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Welcome to Dictionary of Real Estate Terms, 9th Edition e-Book version! Please be aware that any tables, graphs, passages, and other illustrations may appear differently from one device to another. You may need to adjust your device accordingly.

This e-Book contains hyperlinks that will help you navigate through content and bring you to helpful resources.




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 property, 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, mathematical 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 vocabulary. Business decisions can be disastrous when made on the basis of misunderstood 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 initial input, 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 Kathleen Ganteaume.

Jack P. Friedman
Jack C. Harris
J. Bruce Lindeman


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 reference 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 reference 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 illustration of a sample cluster housing plan is included.


A

AAA-TENANT same as TRIPLE-A TENANT.

ABANDONMENT 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’ delinquent property taxes. Rather than pay the back taxes, Abel abandons the building by disclaiming ownership.

ABATEMENT 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 financially capable of completing a real estate transaction.

Example: See READY, WILLING, AND ABLE.

ABNORMAL SALE 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 where someone lives; residence, home.

Example: An abode may be anything from a shack to a mansion.

ABROGATE abolish, withdraw, cancel, retract, revoke, or repeal.

Example: An existing zoning requirement was abrogated by new legislation that altered the existing zoning provisions.

ABSENTEE OWNER 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 an auction in which the subject property is sold to the highest bidder regardless of the amount of the winning 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 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 see ABSOLUTE NET LEASE.

ABSOLUTE TITLE 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 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 is 10% (100 sales/1,000 inventory). See CAPTURE RATE for the share of the market that is taken by a particular producer.

ABSTRACTION 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 $500,000. It is estimated that the home cost $400,000 to build, leaving $100,000 as the indicated value of the land, based on abstraction of market data.

ABSTRACT OF TITLE a historical summary 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 copies of all recorded instruments affecting title to a specific tract.

ABSTRACT UPDATE 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, 2017, was sold again on July 10, 2017. An abstract of title was provided for the April 1 sale, though an abstract update was considered adequate for the second sale.

ABUT 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 air-conditioning.

ACCELERATE (A DEBT) recognize the full amount of a loan to be due after certain default.

Example: See ACCELERATION CLAUSE.
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FIG. 1.   ABUTTING PROPERTIES



ACCELERATED AMORTIZATION 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 6% interest for 30 years. The monthly principal and interest payment is $599.55. By increasing the payment by $100 per month, accelerated amortization will result in a loan payoff period of slightly more than 20 years.

ACCELERATED COST RECOVERY SYSTEM (ACRS) a method of depreciation introduced by the Economic Recovery Tax Act of 1981 and modified in 1984 and 1986. Apartments may be depreciated over 27½ 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 2017 for $1,000,000 exclusive of land, $34,800 (3.48%) could be claimed as depreciation in 2017, and $36,400 each year for the following 26 years.

ACCELERATED DEPRECIATION depreciation methods, chosen for income tax or accounting purposes, that offer greater deductions in early years.
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FIG. 2.   ACCELERATED DEPRECIATION



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 declining balance method (DDB). If straight-line deductions equal 5% of depreciable 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 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 payments 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 4% 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 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 the ease and convenience with which a property can be entered by customers, tenants, and other users, particularly related to access via automobile. Also, building design and alterations 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 failure 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 additions to property as a result of annexing fixtures or alluvial deposits.

Example: The lease on a restaurant expires. The proprietor of the restaurant 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 deposited by the river (ALLUVIUM).

ACCESSORY APARTMENT, ACCESSORY SUITE a separate living unit created within or adjacent to a single-family home and occupied by either a family member or a non-family tenant. Usually contains its own bedroom with a small kitchen and bathroom. May have a separate entrance and/or be connected to the main house. Often not permitted by zoning in a single-family district and sometimes not built legally according to the building code, using a building permit. Some jurisdictions conduct special programs to encourage such units for specific purposes. Also called a secondary suite. A guesthouse is usually a separate dwelling. A carriage house or garage apartment is typically detached, being a conversion of the garage itself or built above the garage. A granny flat or mother-in-law suite is often attached. A basement suite is below grade level.

Example: Mrs. Andrews was left with a large home when her husband 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 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.
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FIG. 3.   ACCESS RIGHTS



ACCOMMODATING PARTY 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 accommodating party, then used to buy the new tract of land that Allen wanted.

ACCOMMODATION PARTY 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 INVESTOR investor in a security who has earned income that has exceeded $200,000 (or $300,000 with spouse) in each of the prior two years and expects the same in the future, or has a net worth of $1 million excluding a primary residence and any loans on the residence.

Example: Under REGULATION D, syndicators may include any number of accredited investors. So a real estate syndicator included a dozen accredited investors, to be added to the Regulation D limit of 35 non-accredited investors. Each put up $50,000 for an investment in a limited-liability company to buy a shopping center.

ACCREDITED MANAGEMENT ORGANIZATION (AMO) a PROPERTY MANAGEMENT firm that has received credentials from the INSTITUTE OF REAL ESTATE MANAGEMENT.

Example: Among the requirements for becoming an AMO are subscription 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 the addition to land through processes of nature, such as deposits of soil carried by streams. See ALLUVIUM.

Example: Figure 4.
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FIG. 4.   ACCRETION



ACCRUAL METHOD a method of accounting that requires income or expense to be entered when the amount is earned or the obligation is payable. Distinguished from CASH METHOD in which amounts are posted when paid or received.

Example: The home buyer bought and paid for a 3-year hazard insurance policy at closing. On the accrual method, only the current year’s expense is indicated.

Example: Interest on a loan is 3 months delinquent. The expense, though unpaid, appears in the current year’s financial statement under the accrual method. Under the cash method it would appear on the financial statements when paid.

ACCRUE

1.accumulate or increase.

Example: XYZ Corporation borrowed $1,000,000 at 6% interest, payable annually at the end of the year. Each month $5,000 of interest on the loan accrued.

2.enter in financial records an amount that has not been paid or received.

Example: Each month XYZ Corporation’s accountant accrued $5,000 of interest expense on the financial statements.

ACCRUED DEPRECIATION same as ACCUMULATED DEPRECIATION.

ACCRUED EXPENSE costs that have been incurred but not paid during an accounting period.

Example: Various types of accrued expenses will appear on the books until they have been paid. These include ACCRUED INTEREST, accrued rent, and accrued income taxes.

ACCRUED INTEREST interest that has been earned but not paid.

Example: If 6% interest is earned on a $100 deposit, then $6 of interest has accrued to the depositor.

ACCUMULATED DEPRECIATION in accounting, the amount of DEPRECIATION expense that has been claimed to date. Same as accrued depreciation. See ADJUSTED TAX BASIS.

Example: A building was bought for $1,000,000. The annual STRAIGHT-LINE DEPRECIATION expense is $25,000. The accumulated depreciation in 3 years is $75,000.

