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GLOSSARY

1031 exchange
A strategy that allows investors to defer 
paying capital gains taxes on the sale of 
one property when they use the proceeds 
to buy a similar, often larger property. 
Named after Section 1031 of the Internal 
Revenue Code.  

Asset class
A group of investment properties that behave 
in a similar way under identical market 
conditions. Within an asset class, there can 
be several types of investment options. 

Capital
The money provided by an investor, either 
through debt or paid out of pocket, to 
secure an investment. 

Case-Shiller Index
An index based on single-family homes 
that tracks sales prices in nine divisions of 
the US. The index is standardized and set 
to January 2000 = 100. 

Cash Flow Schedule
The measurement of the flow of money in 
and out of an investment. 

Cash Multiple
A measurement of the money each dollar 
invested is expected to return. Cash flow 
income is divided by the cash invested to 
derive a ratio that determines profits per dollar.

Commercial Property
Any real estate property that is intended 
to be used to generate a profit. Any 
residential property with five or more units 
is considered a commercial property. 

Comparable
Properties similar to a given property in the 
same market that are used as comparisons 
to help determine fair market value of the 
given property. 

Consumption
The resources spent on goods and services. 

Conventional Mortgage
A loan offered by a private lender, such 
as a bank, for use by a borrower to buy 
property. Conventional loans are not 
secured by a government entity. 

Core Investment
An investment that requires minimal effort 
from an investor in order to return profits. 
Often considered to pose low risk for failure. 

Creative Financing
Securing the funding to purchase property 
outside of the traditional loans offered by 
private lenders and government entities. 

Debt Service Coverage Ratio (DSCR)
A metric used by lenders to assess the risk 
of a borrower. In real estate, the metric is 
calculated by dividing the cash flow income 
of a property (before expenses) by the debt 
payment costs of the loan. 

Discount Rate
A risk-adjusted rate measurement used by 
an investor to calculate present rates from 
future earnings. 

Diversification
A risk management strategy of spreading 
investments across a variety of assets  
and types. 

Earnest Money
A deposit made to a seller in conjunction 
with a buyer’s offer, intended to represent 
the authenticity of the offer. 

Equities
A type of investment comprised of ownership 
shares in a business or real property. 

Equity
The degree of one’s ownership, represented 
as a dollar amount. 

Estoppel Certificate
A signed statement provided by a tenant 
certifying the conditions of a lease 
agreement such as rent, security deposit, 
and term of lease.  

Financing
Procuring funding for the purchase of  
a property. 

Geographic Arbitrage
Taking advantage of the disparity between 
low-cost-of-living areas and high-income 
areas, often through remote working 
arrangements. 

Hard Money Lenders
Individual money lenders that offer private 
equity as a loan for an investment. 

Homeowners Association
An organization populated by the residents 
of a community for the purpose of 
enforcing rules within that community. 

Internal Rate of Return
A measurement used to analyze the 
efficiency of an investment’s returns. 

Leverage
Using debt to finance a property, increasing 
the potential returns of the investment. 

Limited Liability Company
A business structure that separates the 
assets and liabilities of a business from 
those of the owner. 

Market
A defined system where commodities are 
bought and sold. The term “real estate 
market” can also refer to the properties 
within a specific city or region. 

Months of Inventory
The measurement of time, in months, that 
it would take to sell all listed properties 
in a certain area. Assumes no additional 
listings and a consistent rate of sale. 

Multiple Listing Service (MLS)
A network of active listings in a certain market. 

Negative Leverage
A situation in which the cost of the debt 
used to buy a property exceeds the profits 
made by that property. 

Net Present Value (NPV)
An investing metric used to assess and 
compare risks of an investment. Calculates 
all future returns as if paid in one lump 
sum today. 

Opportunistic Investment
An investment that requires maximum 
effort from an investor in order to return 
profits. These investments are often 
considered to pose high risk for failure. 
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Overleveraged
Having too much debt owing on an 
investment. Can also refer to having zero 
equity in an investment. 

Passive Income
Cash flow earned without the active 
involvement of the investor. 

Portfolio Lenders
Lending institutions that do not sell 
existing loans to new lenders but keep the 
debt on their own books. 

Positive Leverage
Debt used to finance an investment that 
allows the investor to earn higher profits 
than with a cash-only investment. 

Principal
The borrowed money portion of a loan 
upon which interest owing is calculated. 

Pro Forma Rent
The potential rent a property could earn 
when operating at peak efficiency in ideal 
market conditions. 

Property Manager
A professional service that manages the 
daily operations of a rental property, 
including locating tenants, collecting rent, 
and maintaining the property. 

Real Estate Owned (REO)
Repossessed property held by the lender 
that has not sold at a foreclosure auction. 

Refinance
The replacement of one mortgage with another 
mortgage, often at a better interest rate or with 
a different appraised property value. 

Residential Property
Property designed exclusively to serve as a 
domicile for residents. 

Return
Cash flow income due to an investor from 
an investment. In real estate, returns 
come in the form of rent and as lump sum 
payments from the sale of property. 

Risk Tolerance
The ability of an investor to withstand the 
potential failure of an investment and loss 
of capital. 

Short-Term Rental
Property designed to house tenants, often 
refered to as guests, for short periods of 
time. Although legal definitions vary by 
region, the term often refers to any stay of 
less than six months.  

Staging
The act of dressing up a vacant property 
with tasteful furnishings to boost its 
appearance in order to attract buyers. 

Tenant
The occupant of a property who pays rent 
to the property’s owner, or landlord. 

Turnkey Providers
Professional services that offer renovated 
properties that need no additional work 
before being put up for rent.  

Underwriting
The agreement of an individual to accept 
the risk of an investment or deal. 

Vacancy
A period of time during which a property is 
without a tenant paying rent.  

Value-Added Investment
An investment that requires moderate effort 
from an investor in order to return profits. 
These investments are often considered to 
pose low-to-medium risk for failure.  

Distribution Waterfall Framework
A structure of equitable assignment of the 
profits from an investment that accounts 
for the capital and time invested by each 
contributor in a partnership investment.  

Yield
The earnings due to an investor over 
the life of an investment. Can also be 
calculated as the cash flow income divided 
by the capital spent by the investor. 
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