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ARM’S LENGTH TRANSACTION

The Basic Terms Of Real Estate Investing
Getting started in the real estate investment space can be
challenging and understanding how different terms may apply
to an investor’s project is crucial for a successful result. To help
investors navigate their way around a potential deal, we have
created a set of useful terms and definitions that are used over
a variety of real estate investment areas.
The Basic Terms of Real Estate Investing will define common
terms that typically come up in the initial conversation of
a potential deal. This collection of terms will offer a clearer
understanding to how simple words may differ when applied
to real estate investing and assist investors in building their
knowledge of this industry.

A purchase transaction where the buyer
and seller have no previous relationship
and the property is sold based on what
the market will bear.

AS-IS-VALUE
The current value of a property as it is at
that point in time.

ASSETS
Property owned by a person or company,
regarded as having value and available
to meet debts, commitments, or legacies.
Assets can include retirement savings, bank
accounts, or physical property.

ASSUMABLE
ABSORPTION RATE
The rate at which available homes are sold
in a specific real estate market during a given
time period. It is calculated by dividing the
average number of sales per month by the
total number of available homes.

AMORTIZATION
Type of payment schedule where the
principal of the loan is paid down over the
life of the loan according to the set payment
schedule (typically with equal payments).

AFTER REPAIR VALUE (ARV)
The value of the property after the listed
repairs have been completed. This is
determined by the appraisal.

APPRAISAL
A valuation performed by a licensed appraiser
to ascertain the market value of a property.
This can be done from a number of different
views: income approach, cost approach,
market value, after repair value.
Appraisal Form Types
1007: A single-family comparable rent 		
schedule.
216: An operating income statement.
1004: A uniform residential appraisal report.
1025: Used for 2-4 family properties.

The ability for another borrower to
assume the note and mortgage of the
original borrower without having to
refinance the loan.

BANKRUPTCY
The legal status of a person or a business
entity that is unable to pay of its debts and
creditors. Bankruptcy is a term for a court
process that will help a person or business
sell off their assets to repay debts.
Common Bankruptcy Types
Chapter 7: Used when a person needs to clear
out their debts and an administrator or trustee
is appointed to maneuver the sale of the debtor’s assets to pay whatever debts can be paid.
There are exemptions for personal property.
Once the process is completed, the bankruptcy
will be noted as discharged.
Chapter 11: A trustee will make a repayment
plan for the debtor to pay back creditors while
keeping their business active.
Chapter 13: Bankruptcy also requires a repayment plan but for an individual rather than a
business.
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BORROWER
A person, organization, or a business entity
that takes out the loan from a lender with
the promise of repaying it over a specified
amount to time.

BUSINESS ENTITY
An entity that is created to engage in
business activities. In the real estate
industry, business entities may be used
to purchase investment properties.
Types Of Business Entities Seen
In Real Estate Transactions:
•
•
•
•

Sole proprietorship*
Limited Partnership (Ltd.)
Limited Liability Company (LLC)
Corporation
• S Corporation
• C Corporation
* n ot f u n d ed by R CN Ca p i ta l

CAPITALIZATION RATE
Cap rate is the ratio between the Net Operating
Income (NOI) produced by an asset and
the original capital cost or, alternatively, its
current market value. Higher cap rates may
suggest a higher rate of return but also imply
higher levels of risk. Cap rates are typically
used with other metrics to help investors
evaluate the potential investment property.
This is a tool many buy and hold investors
utilize to compare projects.

CAPITAL GAIN

Calculation
Net Operating Income
Current Market Value

The profit made from selling an asset.
= Cap Rate %

Calculation
Purchase Price
– Selling Price
Capital Gain

DEED
A legal instrument in writing which passes,
affirms or confirms interest, rights, or property.
This is the legal document that will show who
owns the property. Some municipalities will
have online databases that you can search to
confirm ownership.

DEED IN LIEU
COMMERCIAL REAL ESTATE
Any property that is 5 or more apartment
units, mixed use property, office, retail,
hotel/motels, warehouses etc.

DEBT SERVICE
Debt service is the annual cost of the
obligations for the property (principal,
interest, taxes, insurance, HOA).

DEBT YIELD
A property’s Net Operating Income (NOI)
divided by the loan amount. The higher the
debt yield, the less risk there is to the lender.

A deed in lieu of foreclosure is a deed
instrument in which a mortgagor conveys all
interest in a real property to the mortgagee
to satisfy a loan that is in default and avoid
foreclosure proceedings. The deed in lieu of
foreclosure offers different advantages to
both the borrower and the lender.

DELAYED PURCHASE
Recently purchased properties may be
funded as a delayed purchase rather than
a refinance of an owned property. This
should help improve the LTV a borrower
may receive. It also helps if the borrower
has a hard deadline to close that they can’t
meet. They can purchase with their own
cash and be reimbursed for their purchase.
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ESCROW
A financial arrangement where a third party
holds and regulates payment of the funds
required for two parties involved in a given
transaction. These funds are collected and
disbursed by a third-party vendor to make
sure that the property taxes and HOI are paid
on the property.

FAIR ISAAC CORPORATION (FICO)
A credit rating system that’s used to help
determine a borrower’s credit profile/risk.
Scores typically range from 300-850
depending on the model that is used.
The higher the score, the lower the risk
of the borrower defaulting.

