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OATH OR AFFIRMATION

Steven Sherwood swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Clayton Williams Sherwood Investments as

of July 31st 20 10
are true and correct further swear or affirm that

neither the company nor any partner proprietor principal officer or director has any proprietary interest in any account

classified solely as that of customer except as follows

Signature

President

Title

Notary Public

This report contains iTt1all applicable boxes

Facing Page

Statement of Financial Condition

Ei Statement of Income Loss
Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capit

Statement of Changes in Liabilities Subordinated to Claims of Creditors

11 Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

Information Relating to the Possession or Control Requirements Under Rule 15c3-3

II Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 5c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date ofthe previous audit

por conditions of confidential treatment of certain portions of this filing see section 240 7a-5e3
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INDEPENDENT AUDITORS REPORT

To the Board of Directors and Stockholders

Clayton Williams Sherwood Investments

We have audited the accompanying statement of financial condition of Clayton Williams

Sherwood Investments the Company as of July 31 2010 and the related

statements of operations stockholders equity and cash flows for the year then ended

that the Company is filing pursuant to Rule 7a-5 under the Securities Exchange Act of

1934 These financial statements are the responsibility of the Companys management
Our responsibility is to express an opinion on these financial statements based on our

audit

We conducted our audit in accordance with auditing standards generally accepted in the

United States of America Those standards require that we plan and perform the audit to

obtain reasonable assurance about whether the financial statements are free of material

misstatement The Company was not required to have nor were we engaged to perform

an audit of its internal control over financial reporting Our audit included consideration

of internal control over financial reporting as basis for designing audit procedures that

were appropriate in the circumstances but not for the purpose of expressing an opinion

on the effectiveness of the Companys internal control over financial reporting

Accordingly we express no such opinion An audit includes examining on test basis

evidence supporting the amounts and disclosures in the financial statements assessing the

accounting principles used and significant estimates made by management as well as

evaluating the overall presentation of the financial statements We believe that our audit

provides reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material

respects the financial position of the Company as of July 31 2010 and the results of its

operations and its cash flows for the year then ended in conformity with accounting

principles generally accepted in the United States of America

Our audit was conducted for the purpose of forming an opinion on the basic financial

statements taken as whole The information contained in the accompanying

supplementary information is presented for purposes of additional analysis and is not

required part of the basic financial statements but is supplementary information required

by Rule 17a-5 under the Securities Exchange Act of 1934 Such information has been

subjected to the auditing procedures applied in the audit of the basic financial statements

and in our opinion is fairly stated in all material respects in relation to the basic

financial statements taken as whole

Newport Beach California

September 27 2010

SQUAR MILNER PETERSON MIRANDA WILLIAMSON LLP

O1

4100 Newport Place Drive Third Floor Newport Beach CA 92660 Tel 949-222-2999 Fax 949.222-2989
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CLAYTON WILLIAMS SHERWOOD INVESTMENTS
STATEMENT OF FINANCIAL CONDITION

July 31 2010

ASSETS

Cash 36001

LIABILITIES AND STOCKHOLDERS EQUITY

Liabilities

Accounts payable and accrued liabilities 11906

Stockholders Equity

Common stock no par value 1000 shares authorized 800 shares

issued and outstanding 8000

Additional paid-in-capital 384909

Accumulated deficit 368814
24095

36001

Page The accompanying notes are an integral part of these financial statements



CLAYTON WILLIAMS SHERWOOD INVESTMENTS
STATEMENT OF OPERATIONS
For the Year Ended July 31 2010

