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Real estate syndications use ‘waterfalls’ to make payments from a project to the developer 
and their investors in a pre-arranged hierarchical fashion, by structuring the way cash 
available for distribution from operations and sale or refinance cascades through a series of 
calculations.

Until now there has been a lack of knowledge about waterfalls because regulations have 
effectively restricted the availability of this information and consequently best practices have 
relied upon educated guesses rather than objective data. Once a developer has created 
a structure that works for them, they are seldom inclined to adjust that formula because 
access to industry norms has been restricted even though there are a vast array of ways in 
which waterfalls can be designed.

Since recent regulatory changes allowed real estate syndications and their sponsors to 
openly solicit investors online, data available for understanding how waterfalls are used 
industrywide moved from opaque closed private groups with little interconnection, to a 
more transparent, accessible format.

In this paper, I combine research gleaned from a range of independent sponsor transactions 
with consolidated data from Investor Management Services (IMS), the leader in the investor 
management software space, to examine the most common, the rarest and the most 
complex waterfalls, and to assess how different waterfalls can help refine our concept of the 
‘alignment of interest’ between sponsor and investor.

The entire syndication process begins with how much money a sponsor can articulate they 
make for their investors which is driven by the structure of the waterfall they use, how that 
compares with other sponsors and developers in the industry, and how the sponsor uses 
that information to create a ‘story’ for their projects.

This paper provides sponsors with a range of brand-new discussion points based on 
primary data they can weave into their value proposition when raising capital online.

Abstract
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Introduction

Section I – Industry 
Standards 

Soliciting investors in every real estate syndication, 
begins and ends with the answer to one simple 
question every prospect asks: 

How much money are you going to make for me?
Waterfall:
The way that 
cash flow and 
profits are shared 
between investors 
and developer-
sponsor, in what 
proportions and in 
what order. 

That’s the dominating question that 
even when they’re not asking it, 
is the one thought investors have 
that drowns out anything else a 
sponsor may be saying. 

Most sponsor have used the same 
waterfall for years with maybe 
some minor tweaks along the 
way and, until recently, using the 
same old structure was just fine 
because real estate syndications 
were contained in private groups 
behind closed doors and no one 
knew what the other guys were 
doing.  This stems from having laws 
that prohibited soliciting investors 
without having a pre-existing 
relationship with them. 

Now that's changed and sponsors 
can actively syndicate deals online 
using state of the art social media 
and digital marketing, investors 

get to compare projects directly 
against all others.

To stay ahead of their competition 
and remain relevant in the digital 
age, sponsors need to know how 
their waterfall stacks up against 
their competitors’, and exactly how 
to use this information to more 
effectively syndicate their own 
deals online. 

The data in this paper contains 
information on waterfalls that 
has never been seen before that 
combines the author’s knowledge 
of the real estate investment and 
finance, together with aggregated 
information from Investor 
Management Services (IMS), the 
leader in the investor management 
software space.
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Note:
GowerCrowd provides 
digital marketing 
systems so sponsors 
can expand investor 
networks; IMS enables 
effective investor 
and investment 
management

A frequently seen formula 
in private equity finance by 
independent sponsors.

• 8 percent preferred return 
• Return of capital 
• Then either a 90-10 or an 80-20 

profit split, investors-sponsor 
respectively. 

And often seen in institutional 
waterfalls, as opposed 
to independent sponsor 
waterfalls is something along 
these lines:

• 8 percent preferred return
• Return of capital 
• Split of profits 70-30 until 

investors achieve a 15 percent 
IRR 

• Then a 60-40 split 

As layers are added, waterfalls 
get more complicated, with a 
common structure looking like 
this: 

• 8 percent preferred
• Return of capital 
• Split of profits 70-30 until investors 

receive a 12 percent IRR 
• Then a 60-40 split until investors 

reach 15 percent IRR
• 50-50 split of remainder

Common Waterfall 
Structures
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IMS Stats (Q1 2019):

500
sponsor clients 

65,000
active investors 
worldwide

7,000
commercial real estate 
projects

$40B
equity positions 
represented



These structures remain the same, but the breakpoints can 
change according to what phase during the cycle a project 
is financed.
In the early years of the recovery following the 2008-09 recession, IRR hurdles were considerably 
higher than during the latter phase of a cycle as they are today, with the highest breakpoints 
above 20 percent IRR, and seldom achieving a 50-50 with sponsors. 

