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2015 was a pretty interesting year and so is the beginning 
of 2016. 2015 was so challenging from an investment 
perspective that, according to a report on CNBC, it was 
the hardest year to make money in 78 years as virtually 
every asset class struggled. Let’s go down the list of some 
notable events that took place.
 • Oil imploded along with other commodities
 • China weakened its currency
 • China slowdown & massive stock market intervention
 • The dollar has been on a strengthening tear
 • The Fed finally raised short-term interest rates
 • The junk bond market weakened substantially, particularly  
  for energy credits
 • Manufacturing has experienced a pretty material slow  
  down
 • Shia-Sunni sectarian war culminating in Saudi Arabia  
  breaking off diplomatic relations with Iran
 • Russia’s intervention in Syria
 • Terrorism in Paris and San Bernardino

By Gary Carmell

Weathering 
the 
Storm
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CALENDAR OF EVENTS

Volume 29, No. 4, January 29, 2016

March 15, 2016
Year 2015 K-1’s Mailed by Date

March 25, 2016
Good Friday

CWS Offices Closed

April 18, 2016
2015 Federal & State Tax Filing Deadline
1st Quarter 2016 Est. Tax Payments Due

April 19, 2016
CWS Annual Partners Meeting

Newport Beach Marriott Hotel and Spa
Newport Beach, CA (Fashion Island)

April 29, 2016
1st Quarter 2016

Quarterly Packages Mailed

May 2015 (Date/Time TBD)
CWS Capital Partners

Semi-Annual Conference Call

May 30, 2016
Memorial Day

CWS Offices Closed

June 15, 2016
2nd Quarter 2016

Est. Tax Payments Due

July 4, 2016
Independence Day

CWS Offices Closed

July 29, 2016
2nd Quarter 2016

Quarterly Packages Mailed
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The increasing volatility and diminishing risk appetite among investors translated to bond 
market participants requiring greater compensation to own corporate bonds. The increase 
in the cost of credit in the corporate bond market spread into multifamily lending as Fannie 
Mae and Freddie Mac significantly raised their spreads (the premiums over risk-free Treasury 
securities for fixed-rate loans and the spread over Libor for variable-rate ones), particularly 
for variable-rate loans like CWS tends to use to finance our properties. For a while we hung 
out quietly in the corner not seeking attention regarding our focus on variable-rate loans. 
This suited us well as there was not a significant amount of demand for paper being backed 
by such loans but enough to have offered us very competitive spreads. This sanguine set of 
circumstances culminated in our execution of what turned out to be an impeccably-timed 
18-property refinance in March and April of 2015 that in no way could be duplicated today 
as the spreads over Libor we locked in are now almost 1% higher than we were able to 
secure back then.

Much changed, however, beginning in May 2015 when Fannie and Freddie were approaching 
their annual lending caps midway through the year as a result of the huge demand for their 
very cost-effective loans. The only thing they could do was to ration credit. And they did this 
by raising the fees they charge to guarantee the timely repayment of principal and interest 
to the investors who buy their paper. They needed borrowers to seek out other lenders like 
banks, Wall Street, and life insurance companies to fill the gap. Compounding this was the 
enormous supply of variable-rate loans that were being used by Starwood Capital to finance 
the purchase of its $5+ billion acquisition of a portfolio of Equity Residential properties as 
well as another $1 billion+ acquisition. To attract more investors to purchase this paper, it 
necessitated higher spreads to get them off the sidelines. Hence the nearly 1% increase in 
spreads over Libor.

Confucius said “may you live in interesting times” and it’s hard to argue that these times are 
not indeed interesting.  And yet, there is always uncertainty when it comes to divining the 
future. Michael Milken summed this up brilliantly when he said:

 “The past is always triple-A. We can all remember what the past was. But if we try 
to make the future triple-A, we have no future. The future is always single-B.”