ACKNOWLEDGE see ACKNOWLEDGMENT.

Example: A deed to a property must be ACKNOWLEDGED to be recorded (see RECORDING).

ACKNOWLEDGMENT a declaration by a person who has signed a document that such signature is a voluntary act, made before a duly authorized person. See NOTARY PUBLIC.

Example: Figure 5.
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FIG. 5.   ACKNOWLEDGMENT



ACLI AMERICAN COUNCIL OF LIFE INSURERS.

ACM ASBESTOS-CONTAINING MATERIAL.

ACQUISITION act of obtaining ownership of an asset through purchase, trade, or gift. Also, the asset that was acquired.

Example: Purchasing the apartment house when the market was depressed turned out to be a timely acquisition for the company. A portfolio of similar acquisitions has performed well over recent years.

ACQUISITION COST the price and all fees required to obtain a property.

Example: Abel purchases property for $90,000 plus $5,000 in CLOSING COSTS (attorney’s fees, loan fees, APPRAISAL costs, TITLE INSURANCE, and loan DISCOUNT POINTS). Abel’s acquisition cost is $95,000.

ACQUISITION, DEVELOPMENT, AND CONSTRUCTION (ADC) LOAN a loan whose purpose is to allow a developer to pay for land, put in streets and utility services, and build improvements.

Example: A real estate developer wishes to create a SHOPPING CENTER on a TRACT of land that he has an option to buy. His first step is to arrange LEASES with TENANTS for much of the proposed space. The next step is to secure a COMMITMENT for TAKEOUT FINANCING. Then, he may SECURE an ADC loan. See CONSTRUCTION LOAN.

ACQUISITION LOAN money borrowed for the purpose of purchasing a property.

Example: The developer negotiated an acquisition loan for the purchase of land and a development loan to improve the land for homesites.

ACRE a 2-dimensional measure of land equaling 160 square rods, 10 square chains, 4,840 square yards, or 43,560 square feet. There are 640 acres in one square mile of land. Note that size determines ACREAGE, which may be land of any shape.

Example: A land survey shows that Abel owns 1.3774 acres of land (Figure 6).

ACREAGE refers to land size typically containing more than 1 acre or a large parcel of land.
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FIG. 6.   ACREAGE



Example: The total acreage of Sam’s farm is 300, comprising 100 acres of crop land and 200 acres of ranch land.

ACROSS THE FENCE an appraisal technique whereby property in condemnation is appraised based on the use of adjacent land. Contrast CORRIDOR.

Example: A new pipeline will cut through a tract of farmland. The MARKET PRICE of the farmland is $5,000 per acre. The price paid in condemnation is $5,000 per acre taken, based on uses on either side of the proposed pipeline.

ACRS ACCELERATED COST RECOVERY SYSTEM.

ACTION TO QUIET TITLE see QUIET TITLE (ACTION).

ACTIVE PARTICIPATION type of investor position that determines how rental income is taxed. Requirements for active participation are less stringent than for MATERIAL PARTICIPATION. An investor may have a manager for rental real estate and still be considered an active participant. Indicators of active participation in real estate are:

•Approving new tenants

•Deciding on rental terms

•Approving capital or repair expenditures

Active participation excludes:

•Owners of a 10% interest or less

•Limited partners

An active participant with adjusted gross income under $100,000, without regard to passive losses, may deduct up to $25,000 of passive losses against other income. This allowance is phased out on a 50% ratio as adjusted gross income increases from $100,000 to $150,000.

Example: Ann earns $95,000 from her job as an attorney and is an active investor in an apartment complex. If the apartments generate a tax loss, she may offset up to $25,000 of her salary with the loss, to pay income on $70,000 of taxable income ($95,000 minus $25,000 equals $70,000).

ACTIVE REMEDIATION see REMEDIATION.

ACTIVE SOLAR HEATING a system that uses energy from sunlight to heat a structure and/or provide hot water. Contrasted with PASSIVE SOLAR HEATING by the use of pumps or fans to move the energy-transporting medium through the system. Installation of active solar heating equipment is eligible for certain income tax credits.

Example: A schematic of a typical active solar heating system is shown in Figure 7.

ACT OF GOD an unpreventable destructive occurrence of the natural world.

Example: A CONTRACT has a provision that allows the buyer to DEFAULT if the property is damaged by an act of God.

Examples of an act of God are:

•earthquake

•flood

•hurricane

•lightning

•tornado
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FIG. 7.   ACTIVE SOLAR HEATING



ACTUAL AGE in appraisal, the chronological age of an improvement, as contrasted with its EFFECTIVE AGE.

Example: Although the actual age of the building was only 5 years, excessively heavy use made it appear much older.

ACTUAL DAMAGES for purposes of just compensation, losses incurred as a direct result of CONDEMNATION of private property. Does not include compensation for INDIRECT, SEVERANCE, or CONSEQUENTIAL DAMAGES.

Example: When the city took the Smiths’ land for road RIGHT-OF-WAY, the court awarded them $100,000 for actual damages plus another $50,000 for the diminished value of the land that remained. The land taken had a market value of $100,000 before the taking.

ACTUAL EVICTION see EVICTION, ACTUAL.

ACTUAL NOTICE conveyance of information to a party relating to a fact or proceeding that concerns that party. The information would be relevant to the relationship between the notifying party and the notified party. When the notice is delivered in person, the notice is called an express actual notice. See NOTICE, CONSTRUCTIVE NOTICE.

Example: The tenant gave actual notice to the landlord that the air conditioning system was no longer operational by making a phone call to that effect. The landlord mailed a letter to the tenant informing her that a home business was a violation of the lease, thereby giving actual notice of the violation.

ACTUAL POSSESSION see POSSESSION.

ADA AMERICANS WITH DISABILITIES ACT.

ADC LOAN see ACQUISITION, DEVELOPMENT, AND CONSTRUCTION (ADC) LOAN.

ADDENDUM (plural: ADDENDA) something added, as an attachment to a CONTRACT. Same as RIDER.

Example: An addendum to the CONTRACT OF SALE described the type of FINANCING that the buyer must secure to be required to purchase the property.

Example: Commonly added addenda in real estate purchase agreements are for financing terms and property INSPECTION requirements.

ADDITIONAL FIRST-YEAR DEPRECIATION extra depreciation allowances in the year of acquisition offered by federal income tax laws that provide incentive to acquire certain types of business property. See SECTION 179 and BONUS DEPRECIATION. Limits, rates, and qualifying property are periodically changed by Congress.

ADDITIONAL PRINCIPAL PAYMENT voluntary payment in addition to the established payment amount applied against the loan principal to shorten the length of the loan.

