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What to Look for When Vetting a
Multifamily Sponsor

Five Questions that Separate Credible Operators from Polished Pitch Decks
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Every sponsor who reaches a family office or institutional allocator has already passed the surface-
level screen. They have experience. They have a track record. They have a professional presentation
with captivating images and a returns table that looks compelling. That is not where the real vetting
happens.

By the time a qualified operator is sitting across from you, they've already cleared the basic
threshold: years in the business, closed deals, a defined market focus, a fee structure that's at least
defensible. What separates the sponsors worth backing from the ones who simply know how to
pitch is what comes after those qualifications. Not the surface-level questions a prepared GP
expects, but the ones that require them to know their own business well enough to answer without
a slide.

This is a framework for those questions.

Why the Standard Checklist Isn't Enough

The standard due diligence checklist serves a purpose. It establishes baseline competence. It filters
out the obviously unqualified. But it was never designed to differentiate among sponsors who have
already cleared it, and many institutional investors are using it past its useful range.
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A sponsor with 20 years of experience and a 25% IRR on their last deal has answered much of what
the standard checklist asks. The real question is what those numbers reflect: disciplined execution in
a difficult environment, or a rising market that delivered returns to nearly everyone who participated.
The checklist doesn't tell you. The deeper questions do.

1. How Much of Your Own Capital Is in This Deal?

The promote structure is standard. Meaningful GP co-investment is not. There is a material
difference between a GP who earns upside when the deal performs, and one whose own capital is
subject to the same market conditions as the LPs.

Think about what the acquisition process actually looks like for a disciplined operator. They
underwrite dozens, if not hundreds, of deals before one clears their threshold. They have a pulse on
the market and are well-connected with industry experts. When a sponsor who runs that kind of
process commits their own capital to a deal, it means something: they looked at everything
available, this is what cleared the bar, and they believe in it enough to put their own money in
alongside yours. That is a different signal than the GP only relying on a promote structure that pays
out when the deal works.

When you ask a sponsor how much of their own capital is in the deal, the answer tells you
something. When you ask what "meaningful" means as a specific dollar figure or percentage of total
equity, it tells you more. Some sponsors co-invest a symbolic amount, enough to say the words in
the pitch meeting. Others size their co-investment to matter. The distinction shapes every
operational decision from acquisition through exit, because a GP who loses real money when the
asset underperforms underwrites differently than one who is running primarily on fee income.
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2. How Much Authority Do You Really Have Over Property Management?

Third-party property management is the industry default, and it creates a
structural problem that many LPs don't fully take into consideration. The
management company earns fee income on assets under management. Its
financial incentive is to retain the relationship and grow the portfolio. The
owner's financial incentive is NOI growth, expense control, and capital
preservation at the asset level. Those are not the same objective, and they
diverge fastest when conditions get difficult.

The question isn't simply whether a sponsor uses third-party management.
Many do, and some manage that relationship well. The more useful
questions are: what decisions require the owner's direct approval, how
quickly can the management company be replaced if performance
deteriorates, and has it ever been? A sponsor who has never exercised real
operational authority over a management company is a different
counterparty than one who has.

Vertically integrated sponsors, those who own their management company
and manage their own assets directly, have a fundamentally different
answer. The entity making leasing decisions, controlling expenses, and
executing the capital improvement plan is the same entity with GP capital in
the deal. The distinction matters most when the market is under pressure
and a decision needs to be made at the asset level without waiting for a
third-party company to escalate it through their own chain of command.

We built Southern Edge Management because the alternative stopped
working on our first Jacksonville acquisition back in 2016. We directed our
third-party management company to address several issues at the property,
and they didn't consider them significant enough to act on. We terminated
the relationship and managed it ourselves. That experience was the turning
point. Not a philosophical position on vertical integration, but a practical
conclusion: if you want a property managed to perform, you have to
manage it yourself.

Most sponsors describe self-management as a differentiator. We describe it

as a conviction earned the hard way.

il SRR EDCE




3. What Did Your Underwriting Assume?

Headline IRRs tell you where a deal ended up. They do not tell you how it got there, or whether the
sponsor's underwriting had anything to do with the outcome.

From 2015 through 2021, multifamily operators across many markets generated strong returns. Rent
growth was real. Cap rate compression was real. A sponsor who modeled 4% annual rent growth and
hit 6% looks like a disciplined underwriter, until you realize the market delivered that result to nearly
everyone who showed up. The question that matters: what were the rent growth assumptions at
acquisition, what was the underwritten occupancy, and what exit cap rate did the deal require to hit
the projected return?

A sponsor who can walk through those assumptions from memory, including where they were
wrong and why, is a different kind of counterparty than one who leads exclusively with the realized
return. Conservative underwriting is not a posture. It is the thing that determines whether an asset
survives a market correction with its capital intact.

4. What Happened When Something Didn't Go as Planned?

No portfolio of meaningful size and duration is without a period when market conditions or
operational reality diverged from the business plan. Ask for it directly. Not a catastrophic failure, but
a moment when the asset required a decision that wasn't in the original playbook. How the GP
managed that period, and how they communicated with investors while it was happening, is the
most predictive information available to you.

COVID was that moment for the entire multifamily industry. A significant number of operators
suspended distributions, or worse. Most of those decisions were defensible: debt service
uncertainty, occupancy risk, reserve requirements. But they were also the product of how those
deals had been underwritten and how much operational control the GP held when conditions
shifted. Sponsors who maintained distributions through that period did so because of decisions
made before the market turned, not after it did. Understanding precisely why is worth the
conversation.
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5. How Do You Communicate When the News Isn't Good?

The way a GP communicates before a deal closes is the most reliable preview of how they will
communicate after the capital is deployed.

A sponsor who gives vague, promotional answers in a pitch meeting will give vague, protective
answers in a quarterly update when occupancy is trending down. A sponsor who is direct and
specific in a diligence conversation tends to be direct and specific when reporting a miss. You
cannot fully know which kind you're dealing with until you understand how they handled a difficult
stretch. What did the GP communicate? What level of detail was provided? Was the explanation
operational, or was it market attribution?

The sponsors worth backing report the same way regardless of what the numbers say. That
consistency is not incidental to the relationship. It is the relationship.

What the Right Questions Produce

The point of this framework is not to catch sponsors in a contradiction. Most experienced operators
have heard versions of every question here, and have prepared answers. The point is to find the
ones whose answers hold up under follow-through: who can cite their underwriting assumptions
from a deal three years ago, who can describe a difficult period with operational specificity, and
who communicate the same way whether the news is good or bad.

That sponsor exists. Asking better questions will help you find them.
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Interested in connecting with us?

CONTACT

Adam Scrivener

Managing Director, Investor Relations
adam@southernedgecapital.com
(904) 874-3302

www.southernedgecapital.com

Southern Edge Capital acquires and repositions multifamily
communities in high growth Southeast markets, creating value
through a vertically integrated platform driven by operational
execution rather than market appreciation.

This article is intended for informational purposes only and does not constitute an offer to sell or a solicitation of an
offer to buy any security. Investing in real estate involves significant risk, including the potential loss of principal. Past
performance is not indicative of future results. All projections and forward-looking statements are based on current
market data and assumptions that may change. Prospective investors should conduct their own due diligence and
consult with qualified financial, legal, and tax advisors before making any investment decision.
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