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Introduction

Understanding all the pieces of real estate investing can be hard—and confusing. To succeed, you need to adopt the terms that successful real estate investors are using. For example, you need to know language relating to selecting the right property for you, how to purchase the property, and how to evaluate your financials throughout your investing journey. These terms (and many more) are the building blocks of your success in this form of investing, and so it helps to have them explained in a way that makes sense.

That’s where Real Estate Investing in Plain English comes in. Here you’ll find more than 300 glossary terms that define and clarify any real estate investing language you’ll come across. After all, whether you’re a seasoned pro or someone just starting to invest, sometimes an easy-to-understand explanation to guide or teach you is exactly what’s needed—which is why each glossary term is so simple to follow. First, each term is quickly summarized. Then, the “What it is” section provides a clear definition. Next, the “How it works” section further contextualizes and explains the concept. Finally, the “How it is used” example uses the term in an everyday sentence.

Throughout the book, you’ll find the glossary terms grouped into common real estate investing categories that will help you understand each term in context. For example:


	Chapter 1: Types of Property includes terms like commercial property, manufactured home, and raw land.

	Chapter 3: Financing provides definitions for ARM (adjustable rate mortgage), DTI (debt-to-income) ratio, and origination fee.

	Chapter 5: Leases has lingo like gross lease, market rent, and rent escalation clause.

	Chapter 8: Buying and Selling includes broker commission, negotiation, and title search.

	Chapter 11: Governmental Issues gives you terms such as affordable housing mandate, green building, and zoning laws.

	And there are plenty more!



Ultimately, whether you need a refresher on real estate tax terminology or want to know what terms to use when you’re dealing with maintenance on your property, Real Estate Investing in Plain English will help you understand the complexities of this type of investing and more. Using this book, you can take confident steps to build wealth, successfully navigate the investment arena, and effectively protect the economic future you’re working so hard to create. The clear information in this book will help you manage your real estate investing goals easily and successfully.





CHAPTER 1 Types of Property

Investing in real estate can be an effective and prosperous financial decision, but it takes skill and knowledge to determine which properties to invest in. Using this book, you’ll learn some of the different ways you can profit from buying a property. However, before you learn about these more advanced strategies, this chapter begins with the various types of property that you might invest in.

It’s important to note that some properties require specialized knowledge, while others need significant management. Still, other types may offer income with very little effort.

Essentially, any property that can be purchased and that will generate a profit either short-term or long-term is an investment property. This chapter will present information about properties that are familiar to you (like multifamily homes), as well as some you may never have thought of as investments, like mobile homes. Let’s begin the investigation of the many types of investment properties there are to offer!
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agricultural property


land used for farming and grazing



What it is: properties in this category are used to produce what might be called natural products, or products directly related to the land, rather than manufactured products (like from a factory)

How it works: Agricultural properties support growing food crops such as wheat or corn. They are also used for raising animals such as cows and sheep. Additionally, these properties may grow plants like flowers and Christmas trees. In theory, you could buy agricultural property and become a farmer, but a real estate investor would buy this property and rent it to a farmer or cattle rancher. The person renting the land could be someone new to the area or the farmer next door who is looking to increase their operation.

How it is used: Haru may not know anything about farming, but he knows that good agricultural property around here rents for top dollar.




amenities


extra facilities a property owner might provide to their tenants



What it is: a landlord (the property owner) might enhance their building with extra incentives in order to attract tenants

How it works: A building owner, the landlord, wants to keep their building full and attract tenants quickly when there is vacant space. So, some landlords offer the tenants something extra in the building that these renters and/or building employees can use. In office buildings, landlords may include gyms, quiet rooms, and food courts. Residential landlords might offer a swimming pool, meeting rooms, and outdoor garden spaces. An amenity is something above and beyond the minimum tenant expectations but may become more common as landlords compete for tenants.