Example: A $100,000 loan at 6% interest requires a monthly principal and interest payment of $599.55 per month to amortize over 360 months (30 years). An additional principal payment of $100 per month will amortize the loan over 252 months (21 years).

ADDITIONAL RENT amounts of rent that are due above the minimum or BASE RENT.

Examples:

•PERCENTAGE RENT

•OVERAGE RENT

•COMMON AREA MAINTENANCE

ADD-ON INTEREST interest that is added to the principal of a loan. The amount of interest for all years is computed on the original amount borrowed. The add-on interest rate significantly understates the true cost of money because the rate is applied to the entire principal balance, without adjustments for payments that reduce principal. The ANNUAL PERCENTAGE RATE (APR) provides a more accurate cost of money.

Example: Abel borrows $1,000 at 8% add-on interest for 4 years. Total interest is $320 (8% of $1,000 for 4 years). Abel will repay the $1,320 total in 48 equal monthly installments.

ADJACENT nearby but not necessarily ADJOINING.

Example: Lot B is adjacent to lot A in Figure 8.
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FIG. 8.   ADJACENT LOTS



ADJOINING CONTIGUOUS; attaching; sharing a common border.

Example: A warehouse with adjoining office space in Figure 9.
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FIG. 9.   ADJOINING PROPERTY



ADJUDICATION court decision.

Example: The court’s adjudication of the CONDEMNATION, whether by jury or bench trial, resulted in the CONDEMNOR paying $100,000 to the CONDEMNEE.

ADJUSTABLE-RATE MORTGAGE (ARM) a mortgage loan whose interest rate fluctuates according to another rate. Commonly, the mortgage rate is indexed (adjusted) annually based on the one-year Treasury bill rate, plus a 2% MARGIN. See COST OF FUNDS INDEX, ADJUSTMENT INDEX.

Example: A person obtains an adjustable-rate mortgage to finance the purchase of a home. At one-year intervals, the lender may adjust the rate of interest on the loan in accordance with an established index.

ADJUSTED BASIS see ADJUSTED TAX BASIS.

ADJUSTED SALES PRICE in appraisal, the indicated price of a comparable property after adjustments have been made to account for differences between comparable and subject properties.

Example: The comparable property is identical to the subject property except that the comparable has an additional half bath. The sales price of $170,000 is adjusted by subtracting $6,000 for the extra bath. The adjusted sales price is $164,000.

ADJUSTED TAX BASIS the original cost or other basis of property, reduced by DEPRECIATION deductions and increased by CAPITAL EXPENDITURES.

Example: Collins buys a lot for $100,000. She erects a retail facility for $600,000, then depreciates the improvements for tax purposes at the rate of $15,000 per year. After 3 years her adjusted tax basis is $655,000 [$100,000 + $600,000 – (3 × $15,000)].

ADJUSTMENT INDEX the published interest rate used to calculate the interest rate of an ADJUSTABLE-RATE MORTGAGE (ARM) at the time of origination or adjustment.

Examples:

•one-year Treasury bill rate

•LIBOR

•COST OF FUNDS INDEX

ADJUSTMENT INTERVAL the frequency of interest rate changes for an ADJUSTABLE-RATE MORTGAGE (ARM).

Example: Most ARMs call for a one-year adjustment interval. However, the interest rate on some ARMs is to be adjusted at six-month intervals, and others are adjusted once every two years.

ADJUSTMENTS (CLOSING) at SETTLEMENT of a transaction, expenses and fees that are charged (debited) or paid (credited) to the buyer or seller. These are listed on the SETTLEMENT STATEMENT. See HUD-1 FORM, PRORATE, REAL ESTATE SETTLEMENT PROCEDURES ACT.

Example: CLOSING STATEMENTS prepared by the TITLE COMPANY included adjustments for obligations of the buyer and seller and prorated amounts for AD VALOREM TAXES, mortgage interest, and condominium association fees.

ADJUSTMENTS (IN APPRAISAL) dollar value or percentage amounts that, when added to or subtracted from the sales price of a COMPARABLE, provide an indication of the value of a subject property. Adjustments are necessary to compensate for variation in the features of the comparable relative to the subject.

Example: An appraisal is to be made of a four-bedroom house. One COMPARABLE is similar in all salient characteristics, including total size, except that it has three bedrooms. This comparable sold for $400,000. The appraiser makes an adjustment of $4,000 to the comparable to account for the difference of bedrooms. The ADJUSTED SALES PRICE of the comparable is $404,000. That is, the appraiser estimates that it would have sold for $404,000 if it had had four bedrooms as does the subject being appraised.

ADMINISTRATIVE EXPENSES see GENERAL AND ADMINISTRATIVE EXPENSES.

ADMINISTRATOR a person appointed by a court to administer the estate of a deceased person who left no will. See ADMINISTRATRIX. Contrast EXECUTOR.

Example: The administrator of the estate called a meeting of the deceased’s relatives for the purpose of dividing the property.

ADMINISTRATOR’S DEED a DEED conveying the property of one who died without a will (INTESTATE).

Example: At the hearing called by the administrator, the heir received an administrator’s deed to her father’s home.

ADMINISTRATRIX a female ADMINISTRATOR. Contrast EXECUTRIX.

ADULT one who has attained the age of MAJORITY. This is age 18 or 21, depending on the state.

Example: Abel enters into a contract to purchase land. Because he is 17 years of age he is a MINOR (not an adult) and may VOID the contract.

AD VALOREM according to value. See AD VALOREM TAX.

AD VALOREM TAX a tax based on the value of the thing being taxed. Cities, counties, and school districts raise much of their tax revenue from ad valorem taxes on real estate. The tax rate is generally expressed in MILLS.

Example: If the ad valorem tax rate is 10 mills, the tax would be one cent per dollar of assessed value. There are 10 mills in one cent.

ADVANCE same as DRAW.

ADVANCE COMMITMENT a promise to take some specific action at a future date. The terms governing that action may be specified in the commitment. See COMMITMENT, STANDBY COMMITMENT, TAKEOUT COMMITMENT.

Example: A lender agrees to make a permanent loan to a developer when construction is completed. This is a type of advance commitment called a TAKEOUT COMMITMENT when both parties expect to use it. Sometimes a developer seeks a STANDBY COMMITMENT to satisfy the construction lender’s requirements while seeking permanent financing on better terms.

ADVERSE POSSESSION a means of acquiring title to real estate where an occupant has been in actual, open, NOTORIOUS, exclusive, hostile, and continuous occupancy of property for the period required by state law. Permission from the owner, as given by a lease, does not qualify because it is not hostile. See SQUATTER’S RIGHTS.

Example: Although the elderly Ms. Davis held no official DEED to the land, she was awarded title by adverse possession, since she had lived on the property all her life and the legal owner was unknown.

