Volume 31, No. 1, April 28, 2017

CWS CAPITAL PARTNERS LLC
CWS Capital Partners LLC

CALENDAR OF EVENTS
May 2017
CWS Capital Partners
Semi-Annual Conference Call

The Next
30+ Years
By Gary Carmell

May 29, 2017
Memorial Day
CWS Offices Closed

(Note: This is a partial adaptation of the presentation
Gary made at CWS’ 2017 annual investor meeting
held on April 18th.)

June 15, 2017
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This is my 30th year at CWS so I thought this would be an appropriate time

July 4, 2017
Independence Day
CWS Offices Closed

and to then look ahead to see if apartments are well-positioned

July 28, 2017
2nd Quarter 2017
Quarterly Packages Mailed

to look back on some important trends during my three decades at CWS
going forward.
When I started at CWS in 1987 we had a portfolio worth approximately

September 4, 2017
Labor Day
CWS Offices Closed

$250 million invested entirely in manufactured housing communities and

September 15, 2017
3rd Quarter 2017
Est. Tax Payments Due

24,000 apartment units worth approximately $4 billion.

October 16, 2017
2016 Tax Return Extensions Due
October 27, 2017
3rd Quarter 2017
Quarterly Packages Mailed

today we only own one manufactured housing community and have over

As apartment investors we want to have a tailwind of growing demand. This
starts with population growth. There is a chart at the top of page 2 showing
U.S. population growth since 1987:
The U.S. population has grown by nearly 81 million during this time
which has led to the formation of 36 million new households. So what has
happened in the world and economy during this time? Quite a bit actually
as the table I put together shows - see page 3.
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The following companies did not exist when I started with CWS:
• Amazon (1994, $429 billion market cap)
• Netflix (1997, $62 billion)
• Google (1998, $576 billion)
• Salesforce (1999, $59 billion)
•Tesla (2003, $49 billion)
• Facebook (2004, $408 billion)
That is nearly $1.6 trillion in market value that has essentially been created in the last 20 years or so. And if we add
Apple to the mix which was on the brink of bankruptcy in 1997 to now become the most valuable company in the
world, then the cumulative market capitalization exceeds $2.3 trillion.
Despite all of this turbulence and disruption through technological innovation, the American economy has kept
growing and new households forming. Why did this occur and is this something we should continue to believe will
happen despite the seemingly perilous times we’re living in? The principal reason is that our free market system
creates great incentives to satisfy the ever changing needs of consumers and businesses around the world. And
what starts off as producer surplus, or excess rewards going to firms, then shifts to consumer surplus as high profit
margins and growing industries attract new competitors which lowers prices and increases quality. This tends to raise
living standards, increase economic output, and make American businesses more valuable over time. This creative
destruction, however, is pretty messy which makes it hard to pick winners. There are so few companies that actually
survive beyond 10 years, let alone turn into an Amazon or Apple.
The following chart does a good job of showing this creative destruction in action. It shows how relatively few stocks
earn a positive return over a decade holding period. This doesn’t mean one can’t earn satisfactory returns by being
sufficiently diversified, but it does show how difficult it is to succeed in the long-term for American businesses and
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those that do are able to grow and gain dominance at the expense of those who couldn’t last. The average life of a
company in the database is approximately seven years and only 42% of common stocks produced lifetime returns
that exceeded the returns produced by one-month Treasury Bills over the same horizon. Remember this chart as I
discuss the benefits of apartments over the long run.
Figure 1B: Decade Holding Period Returns (rounded to 5%)
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Return

The second reason we should often look through the noise of most events is because of psychology and the ability
of markets to often see through them. Markets tend to climb the proverbial wall of worry because, as Sir John
Templeton has famously said:

“Bull markets are born on pessimism, grown on skepticism, mature on optimism, and die on euphoria. The time
of maximum pessimism is the best time to buy, and the time of maximum optimism is the best time to sell.”
There will always be uncertainty and worries and cyclical deviations from trend but the natural
progression of the United States is to grow.
Now that we have established that the U.S. population should continue to grow despite there always being bad
things to contend with in terms of international risks, social changes, economic disruption, and economic excesses
that unwind in painful fashions, the question is: Are we invested in a business with good long-term fundamentals?
I would assert that apartments do have them. Let’s first look at some macro numbers and then dive into why these
trends should still hold.

1987

2016

Change/Avg.