There is risk in every investment we make and yet oftentimes in hindsight it doesn’t always 
feel that way, especially if the investments have worked out. We somehow overlook the 
angst and questioning we went through before finally pulling the trigger. We only jump 
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to whether it worked or didn’t work when looking back on our investments. If we try to 
create a risk-free AAA future then we will either be dangerously naive and not look for risk 
that should be identified and evaluated or we will see risk everywhere and not take action 
because we want perfect foresight and clarity. I like the advice of a Japanese military person 
who said “think like a man of action and act like a man of thought.” We have to use our heads 
and have courage when the time is right.

Charlie Munger has said something similar in terms of what it takes to be successful in business 
and investing. One needs both a circle of competence and gumption. If the former is large, 
then the latter becomes very important because one does not get many fat strikes down the 
middle to swing at so it’s critical to have the gumption to take a swing because one’s circle 
of competence should go a long way towards lessening the risk of doing something dumb. 
On the other hand, if someone has great gumption then it is vitally important to stay within 
one’s circle of competence because venturing outside of it can result in disaster.

I hope I have now done a reasonable job of making you comfortably uncomfortable. 
Investing should never be terribly comfortable and when it is then danger is at your door. 
It is cliché but change is obviously one of the only constants in life so one has to be on 
guard at all times to make sure that one has a margin of safety to make sure there is a strong 
foundation when, as Bob Dylan says, “the winds of change shift” so one doesn’t get blown 
over when they do materialize. The collapse in oil prices and the inevitable challenges it will 
create for the Houston economy is a prime example of this. While we were cognizant of 
the extraordinary capital spending that was taking place in the energy sector far beyond 
the cash being generated, we did not think that prices would collapse triggered by Saudi 
Arabia’s decision to ruthlessly protect market share. Hindsight is always 20/20 but this was a 
bit of a Black Swan event for the world. Nevertheless, when one invests in an economy that 
is unusually dependent on a particular industry or continued strong capital flows (e.g. Silicon 
Valley and venture capital), one has to be on guard for something not going according to 
plan. This was an unanticipated event but it happened nonetheless and we have to deal with 
the ramifications. 

While I really don’t know how painful it will get in Houston over the next two years when 
the largest amount of new supply is coming on line, at this moment in time we are far better 
positioned than we were during the last two national apartment downturns in 2001-2013 
and 2008-2010. This is largely the result of many of our Houston properties having low cost, 
longer-term debt, and strong cash balances. In past downturns we had high cost, fixed-rate 
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debt that was amortizing in much more competitive markets contending with easy lending 
in the single-family market siphoning demand from apartments. Today, the opposite is 
the case. We have very cost-effective, variable-rate loans, single-family competition is 
manageable, apartments are still capturing a large market share of household formations, 
and our cash reserves are stronger. The cash has been able to be built up due to our 
extremely low interest rates and a conservative distribution policy that has allowed us to 
maintain very attractive yields on invested capital while also being able to reinvest in the 
properties and maintain a meaningful rainy day fund. In general, we believe this should 
allow us to weather the storm over the next couple of years when new supply peaks. 
After this year, supply should drop dramatically but the market will still need to absorb 
the new units that will have come on line in 2015 and 2016.

Despite some of the challenges that may be on the horizon for Houston, overall our 
portfolio performed well with Net Operating Income advancing by approximately 6% 
year-over-year on a same-store basis. 2015 also resulted in us entering Seattle for the first 
time with two acquisitions as well as a second purchase in Phoenix, which we believe has 
many of the same recovery characteristics as Atlanta had. Atlanta was a market we went 
after aggressively and we are glad we did as rents have risen along with values. We have 
a similar level of optimism regarding Phoenix. We also entered into agreements to re-
enter Raleigh after a long absence and we grew in Denver which helped us expand our 
footprint in the west.