AEM ASSOCIATION OF EQUIPMENT MANUFACTURERS.

AESTHETIC VALUE increment of market or user value attributed to the appearance of a property.

Example: The lake and mountain setting of the vacation cabin contributed a great amount of aesthetic value to the property. As a consequence, the owner was able to obtain a premium price when the property was sold. The artistic façade of an office building attracted a higher rent for the office space, which returned the façade’s aesthetic value for the owner.

AFFIANT someone who signs or signifies to the truth of an AFFIDAVIT under oath.

Example: Before a judge, Elmer signed a document stating that he is an expert witness who submitted a report, thereby becoming an affiant.

AFFIDAVIT a written statement, sworn to or AFFIRMED before an officer who is authorized to administer an oath or affirmation.

Example: The affidavit affirmed that the landlord was solely entitled to lease out the property.

AFFIRM to confirm; to ratify; to verify.

Example: At a meeting between the buyer, seller, and broker, the voidable sales contract was affirmed by the party who could have voided it. All parties are now bound by the stipulations of the contract.

AFFIRMATIVE LENDING an attempt to make the demographic distribution of loan recipients more closely match that of area residents or depositors. Required of federally chartered lending institutions under the Community Reinvestment Act.

Example: A bank with an affirmative lending program opened a branch office in a low-income area and actively advertised its willingness to lend to area residents who were predominantly minorities.

AFFIRMATIVE MARKETING AGREEMENT (AMA) guidelines developed by the NATIONAL ASSOCIATION OF REALTORS® to help its members comply with FEDERAL FAIR HOUSING laws in their marketing programs.

Example: NAR originated the Affirmative Marketing Agreement in 1975 as a way to encourage a more inclusive approach to home selling.

AFFORDABILITY INDEX a measurement of housing affordability compiled by the NATIONAL ASSOCIATION OF REALTORS® and other groups. The intent is to measure the ability of area residents to buy homes in the area. A typical index compares median income to the income required by lenders for a loan large enough to buy a median-priced home. A median income higher than required is interpreted as an affordable condition, and the index will be greater than 100 or 1.00, depending on how it is expressed. Values below 100 or 1.00 signal unaffordable conditions. Indexes are available for various geographic regions, as well as specialized indexes for first-time buyers.

Example: The median family income in Somewhere, USA, is $4,000 per month. The QUALIFYING RATIO of principal and interest payments to income used by many lenders is 28%; this would be $1,120 per month (0.28 × $4,000 = $1,120). The median price of homes in Somewhere is $125,000. An 80% loan would be for $100,000, which (at 6% interest over 30 years) requires principal and interest payments of $599.55. The affordability index value is the result of comparing the median qualifying income of $1,120 to the $599.55 payment to derive a ratio of 1.868, which may be multiplied by 100 for an index value of 186.8.

AFFORDABLE HOUSING a general term applied to public- and private-sector efforts to help low- and moderate-income people purchase homes. Usually the programs offer lower cash down payments, eased loan-qualifying rules, and/or below-market interest rates.

Example: Many municipalities and states have affordable housing programs that provide low-interest-rate loans to first-time homebuyers with a moderate income level. Affordable housing loans purchased by FANNIE MAE feature down payments as low as 3%. Through the use of donations and volunteer labor, Habitat for Humanity provides affordable housing to those of limited means.

AFIDA AGRICULTURAL FOREIGN INVESTMENT DISCLOSURE ACT.

A-FRAME a post–World War II–style house with a frame in the shape of one or more “A’s.”

Example: Figure 10.

AFTER ACQUIRED CLAUSE a provision in a MORTGAGE loan that includes property subsequently purchased as security on the existing mortgage.

Example: The land and buildings of the Greasy Spoon restaurant were mortgaged under a loan with an after acquired clause. Business was so good that the Greasy Spoon bought adjacent land for additional parking. However, that land was included in the existing mortgage, preventing the restaurant from arranging a new first mortgage to purchase it.
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FIG. 10.   A-FRAME HOUSE



AFTER-TAX CASH FLOW CASH FLOW from income-producing property, less income taxes, if any, attributable to the property’s income. If there is a tax loss that can provide a tax saving from the shelter of income earned outside the property, that savings is added to the CASH FLOW that is earned by the property.

Example: A property generates $1,000 per year of cash flow. In the first year of ownership, depreciation and interest deductions provide a tax loss of $3,000. The loss saves $900 of income taxes that the investor would otherwise pay on salary earned as a teacher. The after-tax cash flow is $1,900.

AFTER-TAX EQUITY YIELD the RATE OF RETURN on an equity interest in REAL ESTATE, taking into account financing costs and income tax implications of the investor.

Example: An investor pays $100,000 for an equity interest in a property that is subject to a $900,000 mortgage loan. The investor receives $8,000 of CASH FLOW each year, then must pay $2,000 for income taxes. The AFTER-TAX CASH FLOW is $6,000. Upon resale of the property, the investor receives $120,000 for the equity after a 5-year HOLDING PERIOD, net of taxes on the sale. The $6,000 annual cash flow is combined with the $20,000 gain on resale to provide a 9.3% after-tax equity yield rate. See INTERNAL RATE OF RETURN for computations.

AFTER-TAX INCOME same as AFTER-TAX CASH FLOW.

AFTER-TAX PROCEEDS FROM RESALE the amount of money left for the investor after all obligations of the transaction and after personal income taxes on the transaction.

Example: Table 1.


TABLE 1
AFTER-TAX PROCEEDS





	



	Resale price

	$1,300,000




	Less: Transaction costs

	–100,000




	Outstanding mortgage

	–900,000




	Tax on gain

	–180,000




	After-tax proceeds from resale

	$120,000




	






AGE-LIFE METHOD OF DEPRECIATION a technique of estimating all forms of DEPRECIATION (APPRAISAL) sustained by an asset. It is based on the EFFECTIVE AGE of the property or component, divided by the total ECONOMIC LIFE of the property or component.

Example: The roof of an apartment building is effectively 10 years old and has a total economic life of 25 years. It is 10/25 depreciated (40%) based on the age-life method of depreciation.

AGENCY the legal relationship between a principal and his AGENT arising from a contract in which the principal engages the agent to perform certain acts on the principal’s behalf.

Example: Under the law of agency, agents must be loyal to their employers. Therefore broker Roberts submits to employer Davis all offers on property.

AGENCY COUPLED WITH AN INTEREST type of AGENCY relationship in which the agent possesses a beneficial interest in the subject property. This interest allows the agent to control the property and protect the agency relationship against outside interference, in addition to representing the interests of the PRINCIPAL.

Example: John Smith and his wife, Jane, jointly own a house. Jane is a real estate broker. The couple enter into a listing agreement giving a listing to Jane. Jane has an agency coupled with an interest.

