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PREFACE

The dynamic world of real estate presents a constant challenge to stay up to
date. In the past few years, an array of new concepts and terms has become
a part of the real estate practitioner’s language. New ways of financing pro-
perty, major changes in tax laws, and new developments in urban growth have
contributed to the list. Even before these changes, real estate vocabulary was
already extensive and complicated.

This book will help you find your way through modern real estate language.
Terms of real estate financing, brokerage law, investment, appraisal, planning,
architecture, and construction are presented. Each entry is clearly and concisely
defined, and most are presented with a helpful example. Where appropriate,
pictorial examples are provided. =

Whether you are a first-time home buyer, a real estate investor, or a veteran
broker, you will find this book a time-saving alphabetical guide to real estate
terminology and real estate organizations. When appropriate, related terms are
cross-referenced. The appendix includes a list of common abbreviations, mathe-
matical formulas, a mortgage payment table, a diagram showing the parts of a
house, and measurement tables for convenient reference.

A decisive key to effective business communication is a common vocabu-
lary. Business decisions can be disastrous when made on the basis of misun-
derstood terminology. This book is dedicated to those who realize that a key
to success with real estate is maintaining an up-to-date understanding of the
field’s concepts and language. Users will find that they can easily recover the
cost of this book many times if only one wrong decision is avoided or one good
decision promoted. In addition, a thorough reading of the book is an investment
in self-improvement that may pay off in a richer life experience.

For meticulously proofreading the manuscript and offering countless points
of advice on better presentation of the material, we thank Suzanne S. Barnhill.
For coordinating all the necessary details within the publishing process, we are
grateful to the staff at Barron’s, especially David Rodman.

Jack P. Friedman
Jack C. Harris
J. Bruce Lindeman
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HOW TO USE THIS BOOK EFFECTIVELY

Alphabetization: All words are alphabetized by letter rather than by word.
Thus, for the purpose of arrangement, all multiple word terms are treated as
if they were one word. For example, the word “ad valorem” follows “adult,”
rather than preceding it as would be the case if “ad” were treated as a separate
word. Abbreviations that appear as entries are treated as if they were a word.
The term “GRI,” which stands for “Graduate, Realtors® Institute,” appears
before “gross area.” A separate list of abbreviations is also included. In the
case of “GRI,” the initials are understood by many who are not familiar with
the formal name.

Parentheses: Parentheses are used in two instances. The first application
is to indicate an abbreviation commonly applied to the term. For example,
“ADJUSTABLE-RATE MORTGAGE (ARM)” indicates that the abbreviation
“ARM” commonly refers to adjustable-rate mortgages. The second application
is to indicate the context of the term as defined. For example, “TO RETIRE
(A DEBT)” indicates that the context under which the word “retire” is defined
refers to retiring a debt. The definition is not appropriate to other legitimate
uses of the word “retire,” such as in the expression “retirement benefits.”

Cross References: When an entry is used in the definition or example for
another entry, the term is printed in SMALL CAPS. This provides a cross refer-
ence in case the term used in the definition is unclear to the reader. In general,
the term is printed in BOLDFACE only the first time it appears in the definition.
Occasionally, when a term is a closely related concept or provides contrast, it
is cross-referenced, even though not used in the definition. In the former case,
the term is referenced as follows: “See casH FLow.” In the latter case, the refer-
ence appears as: “Contrast with NET LEASE.” When an entry is merely another
expression for a term defined elsewhere in the book, a reference rather than a
definition is provided; for example, “NOMINAL RATE same as FACE RATE.”

Examples and Addresses: At least one example is given for each definition
in the book. In the case of organizations listed as entries, a current address is
supplied in lieu of an example. The examples are intended to illustrate how
the term is used in a sentence or to provide a sample of specific things that fall
under the purview of the term. For example, under the entry for “closing costs”
a list of specific closing cost items is provided. When an entry has more than
one definition, an example is provided for each definition. Where applicable, an
illustration is provided as an example: e.g., under “cluster housing,” an illustra-
tion of a sample cluster housing plan is included.
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AAA-TENANT [ = A1) (H1% ) ] same as TRIPLE-A TENANT.

ABANDONMENT [ ji# ] the voluntary surrender of property, owned or
leased, without naming a successor as owner or tenant. The property will
generally revert to one holding a prior interest or, in cases where no owner is
apparent, to the state. Abandonment does not relieve obligations associated
with lease or ownership unless the abandonment is accepted by the entity to
which the obligation is owed.

Example: Abel owns a dilapidated apartment house with 2 years’ delin-
quent property taxes. Rather than pay the back taxes, Abel abandons the
building by disclaiming ownership.

ABATEMENT [ #/P, W% ] a reduction in amount or intensity. Usually
applies to decrease in taxes or rent.

Example: A manufacturing plant may install equipment for pollution
abatement.

