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CALENDAR OF EVENTS

October 31,2016
CWS Capital Partners
Semi-Annual Conference Call
([ ]

November 24 & 25,2016
Thanksgiving Day and Day After
CWS Offices Closed
[ ]

December 26, 2016 (Observed)
Christmas Day
CWS Offices Closed
[ ]

January 2, 2017 (Observed)
New Year's Day
CWS Offices Closed
[ ]

January 17,2017
4th Quarter 2016 Est. Tax Payment Due
([ ]

January 27,2017
4th Quarter 2016
Quarterly Distributions Mailed
([ ]

March 15,2017
Year 2016 K-1's Mailed
[ ]

April 17,2017
2016 Federal & State Tax Filing Deadline
1st Quarter 2017 Est. Tax Payments Due
[ ]

April 18,2017
CWS Annual Partners Meeting
Newport Beach Marriott Hotel and Spa
Newport Beach, CA (Fashion Island)
( ]

April 28,2017
Tst Quarter 2017
Quarterly Distributions Mailed

www.cwscapital.com

CWS AND THE
SUCCESS OF
FOUNDER-LED
FIRMS

By Gary Carmell

“To live in a great idea means to treat the impossible as though it
were possible. It is just the same with a strong character; and when
an idea and a character meet, things arise which fill the world with
wonder for thousands of years.”

-Johann Wolfgang von Goethe

Apple, Facebook, Google, Amazon, Wal-Mart, Salesforce, Space-X,
Snapchat, Uber, Microsoft, Costco, Oracle, Netflix, Berkshire
Hathaway, Nike, Blackstone, Dell, and Intel. What do they all have
in common? They have had extraordinary success and been on the
leading edge of innovation while taking risk and driving change.
Although some don't have a long history (e.g. Facebook, Snapchat,
Space-X, and Uber), they have still been able to generate explosive
growth and come to dominate their markets and are only getting
stronger. What else do they have in common that has been the
main reason for their success? They were founded and run by
fanatics.

When you hear the names Jobs, Walton, Bezos, Zuckerberg, Musk,
Cates, Ellison, etc. one instantly thinks of the firms they founded
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and their intensity and ruthless focus on dominating and disrupting their industries. They are or were
zealots and they were intent on letting nothing get in their way. Steve Jobs famously said he wanted to
leave a dent in the universe and it's hard to argue that he was not successful at having done this.

Many of these fanatics are still actively involved with their companies and the ones who are not have
left their indelible marks on their firms. While | don't invest much in the stock market, it does seem like
an investment strategy centered on investing with fanatics would do quite well (more on this shortly).
Charlie Munger seems to agree with this as he has said:

"So you do get an occasional opportunity to get into a wonderful business that's being run by a wonderful
manager. And, of course, that's hog heaven day. If you don't load up when you get those opportunities,
it's a big mistake.

Occasionally, you'll find a human being who's so talented that he can do things that ordinary skilled
mortals can't. | would argue that Simon Marks—who was second generation in Marks & Spencer of
England—was such a man. Patterson was such a man at National Cash Register. And Sam Walton was
such a man.

These people do come along—and in many cases, they're not all that hard to identify. If they've got a
reasonable hand—uwith the fanaticism and intelligence and so on that these people generally bring to
the party—then management can matter much.”

| recently read a Harvard Business Review article written by a partner at Bain & Company that discussed
the significant outperformance of publicly traded firms in which the founder still plays an important role
as CEO, chairman, board member, or owner advisor. The article leverages off research done by three
professors at Purdue University and is complemented by research done by Bain & Company.

"Specifically, the study found that S&P 500 companies where the founder is still CEO are more innovative,
generate 31% more patents, create patents that are more valuable, and are more likely to make bold
investments to renew and adapt the business model — demonstrating a willingness to take risk to invent
the future.”

The author wanted to know why this was the case. | was struck by how applicable the findings were
to CWS. Although Steve Sherwood joined CWS approximately seven years after its founding by Jim
Clayton and Bill Williams, Steve is, for all intents and purposes, a founder because after he joined the
firm he helped catalyze the growth of CWS by expanding beyond the west and being instrumental in
developing the systems and management team to scale that growth. He and Bill helped to formulate
our extraordinary culture, values-based approach to business, long-term orientation, and our intense
commitment and focus on not losing money for our investors by emphasizing preservation of capital first.
These not only remain with us today, but are hugely important in terms of how we run the company and
make critical decisions.
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CW/S s very fortunate to continue to have Steve actively involved in the business and Bill as a member of
our advisory board. They are also two of our largest investors so they have a vested interest in the firm
continuing to perform optimally. Steve's active involvement in the business and Bill's support of CWS
have helped us make better decisions and allowed us to navigate very turbulent waters over the years
while being able to position ourselves to capitalize on one of the greatest apartment investing cycles in
our lifetimes.