AGENCY DISCLOSURE a written explanation, to be signed by a prospective buyer or seller, explaining to the client the role that the broker plays in the transaction. The purpose of disclosure is to explain whether the broker represents the buyer or seller or is a dual agent (representing both) or a subagent (an agent of the seller’s broker). This allows the customer to understand to which party the broker owes loyalty.

Example: The agency disclosure agreement submitted by Bob Broker to the prospective buyer for his signature stated that Bob Broker is a subagent of the seller’s agent and will be paid by the selling broker. This puts the buyer on notice that Bob Broker’s loyalty is to the seller. Without this disclosure, the prospective buyer might have mistakenly thought that Bob Broker was working for him.

AGENT

1.a licensed real estate broker or salesperson. Frequently the term “real estate agent” refers to a licensed salesperson, whereas a BROKER is called “broker.” Generally, a broker’s license requires more experience and education. A salesperson must be sponsored as an active licensee by a licensed broker.

2.one who undertakes to transact some business or to manage some affair for another, with the authority of the latter.

Example: An owner engages a BROKER to act as agent in selling real property; the broker in turn engages salespersons to act as agents to sell the same property.

AGENTS OF PRODUCTION in classical economics, land, labor, capital, and entrepreneurship.

Example: Last year Farmer Brown’s crop yielded $100 worth of produce. To generate that selling price, Brown incurred $25 to rent the land, $25 to pay for labor, and $25 for the use of equipment. The remaining $25 compensates him for his effort as an entrepreneur.

AGREEMENT OF SALE a written agreement between seller and purchaser in which the purchaser agrees to buy certain real estate and the seller agrees to sell upon terms of the agreement. Also called OFFER AND ACCEPTANCE, CONTRACT OF SALE, EARNEST MONEY contract.

Example: Abel’s BROKER prepared an agreement of sale to sell a home to Baker. Both principals signed it. It states that the price of $500,000 is to be paid in cash at closing, subject to Baker’s ability to arrange a $400,000 loan at a 6% interest rate.

AGRICULTURAL FOREIGN INVESTMENT DISCLOSURE ACT (AFIDA) law passed in 1978 requiring foreign persons who acquire, transfer, or hold interests in U.S. agricultural land to report their holdings. Report to:

Secretary of Agriculture

U.S.D.A., ERS

500 12th Street SW, Room 240

Washington, DC 20250

AGRICULTURAL USE EXEMPTION a classification for AD VALOREM TAX purposes applied to land used for agricultural use or open space. Essentially, the exemption reduces the ad valorem property tax liability on the property in exchange for keeping the land in an undeveloped state. A ROLLBACK provision, however, may recapture past taxes for several years, effective when the use changes.

Example: Although there was a lot of suburban development near his farm, Joe just wanted to keep farming his land. So that he would not have to pay higher property taxes, Joe applied for an agricultural use exemption, which reduced his tax bill for as long as he continued farming the land.

AI-GRS designation as a general review appraiser, offered by the APPRAISAL INSTITUTE.

AI-RRS designation as a residential review appraiser, offered by the APPRAISAL INSTITUTE.

AIR LOAN an elaborate mortgage fraud scheme whereby a mortgage broker invents all of the elements to give the appearance of a valid loan on real property when nothing exists.

Example: Shady Mortgage Arrangers prepared loan documents as though there were a house and a borrower when neither existed. Shady created false credit reports, checking accounts, telephone numbers, appraisals, and other documents to give the impression of a real property and borrower. Shady then sold this air loan as though it were a real property loan when there was, in fact, no property at all.

AIR RIGHTS the right to use, control, or occupy the space above a designated property. Air rights can be leased, sold, or donated to another party.

Example: The MetLife Building in New York City is situated in the air rights of Grand Central Station (Figure 11).
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FIG. 11.   AIR RIGHTS



AIR SPACE area located above ground level, with title to that area residing with the land. See AIR RIGHTS.

Example: In a high-rise condominium building, all units above the ground floor are located in air space, and the owners have title to that three-dimensional area.

ALDA Asset Conservation, Lender Liability, and Deposit Insurance Protection Act of 1996; see FLEET FACTORS.

ALIENATION to convey or transfer TITLE and POSSESSION of property. May be voluntary (by the owner) or involuntary (without the owner’s consent) such as in CONDEMNATION.

Example: By signing a DEED, there is an alienation of property.

ALLEY a path between buildings or behind a building, often used for deliveries or garbage collection.

Example: An alley behind a shopping center was used to deliver inventory through a rear door of each tenant, so as not to disturb customers.

ALL-INCLUSIVE DEED OF TRUST same as WRAPAROUND MORTGAGE.

ALLODIAL SYSTEM a legal system that allocates full property ownership rights to individuals. The allodial system is the basis for property rights in the United States.

Example: Under the allodial system, an individual may obtain FEE SIMPLE ownership of a parcel of real estate. This allows the individual to enjoy the full set of rights entailed in property ownership, subject to restriction only by governmental powers of taxation, POLICE POWER, and EMINENT DOMAIN.

ALLOWANCE an accounting term used on a financial statement or in a budget providing for an expectation of something that may occur.

Examples:

•allowance for vacancy and collection loss

•allowance for depreciation

•allowance for replacements

ALLUVIUM (or ALLUVION) soil deposited by ACCRETION. Usually considered to belong to the owner of the land to which it is added.

Example: Figure 12.
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FIG. 12.   ALLUVIUM



ALTA AMERICAN LAND TITLE ASSOCIATION.

ALT-A MORTGAGES residential property–backed loans made to borrowers who have better CREDIT SCORES than SUBPRIME borrowers but provide less documentation than normally required for a loan application.

Example: Alt-A mortgages typically carry interest rates between the best rates available and those offered on subprime loans.

ALTERATIONS physical changes to a building or plans for a building. Alterations generally do not physically expand property; they are permanent, not just decoration. See REMODEL.

Examples: Some common alterations would be to:

•add or remove interior walls

•change plumbing or electrical fixtures

•change façade material

ALTERNATIVE MINIMUM TAX (AMT) a type of flat-rate tax that applies to taxpayers who have certain types of income over an exempt amount or deductions. A 26% or 28% rate applies to broadly based income of individuals. A 20% rate applies to most corporations. If this tax exceeds the regular income tax, then the alternative minimum tax is to be paid instead of the regular income tax. Originally introduced to assure that those at the highest income levels pay some tax, the AMT now noticeably affects the middle class as well. See TAX PREFERENCE ITEMS.

ALTERNATIVE MORTGAGE INSTRUMENT (AMI) any mortgage other than a fixed interest rate, level payment AMORTIZING loan.