Example: Tenants may ask for an abatement in rent over a period when
their use of the property has been interrupted or inhibited by actions of the
landlord, such as renovation of the structure.

Example: The city of Hicksville offered ABC Industries an abatement of
property taxes for 10 years if the firm would relocate its plant to Hicksville.

ABLE [ #i¥%E4%i%, 4fit J1ff) ] financially capable of completing a real
estate transaction.
Example: See READY, WILLING, AND ABLE.

ABNORMAL SALE [ {:¥ #8514 ] one that does not represent a market
transaction.

Example: A real estate APPRAISER discovered the sale of a house for
$200,000 in a neighborhood where the normal price is $300,000. The
appraiser did not use it as a comparable because the conditions requisite for
market value were not present in this abnormal sale.

ABODE [ {4, 7 ] where someone lives; residence, home.
Example: An abode may be anything from a shack to a mansion.

ABROGATE [ Hli¥§, BEBR ] abolish, withdraw, cancel, retract, revoke, or
repeal.
Example: An existing zoning requirement was abrogated by new legisla-
tion that altered the existing zoning provisions.

ABSENTEE OWNER [ fEf{{Edk 1] an owner who does not personally
manage or reside at property owned.

Example: Abel, living in New York, purchases an apartment building in
Houston. Abel is an absentee owner.

ABSOLUTE AUCTION [ #4413 ] an auction in which the subject pro-
perty is sold to the highest bidder regardless of the amount of the winning



ABSOLUTE NET LEASE 2

bid. There is no RESERVE PRICE.

Example: Although Amos was disappointed by the amount bid for his
house, he had no choice but to sell since the property was sold in an absolute
auction.

ABSOLUTE NET LEASE [ ZxfipflfE (WLISHLE. 4eb" 3 R fREEF
H A% 1 ) ] a TRIPLE-NET LEASE whereby the tenant may also be responsible
for structural maintenance, damage, and insurance for all types of coverage.

ABSOLUTE NET RENT [ Zix}i#Hl 4% | see ABSOLUTE NET LEASE.

ABSOLUTE TITLE [ 44} ] a title that is clear, without any liens or
judgments. See CLEAR TITLE.
Example: Generally, absolute title is needed before a first mortgage will
be granted.

ABSORPTION RATE [ #fiClt# ] an estimate of the expected annual
sales or new occupancy of a particular type of land use.

Example: A total of 1,000 new homes are available for sale on the market.
Each month for the past three months 100 homes have been sold and an equal
number of new homes built and added to the supply. The monthly absorption
rate 1s 10% (100 sales/1,000 inventory). See CAPTURE RATE for the share of the
market that is taken by a particular producer.

ABSTRACTION [ fitlit, 7+, #21 ] method of estimating land VALUE by
subtracting the depreciated value of the IMPROVEMENTS from the market price
of the total property.

Example: A new home sold for $250,000. It is estimated that the home
cost $175,000 to build, leaving $75,000 as the indicated value of the land,
based on abstraction of market data.

ABSTRACT OF TITLE [ BUARDL %, /BRI % ] a historical sum-
mary of all of the recorded instruments and proceedings that affect the title
of property.

Example: A title insurance company will have an attorney prepare an
abstract of title prior to granting a title insurance policy.

Example: An abstract company will compile an abstract of title with cop-
ies of all recorded instruments affecting title to a specific tract.

ABSTRACT UPDATE [ ™M 583 ] making current an existing,
but old, ABSTRACT OF TITLE by adding to it copies of all relevant documents
recorded since the preparation or most recent update of the existing abstract.

Example: A building that was sold on April 1, 2013, was sold again on
July 10, 2013. An abstract of title was provided for the April 1 sale, though
an abstract update was considered adequate for the second sale.

ABUT [ Wtis ] adjoin or meet. Contrast with ADJACENT.
Example: The 2 properties shown in Figure 1 abut one another. The
property on the right also abuts the road.

A/C [%74] air-conditioning.
ACCELERATE (A DEBT) [ #1ijf%{} ] recognize the full amount of a loan



3 ACCELERATED DEPRECIATION

to be due after certain default.
Example: See ACCELERATION CLAUSE.

Property

FIG.1. ABUTTING PROPERTIES

ACCELERATED AMORTIZATION [ Jiideds#i, Misdi#if | paying
PRINCIPAL amounts in excess of the minimum required by the mortgage
contract so as to shorten the effective term of the loan.

Example: A mortgage is originated for $100,000 at 8% interest for 30
years. The monthly principal and interest payment is $733.76. By increasing
the payment by $100 per month, accelerated amortization will tesult in a
loan payoff period of slightly more than 20 years.

ACCELERATED COST RECOVERY SYSTEM (ACRS) [ Jiiidink A<l i
#IJE ] a method of depreciation introduced by the Economic Recovery Tax
Act of 1981 and modified in 1984 and 1986. Apartments may be depreciated
over 27/ years, commercial property over 39 years, both straight-line. See
MODIFIED ACCELERATED COST RECOVERY SYSTEM (MACRS).