These kinds of multi-level waterfalls are more commonly seen in institutional scenarios and vary 
according to the risk profile of the deal, be it opportunistic, ground up, value add or core, core-
plus.

The most commonly used test to progress to a 
different level in waterfalls is the internal rate of 
return (IRR) which accounts for about 80 to 85 
percent of all hurdles used industry wide.

The preferred return used in the project are as 
follows with 8% being the most common:

IRR
Basic Two-
Level Waterfall: 
Waterfalls having 
just a preferred 
return and a split 
of profits above 
that account for 
approximately 
75 percent of all 
projects

Very rare waterfall outliers use equity multiples as 
breakpoint measures and look like this:

8 percent 
preferred 
return 

Split of profits 70-
30 until investors 
achieve a 1.15 
equity multiple

Return of 
capital

Then a 60-40 split 
until investors 
reach a 1.5 equity 
multiple

Then 50-50

Preferred Return % of Projects

8.0%

10.0%

7.0%

9.0% and 12.0%

2.0% and 22.0%

40.0%

30.0%

8.0%

Next most common

Outliers
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The equity 
multiple

Other breakpoint tests used in order 
of frequency include:

All the preceding waterfalls have one thing in 
common; they have a single waterfall structure 
that covers both distributions from operations 
and distributions from capital events like 
refinance or sales.  This kind of structure 
occurs in approximately 75 percent of all 
waterfalls. 

Some sponsors like to bifurcate their waterfalls 
and create two; one for distributions of cash 
from operations, and a second waterfall 
for distributions from refinance or sale 
events.  These kinds of structures account for 
approximately 24 percent of all waterfalls. 

Outliers put in additional conditions for 
additional waterfalls. 

The most complicated waterfalls have less to 
do with the number of levels or the inclusion 
of a wacky breakpoint criteria and are more to 
do with the complications that arise from the 
deal structure itself. 

The simplest organizational structures might 
look like the screenshot below where there is a 
GP and LP under the property holding entity.

Reaching an 
agreed level of 
preferred return 

Percentage of 
returned capital

Percentage of the 
preferred return that 
has been paid out. 

05

W A T E R F A L L  W H I T E  P A P E R

As shown on this screen, the project 
has a 90-10 split in terms of the equity 
that has been put in, with the investors 
putting in 90 percent and the sponsor 
contributing 10 percent, with investments 
of $3.6MM and $400,000 respectively.  



This is the most basic structure, but they
can get very complicated, and deals can
start to look like this:
This is an actual representation of a real transaction.
In this project there were six separate classes that were
themselves split out into different classes, and each
had its own unique waterfall. 

These kinds of structures push the computing
powers of Excel, the most commonly used tool
for calculating waterfalls, to the limit. 

Another representation of a similarly 
complicated deal structure is seen in the 
document snapshot below. 

This signature block represents 
the hierarchy of 7 entities, each 
one nested, one inside the other 
in an incredibly complicated 
structure. 
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The data discussed in this paper was only accessible anecdotally until the advent of online 
general solicitation. With the proliferation of data now available, both investors and 
sponsors can now learn what is standard and what diverges from the norm, and this kind 
of data is only going to get more detailed and more granular as syndication of real estate 
projects online becomes even more mainstream.

How a sponsor’s deal structure compares with everyone else has become a talking point 
with investors that has never been feasible before. 

The best way for sponsors to communicate that story with investors is to do it in the 
way investors consume information in today’s world; via their websites, opinion pieces 
distributed online, video or audio, and delivered through one or other social media channel. 

To learn more about best of class digital and social media marketing used 
by industry leading real estate syndicators.

Go to GowerCrowd.com/Waterfall 

Conclusion
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Another approach a sponsor can use to 
present their value proposition is to articulate 
how their waterfall stacks up against 
competitors’, provided that messaging is 
effectively communicated to investors.  The 
following section examines how different 
waterfalls perform against a boilerplate 
transaction by using the proprietary waterfall 
tool developed by IMS.  