How it is used: Since the rent was the same, the office manager compared the amenities offered by the two landlords in deciding where to move the new offices.





apartment


a place someone pays rent to live in



What it is: a rentable private living space located within a building, which may be divided into two or more of these individual spaces (units)

How it works: Apartments are individual spaces within buildings specifically designed for people to live in. The person (or people) renting the apartment, the tenant(s), will have exclusive use of that space without having to share anything like kitchens or bathrooms with the outside population. Depending on the design of the building, the tenant may have their own private entrance or have to go through a lobby or hallway. Even though the term apartment describes a physical space, it also commonly means someone pays rent to use it and does not own it, unlike a condominium or cooperative apartment (co-op). Buildings having four to six or more apartments are usually called apartment buildings or apartment houses.

How it is used: The couple decided to rent an apartment for a year while saving to buy a house.




apartment complex


several buildings with residential rental units under one ownership



What it is: a group of 2+ buildings, each with 2+ rental units, owned by one person or corporation

How it works: Investors sometimes purchase and operate apartment complexes—a single piece of property that contains more than one apartment building—as a matter of efficiency. Rather than owning several buildings in different locations, investors can then focus their rental operation in one place. This can create efficiencies in management and operations such as staffing, maintenance, and response to tenant complaints. These complexes may also allow for more green space, playgrounds, and other tenant amenities that are shared between the buildings. The individual buildings in an apartment complex may be much larger or smaller in size than others.

How it is used: The XYZ Corporation decided to buy the three-building apartment complex rather than single buildings in three different locations.





commercial property


land or building used for business purposes



What it is: properties divided into different use categories (like business or commerce) by government regulations (rules/procedures from the government) and by actual use

How it works: Whether owned or rented, people must have a place to conduct business. Whether it’s selling groceries or seeing patients, places exist where people can come together to provide and receive services or goods. These commercial properties have different needs than places where people live (residential properties). They may need extensive parking, to be in areas convenient to highways or public transportation, and likely to be away from residential areas. The buildings are designed to accommodate their use; for example, a doctor’s office is not going to be designed like a restaurant or a grocery store.

How it is used: The investor owned quite a few residential properties and decided that they were ready to buy their first commercial property.




condominium


owning space in a building without directly owning the land



What it is: a legal form of property ownership where a person individually owns the space within a building but not the building or land itself

How it works: In a condominium (also informally called a condo), the owner has full ownership of their space but limited ownership rights to the building itself, which is usually owned in common with others who own similar individual spaces. It could be a residential building where the owner owns an apartment, or in a commercial building where the person may own an office. The building itself as well as the land under and surrounding it is owned in common by all the condominium owners.

There is a monthly fee for maintenance of the building and grounds. This fee is usually referred to as a homeowners association (HOA) fee in residential condominiums and common area maintenance (CAM) charges in commercial condominiums.

How it is used: The couple decided to purchase a condominium instead of renting an apartment for their first home.




cooperative


a form of real estate ownership



What it is: a different way to own real estate than conventional ownership; like condominium ownership, there are a group of other owners involved

How it works: Cooperative (otherwise called co-op) ownership is where a corporation owns a building and sells shares in the corporation. The shares allow a person to occupy a unit in the building using a proprietary lease. A proprietary lease is unique in that it’s tied to ownership of shares in a corporation rather than a standard lease, which has no ownership rights. Technically, the shares in the corporation are personal property rather than real estate. Cooperatives may be either residential or commercial, and they can be financed in a way similar to a conventional mortgage loan.

How it is used: The board of directors of the cooperative approved the new tenants.




franchise location


a property rented to a franchise business



What it is: franchise businesses, whether restaurants or other types of businesses, require locations in which to operate; this investment type involves buying property and renting it to the franchisee (owner/operator of the franchise)

How it works: Franchisees can either own or lease the property on which to build their franchise building. As an investment, a property owner can lease the property to the franchise owner with a land lease. These properties may have certain requirements necessary to the franchise, such as the ability to construct a drive-through lane at a fast-food franchise. The property owner may have nothing to do with the operation of the franchise business.