Population

242,288,918

323,127,513

80,838,595

Households

89,480,000

125,820,000

36,340,000

People/Household

2.71

2.57

2.22
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The following charts show how the average home size has been dropping over time and this is primarily due to the
second chart which shows a substantial increase in the percentage of households populated by people living alone.

Figure HH-4
The rise of living alone

Figure HH-6
Changes in household size
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Household formations have grown by approximately 36 million during this time, or by 1.25 million per year. What
is equally important is that the average household size has been dropping. In 1987 the average household was
occupied by 2.71 people. This has dropped to 2.57 as of 2016. To bring about this drop meant that the average size
of new households formed between 1987 and 2016 was 2.22. This is important because if this trend holds then this
would mean more households being formed than if one just uses the current average household size. It’s important
to analyze what is happening at the margin.
So why should apartments have solid long-term demand fundamentals? Let me first show what it’s not very easily
susceptible to. It should not be faced with existential risks like this headline alludes to for a monstrous company
like Cisco.

Source: Source: http://www.businessinsider.com/att-white-box-test-should-scare-cisco-juniper-2017-4

Secondly, purchasing well-located apartments and having the financial staying power has always resulted in a positive
return for CWS investors. The average internal rate of return in the 69 apartments we have sold since 1996 has been
in excess of 14% per year.
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Apartments have long durability in demand because:

Figure HH-1
Percent of households by type
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and have kids, which is a big catalyst for buying
a home.

The reduction in marriage rates is a pretty powerful long-term trend that helps support apartment demand. The
chart above shows how the percentage of married households has dropped significantly over time.

Millennials Delay Getting the House and Kids

At ages 25-to-34, the vast majority of Boomers were homeowners with children.
Baby Boomers in 1980

The following charts show how

Millenials in 2015
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Waiting for Marriage

More than half of 25-to-34 year olds are single. In 1980, more than two thirds were married.
Baby Boomers in 1980
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The next chart shows that if they do end up moving out of their parents’ homes, then there should be a decent
source of future rental demand.

Failure to Launch

Young people are far less likely to be living on their own than they were 35 years ago.
Baby Boomers in 1980
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*Share living independently, as the head of household or spouse of a head of household

All of these factors have come together in what Charlie Munger calls the Lollapalooza Effect with the outcome being
a dramatic rise and fall in the homeownership rate. This effect has a corollary to biology and evolutionary systems
in which a change in one part of a complex adaptive system can, through the many connections that exist, influence
all other related parts, but not in any uniform or predictable way. Complex adaptive systems are very dependent
on initial conditions. Changes in the inputs or rules are not correlated in a linear manner with outcomes. Housing
became too easy to own and ultimately over-owned. Credit was withdrawn from the system which curtailed the
number of buyers and the desire of speculators to keep investing in housing and the great unwind ensued, leading
to a tremendous increase in renter households.
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As a result of the tremendous increase in demand for rental units, our country has become more of a nation of
landlords as more income is being generated by rental income.

Now that we have established that the United States population should continue to grow and this will lead to
meaningful household formations and corresponding rental demand, we then have to ask if we are invested in the
right places. The following are CWS’ primary markets:
• Atlanta • Austin • Charlotte
• Dallas/Fort Worth • Denver
• Houston • Phoenix
• Raleigh/Durham
• San Antonio • Seattle
The following chart shows how the population of these metropolitan areas has been growing at a much faster rate
than the U.S. as a whole as evidenced by its increasing share of the U.S. population.

Continued on Page 9
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Our markets have been growing at a rate of approximately 2.7 times as fast as the nation overall between 2010 and
2016. If we assume this same relative level of growth and the average new household formed being 2.50 people
(more conservative than the marginal average of 2.22 nationally) then we can produce the following table:

Population Change
2016-60

(1.3% per year)