INCOME
Interest income 12

Asset management fees 287479

Total income 287491

EXPENSES
Professional fees 103051

Licenses and fees 7832

General and administrative 218061

Other non-operating expense 7483

Total expenses 336427

NET LOSS 48936

Page The accompanying notes are an integral part of these financial statements



CLAYTON WILLIAMS SHERWOOD INVESTMENTS
STATEMENT OF STOCKHOLDERS EQUITY

For the Year Ended July 31 2010

Additional Total

Common Stock Paid-In Accumulated Stockholders

Shares Amount Capital Deficit Equity

BALANCEJuly3l2009 800 8000 348007 319878 36129

Contributions 36902 36902

Net loss 48936 48936

BALANCEJuly 31 2010 800 8000 384909 368814 24095

Page The accompanying notes are an integral part of these financial statements



CLAYTON WILLIAMS SHERWOOD INVESTMENTS
STATEMENT OF CASH FLOWS
For the Year Ended July 31 2010

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss 48936
Changes in operating assets and liabilities

Accounts payable and accrued liabilities 5725
Net cash used in operating activities 54661

CASH FLOWS FROM FINANCING ACTIVITIES

Capital contributions 36902

Net cash provided by financing activities 36902

NET DECREASE IN CASH 17759

CASH beginning of year 53760

CASHend of year 36001

Page The accompanying notes are an integral part of these financial statements



CLAYTON WILLIAMS SHERWOOD INVESTMENTS
NOTES TO FINANCIAL STATEMENTS

July 31 2010

ORGANIZATION

Clayton Williams Sherwood Investments the Company is California corporation

organized on September 30 1988 The Company was organized to sell interests in

limited partnerships that invest in real estate activities The Company received approval

from the National Association of Securities Dealers NASD to operate as

broker/dealer as of June 12 1989 The Company generally operates as an introducing

broker and does not hold funds or securities for or owe any money or securities to

customers and does not carry accounts of or for customers

On January 2010 the Company entered into an Expense Sharing Agreement the
Agreement with CWS Apartment Homes LLC Delaware limited liability company

CWS Apartments and Steven Sherwood an individual Stockholder in which

CWS Apartments agreed to share expenses with the Company that jointly benefit both

the Company and CWS Apartments The expenses shall be allocated in reasonable

manner that reflects the related benefits received by each of the Company and CWS

Apartments In connection with this Agreement CWS Apartments also agreed to pay to

the Company an asset management fee equal to the benefit accruing to CWS Apartments

as result of the Companys business efforts Such asset management fee will be

determined from time to time in good faith by both parties

The Company continues to rely on its Stockholders to provide operating capital The

accompanying financial statements have been prepared assuming the Company will

continue in its current form If the Stockholders do not continue to provide sufficient

capital it may adversely affect the future operations of the Company

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The summary of significant accounting policies presented below is designed to assist in

understanding the Companys financial statements Such financial statements and

accompanying notes are the representations of the Companys management who is

responsible for their integrity and objectivity These accounting policies conform to

accounting principles generally accepted in the United States of America GAAP in all

material respects and have been consistently applied in preparing the accompanying

financial statements

Cash and Cash Equivalents

The Company considers all highly liquid short-term investments with original maturities

of three months or less when purchased to be cash equivalents Cash primarily consists of

interest-bearing and noninterest-bearing demand deposit accounts As of July 31 2010

the Company did not have any cash equivalents

Page



CLAYTON WILLIAMS SHERWOOD INVESTMENTS
NOTES TO FINANCIAL STATEMENTS

July 31 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Concentration of Credit Risk

The Company currently maintains substantially all of its operating cash with major

financial institution At times cash balances may be in excess of the amounts insured by

the Federal Deposit Insurance Corporation Cash balances were not in excess of the

federally insured amount as of July 31 2010

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management

to make estimates and assumptions that affect the reported amounts of assets and

liabilities and disclosure of contingent assets and liabilities at the date of the financial

statements and the reported amounts of revenues and expenses during the reporting

period Actual amounts could differ from those estimates

Common Control

Because the Company and certain related parties have commonality and are under

common management control reported operating results and/or financial position of the

Company could significantly differ from what would have been obtained if such entities

were not under common control

Income Taxes

The Company uses the liability method in accounting for income taxes Under this

method deferred tax assets and liabilities are determined based on differences between

financial reporting and tax basis of assets and liabilities and are measured using the

enacted tax rates and laws that will be in effect when the differences are expected to

reverse The deferred tax assets are reviewed periodically for recoverability and valuation

allowances are provided as necessary

The Company has adopted policy for accounting for uncertainty in income taxes The