How it is used: They had secured the franchise rights and now had to find an approved franchise location to build their restaurant.





historic building


a property that has significance due to its past



What it is: a building that has been designated by the government to be preserved for its significance to some person or event in history

How it works: Designated historic buildings will usually have government regulations imposed on them. These regulations typically involve exterior restoration work. Typically, the restoration work must be done using materials and designs that preserve the original architectural character of the building. Restoration can be expensive due to the specialized materials and workmanship that may be required. Interior restoration is not often regulated but can be under certain circumstances. Entire neighborhoods, as well as individual properties, may be designated as historic.

How it is used: The investor wanted to buy the historic building but was concerned about the cost and special permissions needed for restoration.




industrial property


places for manufacturing and storage uses



What it is: a site designed to accommodate use for “industry,” meaning the manufacture, storage, and/or shipping of anything from cars to computer chips

How it works: Industrial properties usually require special conditions. They are located away from residential areas, have access to major highways, and are large enough to buffer noise and odors from whatever is happening on the property. There may be a single building site or a grouping of different uses on a single property. These are sometimes called industrial parks. These parks may be under single ownership with individual properties leased to various tenants. Alternately, individual sites may be separately owned but managed as a single property by an investor who retains an ownership interest of interior roads, buffer areas, and one or more individual sites. These parks contain individual properties that may not be compatible with other parts of a community. For example, a radio station may need a radio tower (not useful to anyone else). Industrial uses may include warehouses, storage, and shipping facilities.

How it is used: ABC Construction Company was interested in finding an industrial property in which it could store its equipment.




land


the surface of the earth with or without structures



What it is: the portion of the world without a body of water; it may or may not be utilized

How it works: The idea behind owning land entails something called the bundle of rights. It’s a very simple concept that says within certain legal limits you can do anything, nothing, or many things with the land at the same time. So, you can give someone the right to build a building on your land, someone else the right to drill for oil, and a third person the right to cross your land to get to their property. And you can get paid for each of those things while retaining ownership of your land.

There are many categorizations of land. Land without anything on it is called “vacant land.” If it has a building on it, real estate investors call it “improved” or “developed” land. “Raw land” refers to natural or undeveloped land, and a “site” is an area where a building is planned.

How it is used: They bought the building and the piece of land next to it so they could expand their business.




land investment


buying undeveloped land as a way to generate income



What it is: an investor will buy land with the intention of profiting from it

How it works: Land allows for several possibilities for profit. One is the buy-and-hold strategy of allowing supply and demand to gradually drive up value. Another is to take some legal action such as a rezoning (changing to a more valuable zone) or subdivision (dividing into multiple lots) that will likely increase the value of the land. Finally, the investor can develop the property according to local needs and government regulations. The property can then be sold or operated for rental income.

How it is used: As the community grew, the investors saw the possibility of profiting by making a land investment with a parcel of land located at the edge of town.




manufactured home


a house built somewhere other than its final location



What it is: entire houses or large parts of houses can be constructed off-site from their final location; the final assembly takes place at the location (called a lot or site)

How it works: Modular homes are a type of manufactured housing, as they are constructed off-site. Boxes are built in a factory, shipped to the building lot, and assembled there. Panelized houses will have large sections of walls constructed off-site, shipped to the site, and placed onto the final home. Another type of manufactured home is the precut, which has the conventional pieces of a house cut to size before delivery for construction at the house site. In all cases, construction and materials must meet local building code requirements.

How it is used: Before choosing a manufactured home company, it’s a good idea to visit the factory where the home’s components are made to ensure the quality meets expectations.




mixed-use property


a space or building containing different uses



What it is: a site that can, subject to government regulations (rules/procedures from the government), be developed with several different uses in mind

How it works: Properties, especially in urban areas, usually have several stories (floors). While most zoning tends to allow only one use per property, vibrant downtown areas benefit from one building having many uses. For example, a mixed-use building (sometimes called multi-use) might have retail stores on the first floor, several levels of offices above that, and residential units above the offices. Two-story buildings in smaller communities might have a store on the first floor and an apartment or office on the second floor. As an investment, mixed-use properties allow the investor to be involved in two markets, like retail and residential, in one property. In some parts of the country, these smaller, multi-use buildings are called “taxpayers.”