This section provides insights to sponsors 
about, not only how their existing waterfall 
divides actual returns between them and their 

investor partners, but offers a window into how 
to present the important ‘alignment of interest’ 
to investors in a way never before used.

Sponsors can use this information to raise 
more money from current investors as well as 
expanding investor networks by demonstrating 
a cutting-edge approach to project structure 
analytics. 

Introduction

Section II - Quantifying 
the Alignment of Interest

The first section of this paper examined industry 
standards and outliers so sponsors and investors can 
assess how close to industry norms a waterfall is.

However, this does not mean that the waterfall 
provides for an alignment of interests simply because it 
is commonly used.
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The data in this section, as in the prior section, is very 
different from anything ever seen before. It’s availability 
for the first time ever stems from the 2012 JOBS Act that 
permits sponsors to raise capital online from accredited 
investors anywhere, anytime, using any media.

Measuring the Waterfall

The five different waterfall designs examined 
included the following:

It is because waterfall structures in real 
estate syndications have consequently 
become transparent with the proliferation 
of online solicitation, that investors can 
now compare one deal against another. 
Knowing how a waterfall stacks up against 
others and being able to articulate why it is 
equitable for investors is no longer optional, 
but a mandatory part of presenting a 
compelling pitch. Sponsors able to express 
these insights using their digital marketing 
strategies have a strong competitive 
advantage in the race for capital online. 

In the following research, the paper’s author 
together with IMS, the industry leading 
investment management technology 
company for commercial real estate, have 
cooperated to create a unique data-set to 
demonstrate the relative returns individual 
waterfalls deliver.

Taking a boilerplate real estate deal and 
running five different waterfalls through it 
to see how they perform; the results enable 
sponsors to compare their waterfalls against 
others. 

Project Pref HurdleSplit #1 Split #2

1

2

3

4

5

8%

10%

10%

8%

8%

n/a

n/a

15% IRR

15% IRR

1.6x Emx

70/30

80/20

80/20

70/30

70/30

60/40

50/50

50/50
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They were analyzed to discover which yields the sponsor and investor the greatest returns, and 
which one aligns interests the closest between the two.  All have IRR breakpoints, except Project 5 
which used the equity multiple before moving on to the next level in the waterfall.

Property 
Purchase Price:

$10MM

Investor equity 
share: 

90%

Total equity 
required: 

$4MM

Sponsor co-
invest:

10%

Included in the analysis were also other less critical assumptions, all held ceteris 
paribus throughout.

The biggest challenge with comparing these is that every 
deal is different, so to compare apples with apples, each 
was run through one fictional transaction that looked like 
this:
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Using IMS’s proprietary waterfall tool simplified 
the process and allowed multiple scenarios to 
be compared effortlessly.
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Traditionally, sponsors run analyses like these, through force of habit as they have been doing 
it for the last 30 years, by opening up Excel and building spreadsheets.

However, it is phenomenally complicated to run multiple waterfall scenarios using Excel 
especially when layering different splits and different classes over different ownership entities. 

It would look something like this only with multiple pages to accommodate the different 
hurdles, maybe including a dashboard to consolidate and compare results.

This old way of running waterfall calculations using excel is time consuming and prone to error. 
Making a mistake in these calculations presents liability issues. Utilizing Excel is the modern-
day equivalent of using an abacus and yet is one sponsors have become habituated to over 
the years.



The chart below shows sponsor level results of running the five waterfalls 
through the hypothetical deal:

IRR Comparison

IRR Comparison

IRR

IRR

The least favorable scenario for sponsors, i.e. that with the lowest IRR is 8.1% IRR in Project 
(waterfall) 2, (10% pref, to an 80-20 split), and the most favorable is Project 5 which delivers a 
17.3% IRR to sponsors and is the waterfall with the equity multiple in it. 

The investor IRR return comparison is, naturally, the inverse of the 
sponsors’, and is shown in the chart below:

For investors in this simple analysis, the most favorable scenario is Project 2 (10% pref to an 
80-20).

