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Shareholders of Starwood Property Trust, 

When we started Starwood Property Trust (STWD) almost 14 years ago, we aspired 
to be more than an assemblage of real estate mortgage loans. We set out to build a 
diversified lending enterprise that would perform well in normal markets, and 
outperform in volatile ones.  We have maintained a steadfast focus on running our 
business at significantly lower leverage than our peer group, and our diversification 
into owned property that began in 2014, where we amassed a portfolio of stable 
multifamily, net lease, and medical office properties, created in excess of $1 billion 
of harvestable gains as a backstop to our strong balance sheet. The market has once 
again rewarded us for that, as our stock has outperformed our peer group as 
markets became more volatile since COVID and the more recent aggressive interest 
rate hikes by the Federal Reserve. 

In 2009, STWD was created at a time when financial markets were still recovering 
from the Global Financial Crisis, where the banks had pulled back and there was a 
severe lack of capital making commercial real estate (CRE) loans, providing outsized 
opportunities to earn attractive risk adjusted returns. In early 2023 we find ourselves 
in a similar environment.  The Federal Reserve has raised rates more quickly than 
ever before, and banks are retreating from CRE lending today due to stringent, 
arguably punitive, regulatory capital requirements.  This pullback has once again 
created great opportunities for us to deploy capital in 2023 and beyond, which we 
will balance with the conservative overlay of our desire to maintain excess liquidity. 

Diversification has been at the core of our business strategy almost since 
inception.  In addition to CRE lending, where our CRE portfolio represents 59% of 
our total assets, we have diversified into owned property, energy infrastructure 
lending, residential lending, and commercial mortgage-backed securities (CMBS) 
origination, investing and special servicing.   

In early March, we reported $1.1 billion of liquidity, well above our historical 
average, which we believe will allow us to run our business for the coming 12 months 
without a need to raise incremental debt or equity capital.  We have access to 
significant additional sources of funds, with almost $4 billion of unencumbered 
assets on our balance sheet, and our unique, for a mortgage REIT, owned property 
portfolio where we could harvest in excess of $1 billion in unrealized gains.  Again, 
we will err on the side of caution this year until we see the final effects of the Federal 
Reserve’s aggressive interest rate policy. We have unique access to liquidity and over 
$8 billion of capacity on our financing facilities that will allow us to go back on 
offense as conditions warrant. 



 
 

Our predominantly floating rate assets continue to earn higher returns in this higher 
interest rate environment and our diversified model produced strong financial 
results in a difficult macroeconomic environment last year.  

We are not immune to the difficult environment created by the Federal Reserve, but 
our assets have performed well to-date.  Since inception, we have generated 
significant gains on the assets we have taken into REO.   

We want to highlight that LNR Partners, our special servicing business, is named 
special servicer on $109 billion of CMBS.  This is a fee-based business that has 
produced significant revenue and earnings for us in previous volatile markets, and 
we expect will again over the coming years as loans mature into a more uncertain 
economic environment.  When a loan in a CMBS securitization defaults, it is 
transferred to LNR Partners who receives fees as our dedicated staff resolve and 
dispose of these assets on behalf of the CMBS bondholder. As CMBS maturities 
accelerate over the coming years, we expect this business will become more 
profitable, which creates a hedge against the investments in other segments of our 
balance sheet. 

A highlight of last year was once again the performance of our affordable housing 
multifamily portfolio, which continued to be our best performing investment during 
2022. We recognized a $555 million increase in the fair value of these assets driven 
by rental growth and this portfolio is well positioned for additional rent growth this 
year. We believe these assets are highly defensive in a downturn given limited new 
supply and strong demand for below market-rate units.  This performance has 
helped significantly increase our book value over the last few years.   Our 
undepreciated book is up over 26% since the beginning of 2021. As of today, our 
stock sits at just 80% of undepreciated book value as of year-end.  Our stock, which 
is more diversified than ever on both the left and right sides of our balance sheet, 
has traded at an average multiple to book value of 1.23x since inception, and a 
return to that multiple would lead to a significantly higher stock price over and above 
the elevated 11% dividend yield we trade at today. 