How it is used: The clothing store owner bought a mixed-use property to locate their store as well as generate income from the offices on the second floor.




mobile home


a dwelling unit that can be moved from place to place



What it is: a type of manufactured home that is built on a vehicle frame and can be towed into place on a piece of property

How it works: Mobile homes are buildings constructed with wheels, meant to move, and they are fully built at a factory. There is no on-site construction needed except to connect to utilities such as water, sewer, and power. Although they can be towed on their own wheels, the usual arrangement is to place them on a foundation on a privately owned lot or in a mobile home park where multiple units are located. In a mobile home park, the mobile home itself can be rented but is more usually bought and sold. The spot on which it is fixed is rented by the mobile home park owner to the tenant owner of the mobile home. The investment potential here is in owning the mobile home park.

How it is used: We decided to buy a mobile home for the time being until we can save enough for a regular house.




multifamily home


a building that has more than one dwelling unit in it



What it is: residential buildings are classified both legally and in common usage as single-family and multifamily dwellings

How it works: Any building containing two or more dwelling units would be considered a multifamily home for legal purposes. Buildings having two, three, and four units may have different names in various places. Duplex, triplex, quadplex, or fourplex are common designations in some areas. In these smaller multifamily homes, the owner often lives in one apartment while renting out the other units.

How it is used: The town took steps to designate areas near downtown for multifamily homes.




office building


a commercial building used to house offices



What it is: a single building or group of buildings designed to provide private spaces to a variety of tenants whose work is primarily indoors, such as accountants and attorneys

How it works: Many businesses require private space to conduct their operations. They may wish to be in a downtown area or near some other building, such as attorneys wishing to be near a courthouse. They may require small or large space but seldom need enough space to own a building. So, renting space in a building housing multiple offices is the practical solution. These buildings often provide amenities such as cafeterias and gyms.

How it is used: The location of the office building near the train station made it easy for the workers who didn’t have cars.




office park


a single location, outside of downtown, that has one or more office buildings



What it is: a place under single ownership that provides office space to one or more tenants in a campus-like setting; the buildings are often low-rise (1–3 stories) and the property may resemble a college campus

How it works: Office buildings were once (and now again) primarily located downtown in what are often called “urban centers.” As downtown areas became congested and dated, offices began to be built on vacant land outside of these downtown areas. An office park might be a single building headquarters of a company or multiple office buildings renting space to multiple tenants. There is plenty of parking, easy access off a highway, and green space around the building, creating a park-like setting. These sites are sometimes called office campuses.

How it is used: Since the company moved to the office park, I’ve been able to take a walk in the woods almost every day at lunch.





property


something that can be owned



What it is: the commonly used term to describe vacant land or land with a structure on it; it can also mean anything that can be owned and sold or exchanged

How it works: When talking about real estate, the precise term for property is real property, but it is seldom used. The word property is usually enough to describe a piece of real estate. To use the term differently, you might say “personal property,” meaning something portable like a toaster or a car. Real property and personal property, like the house and the furniture within it, can both be part of a real estate deal.

How it is used: The broker showed the buyer a property that they thought would suit their needs.




raw land


land with no improvements on or near it



What it is: land that will need work in preparation to become a building site

How it works: Imagine a very large farm. To the farmer, this land is developed for its intended purpose. However, to a real estate developer, most of that farm is raw land with a few structures built on it. It has no internal road system. The nearest water lines (minus irrigation lines), sewer lines, and electricity may be miles away. The only upside is that it’s probably flat. However, if this land was a forest, you would also have trees to contend with. This forest land is even more of an example of raw land, requiring extensive work before it will be suitable for building something like single-family homes.

How it is used: The developer decided to buy the farm because they saw the potential for turning raw land into a housing development.




residential property


property that is used or designated for use as a place where people live



What it is: one of the designations that governments provide to determine how a property can be utilized

How it works: Residential properties fall into different categories primarily by density, or how many dwelling units (apartments or houses) can be built on a given size piece of property. A very low-density area might allow one house on every four acres. A high-density area, say near downtown of a heavily populated city, might allow 200 units or more per acre. The term residential designates the actual use of the property (for example, homes). In the world of investing, terminology is often very local. In some areas, a building containing many dwelling units might be called a commercial property, primarily because it is bought, operated, and sold for investment purposes.