The Results

W A T E R F A L L  W H I T E  P A P E R

Project 1 Project 3Project 2 Project 4 Project 5

13.5%
11.1%

8.1%

14.8%

17.3%

Project 1 Project 3Project 2 Project 4 Project 5

12.4% 12.7%
13.1%

12.2%
11.8%
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Looking at this simple delta, the subtraction of the sponsor IRR from the investor IRR, the most 
equitable split i.e. that closest to zero, appears to be Project 1 with a negative 1.1 difference. In 
Project 1 the difference, though small, is in favor of the sponsor.

A sponsor using a waterfall similar to Project 1, with an 8% pref to a 70-30 could make the 
case to investors that this offers the closest alignment of interests for this reason. 

For the same reason, the most inequitable split is Project 5, again the waterfall with the equity 
multiple as breakpoint scenario. 

A case could also be made for a strong alignment of interest with Project 3, with only a 1.6 
deviation in favor of the investor. That's a 10% pref to an 80-20 until investors reach a 15% IRR 
and then the remainder is split 60-40.

Alignment of Interest

W A T E R F A L L  W H I T E  P A P E R

Drilling down on this, the study looked at a comparison between sponsor and investor level 
returns to see how interests are aligned. The closer to zero the delta is between investor 
and sponsor returns, the better aligned the sponsor-investor interest. 

The following chart shows a straight sponsor-investor comparison of IRRs

Sponsor vs Investor IRR Comparison

Project 1 Project 3Project 2 Project 4 Project 5

12.4% 12.7%13.1% 12.2% 11.8%
13.5%

11.1%
8.1%

14.8%

17.3%

Investor IRR

Sponsor IRR

Project Sponsor IRR DeltaInvestor IRR

1

2

3

4

5

13.5%

8.1%

11.1%

14.8%

17.3%

-1.1%

5.0%

1.6%

-2.6%

-5.5%

12.4%

13.1%

12.7%

12.2%

11.8%
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No number means anything unless it is divided by another number, so the straight subtraction of 
investor and sponsor IRRs does not present a true representation of alignment of interest.  

Many sponsors and most reputable crowdfunding syndication sites will display a project level IRR 
and an investor level IRR.  For sponsors, making the distinction between these two in offering 
documents is important in providing full disclosure to investors. 

But what does the difference between the project level IRR and the investor 
level IRR actually represent?

The difference is the amount that the sponsor is taking out of the deal 
after fees, and the proportional difference between different waterfall 
structures compares the True Alignment of Interest.

When we look at the straight subtraction one from the other, project level 
and investor level IRRs, we find same pattern as when comparing sponsor 
vs. investor returns, where Project 2 is the closest aligned with 1.0% 
difference (10% pref to an 80:20 split, to a 15% IRR, then 60:40).

The True Alignment of 
Interest

Project vs Investor IRR Comparison

Project 1 Project 3Project 2 Project 4 Project 5

12.4% 12.7%13.1% 12.2% 11.8%

14.1% 14.1%14.1% 14.1% 14.1%

Investor IRR

Project IRR

The difference 
between the project 
level IRR and the 
investor IRR is the 
exact amount the 
sponsor is taking out 
of a deal, after fees.
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Looking solely at the straight difference between the sponsor IRR and the investor IRR, the 
most closely aligned is Project 1 (8% pref to 70-30 split), but when comparing against project 
level IRR where the difference in IRRs can only be explained by the returns to the sponsor, 
Project 2 is best aligned (10% pref, to an 80-20).

However, diving even deeper, the study also looked at the difference between the investor IRR 
and the project level IRR as a percentage of the project level IRR – not just the difference, but 
the ratio of that difference. 

Then by a significant margin the best aligned structure is clearly Project 2 
with the lowest differential ratio at 7%, as seen in the table below. 