Examples:

Various types of AMI’s:

•VARIABLE RATE MORTGAGES

•ROLLOVER LOANS

•GRADUATED PAYMENT MORTGAGES

•SHARED APPRECIATION MORTGAGES

•ADJUSTABLE RATE MORTGAGES

•GROWING EQUITY MORTGAGES

AMENDMENT change, correction, or extension of an agreement that does not modify the basic thrust of the agreement.

Example: Lease amendments were used to:

•renew the lease for an additional term

•change the PERCENTAGE RENT requirement

•clarify the tenant’s defined parking area

AMENITIES

1.in APPRAISAL, the nonmonetary benefits derived from property ownership, such as pride of home ownership.

Example: Graham bought a CONDOMINIUM overlooking Lake Michigan with a prestige address, thus enhancing the amenities of ownership.

2.features that add to a property’s desirability, such as modern appliances and fixtures.

AMERICAN BANKERS ASSOCIATION a trade organization for officers of commercial banks. Publishes the monthly ABA Banking Journal and several other specialized banking periodicals.

Address:

American Bankers Association

1120 Connecticut Avenue NW

Washington, DC 20036

800-BANKERS (800-226-5377)

www.aba.com

AMERICAN COUNCIL OF LIFE INSURERS (ACLI) a life insurance–related trade association that offers historical data on interest rates and loan terms for commercial property mortgages.

Address:

The American Council of Life Insurers

101 Constitution Avenue NW

Washington, DC 20001-2133

202-624-2000

www.acli.com

AMERICAN INSTITUTE OF ARCHITECTS a professional organization of architects, designers, and developers. Publishes the monthly AIA Journal and other periodicals.

Address:

American Institute of Architects

1735 New York Avenue NW

Washington, DC 20006-5292

800-AIA-3837 (800-242-3837)

202-626-7547 (fax)

www.aia.org

AMERICAN LAND TITLE ASSOCIATION (ALTA) a national association of title companies, abstractors, and attorneys established to promote uniformity and quality in TITLE ABSTRACT and insurance policies.

Example: The title company employed in the purchase of the property is a member of the American Land Title Association and, therefore, used standard ALTA forms when underwriting the title policy.

Address:

American Land Title Association

1800 M Street NW, Suite 300S

Washington, DC 20036-5828

202-296-3671 or 800-787-ALTA (800-787-2582)

202-223-5843 or 888-FAX-ALTA (888-329-2582) (fax)

www.alta.org

AMERICAN MANSARD OR SECOND EMPIRE STYLE a nineteenth-century-style house whose main and distinguishing characteristic is the roof design. The mansard roof slopes gently back from the wall line and then is topped with an invisible (from the street) section resembling a conventional hip roof. Multiple dormers protrude through the roof.

Example: Figure 13.
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FIG. 13.   AMERICAN MANSARD-STYLE HOUSE



AMERICAN MOTEL HOTEL BROKERS an association for real estate brokers who specialize in the sale of hotels and motels.

Address:

American Motel Hotel Brokers Network

6232 N. 7th Street, Suite 101

Phoenix, AZ 85014

602-230-9244

www.amhbnetwork.com

AMERICAN PLANNING ASSOCIATION (APA) a professional organization of regional and urban planners for the purpose of promoting professional standards, research, and education. APA was formed by the merger of the American Institute of Planners (AIP) and the American Society of Planning Officials (ASPO). APA publishes a monthly magazine, Planning, and a quarterly journal, Journal of the APA.

Address:

American Planning Association

205 N. Michigan Avenue, Suite 1200

Chicago, IL 60601

312-431-9100

312-786-6700 (fax)

or

American Planning Association

1030 15th Street NW, Suite 750 West

Washington, DC 20005-1503

202-872-0611

202-872-0643 (fax)

www.planning.org

AMERICAN REAL ESTATE AND URBAN ECONOMICS ASSOCIATION (AREUEA) an organization of scholars, researchers, and practitioners concerned with economic analysis of real estate related problems. Publishes Real Estate Economics quarterly.

Address:

American Real Estate and Urban Economics Association

The Florida State University, College of Business

P.O. Box 3061110

Tallahassee, FL 32306-1110

www.areuea.org

AMERICAN REAL ESTATE SOCIETY (ARES) an organization of scholars, researchers, and practitioners who are mainly concerned with solving business problems related to real estate. Publishes the Journal of Real Estate Research, Journal of Real Estate Literature, and Journal of Real Estate Portfolio Management.

Address:

American Real Estate Society

Clemson University

300 Sirrine Hall

Clemson, SC 29634

864-656-1373

864-656-4892 (fax)

www.aresnet.org

AMERICAN SOCIETY OF APPRAISERS (ASA) a professional organization of appraisers (not restricted to real estate). ASA publishes the biannual journal Valuation. It offers the professional designations FASA and ASA.

Address:

American Society of Appraisers

11107 Sunset Hills Road, Suite 310

Reston, VA 20190

703-478-2228 or 800-ASA-VALU (800-272-8258)

703-742-8471 (fax)

www.appraisers.org

AMERICAN SOCIETY OF FARM MANAGERS AND RURAL APPRAISERS professional association whose members are experts in the appraisal or management of farms and rural property.

Address:

American Society of Farm Managers and Rural Appraisers

720 S. Colorado Boulevard, Suite 360-S

Glendale, CO 80246

303-758-3513

303-758-0190 (fax)

www.asfmra.org

AMERICAN SOCIETY OF HOME INSPECTORS (ASHI) professional organization of home inspectors in the United States and Canada. Formed in 1976 as a not-for-profit organization to build public awareness of home inspection and to enhance the technical and professional performance of home inspectors.

Address:

American Society of Home Inspectors

932 Lee Street, Suite 101

Des Plaines, IL 60016

847-759-2820

847-759-1620 (fax)

www.homeinspector.org

AMERICANS WITH DISABILITIES ACT (1990) (ADA) requires owners and tenants of “places of public accommodation” to modify practices that discriminate against the disabled, to provide auxiliary aids to communication, and to remove architectural barriers (if removal can be readily achieved).

Example: To comply with ADA, a restaurant owner had to build a wheelchair ramp by the entrance. In each bathroom, ADA-required changes included widening one stall, elevating the toilet seat, and bolting a handrail to the wall.

AMI ALTERNATIVE MORTGAGE INSTRUMENT.

AML ADJUSTABLE MORTGAGE LOAN.

AMORTIZATION a gradual paying off of a debt by periodic installments.

Example: A $100,000 loan is arranged at a 6% interest rate. The borrower pays $10,000 in the first year. Of the payment, $6,000 is for interest, $4,000 for amortization. After the payment, the loan balance is amortized to $96,000.

AMORTIZATION OF DEFERRED CHARGES a procedure that does for intangible assets what DEPRECIATION ACCOUNTING does for tangible assets. Under GENERALLY ACCEPTED ACCOUNTING PRINCIPLES (GAAP), the cost of an intangible asset is to be AMORTIZED (written off), usually over the life of the asset. Typically applies to costs incurred to arrange loans and leases; these costs are written off over the term of the loan or lease.