How it is used: The investor wanted to build homes, so they asked the broker to show them residential properties.




single-family home


a residence that is designed for one family



What it is: a house designed to allow one family to live comfortably with the usual amenities (or benefits)

How it works: A single-family home’s definition does not say what a “typical family” looks like. Legal definitions according to government regulations (rules made by the governing power) determine the meaning of the term family. Since there are definitions for specific types of housing (like condominiums, apartments, and cooperatives), a single-family home has come to mean “a freestanding, single dwelling unit.” In some markets, this term is also used to describe homes attached on one or both sides. Unit is a generic term that can be applied to any residential dwelling.

How it is used: The buyers had decided that it was time to sell their condominium and move into a single-family home.




site


property ready to be built on



What it is: land needs to be prepared before it can be built on, and any such preparations transform that land into a site

How it works: A site (or building site) is land transformed from its natural state to be built upon. Generally, a site will have legally acceptable access to it, like by road or easement approved by the local government. A site will have utilities like electricity, water, and sewer available to the property. Putting in roads and utilities is the major step needed to turn raw land into sites for building.

How it is used: They were lucky to have located the last building site in the development for their new home.




townhouse


type of single-family residence



What it is: a two-story, single-family residence attached to other houses on both sides

How it works: The term townhouse is an architectural description referring to houses designed in imitation of houses built in certain urban areas during the 1800s. Since some early condominium projects were built in the townhouse style, the words townhouse and condominium became interchangeable. In some markets, the term townhouse was used to describe any type of residential development where the residents owned their units, regardless of their architectural style.

How it is used: They considered buying a townhouse in the city.




vacation home


a home built in an area oriented toward getaways and tourists



What it is: this type of house may be a single-family or apartment-type unit generally used for only a portion of the year

How it works: Vacation homes as an investment may work in several ways. A developer might build homes in an area with attractions for people, such as beaches or skiing. These homes can be sold and used at will by the owners, even if only seasonally. A different developer might build such homes and rent them on a short- or long-term basis. An owner interested in this option would most likely hire professional management to run a hospitality (i.e., a hotel-type) business. The units could also be sold on a time-share (designated period of time) basis.

How it is used: The buyer is looking for a vacation home but wants it within a two-hour drive of where they live.





CHAPTER 2 Property Selection

Property selection is the key to making a successful real estate investment. No one can predict the future, which is why all investments carry some risk. What you can do, however, is minimize your risk by carefully selecting an investment property based on what you currently know, as well as what you can reasonably guess about the future. Knowing the language is an important first step.

This chapter presents terms and definitions that apply to many of the analytical aspects of selecting a property. Whether you are inexperienced as an investor or are considering a particular type of property that is new to you, you may want to consult an expert in various aspects of these property analyses. Even experienced investors will consult specialists like appraisers and engineers when considering a property for purchase.

These terms will help you understand some of the fine points to be considered when deciding on a real estate investment. They will also help you know what you need and what to ask for when consulting specialists about an investment property.
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asset class


the type of investment



What it is: the type of investment (stocks, bonds, or real estate), and within real estate investing, it applies to the property type (residential or commercial)

How it works: Different asset classes within real estate investment carry different levels of risk, profitability, and management difficulty. For example, commercial property is generally considered to be more profitable than residential property. It also carries more risk as it is affected by various market conditions. Asset classes in the larger sense of an investment portfolio allow for considering various aspects of different investments and how they may affect the entire portfolio.

How it is used: Their real estate asset classes contain many properties.




cap rate comparison


a way to compare profitability among properties



What it is: when considering several investment properties, comparing the income that each will generate

How it works: The capitalization (cap) rate is the relationship between the cost of the property and the income it generates. All things being equal, the higher the cap rate, the more income a property will generate. If an investor can obtain the correct price and income data, they can calculate the cap rate. The property with the higher cap rate may not work as an investment for several reasons. For example, it may be too expensive for the investor.

