
Why the Classification Matters More Than the Return Number

A projected 20% IRR sounds compelling regardless of where it comes from, but the source of that

return changes everything about the risk being taken to get there.
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The Multifamily Risk Spectrum: Core,
Core-Plus, Value-Add, Opportunistic 

Many investors hear "multifamily" and assume it describes one thing: an apartment building, a rent

roll, a return target. In practice, multifamily investing spans a wide spectrum of risk profiles, and two

deals can carry the same label while requiring entirely different things to go right.

A sponsor's projected return means very little on its own. What matters is understanding where that

return is coming from, and that starts with understanding where the deal sits on the risk spectrum.

This spectrum runs from “core”, at the low-risk end, to “opportunistic”, at the high-risk end, with

“core-plus” and “value-add” occupying the space in between. Each category reflects a different

relationship between the physical condition of the asset, the operational plan, and the return an

investor should reasonably expect.

Understanding the framework does not require a finance background. It simply requires knowing

which question to ask.

A Framework for Understanding How One Multifamily Deal Stacks Up Against Another

1/8



2/8

A 20% return underwritten on a stabilized, fully leased property with modest rent bumps is a very

different proposition than the same 20% underwritten on a ground-up development that hasn't

broken ground yet. One relies primarily on execution within four walls that already exist. The other

depends on construction timelines, lease-up assumptions, and a market that behaves as projected

years from now.

This is why it’s important for investors to begin their evaluation by first understanding which

category an opportunity falls into. An investor who understands where a deal sits on the spectrum

can ask the sponsor a much sharper question than "what's the return." They can ask what has to

happen operationally, financially, and in the broader market for that return to actually materialize.

Core

Core assets sit at the low-risk, low-return end of the spectrum. These are stabilized, well-located

properties, typically newer construction or recently renovated, in strong submarkets with high

occupancy and minimal deferred maintenance.

The investment thesis is straightforward: buy a property that is already performing well and hold it

largely for the in-place income it generates.
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Core-Plus

Core-plus occupies the next step up the spectrum. These are still fundamentally stable, well-

performing assets, but with a modest value creation component layered on top, typically light

renovations, minor operational improvements, or the ability to push rents slightly through better

management rather than a full repositioning.

The risk here is still relatively contained. A core-plus deal is not depending on a distressed seller, a

mismanaged operating history, or a significant capital program to hit its return targets. It is

depending on incremental improvement to a property that was already sound to begin with.

Returns are correspondingly higher than core, but the margin for error is still fairly forgiving.

Core deals require the least operational intervention. There is no repositioning plan, no significant

capital improvement program, and no bet on a turnaround. The tradeoff for that stability is a lower

return ceiling.

Core is the domain most associated with large institutional capital, pension funds, and investors

prioritizing capital preservation and steady income over outsized growth potential.



Value-Add
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Value-add is where the spectrum starts to require real operational conviction, and it is where our

strategy at Southern Edge Capital lives.

A value-add deal typically involves acquiring an asset that is underperforming, often due to deferred

maintenance, poor management, or a seller who simply did not operate the property to its potential.

The return is not created by market appreciation or by hoping conditions improve. It is created by

buying at a discount to replacement cost and then directly executing a plan: renovating units,

correcting operational inefficiencies, improving collections, and repositioning the asset to perform

at the level the market actually supports.

This is a meaningfully different risk profile than core or core-plus. The return depends heavily on the

sponsor's ability to actually execute the operational plan, not just analyze it on paper. A value-add

deal with a strong business plan and a sponsor who cannot execute will underperform regardless of

how attractive the entry basis looked at acquisition.

Execution is the entire thesis, not a supporting detail. A renovation budget and a rent growth

assumption are just numbers on a page until someone is actually managing the contractors,

screening the residents, and correcting the operational issues that caused the property to

underperform in the first place. That is where most value-add plans succeed or fail, not in the

underwriting model, but in the months and years of direct execution that follow closing.

The Landings at Southpoint | Southern Edge Capital Value-Add Property
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This is also why basis matters so much at this end of the spectrum. Acquiring below replacement

cost creates a buffer. If the operational plan takes longer than projected, or market conditions shift,

a disciplined entry basis gives the deal room to still perform, where a deal acquired at a thin margin

has far less room for anything to go wrong.

This is also the category where a sponsor's track record matters most, arguably more than in any

other part of the spectrum. Core assets tend to perform close to plan regardless of who owns them,

because there is little operational lift required. Value-add performance is a direct reflection of the

operator behind it. A sponsor who has repeatedly taken underperforming assets and repositioned

them successfully across different market cycles has demonstrated something that a pro forma

cannot: the operational discipline to actually deliver what the underwriting projected.

Opportunistic

Opportunistic sits at the highest-risk, highest-potential-return end of the spectrum. This category

includes ground-up development, major repositioning of distressed or largely vacant assets, and

complex situations where significant capital, time, and execution risk stand between the sponsor

and the projected return.

An opportunistic deal often involves construction risk, entitlement risk, lease-up risk, or all three at

once. 



Where Discipline Comes In

The framework itself only protects an investor if a sponsor's actual execution matches the strategy

they claim to run. This is where the classification becomes more than an academic exercise.

A value-add deal, underwritten with disciplined assumptions and a clear operational plan, is a

fundamentally different risk than a value-add deal where the numbers only work if rent growth,

renovation costs, and lease-up timing all land exactly as projected with no room for variance.

In other words, a deal can quietly drift from value-add risk into opportunistic risk without ever being

priced or communicated as opportunistic. This happens when underwriting assumptions get

aggressive, when a sponsor's actual operational capacity does not match the plan on paper, or when

the entry basis leaves no buffer for anything to move against the deal.

The label on the deal sheet is only useful if the underlying discipline actually supports it.
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The potential upside at this end of the spectrum is real, and so is the amount that has to go right to

realize it. A development project depends on construction costs staying in line with underwriting,

timelines holding, and a market that absorbs new supply the way it was projected to years earlier

when the deal was first underwritten.

Opportunistic investing is not inherently reckless. It is a legitimate strategy for sponsors with the

expertise and infrastructure to manage that level of complexity. But it is a fundamentally different

risk conversation than value-add, and the two should never be evaluated on the same terms simply

because both fall under the multifamily umbrella.
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This is also where a sponsor's operational history becomes relevant to the conversation. A strategy

classification describes intent. A track record of actually executing that strategy, deal after deal,

through different market conditions, is what confirms the classification holds up in practice rather

than only on paper. 

The Better Question to Ask

Understanding this framework is a due diligence tool.

The right question for any prospective investor to ask a sponsor is not simply: "What's the projected

return?" It’s: "Where does this specific deal sit on the risk spectrum, and does the strategy actually

match where you say it sits?" A sponsor who can answer that clearly, and whose track record backs

it up, is one worth taking seriously. A sponsor who cannot, or who blurs the line between value-add

pricing and opportunistic risk, is one worth asking harder questions of before committing capital.

The multifamily label covers a wide range of risk. Knowing where a deal actually falls on that

spectrum, and whether the sponsor's execution matches the claim, is the difference between

evaluating an opportunity and simply taking someone's word for it.



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.
Copyright © 2026 Southern Edge Capital. All rights reserved. 

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.
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CONTACT

Tony Raimondo 
Co-Founder & CEO 
tony@southernedgecapital.com
(917) 658-7912

www.southernedgecapital.com

Interested in connecting with us?
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