The $3.5 billion (CWS' asset base) question is: Does CW/S have the characteristics of these very successful
founder-led or influenced firms that have produced long-term profitability and returns for its investors? |
think the answer is unequivocally yes.

Before turning to the author’s findings and seeing how they apply to CWS, let's first see how well
founder-led firms have done relative to the rest of the pack. The following graph shows how dramatic
this outperformance has been.

Founder-Led Companies Outperform the Rest
Based on an analysis of S&P 500 firms in 2014.
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This chart is pretty compelling in terms of elucidating how founder-led companies outperform the rest
quite significantly over a long period of time. Given this meaningful and sustained outperformance | was
deeply interested to learn what the secret sauce was for founder-led firms and how CWS can best utilize
them if they are not in place and, if they are, how we might focus and improve upon them.

According to the author, only one in ten companies are able to sustain profitable growth for over a
decade and disproportionately the founder still has involvement with the company. They were either
running the company, on the board of directors, or their principles and focus on how to operate were
still in place (IKEA is an example of that).
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CWS has been in business since 1969 and with few exceptions we have been on a growth trajectory
during these 47 years. Much of this success can be attributed to founder involvement and the key
operating principles, culture, and values that have been cultivated and effectively maintained over the
years despite a much larger number of people in the organization spread across a wider geography.

So what are the most powerful characteristics of founder-led companies? After going into the field
and analyzing 200 founder-led companies via a series of interviews of executives and founders, three
consistent findings emerged. How the founders built the company from the inside influenced its success
on the outside for many years. The three most important founder-led characteristics are as follows.

Insurgency: Waging war on industry norms on behalf of underserved customers.

For a firm with approximately $3.5 billion in assets, CWS is unusual in that our focus has been heavily on
individual investors versus institutions like pension funds, endowments, and life insurance companies.
Most firms find it difficult to scale to our size with that focus as institutions are usually far more deep
pocketed than individual investors. We believe that this is an underserved customer category.

At CWS we desire to be one of the best places for individuals to invest in apartments by offering
highly competitive returns with compelling dividend yields, appreciation potential, and tax benefits. We
currently serve over 900 individual investors and produce in excess of 7,000 K-Ts annually. We also have
a core competency in being able to carry out 1031 tax-deferred exchanges for properties we sell and
for individuals who come to CWS looking to exchange with us. This reinforces our focus on patient, long-
term capital that allows us to navigate through all economic cycles and to make the necessary investments
in our organization to optimally serve our residents and investors. We believe this gives us the best
chance to preserve our capital and take advantage of the inherent growth characteristics that well-
located apartment communities can offer in dynamic economies.

At CWS we strive to instill confidence with every interaction with our investors. We know that it is
inevitable that we will hit some bumps in the road and the best way to navigate challenges and downturns
is to have a very strong relationship with our investors built on trust, mutual respect, and our intention to
communicate important information in a timely manner. We want to treat our investors as we would want
to be treated if we were on the other side. And yet, we are on the other side because we invest in all of
our projects. Our intimate and daily connection to our investments puts us at an information advantage
that we are able to communicate through our reporting and responsiveness to investor queries.

We believe that individuals are underserved in terms of having access to firms like CWS with a long,
successful history, deep capabilities, and a unique skill set in serving individual investors while offering a
very reasonable and competitive fee structure. It is our intention to strengthen our capital access and
increase our competitiveness as credible buyers to enable us to source and secure the best opportunities.
We will continue to cultivate and grow our individual investor base along with serving private 1031

Continued on Page 5

Page 4




Continued from Page 4

exchange investors who seek the professional management and capabilities of a firm like CWS.

Front Line Obsession: This manifests itself through a love of details and a culture that makes heroes of
those at the front line of the business and gives them power.