Example: If an apartment building was purchased in January 2013 for
$1,000,000 exclusive of land, $34,800 (3.48%) could be claimed as deprecia-
tion in 2013, and $36,400 each year for the following 26 years.

DDB

Depreciation
deductions

Time
FIG. 2. ACCELERATED DEPRECIATION

ACCELERATED DEPRECIATION [ igi#ffIH | depreciation methods,
chosen for income tax or accounting purposes, that offer greater deductions
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in early years. "

The straight-line method, rather than accelerated depreciation, generally
applies to buildings bought after 1986. See MACRS.

Example: One method of accelerated depreciation is the double declin-
ing balance method (DDB). If straight-line deductions equal 5% of depre-
ciable basis, DDB allows a deduction of 10% (200% of 5%), but applied to
the undepreciated basis. Thus the deductions decline each year (Figure 2).

ACCELERATION CLAUSE [ mi#if#:L %% | a loan provision giving the
lender the right to declare the entire amount immediately due and payable
upon the violation of a specific loan provision, such as failure to make pay-
ments on time. If this clause were not present, then a default on one payment
would be just that: only one payment in default. This clause makes the full
amount of principal due upon the default as specified in the loan.

Example: Collins sells her house to Baker, who assumes the existing 8%
interest rate mortgage. They do not notify the lender of the sale. Clause 17
in the mortgage states that the full principal accelerates unless the lender
approves of the sale. Collins must now pay the balance of the principal.

ACCEPTANCE [ 5%, [W® ] the act of agreeing to accept an offer.
Example: Abel offers property for sale, Baker makes an offer to buy the
property for a specified price. Upon Abel’s acceptance a sales contract is
complete. See AGREEMENT OF SALE, OFFER.

ACCESSIBILITY [ af %4, w[iji[l#k ] the ease and convenience with
which a property can be entered by customers, tenants, and other users, par-
ticularly related to access via automobile. Also, building design and altera-
tions that enable people with physical disabilities to enter and maneuver in
the building. See INGRESS AND EGRESS.

Example: Joe’s video store was located on a busy intersection. However,
the lack of adequate curb cuts and no protected left-hand turn light made it
difficult for cars to access his site. Such lack of accessibility led to the fail-
ure of Joe’s business after just a few months. On the other hand, Joe’s store
offered accessibility to the physically disabled after Joe installed an entrance
ramp next to the front steps.

ACCESSION [ W™ i, B ] additions to property as a result of annex-
ing fixtures or alluvial deposits.

Example: The lease on a restaurant expires. The proprietor of the restau-
rant leaves some counters and bar stools. They become a part of the property
by accession.

Example: Property bordering on a river is legally enlarged by soil deposi-
ted by the river (ALLUVIUM).

ACCESSORY APARTMENT [ bf#/adj# | a separate living unit created
within a single-family home and occupied by either a family member or a
non-family tenant. Generally, such units are outlawed by local ZONING and
HOUSING CODES, although some cities conduct special programs to encourage
such units for specific purposes.

Example: Mrs. Andrews was left with a large home when her husband
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died. Through a special program conducted by the city, she was able to
create an accessory apartment in her home and rent it to another widow.
This provided low-cost housing for the tenant and additional income and
companionship to Mrs. Andrews.

ACCESS RIGHT [ #EAHBL, i8] the right of owners to get to and from
their property.
Example: If Baker is granted an access right to the property in Figure 3,
a curb cut may be made onto the highway.

FIG.3. ACCESS RIGHTS

ACCOMMODATING PARTY [@iliA, 41 A ] the intermediary in a
section 1031 exchange, used especially in a DELAYED (TAX-FREE) EXCHANGE,
who holds money or property for a short time to facilitate the exchange. See
QUALIFIED INTERMEDIARY.

Example: After Allen sold his land, the money was held by an accom-
modating party, then used to buy the new tract of land that Allen wanted.

ACCOMMODATION PARTY [ i#hifi A, ¥4 A ] one who has signed an
agreement without receiving value for it, for the purpose of lending his or her
name so that another person can secure a necessary loan or other arrangement.

Example: The young developer asked an experienced friend to act as an
accommodation party. The experienced developer signed the loan agreement
even though there was no monetary benefit to him.,

ACCREDITED MANAGEMENT ORGANIZATION (AMO) [ ZiAiFit
Y ERLHLKY | a PROPERTY MANAGEMENT firm that has received credentials from
the INSTITUTE OF REAL ESTATE MANAGEMENT,

Example: Among the requirements for becoming an AMO are subscrip-
tion to the IREM code of ethics, carrying a specified level of bonding and
anti-fraud insurance, and at least three years of business experience.

ACCRETION [ B!, HEB!] the addition to land through processes of
nature, such as deposits of soil carried by streams. See ALLUVIUM.
Example: Figure 4.