30,736,544

Projected Household Size

2.50

Projected New Households

12,294,621

Number of Years

44

New Households per Year

279,423

2015 Permits

257,078

Permits Issued Between
3/16-2/17

280,595

It would appear that our markets should have pretty strong demand for new housing over the next four decades
if these forecasts are reasonable. If approximately 40% of new households formed are renter households then
this would translate to annual demand of approximately 120,000 units over the next four decades. From a supply
standpoint I would expect there to be enough to meet the demand with cyclical variations based on the economy,
labor availability, competition from single-family homes, and lenders’ willingness to make construction loans. Right
now the market is tightening up among banks for lending to apartment developers as the next two charts show.
Measure of Supply and Demand for Commercial Real Estate Loans
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Net Percent of Domestic Respondents Reporting Stronger Demand for Commercial Real Estate Loans
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With the exception of the financial crisis of 2008-9, the multifamily lending market is pretty tight and at similar
tightness as previous recessions. This has spilled over to lessening demand for multifamily loans as the second
chart shows.
With demand looking to be solid over the next 40 years or so, supply is going to be somewhat challenged due to
tightening lending standards and difficulties in securing construction labor, I would expect that supply and demand
should fall back into balance over the next few years after being moderately oversupplied, particularly in the urban
core of major cities. The last variable is interest rates which impacts the cost of capital. The following chart shows how
we have some structural headwinds for rapid growth due to a slow growing labor force and subdued productivity
which has been slowing quite significantly since the Great Recession. I don’t see these trends changing materially
which suggests to me that interest rates will remain low for many years to come.
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It’s been a wonderful 30 years at CWS and apartments have been very good to us over much of this time. Of course
no investment moves higher in an uninterrupted, straight forward direction as there are always cyclical forces that
can come into play. Despite this, I would say that apartments appear pretty well-positioned from my perspective as
a solid investment option for the next 30 years.
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2016 CWS Capital Partners Annual Report
to be delivered with your PAIR
“Timeless Principles” is the theme of our 2016 CWS Capital Partners Annual Report. You will be receiving a copy
of our annual report with your PAIR (Personal Annual Investor Report). Your PAIR provides the projected valuation
of your investments as of 12/31/16 and is prepared annually.
Along with your PAIR, both the CWS Annual & Supplemental Annual Reports are available online behind the
Investor Portal at www.cwscapital.com. The supplemental annual report gives valuable submarket information and
distribution projections for tax planning purposes. Please log in to your account to download these
electronic reports.
For questions, please contact Investor Relations at 800-466-0020 or via email at investorrelations@cwscapital.com.

New CWS Capital Partners Blog
At the end of April, we will be adding a new page to our www.cwscapital.com website called “Insights”. It is a
blog that will have weekly articles that provide educational insight into the many dynamics of real estate investing
and how CWS might add value to tackling a few of these issues. Our hope is to present solutions to many of the
concerns and issues that many real estate investors may be experiencing. The articles are meant to be educational
and may not apply to everyone.
This blog will be specific to CWS Capital Partners and will be a completely separate from Gary’s blog at
www.garycarmell.com. We hope you will enjoy these featured articles.

CWS Apartment Portfolio
PERFORMANCE SUMMARY
1/1/2017 - 3/31/2017

Number of Properties:

86

Actual

Budget

Variance

%

Total Revenue

$94,336,012

$94,222,613

$113,399

0.12%

Total Operating
Expenses

$44,571,431

$45,907,192

$1,335,761

2.91%

Net Operating
Income/(Loss)

$49,764,581

$48,315,421

$1,449,159

3.00%

Revenue - when actual is greater than budget result is positive variance
Operating Exp. - when actual is greater than budget result is negative
NOI - when actual is greater than budget result is positive
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CWS CAPITAL PARTNERS –
2017 ANNUAL PARTNERS MEETING
CWS would like to thank all of our investors and
guests who attended our 2016 Annual Partners
Meeting held on April 18, 2017. For those who were
not able to attend, a web link will be made available
on our CWS Capital Partners website for you to view
the presentations.
This year’s meeting was held once again at the
Newport Beach Marriott Hotel and Spa. Upon arrival,
investors and guests were greeted by the many
familiar CWS employees who were able to assist them with registration. At first glance, one instantly recognized that
there was an important theme draped throughout the room with vibrant colors, amazing images, and classic fonts.
“Timeless Principles” is this year’s theme which is influenced by the old, but timeless allegories that have been written
and shared for centuries. As CWS Capital Partners has been in business for nearly 50 years, Timeless Principles is a
fitting inspiration.
With the main lobby and reception room welcoming over 500 guests, many
longtime investors shook hands and exchanged hugs with their fellow investment
partners, many of whom they had referred to CWS for the first time many years
ago. Guests used this opportunity to inquire about their specific properties
and discussed those markets in which they are invested. Each CWS market was
represented with its own respective regional director and asset manager, many of
whom are also invested in these same deals.
As the presentations commenced, Bill Williams began by reading a few heart-felt
letters that were from long-time investors who had expressed their appreciation for
how CWS had made a difference in their lives. As one of the original co-founders, Bill
has observed his share of instances where CWS had made a positive impact on not
only investors themselves, but also their heirs and the community in which
CWS serves.
Our next speaker was Mike Engels who discussed the strong performance of our
properties over the last few years and how this has enabled them to generate
free cash flow which has afforded these properties the ability to reinvest in their
respective assets, paydown debt, and generate healthy distributions for investors.
Furthermore, Mike expressed how CWS has been able to maintain strong cash
balances at the properties which are setting up our assets to be productive over
the long-term with a comfortable margin of safety.
Continued on Page 13
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In the next segment of speakers, Gary Carmell spoke about his 30 years
with CWS and how certain trends from the past have played out. Forces
in the world have shown to be cyclical and through the many turbulent
periods and disruptive events, the economic and population trends have
always found a way to move upward. Gary then explained convincingly
with his charts why apartments should continue to have good long-term
demand fundamentals.
Steve Sherwood provided a wonderful summary of the apartment industry and how important it is to work with a
firm that brings trust and value to the entire process.
Last but not least, our featured keynote speaker was Ron Witten from Witten Advisors. As a market expert, he
conveyed that apartment demand continues to be strong with many of the CWS markets well-positioned from a
growth and demographic standpoint. He indicated that although this has been a good investment cycle, there is still
a large amount of capital on the sidelines. With a tightening of lending requirements, he predicts that apartment
supply should begin to fall and demand should exceed supply. He concluded that the growth prospects of this
industry are still quite favorable.
Thank you for your trust over the years in allowing CWS to represent you in owning, managing, and building
apartments. We feel a great sense of honor and responsibility to preserve your hard earned capital and to deliver
exceptional returns.
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INVESTOR RELATIONS RECAP
For more information on CWS investment opportunities, contact
Marcus Lam at (800) 466-0020 ext. 1011 or mlam@cwscapital.com
SALES and/or ACQUISITIONS