Companys policy prescribes recognition threshold and measurement attribute for the

financial statement recognition and measurement of tax position taken or expected to be

taken in tax return This policy also provides guidance on de-recognition classification

interest and penalties accounting in interim periods disclosure and transition The

adoption of the Companys policy for accounting for uncertainty in income taxes did not

result in any adjustment to the Companys beginning tax positions As of July 31 2010

the Company did not have any unrecognized tax benefits

Page



CLAYTON WILLIAMS SHERWOOD INVESTMENTS
NOTES TO FINANCIAL STATEMENTS

July 31 2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES continued

Estimated Fair Value of Financial Instruments and Certain Other Assets/Liabilities

The Companys financial instruments include cash accounts payable and accrued

liabilities Management believes that the fair value of these financial instruments

approximates their carrying amounts due to the short maturity of these instruments

Management has concluded that it is not practical to estimate the fair value of amounts due

to and from related parties In the opinion of management the fair value of payables to

related parties cannot be estimated without incurring excessive costs for that reason the

Company has not provided such disclosure Other information about related-party liabilities

is provided where applicable elsewhere in these notes to the fmancial statements

The Company does not have any assets or liabilities that are measured at fair value on

recurring basis and during the year ended July 31 2010 did not have any assets or

liabilities that were measured at fair value on nonrecurring basis

Revenue Recognition

The Company recognizes asset management fees when such fees are earned and the

related services are performed

Subsequent Events

Management has evaluated subsequent events through September 27 2010 which is the

date the financial statements were issued

INCOME TAXES

During the year ended July 31 2010 the Company paid $800 for California franchise

taxes Such amount is included in other expenses in the accompanying statements of

operations

As of July 31 2010 the Company had deferred tax asset of approximately $88000

related to net operating loss carryforwards which has been entirely offset by valuation

allowance

As of July 31 2010 the Company has net operating loss carryforwards of approximately

$304000 and $228000 for federal and California income tax purposes respectively

which may be used to offset future taxable income These loss carryforwards expire at

various times through 2029

Page



CLAYTON WILLIAMS SHERWOOD INVESTMENTS
NOTES TO FINANCIAL STATEMENTS

July 31 2010

INCOME TAXES continued

The Companys income tax returns may be subject to examination by federal and state

taxing authorities Because application of tax laws and regulations too many types of

transactions is susceptible to varying interpretations amounts reported in the

accompanying financial statements could be changed at later date upon final

determination by taxing authorities No such examinations by taxing authorities are

presently in process

REGULATORY REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net

Capital Rule Rule 15c3-1 which requires the maintenance of minimum net capital and

requires that the ratio of aggregate indebtedness to net capital both as defined not to

exceed 15-to-i the rules of regulatory agencies and various exchanges also provide that

equity capital may not be withdrawn or cash dividends paid if the resulting ratio of

aggregate indebtedness to capital would exceed 10-to-i or the equity capital withdrawal

or cash dividend payment would cause the Companys net capital to fall below 6-2/3% of

its minimum requirement As of July 31 2010 the Company had net capital of $24095
which was $19095 in excess of its required minimum net capital of $5000 The

Companys aggregate indebtedness to net capital ratio as of July 31 2010 was 0.49-to-i

The Company is exempt from the provisions of Rule i5c3-3 pursuant to paragraph

k2i under the Securities and Exchange Act of 1934 as the Company is broker and

dealer that does not carry customer accounts or hold funds or securities of customers

Because of such exemption the Company is not required to prepare determination of

reserve requirement for brokers and dealers and also is not subject to the possession and

control statement

STOCKHOLDERS EQUITY

The Company is authorized to issue 1000 shares of common stock with no par value At

inception two principal officers of the Company each purchased 400 shares of common
stock for $4000 each From inception through the year ended July 31 2010 these

stockholders have contributed an aggregate of $384909 to additional paid-in capital

