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Cash Flow Is Only Half the Story

Rethinking How Investors Measure Real Estate Returns
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A multifamily deal that pays a modest 6% cash-on-cash return in year one is not, by that fact alone,
a mediocre investment. It might be one of the strongest deals in a portfolio by the time it sells.

The number an investor sees every quarter and the number that actually determines whether a deal
was a good investment are often two different things, and blurring them is one of the more
common mistakes in how real estate returns get evaluated.

Distribution yield, or cash flow, plays a real role in a multifamily investment, but it is not where the
bulk of an investor's return ultimately comes from, and treating it as the headline number misses
what is really happening over the life of the investment.

What Cash Flow Represents

In-place cash flow, distributed to investors as a modest cash-on-cash return, does two things well:

1.1t keeps the property financially sound throughout the hold period, covering debt service,
reserves, and operating expenses with room to spare.

2.1t puts a check in an investor's hand along the way, a tangible, recurring signal that the
investment is performing as it should.
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Both of those functions are important. A property that cannot cover its obligations from in-place
income is a property under stress, regardless of what its long-term upside might be. Conservative
underwriting exists precisely to make sure a deal can carry itself through vacancy, rate volatility, and
unexpected expenses without depending on a best-case scenario to stay current on its debt. And
investors deserve to see consistent performance during a hold, not just a promise about what will
happen at the end of it.

A distribution check is proof of life for a deal. It confirms the property is performing, the operator is
managing it competently, and the investment thesis has not quietly gone sideways.

But neither of those functions is the same as wealth creation. A steady, modest distribution during
the hold period is the floor an investment stands on, not the return an investor is ultimately
anticipating. Judging a deal primarily on that number is judging a house by its foundation while
ignoring everything built on top of it. The foundation matters. It is also not the part of the house

anyone is buying it for.

Where the Real Return Is Built

While distributions are quietly covering the bills and compensating investors for patience, the more
consequential work is happening elsewhere, largely behind the scenes until the property sells.

Renovation programs, unit-by-unit or building-by-building, bring a property's finishes, systems, and
curb appeal up to a standard that supports higher achievable rents. A unit that turns over and gets
new flooring, updated fixtures, and modern finishes does not just rent for slightly more. In many
value-add deals, it rents for significantly more, and that increase repeats across every unit
renovated over the course of the hold.
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Operational improvements compound alongside the physical
work. Tightening expense management, resolving deferred
maintenance before it becomes a larger capital problem, and
improving collections and resident retention all grow net
operating income (NOI) independent of anything the broader
market is doing. These are the unglamorous, day-to-day
decisions that separate an asset generating modest in-place
income from one generating meaningfully more, two or three
years into a hold.

Every dollar of NOI growth, whether it comes from a
renovated unit commanding a higher rent or from an
operating expense brought under control, has a direct,
multiplied effect on the property's value at a given
capitalization rate. This is the leverage point in the value-add
model. A relatively modest increase in monthly NOI, sustained
across a hundred-plus units and capitalized at a market rate,
can translate into a substantial increase in the property's
overall value. It's a small number that gets multiplied into a
large one.

At the same time, every mortgage payment made during the
hold applies a portion to principal, steadily reducing the loan
balance and building equity that never shows up as a
distribution but is very real by the time the loan is paid off or
the property sells. This paydown happens on schedule,
regardless of market conditions, renovation timelines, or
leasing velocity. It is the quietest of the three components of
return, and also the most reliable.

None of this shows up on a quarterly distribution statement.
An investor watching only the cash-on-cash number during
the first couple years of the investment sees a property
performing modestly, unaware that the renovation program
and operational tightening happening in the background are
the reason the exit valuation, when it eventually arrives, looks
nothing like the acquisition basis.
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Realized at the Exit

The return on a well-executed value-add multifamily investment is often front-loaded in appearance
and back-loaded in reality. The modest, steady distributions during the hold are real, but they
typically represent a fraction of an investor's total return. The renovation-driven rent growth, the
operational NOI gains, and the principal paydown accumulated over the hold period come together
all at once, at the final sale.

That is also why the years in the middle of a hold, the ones that can feel uneventful from an
investor's standpoint, are often the ones doing the most work.

A property mid-renovation, with rents climbing unit by unit as work is completed and expenses
tightening under disciplined management, is building value the whole time, even while the
distribution check looks unremarkable. There is no dramatic quarter where this becomes visible. It
accumulates steadily, unit by unit and quarter by quarter, until the exit brings it all into view at once.

An investor who directs their attention elsewhere after the first distribution arrives, or who
benchmarks a deal purely against its early cash-on-cash performance, is watching the wrong
number for most of the hold.

The renovation schedule and the operating budget, not the quarterly distribution, are the better
predictors of what the investment will ultimately be worth. A disciplined operator can point to unit
renovation counts, achieved rent premiums on completed units, and trending NOI well before a sale
is on the horizon, and those figures tell an investor far more about the trajectory of their return than
the distribution statement does.
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How This Can Apply Right Now

We specialize in the Jacksonville market, and according to CBRE,
Jacksonville's overall multifamily cap rate compressed to 5.80% in
Q2 2026, down from 6.05% a year earlier, with Class B assets, the
core of most value-add strategies, compressing even further, from
5.99% to 5.60% over the same period. At the same time, rent
growth accelerated to 2.86% year over year, a sharp turn from the
negative growth recorded a year prior.

Whether you're in this same market or not, the logic still applies
across the country.

In an environment where cap rates are compressing and rents are
accelerating, the value created through renovation and operational
execution during the hold is worth more at exit than it would have
been a year ago.

A given amount of NOI growth, capitalized at a lower rate, produces
a larger increase in property value than the same NOI growth would
have a year ago. That makes the quality of the operator's execution
plan, not the projected first-year yield, the more important thing to
analyze.

We model projected rent growth when the data points to it, but a
renovation program and an operating budget still have to hold up
under conservative assumptions before that upside is ever counted
on. Basis protection and disciplined execution, not a favorable
headline yield, are what determine whether the value-add work
happening during the hold shows up in the exit price.

A deal acquired at the right basis, with a realistic renovation budget
and a management team capable of executing it, is positioned to
benefit from exactly this kind of market backdrop. A deal acquired
primarily because its projected first-year yield looked attractive is
not underwritten for the part of the return that matters most.
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The Real Measure of a Deal

Cash flow keeps a property, and its investors, whole during the hold period. Renovation, operational
discipline, and principal paydown are what build the return that gets realized at exit.

Investors who understand which number is doing which job are far better positioned to read a deal
correctly, and to recognize that a modest distribution during the early years is not a warning sign. It
may simply mean the real work is happening exactly where it should be, out of view, and on

schedule.
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Interested in connecting with us?

CONTACT

Tony Raimondo

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

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.

Copyright © 2026 Southern Edge Capital. All rights reserved.
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