Marq on Ponce (Atlanta, GA) – On January 17, 2017, we acquired a 330-unit apartment
community known as Marq on Ponce located in Atlanta, Georgia. Built in 2003 and ideally located
between Atlanta’s Midtown and Central Business District, Marq on Ponce offers convenient access
to jobs, transportation, retail, and entertainment. Many of the units have exceptional views of the
Downtown and Midtown skylines. This acquisition represents a value-add opportunity where
CWS will be upgrading the unit interiors and common area amenities to attract potential renters
willing to pay a premium for higher-end finish-outs.
Regents on University (Tempe, AZ) – On February 28, 2017, we sold Regents on University
located in Tempe, Arizona. Investors can log into their CWS Investor Portal at www.cwscapital.
com to view information regarding the sale. Once logged in and on the dashboard, click on
the dropdown named “My Documents” and then choose “Recaps, Indications, & Ballots” and
proceed to search for the year and property transaction.
Windsor at Barton Creek (Austin, TX) – On April 3, 2017, we sold Windsor at Barton Creek
located in Austin, Texas. Investors can log into their CWS Investor Portal at www.cwscapital.
com to view information regarding the sale. Once logged in and on the dashboard, click on
the dropdown named “My Documents” and then choose “Recaps, Indications, & Ballots” and
proceed to search for the year and property transaction.
Marquis at The Rim (San Antonio, TX) – We are in the process of acquiring a 298-unit
apartment community known as Marquis at The Rim located in San Antonio, Texas. Built in
2010, the property is strategically located along two high-volume expressways that provide
access to nearby employers, healthcare, education, restaurants, and two premier retail centers.
Community amenities include a resort-style swimming pool, outdoor fire pit with seating, lounge
room with large televisions, a business center, a 24-hour fitness center and tanning room, and
a fully-remodeled clubhouse. CWS plans to take advantage of this value-add opportunity
by upgrading select interior units to compete with the newer construction in the area and to
improve on rent premiums.
Marq Eight (Atlanta, GA) – We are in the process of acquiring a 312-unit luxury apartment
community known as Marq Eight located in the Perimeter Center area of Atlanta, Georgia. The
Continued on Page 15
Page 14
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mid-rise property was built in 2010 offers one- to two-bedrooms with an average unit size of
930 square feet. The unit interiors feature ceiling heights from nine-foot all the way up to18-foot,
granite countertops with breakfast bar, light and dark wood cabinetry, tile backsplashes, and
single door stainless steel appliances. The community amenities include a spacious clubhouse
with kitchen and bar, computer lounge, billiards table, and fitness center. Outside the clubhouse
is a resort-style swimming pool with barbeque grills and an outdoor fireplace.
Acquisition of five Blackstone properties – CWS is in the process of acquiring from Blackstone
a five-asset portfolio located in San Antonio and Tyler, Texas. The portfolio of properties is
projected to close in the 2nd quarter.
- Marquis at Canyon Springs (San Antonio, TX) – Built in 2007, this property has 335
units and is a value-add opportunity. The community is located in the prestigious Stone Oak
neighborhood with golf club views and in the award-winning/top rated North East School
District.
- Marquis at Cibolo Canyon (San Antonio, TX) – Located on the prestigious San Antonio
TPC Country Club, this boutique-style property was built in 2008 and has 138 units built on a
podium-style construction with many high-end finish-outs.
- Marquis at Crown Ridge (San Antonio, TX) – This 2009-built property is uniquely located
in proximity to San Antonio’s premier shopping locations at The Shops at La Cantera and The
RIM. With 352 units, this value-add opportunity is surrounded by major employers such as
USAA, Valero Energy, and NuStar Energy.
- Marquis at Cascades I & II (Tyler, TX) – These two adjacent properties were built in
2007 and 2009, respectively, and offer townhome-style units unique to the area with very little
competition. These properties are in proximity to the East Texas Medical Center and Trinity
Mother Frances Hospital each with over 3,000 employees.
REFINANCES and/or SUPPLEMENTAL LOANS