Commercial Lending 

With over $5 billion of new loan commitments in 2022, our CRE loan portfolio 
ended the year with a balance of $16.8 billion which represents 59% of our total 
$28.3 billion balance sheet. Returns increase as base rates rise, and these loans 
contributed significantly more return since the Federal Reserve began raising rates 
last spring.  



 
 

During 2022, we maintained our focus on multifamily lending which now 
represents 33% of our CRE loan portfolio, up from 13% at the end of 2019. At the 
same time, we reduced our office exposure from 38% to 23% of our CRE loan 
portfolio, which represents just 13.6% of our total assets, by far the lowest 
percentage in our peer group.  Of this office exposure, nearly 25% is in stronger 
European markets. Additionally, we have no CRE loan exposure in San Francisco 
and less than 2% of our CRE loan exposure is in Manhattan. 

We remain highly focused on asset management. Our internal resources, coupled 
with our special servicer, LNR Partners, and the expertise of our manager Starwood 
Capital Group and its approximately $120 billion of real estate assets under 
management, provides us with a unique depth and breadth of real estate 
information we can leverage when managing STWD’s loan portfolio.  

In summary, we have a credit-first business model, lending on high-quality real 
estate to well-capitalized sponsors.  

Property Portfolio 

Our property segment again created significant value for shareholders in 2022, with 
98% occupancy across our portfolio at year-end. In addition to the strong 
performance of our Florida affordable housing multifamily portfolio described 
above, our other two owned real estate portfolios (Master Lease Portfolio and 
Medical Office Portfolio) also performed well in 2022. We recognized a 10.6% 
increase in the rents in our Master Lease Portfolio and have an attractive remaining 
average lease term of 5.7 years in our Medical Office Portfolio. We view our below-
market rate debt on these portfolios as an asset itself. We do not need to refinance 
any debt until November 2024 for our Medical Office Portfolio, November 2025 for 
our affordable housing multifamily portfolio and October 2027 for our Master Lease 
Portfolio. 

Real Estate Investing & Servicing (REIS) 

CMBS Originations: In 2022, Starwood Mortgage Capital (SMC) was again the largest 
non-bank CMBS loan originator, and a top-10 overall conduit loan originator in the 
United States for the 3rd year in a row.  Market volatility made this business 
unprofitable for many players, but SMC’s business model which includes interest 
rate and credit hedging, and faster turnover, once again produced significant 
earnings contribution after expenses and taxes for STWD in 2022.  We expect a slow 



 
 

start to 2023, but anticipate to be able to return to normal origination volume as 
markets stabilize.  

Special Servicing: In its 30th year, LNR is named special servicer on $109 billion of 
CMBS at year-end, up from $69 billion just 5 years ago.  We added 27 new deals in 
2022 with an unpaid principal balance of $24 billion, the most new deals by count 
and balance added in one year since 2014.  We were also named servicer on 5 
Freddie Mac securitizations.  LNR continues to be the nation’s highest rated special 
servicer. Last year, DBRS/Morningstar gave us an inaugural rating with their highest 
possible rating. We remain the only servicer to have the highest rating available from 
all of the rating agencies. 

Owned CMBS securities:  We have a large team at STWD that underwrites loans in 
new CMBS transactions and has produced terrific long-term performance.  We 
significantly reduced the size of our below investment grade CMBS portfolio over 
the last 5 years, and we benefitted from having a smaller portfolio in 2022 as spreads 
rose across the CMBS capital stack.  Having bought these securities at significant 
discounts to par, our long-term strategy in this business has paid off as the accretion 
to par of these bonds has more than offset spread widening. 

Owned Real Estate: We also benefit from a portfolio of real estate assets within REIS, 
and this group had an outstanding year as well, selling three properties for 
distributable earnings of $34 million in 2022 at an IRR of 22%. 