In the face of all the global tumult I alluded to at the beginning it is important to take a step 
back and continue to evaluate the bigger picture fundamentals regarding apartments to 
see if we still have the wind at our back or if conditions are changing. With the exception 
of Houston catching us off guard and the more challenging credit markets, our long-term 
belief in apartments remains intact. 

Since 2010 we have been focused on not just what we believed was a shortage of 
apartments, but housing in general. In the past we would focus almost solely on 
apartments because single-family housing was the dominant form of new supply and 
apartments filled an important, but lesser niche. With the collapse in the housing market 
there was still demand for housing but single-family homes could not fill the void due 
to much tighter mortgage market conditions, construction lending constraints, and the 
greater desire to rent. This required us to evaluate the demand for housing in a much 
more comprehensive manner by looking at total housing supply versus demand to see if 
there was an imbalance due to the dislocation in the single-family market.

Continued from Page 3
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The following graph from Goldman Sachs depicts this quite dramatically. It shows what 
Goldman believes is equilibrium demand based on demographics and other factors 
versus supply. 

Continued on Page 6

As can be seen from the graph above there has been a consistent undersupply of housing 
relative to demand. What is not so easily discerned, however, is the cumulative shortfall 
that has been building up since 2010 to the tune of an estimated 2 million units which 
is quite an undersupply and does not show any signs of diminishing materially over the 
next couple of years. Yes supply is catching up with demand but there is still a shortfall 
from previous years and there is still a gap. 

And one can see from the graph below that the share of first-time home buyers is at 
very low levels which is supportive of apartment demand as historically moving out to 
purchase homes was one of the primary reasons people would leave apartments up 
until 2009. Even if it is still one of the dominant reasons, it has had less of an impact as the 
much slower pace of home purchases has significantly reduced apartment turnover rates 
from approximately 75% in 2005-2007 to 55% or so today.
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http://www.marketwatch.com/story/why-first-time-home-buyers-are-staying-on-the-sidelines-2015-12-31

Although it is more important to watch what people do versus what they say, surveys 
can give us an indication of the mindset of consumers. The following table shows that 
current renters show very little inclination to purchase a home the next time they move. 
Not surprisingly, once someone has crossed the Rubicon into homeownership they 
intend to remain home owners if they have to move again.

So for now it does look like we should continue to have relatively strong demand for 
apartments and still not enough housing being built to satisfy that demand. That is not 
to say, however, that it is not more competitive to find compelling investments as there 
is greater investor demand for the perceived “port in the storm” characteristics of the 
asset class and a more challenging lending environment. We have done our best to 
design CWS to follow the Zen proverb of “eat when you’re hungry and sleep when 
you’re tired.” In other words, we try to keep a clear head by doing what we think is 
smart and not making investments to stay busy or because of financial pressure. We 
have a lot to keep us busy and try to manage the company with a sufficient base of 
recurring revenue to attract and retain the best people, invest in the systems to support 
our people, and allow us to make clear-headed investment decisions.

Continued on Page 7
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http://www.marketwatch.com/story/why-first-time-home-buyers-are-staying-on-the-sidelines-2015-12-31

We think 2016 should allow us to continue to generate compelling dividends in this very 
low yield environment as well as add value to our properties by prudently reinvesting 
capital into well-thought-out improvements and upgrades that can translate into higher 
revenue generation. We are also excited about three new properties we re-acquired 
from The Blackstone Group and a few more properties  we are in the process of acquiring.

Yes there are storm clouds on the horizon, but we believe we are pretty well-positioned 
to weather the storms that may materialize due to being in a great asset class that prospers 
from uncertainty and insecurity as this leads people to delay home purchases. In addition, 
household formations are still occurring at a rate greater than new housing supply. When 
this is coupled with our high-quality portfolio with very cost-effective debt and strong 
cash balances, we believe that CWS should experience another good year in 2016.