RELATED PARTY TRANSACTIONS

In connection with the Agreement discussed in Note the Company received asset

management fees in the amount of $287479 during the year ended July 31 2010 In

addition CWS Apartments allocated $21810 of professional fees $178502 of general

and administrative $1012 of licenses and fees $6682 of other expenses to the Company
for the year ended July 31 2010 Such amounts are included in the accompanying

statement of operations

Page
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CLAYTON WILLIAMS SHERWOOD INVESTMENTS
COMPUTATION OF NET CAPITAL PURSUANT TO RULE 15c3-1

July 31 2010

NET CAPITAL
Total stockholders equity from statement of financial condition 24095

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required 6-2/3% of aggregate indebtedness 794

Minimum dollar net capital required for reporting broker/dealer 5000

Net capital requirement greater of above 5000

Excess net capital regulatory net capital less net capital requirement 19095

AGGREGATE INDEBTEDNESS INCLUDED IN STATEMENT OF
FINANCIAL CONDITION 11906

Ratio of aggregate indebtedness to net capital 0.49-to-i

Reconciliation of net capital as reported on the unaudited Form X17A-5
Part

Net capital as reported 24095

Audit adjustments

Audited net capital 24095

There are no differences between the above computation and the computation included with the

Companys FOCUS II Form X-17A-5 for the year ended July 31 2010

Page 10 See Independent AuditorsReport



SQUARMILNIE
INDEPENDENT AUDITORS REPORT ON

INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5

FOR BROKER-DEALERS CLAIMING AN EXEMPTION
FROM SEC RULE 15c3-3

To the Board of Directors and Stockholders

Clayton Williams Sherwood Investments

In planning and performing our audit of the financial statements of Clayton Williams

Sherwood Investments the Company as of and for the year ended July 31 2010 in

accordance with auditing standards generally accepted in the United States of America

we considered the Companys internal control over financial reporting internal

control as basis for designing our auditing procedures for the purpose of expressing

our opinion on the financial statements but not for the purpose of expressing an opinion

on the effectiveness of the Companys internal control Accordingly we do not express

an opinion on the effectiveness of the Companys internal control

Also as required by rule 17a-5g1 of the Securities and Exchange Commission

SEC we have made study of the practices and procedures followed by the

Company including consideration of control activities for safeguarding securities This

study included tests of compliance with such practices and procedures that we considered

relevant to the objectives stated in rule 7a-5g in making the periodic computations of

aggregate indebtedness and net capital under rule 17a-3a1 and for determining

compliance with the exemptive provisions of rule 15c3-3 Because the Company does not

carry securities accounts for customers or perform custodial functions relating to

customer securities we did not review the practices and procedures followed by the

Company in the following

Making the quarterly securities examinations counts verifications and comparisons

and recordation of differences required by rule 7a- 13

Complying with the requirements for prompt payment for securities under Section

of Federal Reserve Regulation of the Board of Governors of the Federal Reserve

System

The management of the Company is responsible for establishing and maintaining internal

control and the practices and procedures referred to in the preceding paragraph In

fulfilling this responsibility estimates and judgments by management are required to

assess the expected benefits and related costs of controls and of the practices and

procedures referred to in the preceding paragraph and to assess whether those practices

and procedures can be expected to achieve the SECs above-mentioned objectives

Two of the objectives of internal control and the practices and procedures are to provide

management with reasonable but not absolute assurance that assets for which the

SQUAR MILNER PETERSON MIRANDA WILLIAMSON LLP
CeThd Pic Fi isw CLt Scr

4100 Newport Place Drive Third Floor Newport Beach CA 92660 Tel 949-222-2999 Fax 949-222-2989

Los Angeks Ncwport Ikach San Dico Cayman islands



Company has responsibility are safeguarded against loss from unauthorized use or

disposition and that transactions are executed in accordance with managements

authorization and recorded properly to permit the preparation of financial statements in