Sam Walton said “We just got after it and stayed after it." This is something we take to heart at CWS. Steve
Sherwood is particularly impassioned by making heroes out of front line stars. We know the rubber
meets the road in delighting our resident and investor customers. It takes a service-oriented mindset
and effective and well-coordinated systems and communication processes to ensure our people are
supported and can deliver great service efficiently. This is not always easy and it is critical we honestly
assess where we are falling short and figure out how to improve. We have 80+ laboratories in terms of
the properties we own which allow us to test new approaches to running the business, particularly on
the technology front, to have enough data to evaluate performance somewhat rigorously, and to be able
to identify and recognize top performers.

We take advantage of data at CWS to help us separate the signal from the noise. We also dive into the
details of all aspects of the business so we have deep domain expertise and understand the critical
nuances that can allow us to capitalize on opportunities that others may miss and to avoid pitfalls. One of
my favorite quotations is "It's better to be a meaningful specific than a wandering generality” and we try
to apply this throughout the organization. We want specifics and details when trying to assess a situation
and make key decisions. Generalities don't do much for us.

Owner’s Mindset: Dialing up speed to act and taking personal responsibility for the risk and cost.

The author sites venture capitalist Ben Horowitz in one of his blogs listing three reasons his VC firm
prefers founder CEOs as a real world example of why a prominent investor likes them:

Founders have the moral authority to make the hard choices
- They know the detail of the business and have better instincts
They have a long-term perspective on investments and building a company that lasts

I think this sums up CWS quite well and the great value our founders have brought to us and helped
perpetuate with the next generation of leaders. Having an owner’s mindset is vitally important among
our key people. This sometimes means that the best course of action is to seek forgiveness rather than
permission if time is of the essence. My partner Mike Engels is fond of saying that "perfection is the enemy
of the good.” There is a tradeoff between the marginal value of getting the next piece of information
versus acting now. That is not to say we should be hasty when making important decisions, but if we can
staff our properties and organization with individuals possessing a deep commitment to the company,
to the welfare of our customers, and look at money being spent as their own precious capital, then
we should ultimately benefit from this even if some mistakes are made over time due to occasional
overzealousness.
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At CWS when we are diving into each of our properties during our annual budgeting sessions we
always ask the question, “If this were your property what would you do?” We make an effort to hire and
retain individuals with a long-term, owner-oriented mentality. As mentioned previously, we also make a
concerted effort to report to our investors how we would want to be communicated to.

The following excerpt from the book DREAM BIG: How the Brazilian Trio behind 3G Capital - Jorge
Paulo Lemann, Marcel Telles and Beto Sicupira - acquired Anheuser-Busch, Burger King and Heinz is a
great summation of the ideal employees that can carry on the founder’s approach to running C\WS:

‘I once asked, "What is the essence of the type of person you are looking for?” The answer: "We are
looking for fanatics.” We live in an age when people want a quick fix, a shortcut to exceptional results. But
there is no such easy path. There is only an intense, long-term, sustained effort. And the only way to build
that kind of enterprise is to be fanatic. Such obsessed people do not become the most popular people,
as they often intimidate others, but when fanatics come together with other fanatics, the multiplicative
effect is unstoppable.”

So what is the final recommendation of the author?

“The implication for today’s business leaders? Cultivate a founder's mentality as a key strategic asset, and
talk about it, measure it, monitor it, and reward it. We believe it is the most important indlicator of the
health of a company on the inside — which is almost always where the deep root causes of failure to
perform on the outside reside. The founder’s mentality is an indicator of a company’s readliness to act
quickly, to adapt to change, to retain the ground-level instincts of a founder, and to innovate to invent —
and not fight the future.”

While we are no means perfect at CWS and have had our fair share of challenges and disappointments,
overall, however, the totality of what we have been able to create in terms of investor returns and a long-
term, growing, sustainable organization has been quite impressive. We have clearly beaten the odds to
this point and we owe much of this to the founder-led culture, mentality, values, business principles, and
active contribution from Steve Sherwood and Bill Williams. Fortunately we have done a good job of
passing this on to those now leading the charge at CWS. These contributions have helped us to create
powerful filters through which we can make hiring decisions, capital allocation choices, and to continue
to grow our company with a unique culture that focuses greatly on creating sustained value over the
long-term.

Thank you Steve and Bill, as well as Jim Clayton, for creating an organization that continues to thrive and
grow 47 years later.
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