Example: A 2% fee, amounting to $20,000, was incurred to arrange financing for a small office building. The financing has a 20-year term. Therefore, 1/20 of the fee is amortized each year on the building owner’s/borrower’s tax return and financial statement. This results in a tax deduction of $1,000 per year to derive NET INCOME.

AMORTIZATION SCHEDULE a table that shows the periodic payment, interest and principal requirements, and unpaid loan balance for each period of the life of a loan.

Example: An amortization schedule for a $1,000 principal, 5-year self-amortizing loan at 10% interest with annual payments is shown in Table 2.


TABLE 2
AMORTIZATION SCHEDULE

[image: Image]



AMORTIZATION TERM the time it takes to retire a DEBT through periodic payments. Also known as the full amortization term.

Example: Many mortgage loans have an amortization term of 15, 20, 25, or 30 years. Some have an AMORTIZATION SCHEDULE as a 30-year loan, but require a BALLOON PAYMENT in 5, 10, or 15 years.

AMORTIZED LOAN any loan with at least some payments to PRINCIPAL.

Example: A loan of $10,000 at 6% interest requires annual payments of $1,200. Because the payments exceed the interest required, the loan balance will be reduced, so it is an amortized loan. Contrast with INTEREST-ONLY LOAN.

AMOUNT OF ONE same as COMPOUND AMOUNT OF ONE.

AMOUNT OF ONE PER PERIOD same as COMPOUND AMOUNT OF ONE PER PERIOD.

ANCHOR PAD land underneath the building of an anchor store in a shopping center. The land may be owned by the retail store or controlled through a ground lease. Compare PAD SITE.

Example: The land under J. C. Macy’s in a REGIONAL MALL was called an anchor pad. The land is owned by the retailer who is the occupant of the building.

ANCHOR PARCEL land under and around an ANCHOR TENANT in a shopping center that includes the tenant’s building, parking, and landscaping. It may be owned by the anchor tenant or controlled through a ground lease.

Example: The Home Barn was on a 15-acre anchor parcel, including a 150,000-square-foot store surrounded by a parking lot.

ANCHOR TENANT the main tenant in a SHOPPING CENTER.

Example: Big Buy Foods is the anchor tenant in Figure 14. The anchor tenant, because it has drawing power to bring customers to the center, normally pays less rent per square foot than an ANCILLARY TENANT. (Note: Large-scale centers may have more than one anchor tenant.)

See INLINE STORES, JUNIOR ANCHORS, SHADOW ANCHOR TENANT.
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FIG. 14.   ANCHOR TENANT



ANCILLARY CHARGES additional rent required in a TRIPLE-NET LEASE to cover COMMON AREA MAINTENANCE (CAM), real estate taxes, and insurance.

Example: The shopping center’s owner sent an ANCHOR TENANT an annual bill for ancillary charges for its share of various expenses as provided under the lease.

ANCILLARY TENANT a shopping center tenant that occupies less space and is of lesser importance in generating shopping center traffic than an ANCHOR TENANT. Typically pays higher rental rates relative to anchor tenants.

Example: The tailor shop, hairstylist, and pet store are ancillary tenants in a neighborhood shopping center; the supermarket is the anchor tenant.

ANIMAL UNIT a unit of measure indicating the ability of land to support range animals. Generally, a 1,000-pound animal is equal to 1 unit; a 250-pound animal is ¼ unit.

Example: Five acres of range in an area are required to support 1 animal unit. That means that one large animal (1,000 pounds) or four small ones (250 pounds each) could be sustained on every 5 acres of land.

ANNEXATION

1.the process by which an incorporated city expands its boundaries to include a specified area. The rules of annexation are established by state law and generally require a public ballot within the city and the area to be annexed. Other incorporated areas are generally protected from annexation by an adjacent city.

Example: Annexation is generally sought by a city to expand its boundaries by taking in an area to which it may already be providing services. Many unincorporated suburban areas, however, resist efforts to annex them into the city because of possibly higher tax rates and loss of local control over schools and other services.

2.permanent attachment to a property.

Example: Personal property becomes a FIXTURE (part of the real estate), depending in part on the method of annexation.

ANNUAL CAP a limit on the amount of adjustment in the interest rate on an ADJUSTABLE RATE MORTGAGE over a twelve-month period. See CAP.

Example: An adjustable rate mortgage has a current interest rate of 3% and an annual cap of 2 percentage points. After one year, the highest the interest rate can be is 5% and the lowest it can be is 1%, due to the cap.

ANNUAL DEBT SERVICE required annual principal and interest payments for a loan.

Example: A loan of $100,000 calls for 300 equal monthly payments to fully AMORTIZE the principal. Interest is 4% annually. Monthly payments are $527.84. Annual debt service is the sum of 12 monthly payments, or $6,334.08.

ANNUAL MORTGAGE CONSTANT the amount of ANNUAL DEBT SERVICE compared to the principal; also expressed as a dollar amount.

The formula is:
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Example: A loan, at a 4% interest rate, is amortizing over 25 years with monthly payments. The annual mortgage constant is 6.33%. Total principal and interest payments in a year are $6.33 per $100 borrowed. Note: The annual mortgage constant must exceed the interest rate for AMORTIZATION to occur.

ANNUAL PERCENTAGE RATE (APR) the effective rate of interest for a loan per year, disclosure of which is required by the TRUTH-IN-LENDING Law. See YIELD TO MATURITY, REGULATION Z.

Example: Abel gets a loan for $50,000 at 4% interest plus 2 DISCOUNT POINTS, payable over 30 years. Because of the discount points $49,000 has been effectively borrowed but $50,000 must be repaid with 4% interest on $50,000. Considering the effective amount borrowed, the annual percentage rate is 4.168%.

ANNUITY a series of equal or nearly equal periodic payments or receipts. See ANNUITY DUE, ORDINARY ANNUITY.

Example: The receipt of $100 per year for the next 5 years constitutes a $100 five-year annuity.

ANNUITY DUE same as ORDINARY ANNUITY.

ANNUITY FACTOR a mathematical figure that shows the present value of an income stream that generates one dollar of income each period for a specified number of periods.

Example: Collins is to receive $1,000 each year for 10 years for rental of her land. To value this income, she used an annuity factor at a 10% rate that is 6.144. The estimated rent has a present value of $6,144 (6.144 × $1,000).
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where i is the periodic interest rate in decimal form and n is the number of periods that the income stream will last.

ANNUITY IN ADVANCE a series of equal or nearly equal payments, each payable at the beginning of the period.