Residential Lending 

In our Residential Lending business, the rate rise coupled with the Federal Reserve’s 
decision to stop quantitative easing (QE) and let mortgage assets roll off its balance 
sheet led mortgage credit spreads to widen significantly in 2022, forcing us to write 
down the value of this portfolio in 2022, which we recognize in our financials.  We 
hedge interest rates in this portfolio, and we have increased those hedges over time. 
We believe in the credit of the underlying loans given their low origination LTVs, high 
FICO scores of the underlying borrowers and overall home price appreciation since 
these loans were originated, and we have enough duration on our financing facilities 
to remain patient until markets stabilize. 

Starwood Infrastructure Finance  

In 2022, Starwood Infrastructure Finance (SIF) committed and closed $726 million 
($144 million of equity).  These loans were financed on a combination of our Project 
Finance CLOs and bank financing lines. Lending spreads have increased to our 



 
 

advantage as they have in other sectors, but our borrowing spreads have been more 
sticky than other sectors, allowing us to earn outsized returns on new originations. 
Our SIF portfolio ended the year at $2.4 billion. We believe this business remains 
very well positioned to deploy capital at attractive levered returns.  

OOuuttllooookk  

To conclude, although we are acutely aware of the difficult macroeconomic 
environment, management is again pleased with the performance of our company 
in 2022. We believe that shareholders appreciate the power of our unique multi-
cylinder platform to deploy capital to different business lines as conditions 
change.  We expect our lower leverage balance sheet, which is diversified across 
secured, unsecured and off-balance sheet debt to again provide excess liquidity in 
times of distress or opportunity.  

We remain uniquely positioned to monetize our nearly $5 per share of unrealized 
distributable earnings gains on our owned properties, providing investment 
duration, downside protection and a potential source of liquidity.  

As we look ahead, we will continue to be laser focused on our portfolio and will 
continue to optimize both the left and right hand side of the balance sheet. Our 
relative performance over the last few years has been exceptional, and our book 
value growth has been unprecedented in our history. Management is completely 
aligned with shareholders in executing our low leverage long term value add 
strategy.  Management owns nearly $300 million in common stock, or 5% of our 
company, over three times the next highest commercial mortgage REIT, and more 
than our eight largest peers combined. 

We would like to again thank our Board of Directors for its leadership and all of the 
dedicated employees at Starwood Property Trust and Starwood Capital Group for 
their hard work and expertise.  We also would like to thank you, our shareholders 
and partners, many of whom have been with us from the beginning, for trusting us 
to manage this business.   

                                                                                            

  

Yours very truly, 

 

Barry S. Sternlicht     

 

Jeffrey F. DiModica    

Chairman and Chief Executive Officer  

 

President 
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Forward-Looking Statements 

Statements in this shareholder letter which are not historical fact may be deemed 
forward-looking statements within the meaning of Section 27A of the Securities Act 
of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as 
amended.  Forward-looking statements are developed by combining currently 
available information with our beliefs and assumptions and are generally identified 
by the words “believe,” “expect,” “anticipate” and other similar expressions. 
Although STWD believes the expectations reflected in any forward-looking 
statements are based on reasonable assumptions, it can give no assurance that its 
expectations will be attained.  Factors that could cause actual results to differ 
materially from STWD’s expectations include, but are not limited to, general and 
local commercial and residential real estate property conditions, availability of 
mortgage origination and acquisition opportunities acceptable to us, changes in 
interest rates, the availability of, and costs associated with, sources of liquidity and 
other risks detailed under the heading “Risk Factors” in our Annual Report on Form 
10-K for the fiscal year ended December 31, 2022, as well as other risks and
uncertainties set forth from time to time in STWD’s reports filed with the SEC.

In light of these risks and uncertainties, there can be no assurances that the results 
referred to in the forward-looking statements contained herein will in fact occur.  
Except to the extent required by applicable law or regulation, we undertake no 
obligation to, and expressly disclaim any such obligation to, update or revise any 
forward-looking statements to reflect changed assumptions, the occurrence of 
anticipated or unanticipated events, changes to future results over time or 
otherwise. 
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Stock Performance Graph 

CUMULATIVE TOTAL RETURN 

Based upon initial investment of $100 on December 31, 2017 (1) 
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