The Marquis at Texas Street (Dallas, TX) – The refinance of Texas Street is expected to close
in 2Q 2017. The property will reduce the current loan’s variable rate spread and will be interestonly until its 10-year maturity. As a result, the property is projected to have excess refinance
proceeds.
Marquis at Legacy (Plano, TX) – The refinance of Legacy is expected to close in 2Q 2017. The
refinance is expected to reduce the interest rate on the current loan and extend the interest-only
period until its 10-year maturity. The property is projected to have excess refinance proceeds.
OFFERINGS

Please contact Marcus Lam if you are interested in investing opportunities with CWS by calling
800-466-0020 ext. 1011 or e-mailing mlam@cwscapital.com. Investors may also visit our website
at www.cwscapital.com and log in to their account to learn more about our current offerings.
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CWS INVESTMENTS PRIVACY NOTICE
We provide this notice to our individual investors as
required by regulations adopted under the federal GrammLeach-Bliley Act in order to inform you about our policies
with respect to the non-public personal information we
maintain about you. We have been sensitive about the
personal information we have received regarding our
investors and plan to continue that tradition.
In connection with our private investment activities, we
collect and maintain non-public personal information
from the following sources:
•
		
		
•
		

Information we receive from you in subscription 		
agreements, investor questionnaires, applications
or other forms or in other communications; and
Information about your transactions with us, any
of our affiliates or others.

CWS may share nonpublic personal information to
unaffiliated third parties only under the following
circumstances: (i) disclosure of account and transaction
data to other financial institutions, auditors, attorneys,
or regulators to facilitate your investment or as required
(or requested by law enforcement) and permitted by law
or regulation (ii) disclosure of personal information in
limited circumstances to perform background checks as
required by law, (iii) disclosure of your personal contact
information to companies that help us service your
accounts or assist CWS in reaching out to investors for
activities such as annual meetings, special votes, or new
offerings. We have contracts with these companies that
prohibit them from using your personal information for
their own purposes. Outside of these limited exceptions,
CWS will not share your personal information with
third parties unless you have specifically requested that
information be released to them.
We intend to maintain non-public personal information of
our former investors and apply the same policies to that
information that apply to current investors. We employ
physical, electronic and procedural safeguards to protect
your non-public personal information in our possession
or under our control.
We reserve the right to change our privacy policies and this
Privacy Notice at any time. The examples contained within
this notice are illustrations only and are not intended to be
exclusive. This notice complies with the privacy provisions
of the Gramm-Leach-Bliley Act. You may have additional
rights under other United States or non- United States
laws that may apply to you.
Please contact Investor Relations at (949) 640-4200 or
investorrelations@cwscapital.com if you have any
questions.
Investment opportunities offered by CWS Capital Partners LLC
are through an affiliated entity, CWS Investments.
CWS Investments is a registeredbroker dealer, member FINRA, SIPC.

PURPOSE:
ENHANCING LIVES
THE CWS WAY

VALUES:
A DEMAND FOR EXCELLENCE WITH
A SENSE OF URGENCY
A RESPECT FOR PEOPLE
REQUIREMENT FOR PROFITABILITY
AND SUSTAINABILITY
HONORING OUR WORD
ETHICAL DEALINGS ARE PARAMOUNT
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