Project

Project

Sponsor IRR

Sponsor IRR

Delta

Delta As % of 
Project IRR

Investor IRR

Investor IRR

1

2

3

4

5

1

2

3

4

5

14.1%

14.1%

14.1%

14.1%

14.1%

14.1%

14.1%

14.1%

14.1%

14.1%

1.7%

1.0%

1.4%

1.9%

2.3%

1.7%

1.0%

1.4%

1.9%

2.3%

11.9%

7.0%

9.8%

13.4%

16.2%

12.4%

13.1%

12.7%

12.2%

11.8%

12.4%

13.1%

12.7%

12.2%

11.8%

This ratio expresses exactly how much the sponsor is taking out of the deal, and when calculating 
the ratio on one deal and comparing it with another, both with their unique project level IRRs, it 
provides a clear indicator of the alignment of interest between a sponsor and their investors.

While this white paper examined five waterfalls against a hypothetical transaction, the author 
has applied this same test across projects on crowdfunding platforms and independent sponsor 
deals.  He has observed a range between high single digits like in the sample scenario above, to 
deals with a ratio of north of 30%. 
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In a competitive world where 
investors have become 
acclimatized to chasing higher 
IRRs, and sponsors come 
under pressure to compete 
to attract investors online, 
presenting an alternative 
message could help sponsors 
stand out in the crowd.  

This might include speaking 
of alignments of interest, or 

waterfalls in comparison with 
industry norms.

Sponsors whose projects don’t 
show the highest IRRs on offer 
because they are conservative 
underwriters and are unwilling 
to succumb to the temptation 
to tinker with assumptions 
just to show a higher IRR, 
could potentially be put at a 
disadvantage when competing 

for investor capital.

Using one of these ratios 
instead to show that the 
structure a sponsor uses 
provides for one of the closest 
alignment of interests in the 
industry is a powerful story to 
show and discuss.

Using this Information

Sponsors can use this data in several ways:

Recalibrate their 
waterfalls to adjust to 
industry norms.

Align interests 
more closely with 
investors.

Simplify their 
waterfall without 
materially impacting 
profit splits.

Articulate to investors 
waterfall strengths 
compared to competitors 
or market standards.
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Learn More

Provide deeper 
insights to investors 
and prospective 
investors. 

Expand network to 
raise more money. 

Serve existing 
investor networks 
better. 

Stay ahead of 
competitors.

The best way for sponsors to compete for investor capital and to communicate their unique 
story is to adapt to how investors consume information in today’s world; via websites, opinion 
pieces distributed online, video or audio, and delivered through social media.

To learn the exact digital marketing and social media system being used 
to raise billions of dollars in equity capital by industry leading real estate 
syndicators, go to GowerCrowd.com/Waterfall

The data contained in this paper is available because 
real syndication is increasingly being conducted online 
and consequently the industry is rapidly becoming 
more transparent.

Sponsors can utilize this data to adapt their messaging, as they move 
their capital formation online, to:

W A T E R F A L L  W H I T E  P A P E R

17

https://gowercrowd.com/waterfall/


WATERFALL WHITE PAPER 

• 

ABOUT THE AUTHOR 

Developing, financing, and investing in real 

estate since 1982, Dr. Adam Gower, PhD, is one 

of the most highly sought-after real estate 

consultants in the world for raising capital and 

investing in Real Estate Syndications. He is the 

creator of the Investor Acquisition System 

which is uniquely tailored to real estate 

syndicators so they can expand their investor 

networks. His latest book Leaders of the Crowd 

(Palgrave MacMillan: New York, 2019) examines 

the origins of real estate crowdfunding and you 

can watch Dr. Gower's conversations with the 

world's top digital marketing and social media 

wizards in the only video podcast of its kind at 

The Real Estate Crowdfunding Show, 

Syndication in the Digital Age. 

Available at Gowercrowd.com 

I MS 

ABOUT IMS 

Serving real estate investment firms, Investor 

Management Services (IMS) is the leader in the 

investment management software space 

providing the only all-in-one platform. We 

enable our customers to better serve their 

investors while improving the efficiency of their 

firm. The IMS Platform includes an Investor 

Dashboard, Document Management and 

Sharing, Customer Relationship Management 

(CRM), and Waterfall Distribution Processing. 

For more information, please visit 

www.imscre.com 

•••• 

www.imscre.com
gowercrowd.com