How it is used: The cap rate comparison indicated the building with the 10% cap rate would be the best investment, but it needed a lot of work.




code compliance


the understanding that the property has obeyed (no violations of) all government codes



What it is: properties/buildings are subject to various government regulations (sometimes called codes); careful buyers/investors will review possible issues in complying with these codes

How it works: There are several government codes that apply to land development and buildings, ranging from zoning ordinances to drainage rules to building codes. Code compliance refers to an aspect of due diligence where the buyer examines all public records as well as the property itself to determine whether there are any existing or potential violations of these codes. Some violations may be easily dealt with; more serious ones may result in the buyer not buying the property. An investor looking at an apartment building may easily fix a fire code violation of insufficient fire extinguishers. However, code violations involving the presence of environmentally hazardous dumping on the property may be too costly for the buyer.

How it is used: The buyer found that the building was not in code compliance with the town safety code.




diversification value


a way to spread investment risk



What it is: the concept of spreading, and therefore reducing, investment risk by investing in different types of assets

How it works: There are two levels of diversification value (minimizing risk in your investing portfolio) that can be considered. The first is diversification of your investments by investing in completely different classes of assets, like rental properties, stocks, bonds, and precious metals. The second type of diversification value is diversification of real estate investments. For example, you might own a residential rental property, an office building rental, and a small strip mall. You might also periodically engage in flipping a property. The idea is by spreading your risk, if market conditions go against one class of property (or investment type), they may not affect another class of property.

How it is used: The investor understood diversification value well enough to look for a mixed-use residential/commercial building for their first investment.




due diligence


the research needed to make a good decision



What it is: the concept in any investment situation describing the reasonable amount of research needed to make a good decision

How it works: There are no hard-and-fast rules for performing due diligence in examining an investment. You should gather as much available information as possible to help make a good decision. For example, perhaps you wanted to buy a property with a pre-existing building. Due diligence would require you to examine records at the local building department to determine if there have been any additions or changes made to the structures on the property and if these changes were properly permitted and constructed. The buyer would also see if there were any building code violations that had been reported. Examining public records is an important part of due diligence since they are readily available.

How it is used: The buyer performed their due diligence with the help of their broker before deciding to buy the property.




exit strategy


how an investor ends their investments



What it is: an investor’s clear need to decide what to do with their investment properties, including how to get out of them

How it works: When purchasing one or more investment properties, it’s wise to plan an eventual exit strategy that gets the property out of your hands. The exit strategy for any property is subjected to the investor’s goals, financial position, and personal issues. For example, an investor without heirs may want to sell all the properties before he dies, but an investor with heirs may leave the property in their estate. While owning a property, an investor may decide that when the property has a certain amount of equity, it will be sold to buy a larger property. Exit strategies should remain flexible based on changing real estate values, economic issues, and personal circumstances.

How it is used: The real estate investor put together an exit strategy for his investments so his family wouldn’t have to deal with them.




investment property


a building primarily bought for income generation



What it is: virtually any site/building can be used to make money, and some don’t have any other practical uses for the buyer

How it works: There are many properties that can be bought for the personal use of the buyer or for investment purposes. A shoe store owner can buy a building to use as a new location for their store. They’d be called an amenity buyer. However, you could buy the same property and rent it to the shoe store owner, and you’d be an investor. That said, there are some properties that only fit the investment model. For example, take a 100-unit apartment building. You may buy it to live in one of the apartments, but its ability to generate income is much more important than providing one unit for you to live in.

How it is used: I told my broker to find me another investment property to add to my portfolio.




location analysis


a study of a geographical area



What it is: real estate investors studying a general space/region to determine if it’s a good place to invest

How it works: Some real estate investors examine a general geographic area to determine if it’s a good location for a particular type of investment. For example, someone wanting to invest in a large warehouse-type retail store will study the area for the nearest competition, highway access, need for the store, and area to be served. If a property meets most or all of these requirements, the location analysis indicates it’s a successful space to invest. Ultimately, the idea is to determine if the area can support the intended investment.

How it is used: The buyer asked the staff to prepare a location analysis to see if there could be a need for a new movie theater.
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