Real Estate Investing

Vocabulary and Definitions

Wholesale – The process under which someone contracts to purchase a property with the express intent of selling his/her beneficial interest (role as the buyer) to an end user for a fee using an Assignment of Contract.

Retail – The process under which someone purchases a property below market value and then sells that property at or near its full market value for a profit.

“Flipping” – Slang term which refers to a transaction in which a property is purchased and sold quickly for a profit.  In the mortgage industry, this term refers to a transaction involving a fraudulent act (i.e., an artificially inflated appraisal).

Assignment – A type of agreement used to sell one’s beneficial interest (role as the buyer) in a Standard Real Estate Purchase and Sale Agreement to an end user for a fee.

Double Closing – Also known as a Simultaneous Closing.  A settlement which involves two (2) separate transactions whereby one (1) property is purchased and then immediately sold.  In this scenario, there is a person who is purchasing the property and then immediately selling the property for a quick profit.

HUD-1 – The initial page in a real estate settlement package.  This document numerically and financially itemizes (similar to that of a spreadsheet) the fees and expenses incurred to complete and settle the real estate transaction.

Title – The ownership history of a particular piece of real estate.

Appraisal – A report which is conducted by a Licensed Real Estate Appraiser indicating the fair market value of a particular piece of real estate based upon its location and current condition relative to the comparable sales within the immediate area.

Comparative Market Analysis (CMA) – A report generated by a Licensed Real Estate Agent indicating the fair market value of a particular piece of real estate based upon its location and current condition relative to the comparable sales within the immediate area.

Promissory Note – Legal document which states the terms of a loan.  A promissory note will contain the following:  amount of the loan, term (length of the loan), interest rate, and type of loan.

Mortgage – Legal document (security instrument) which accompanies a promissory note and is recorded, along with the deed, on public record pledging the property in question as collateral against the loan.

Encumbrance – Any lien or judgment which appears on the title to a property.

“Subject To” – Also known as “Getting the Deed”.  The process in which a property is purchased by taking over the seller’s existing debt. 

Lease with an Option to Purchase – The process of selling a property in which the potential buyer resides in the property under a Lease Agreement for a particular period of time with the exclusive right to purchase the property on or before a certain pre-determined date for a certain pre-determined price under an Option to Purchase Agreement.

Option to Purchase – The process of contracting to purchase a property on or before a certain pre-determined date for a certain pre-determined price in which the potential buyer is not obligated to purchase the property.

Land Contract – Also known as an Agreement for Deed or Contract for Deed.  The process of selling a property in which the potential buyer has an equitable interest in the property due to the fact that the monthly payments are amortized similar to that of a mortgage in which there is a component involving both principal and interest.

Foreclosure – The legal process by which a financial institution can bring suit against a homeowner for non-payment of his/her monthly mortgage obligation.

Bankruptcy – The legal process by which an individual, or an entity, can protect oneself from its creditors.  A bankruptcy proceeding can either be a Chapter 7,  Chapter 11, or Chapter 13.

Probate – The legal process by which the assets and accounts of a deceased person are conveyed and/or transferred to the heirs through a Last Will and Testament.

“Short Sale” – The process of purchasing a property whereby the financial institution agrees to discount the mortgage as a means of facilitating the sale of the property.

Multiple Listing Service (MLS) – The computerized software program accessible only by Licensed Real Estate Agents which contains the status and availability of properties for sale.

Sheriff Sale – Also known as a Real Estate Auction.  The process under which a property is foreclosed upon by being publicly offered for sale to the highest bidder.

Lis Pendens – The list of pending litigation available at the county courthouse which contains the names and addresses of those individuals who are involved in the foreclosure process.

Notice of Default (NOD) – Letter sent by a financial institution to a homeowner indicating the intention of the financial institution to begin the foreclosure process for non-payment of the monthly mortgage obligation.

Arrears – The total amount owed in mortgage payments and tax payments past due by a homeowner.

Mortgage Payoff – The total amount required to payoff an existing mortgage in full.

Mortgage Reinstatement – The total amount required to reinstate an existing mortgage whereby the loan is no longer considered a liability to the financial institution but a performing asset.

Loss Mitigator – An individual who represents a financial institution and interacts with those who are behind in payments and/or in foreclosure.  A Loss Mitigator works in the Loss Mitigation/Foreclosure Department of the financial institution.

“Hard Money” – Loans which are usually high in points, short in term, and contain interest-only payments.  “Hard Money” is most applicable for rehabilitating properties.

Private Money – Loans from individuals which are used to complete and settle real estate transactions.

Real Estate Owned (REO) – Properties which are owned by financial institutions as a result of the foreclosure process.

Cash Flow – Also known as Passive Income.  The difference between the Gross Rents and Total Expenses incurred to own and operate a rental property.  Cash Flow can be positive or negative in any given month.

Equity – The difference between the Fair Market Value of a property and the total encumbrances currently against a property.

Fair Market Value – The current value of a particular property.

“After Repair Value” – The value of a particular property once the property has been fully and completed rehabilitated.

Amortization – The financial calculation involving the reduction in principal relative to the interest paid on a mortgage.

Owner Financing – A type of financing whereby the seller of a property agrees to hold all or a part of the purchase price in the form of a mortgage secured against the property in question.

Wraparound Mortgage – A type of financing whereby the buyer of a property uses a larger mortgage (in value) to encompass a smaller mortgage (in value).  

1031 Exchange – A type of transaction which allows the seller of an investment property to legally defer the capital gains tax being incurred by using the proceeds of the sale to purchase another investment property.

FHA – Fair Housing Administration

VA – Veterans Administration

HUD – Department of Housing and Urban Development

OPM – “Other People’s Money”

Leverage – Using money from other sources to purchase real estate.

“Landlording” – Property Management 

Deed – The legal document required to convey/transfer the ownership of real estate.  The deed is publicly recorded along with the mortgage.

Fannie Mae – One of several secondary lenders (i.e., Freddie Mac, Sallie Mae) who provides primary lenders with the funds necessary to settle real estate transactions.

Tax Lien – Also known as a Tax Certificate.  A type of lien issued and secured against a property in which a homeowner has not paid the property taxes.  This type of lien is offered for public sale in the event the homeowner does not pay the lien over a particular period of time.

Trustee – The attorney who represents the financial institution in a foreclosure proceeding.

Forbearance Agreement – A type of agreement offered by a financial institution to a homeowner who is behind in payments.  This agreement allows the homeowner to pay the balance of the arrears over the course of several months as a means of preventing foreclosure.

Pre-Foreclosure – The period of time between the issuing of the Notice of Default (NOD) and the Sheriff Sale (Real Estate Auction).

Conventional Financing – Long-term financing for those borrowers with very favorable credit and “easy to prove” income and assets. 

Sub-Prime Financing – Long-term financing for those borrowers with less than favorable credit and “difficult to prove” income and assets.

Land Trust – Also known as a “Legal Fiction”.  Slang term for a type of entity used to take title to real estate for asset protection and estate planning purposes.  The proper type of trust recommended for owning real estate is known as a Revocable, Grantor’s, Inter Vivos Trust.

