this vein, the current U.S. Energy Information 
Administration forecast of oil prices remaining below $50 per barrel until the latter part of 2017 is 
reasonable and in sync with the thesis that oil prices will remain “lower for longer” than earlier 
predictions of a quick snapback.  We believe oil prices need to be over $50 per barrel to justify new 
drilling.  While inevitably global demand increases and oil field depletion rates will result in higher 
prices, future drilling, and a healthy Exploration and Production energy industry in Houston, we are not 
counting on this happening in the next two years, at least. 



Is it Time to Sell? 

We are keeping a close eye on the apartment sales market in Houston on a weekly basis.  Our view is that 
investors are extremely cautious and would demand a strong discount to buy in Houston right now.  
Given that the apartment operating incomes in the Houston market to date are holding up reasonably well 
as I described earlier, we are seeing very few transactions, as most owners are electing to hold.  Our 
strategy is to be holders at this time of our Houston assets and opportunistically seek new investments 
should they arise. 

Risk Mitigants: 

Here’s the good news.  Our investments have been conservatively leveraged and we have been making 
conservative distributions from each of our assets such that they are in relatively strong cash positions.  
Most lenders when they make a loan want to make sure that they have a 1.25 Debt Service Coverage 
Ratio (DSCR), meaning that the property’s NOI is more than 25% of annual debt service at an amortizing 
rate.  Because we have conservatively leveraged our assets, in most cases our lenders only require interest 
payments and not amortization.  Secondly, our variable-rate strategy has anticipated the type of global 
slowdown that is bringing down the price of oil, resulting in very low annual interest payments, often in 
the range of 2.00%.  In short, our average DSCR for our stabilized Houston asset portfolio is 3.46, which 
is very healthy.   

Distribution Forecast: 

With this healthy DSCR and our strong cash positions at our assets, we predict we should be able to 
maintain our current level of distributions at our Houston assets through 2016, with the possible exception 
of Marquis at Tanglewood (SAF VI), which has an amortizing loan.  While it is possible that conditions 
will require us to decrease distributions in 2017, we will continue to follow Houston closely and keep you 
posted. 

 

 

 