Page 8

We appreciate all of you who took a moment to share your thoughts with us via the online survey 
we recently conducted to gather your feedback regarding our new website at CWSCapital.com. 
The results show us that the majority of you like the new site! Here are some highlights:

 • 94% found the activation process to be intuitive or were able to activate without assistance.
 • 62% found the new dashboard valuable and easy to understand. 
 • The primary reasons investors are using the site is to review or retrieve digital copies of their  
  documents, check their distributions, or review their Personal Annual Investor Reports (PAIRs). 

Several of you commented that you had some difficulty with locating specific documents you 
needed. We heard you! We have enhanced the document retrieval process by adding these new 
features:

 • A search feature that allows you to search by key word and/or date.
 • We also activated the auto-archive function so that you will have fewer documents listed in  
  the main document list. 

These are timely changes as we hope to soon make more types of documents available on the web 
portal.

Thank you again for your feedback. As always, we strive to make investing with CWS an easy and 
pleasant experience and hope this new website contributes to that goal.

Note: Please remember that this was an anonymous survey! Any requests for specific account 
changes need to be submitted directly to investorrelations@cwscapital.com. 

Comments or questions regarding CWSCapital.com? 
Please contact Susan Rayshell 

srayshell@cwscapital.com

Web Portal 
Corner 4Q15
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SAVE THE DATE

CWS 2016 Annual Partners Meeting

Tuesday – April 19, 2016

Our Annual Partners Meeting will be held on Tuesday, April 19th, 2016, at the 
Newport Beach Marriott Hotel and Spa at Fashion Island in Newport Beach, CA. 
Please mark your calendars and save the date.
 
While dining among fellow investors and guests, you will hear from our principals 
regarding the state of the company, the real estate market, and our current strategy. 
This meeting will also provide an opportunity for you to receive updates on your 
respective CWS properties. We hope you will be able to attend!



Page 10

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

Marquis 2200 (Atlanta, GA) – On November 30, 2015, we sold Marquis 2200 located in Atlanta, Georgia. 
Investors can log into their Investor Portal Accounts to view the information regarding the sale by visiting 
www.cwscapital.com and clicking on “My Documents.”

Marq West Seattle (Seattle, WA) – We recently acquired a 2014-built apartment community located 
in Seattle, Washington. Featuring seven floors and 111 units, the property is located in the heart of West 
Seattle’s Junction Hub Urban Village which is one of the most dynamic and pedestrian-friendly locations in 
Seattle and features a large variety of restaurants, bars, shops, and services all within walking distance. The 
property is LEED Gold certified and benefits from increased utility and overall energy efficiency. The original 
owner was the developer who employed a third-party property manager. CWS believes it has purchased 
this property at a below-market price and plans on taking advantage of our fully-integrated organizational 
structure that includes a strong property management team. The close of escrow occurred on December 1, 
2015.

Marquis at Desert Ridge (Phoenix, AZ) – We recently acquired a brand new 370-unit luxury apartment 
community in the Desert Ridge area of Phoenix, Arizona. This high-quality asset is located within walking 
distance of office, retail, restaurants, and nightlife and is a short drive to the Mayo Clinic, which is currently 
undergoing an expansion, as well as the future $1 billion Arizona Biomedical Hub. Acquired on a pre-
stabilized occupancy basis, CWS purchased this asset at a discount to similar fully-stabilized assets and 
we believe our experience in lease-ups presents an opportunity to attract a high-quality resident base by 
targeting individuals working in the medical facilities and capitalizing on the anticipated strong apartment 
fundamentals of the Phoenix market. We are very excited about the future growth prospects of this property 
as we believe Phoenix is experiencing a late-stage economic recovery. The close of escrow occurred on 
December 8, 2015.

Re-acquisition of Properties Once Owned by CWS
We recently completed the re-acquisition of three properties that CWS once owned with GE Capital until 
we sold them in 2013 to The Blackstone Group, when GE Capital exited its real estate investment business. 
Blackstone has since retained our property management services at all of these properties. Given our history 
and knowledge of these properties, submarkets, and residents, we will be implementing a strategic upgrade 
program at each deal to capture rent premiums from willing renters looking for nicer finish-outs. The close 
of escrow on all three properties occurred on January 7, 2016. 