FORBEARANCE
DUE DILIGENCE
In real estate, due diligence is taking a
smarter approach when evaluating a
potential property. This may include
reviewing documents, creating sensible
budgets, acquiring insurance, performing
valuable calculations, and personally
inspecting the property.

EARNEST MONEY DEPOSIT (EMD)
This is an amount of money that the
borrower puts down when they make a
contract offer to a seller. The funds are
typically held in escrow until closing. If
a buyer fails to perform on a contract, the
seller may be entitled to keep the EMD.
It’s important to note that many sellers in
the real estate investment space will not
return EMDs without a good reason.

A temporary postponement of mortgage
payments. It is a form of repayment relief
granted by the lender or creditor in lieu of
forcing a property into foreclosure. This
practice is typically found more often in
the conventional mortgage space.

FORECLOSURE
A legal process in which a lender attempts
to recover the balance of a loan from a
borrower who has stopped making payments
to the lender by forcing the sale of the
asset used as the collateral for the loan.

FOREIGN NATIONAL
A person who is not a naturalized citizen of
the country in which they are living. Foreign
nationals who qualify for a loan may receive
lower LTVs and different pricing depending
on the loan scenario.

GUARANTOR

INTEREST

An individual person who guarantees
repayment of the loan. If the borrower
does not fulfill the obligations of the loan,
then the lender has the right to go after
their personal assets to recover the debt.
Also known as recourse.

Money paid regularly at a particular rate
for the use of money lent, or for delaying
the repayment of a debt.

Recourse vs. Nonrecourse
In a recourse loan, even if they the loan is
made to a business entity, the borrower
is personally liable if they cannot repay
the debt and the lender may go after their
personal assets. In a non-recourse loan,
the debt is secured by the collateral and
the lender cannot pursue personal assets
of the borrower in the event of a default.

INITIAL ADVANCE
The amount of funds that will be disbursed at
closing, either to the borrower, a seller, or a
third party such as a mortgage company that
holds an existing loan on the property.

LIABILITIES
A financial debt or obligation.

LIENS
A right to keep possession of property
belonging to another person until a
debt owed by that person is discharged.

LETTER OF INTEREST (LOI)
A document outlining an agreement between
two or more parties before the agreement
is finalized. Lenders may offer an LOI on
the front end of the loan process to let
borrowers know that as long as the lender
gets the items they need (good appraisal,
title, and documentation), these will be
the loan terms the borrower can expect.
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NET OPERATING INCOME (NOI)

ORIGINATION POINTS

YIELD

The annual income generated by an
income-producing property. NOI is calculated
by subtracting all expenses from the revenue.

Each point represents 1% of the total
loan amount. This is the fee a lender
charges at closing as part of the cost
of making the loan.

Yield is used to show how much of an annual
return an investment property will produce.
It is calculated by dividing the annual rental
income by the property value and multiplying by 100 to show yield as a percentage.

Calculation
Potential Rental Income
– Vacancy and Credit Losses
Actual Rental Income
+ Other Income
Gross Operating Income
– Operating Expenses
Net Operating Income (NOI)

Refers to an individual's net economic
position, the value of the individual's
assets minus liabilities.

This helps determine how much risk is
involved in making a loan secured by
collateral. The lower the LTV, the less
risky the loan would be.
LTV may be used in multiple ways:
•

LTV based on purchase
(initial advance/purchase price)

•

LTV based on “as is” value
(initial advance/as is value)

•

LTV based on After Repair Value
(loan amount/after repair value)

Calculation
Loan Amount
Appraised Value

= LTV

PURCHASE PRICE

Calculation

The contract price of a property. If the contract includes a buyer’s premium, some lenders can count that as part of the purchase
price.

RATE/COUPON
Amount of interest paid by the borrower to
the lender in the form of a percentage.

NET WORTH
LOAN TO VALUE (LTV)
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NON-ARM’S LENGTH TRANSACTION*
A purchase transaction where the buyer
and seller have an existing relationship.
Some lenders may not finance this type
of transaction.

* n o t fu n d e d by RC N C ap i tal

NOTE
The note is a legal document that is part
of the closing package. It lays out the
specific financial terms that are agreed
to by the lender and the borrower, such
as rate, maturity date, payment dates,
loan amount etc.

RETURN ON INVESTMENT (ROI)
A measurement to determine the amount of
return on a particular investment relative to
the investment’s cost. The greater the ROI,
the more profitable the deal will be.
Calculation
Net Profit
Cost of Investment

X 100 = LTV

SEASONING
The length of time that someone has owned
a property or could refer to the amount of
time someone has kept money in a certain
account.

Annual Rental Income
Current Property Value

X 100= LTV
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About RCN Capital
RCN Capital is a direct private lender that provides funding for non-owner
occupied residential properties. Our loan programs are used for purchase,
purchase & rehab, refinance, or cash-out of investment properties.
Visit RCNCapital.com \ Email Info@RCNCapital.com \ Call 860.432.5858
RCN CAPITAL, LLC IS LICENSED AS A CALIFORNIA FINANCE LENDER UNDER DEPARTMENT OF BUSINESS OVERSIGHT LICENSE NUMBER
60DBO-46258. ARIZONA MORTGAGE BANKER LICENSE BK-0932325. OREGON MORTGAGE LENDING LICENSE: ML-5571. NMLS COMPANY ID: 1045656.