conformity with generally accepted accounting principles Rule 7a-5g lists additional

objectives of the practices and procedures listed in the preceding paragraph

Because of inherent limitations in internal control and the practices and procedures

referred to above error or fraud may occur and not be detected Also projection of any

evaluation of them to future periods is subject to the risk that they may become

inadequate because of changes in conditions or that the effectiveness of their design and

operation may deteriorate

control deficiency exists when the design or operation of control does not allow

management or employees in the normal course of performing their assigned functions

to prevent or detect misstatements on timely basis significant deficiency is

deficiency or combination of deficiencies in internal control over financial reporting

that is less severe than material weakness yet important enough to merit attention by

those responsible for oversight of the Companys financial reporting material

weakness is deficiency or combination of deficiencies in internal control over financial

reporting such that there is reasonable possibility that material misstatement of the

Companys annual or interim financial statements will not be prevented or detected on

timely basis

Our consideration of internal control was for the limited purpose described in the first and

second paragraphs and would not necessarily identify all deficiencies in internal control

that might be material weaknesses We did not identify any deficiencies in internal

control and control activities for safeguarding securities that we consider to be material

weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in

the second paragraph of this report are considered by the SEC to be adequate for its

purposes in accordance with the Securities Exchange Act of 1934 and related regulations

and that practices and procedures that do not accomplish such objectives in all material

respects indicate material inadequacy for such purposes Based on this understanding

and on our study we believe that the Companys practices and procedures as described

in the second paragraph of this report were adequate at July 31 2010 to meet the SECs

objectives

This report is intended solely for the information and use of the Board of Directors

management the SEC and other regulatory agencies that rely on rule 17a-5g under the

Securities Exchange Act of 1934 in their regulation of registered brokers and dealers and

is not intended to be and should not be used by anyone other than these specified parties

Newport Beach California

September 27 2010



Independent Accountants Report on Applying Agreed-Upon Procedures

Related to an Entitys SIPC Assessment Reconciliation



QU AR uN ER

Independent Accountants Report on Applying Agreed-Upon Procedures

Related to an Entitys SIPC Assessment Reconciliation

To the Board of Directors and Stockholders

Clayton Williams Sherwood Investments Inc

In accordance with Rule 7a-5e4under the Securities Exchange Act of 1934 we have

performed the procedures enumerated below with respect to the Schedule of Assessment

and Payments to the Securities Investor Protection Corporation SIPC for the period

from August 2009 to July 31 2010 which were agreed to by Clayton Williams

Sherwood Investments Inc the Company and the Securities and Exchange

Commission Financial Industry Regulatory Authority Inc SIPC and solely to assist

you and the other specified parties in evaluating the Companys compliance with the

applicable instructions of the Transitional Assessment Reconciliation Form SIPC-7T

The Companys management is responsible for the compliance with those requirements

This agreed-upon procedures engagement was conducted in accordance with attestation

standards established by the American Institute of Certified Public Accountants The

sufficiency of these procedures is solely the responsibility of those parties specified in

this report Consequently we make no representation regarding the sufficiency of the

procedures described below either for the purpose for which this report has been

requested or for any other purpose The procedures we performed and our findings are as

follows

Compared the listed assessment payments in Form SIPC-7T with respective cash

disbursement records entries and the cash disbursement records noting no differences

Compared the total revenue amounts of the audited Form X-17A-5 for the year ended

July 31 2010 with the amounts reported in Form SIPC-7T for the period from

August 2009 to July 31 2010 noting no differences and

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7T and in

the related schedules and working papers supporting the adjustments noting no

differences

We were not engaged to and did not conduct an examination the objective of which

would be the expression of an opinion on compliance Accordingly we do not express

such an opinion Had we performed additional procedures other matters might have

come to our attention that would have been reported to you

This report is intended solely for the information and use of the specified parties listed

above and is not intended to be and should not be used by anyone other than these

specified parties

Newport Beach California

September 27 2010

SQUAR MILNER PETERSON MIRANDA WILLIAMSON LLP
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