 • Marquis on Edwards Mill (Raleigh, NC) – Built in 1996, this property is a 352-unit garden-style  
  apartment community located within an affluent neighborhood among the highly-regarded science  
  and technology employment center in Raleigh, North Carolina.

 • Marquis at Stonebriar (Frisco, TX) – Located in the fast growing city of Frisco, within the Dallas-Fort  
  Worth metroplex, this property was built in 1998 and consists of 347 units and is within a highly-visible  
  location with access to many corporate, retail, and entertainment districts.
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 • Marquis on Cary Parkway (Morrisville, NC) – Built in 1999, this garden-style  apartment community
   consists of 388 units and is located in an affluent neighborhood close to major employment centers,
   highly-ranked schools, and retail shops.

Marq at Crabtree (Raleigh, NC) – We are in the process of acquiring a brand new property that is 
currently in lease-up (current occupancy 83% at the time of this writing). The property is centrally-located 
between three major employment hubs within Raleigh, North Carolina. CWS plans to take over operations 
and fully stabilize the property. At the time of this writing, the close of escrow was scheduled for the end of 
January 2016.

The Marquis on Briar Forest (Houston, TX) – The refinance of The Marquis on Briar Forest closed on 
October 30, 2015. As a result, the property was able to make a one-time distribution as well as the complete 
payoff of the Briar Forest Lender Group principal and interest. The interest rate dropped from 5.39% to a 
current variable rate of approximately 1.92%.

Marquis at Sugarloaf (Duluth, GA) – The U.S. Dept. of Housing and Urban Development (HUD) refinance 
was completed on November 24, 2015. This refinance allowed for a special distribution to our investors in 
the 4th quarter of approximately half of the excess proceeds with the other half to be released upon the 
completion of lender-required immediate repairs. The interest rate (including the 0.60% mortgage insurance 
premium) is fixed at 3.97% for 35 years.

At the time of this writing, CWS Capital Partners had open individual syndication (or security) offerings for 
investment. Please contact Marcus Lam if you are interested in investing in any of these opportunities 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 his or her account to learn more about our current offerings.

REFINANCES and/or SUPPLEMENTAL LOANS

Number of Properties:         73                 Actual                  Budget                     Variance                    %
 

 Total Revenue                             $298,653,541          $293,197,443           $5,456,098                1.86%
 
Total Operating        
 Expenses                         $134,195,742           $136,805,121           $ 2,609,379     1.91%

Net Operating
Income/(Loss)                            $164,457,799            $156,392,322           $8,065,477    5.16%

CWS Apartment Portfolio
PERFORMANCE SUMMARY

1/1/2015 - 12/31/2015

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

OFFERINGS 



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

CWS INVESTMENTS PRIVACY NOTICE

We provide this notice to our individual investors as 
required by regulations adopted under the federal Gramm-
Leach-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.

PubliShed by

CWS CaPital PartnerS llC
14 CorPorate Plaza, Suite 210

neWPort beaCh, Ca 92660
ViCe PreSident, inVeStor relationS

Lauretta Anderson
landerso@cwscapital.com
inVeStor relationS team

Sunnie Juarez-Mills
sjuarezmills@cwscapital.com

Marcus Lam
mlam@cwscapital.com

Susan Rayshell 
srayshell@cwscapital.com

Albert Stein 
astein@cwscapital.com

Mark Ruggles 
mruggles@cwscapital.com

Katie Jimenez 
kjimenez@cwscapital.com

Barb Williams 
bwilliams@cwscapital.com

Lisa Collins
lcollins@cwscapital.com

Richard Maure
rmaure@cwscapital.com

Telephone: (800) 466-0020 or (949) 640-4200
Facsimile: (949) 640-4931