Example: A landlord leases property for 5 years. The rent, payable at the beginning of each period, constitutes an annuity in advance (Figure 15).
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FIG. 15.   ANNUITY IN ADVANCE



ANNUITY IN ARREARS same as ORDINARY ANNUITY.

ANTICIPATION, PRINCIPLE OF in the APPRAISAL OF REAL ESTATE, the principle that the value of property today is the present value of the sum of anticipated future benefits.

Example: A COMMERCIAL PROPERTY is net-leased to a TRIPLE-A TENANT for $10,000 per year for 30 years. At the end of that time the building will be worthless. The anticipated receipt of $10,000 per year for 30 years at a 6% DISCOUNT RATE is $137,648. This value is based on the principle of anticipation, because the income is expected to be received in the future.

ANTICIPATORY BREACH declaration by one party to a contract that he or she has no intention of completing the terms of the contract. Such a declaration frees the other parties to the contract from any obligations under the contract. Also called anticipatory repudiation. Anticipatory breach can be forced by a party who suspects that the other party cannot fulfill the contract by requiring assurances of compliance. Failure to provide such assurances would constitute an anticipatory breach.

Example: Smith purchased an option on property owned by Jones. Some time before the expiration of the option period, the property suffered serious storm damage. Knowing that Smith would not want the property in its damaged condition, Jones declared that she would be unable to deliver the property in good condition as called for in the contract, thereby using an anticipatory breach to terminate the contract and reduce any damages claimed by Smith.

ANTITRUST LAWS federal and state acts to protect trade and commerce from monopolies and restrictions.

Example: In the early 1960s several real estate boards required all members to charge the same rate of commission. Some boards were found to be in violation of antitrust laws. Now there are no boards that require specific commission rates.

APA AMERICAN PLANNING ASSOCIATION.

APARTMENT (BUILDING) a dwelling unit within a multifamily structure, generally provided as rental housing. An apartment building is a structure with individual apartment units but a common entrance and hallway. See MULTIFAMILY HOUSING.

Example: Apartments may vary in size from small, 1-room efficiencies to large, multibedroom units. Apartment buildings may range from a 1-story, 4-unit building to a high-rise building with hundreds of units and retail and office space included.

APN ASSESSOR PARCEL NUMBER.

APP APPRECIATION (in appraisal terminology).

APPEALS BOARD a body empowered with the ability to overturn decisions of the local government permitting agency and code enforcement agency based on appeal by the aggrieved petitioner.

Example: When Ambler was turned down on her rezoning request, she petitioned the zoning appeals board, which unfortunately agreed with the zoning board and denied her request.

Example: When a property owner was dissatisfied with the TAX ASSESSMENT, he scheduled a hearing before the appeals board. The panel that heard his appeal consisted of three retired real estate brokers.

APPLICATION FEE a charge by a lender to a potential borrower for the time and effort required to accept and begin to process a loan application. Often pays for an APPRAISAL and CREDIT REPORT.

Example: When Alice and Tom initially applied for a loan to refinance their home, they were asked for a $600 application fee. That amount would pay for an appraisal ($500) and a credit report ($100).

APPORTION allocate property taxes paid by a company (utility or railroad) within a state.

Example: The Reading Railroad operates a railroad line that has property in 22 counties within one state. The UNIT VALUE of the railroad, which was appraised at $1 billion, is apportioned to the 22 counties based on the original cost of property in each county.

APPORTIONMENT

1.the PRORATING of property expenses, such as taxes and insurance, between buyer and seller.

Example: A house is sold on July 1. Property taxes, paid in ARREARS, are due on January 1 of the following year. At closing, taxes are apportioned, so the seller pays the buyer one half of the estimated taxes as his share of the estimated tax payment due in January.

2.the partitioning of property into individual parcels by tenants in common.

Example: A sister and brother inherit a property and hold it as tenants in common. The brother wishes to sell. The property is apportioned into 2 separate parcels to allow for the sale.

3.the allocation of UNIT VALUE to various counties in which a railroad or public utility operates.

Example: See UNIT VALUE.

APPRAISAL a professional opinion or estimate of the value of the property. Also, the act or process of estimating value. See also APPRAISAL REPORT, RESTRICTED APPRAISAL REPORT.

Examples: A property owner may have an appraisal made of a specific property to:

•determine a reasonable offering price in a sale

•determine the value at death for estate tax purposes

•allocate the purchase price to the land and improvements

•determine the amount of hazard insurance to carry

APPRAISAL, ACQUISITION VALUATION of property to be acquired for public purpose; required to set the amount of market value compensation to the property owner.

Example: When the Transit Authority condemned Howard’s land for a new train line, it offered an amount of compensation in accordance with the acquisition appraisal prepared by a certified appraiser.

APPRAISAL APPROACH one of 3 methods to estimate the value of property: COST APPROACH, INCOME APPROACH, and SALES COMPARISON APPROACH.

Example: A certified appraiser frequently uses all of the three appraisal approaches when preparing an APPRAISAL REPORT.

APPRAISAL BY COMPARISON same as SALES COMPARISON APPROACH.

APPRAISAL BY SUMMATION same as COST APPROACH.

APPRAISAL DATE in an APPRAISAL REPORT, the date to which the value applies. Also called EFFECTIVE DATE OF APPRAISAL. Contrast REPORT DATE.

Example: Some property was condemned by the government for use as a park. The government and the former property owners hired APPRAISERS to value the property as of March 13, 2017, because that was the CONDEMNATION date. The appraisers used that as the appraisal date for their reports, and estimated the value based on market conditions as of March 13, 2017, although they were hired several months later.

APPRAISAL FEE an amount paid to order an APPRAISAL REPORT.

Example: Appraiser Allen charges an appraisal fee of $500 to prepare an appraisal of a single-family home on the URAR (UNIFORM RESIDENTIAL APPRAISAL REPORT) form. Appraiser Charles charges $40,000 for an APPRAISAL REPORT on a multi-tenant skyscraper.

APPRAISAL FOUNDATION an organization formed in the late 1980s in an effort to encourage uniform requirements for APPRAISER qualifications and reporting standards. It is governed by a Board of Trustees and has three independent boards; see APPRAISAL PRACTICES BOARD, APPRAISAL STANDARDS BOARD, APPRAISER QUALIFICATIONS BOARD.

Address:

Appraisal Foundation

1155 15th Street NW, Suite 1111

Washington, DC 20005

202-347-7722

www.appraisalfoundation.org

APPRAISAL INSTITUTE an organization of professional appraisers that was formed in 1991 by the merger of the AMERICAN INSTITUTE OF REAL ESTATE APPRAISERS and the SOCIETY OF REAL ESTATE APPRAISERS. It offers MAI, SRA, AI-GRS, and AI-RRS designations. The MAI is qualified to appraise any property, while the SRA is primarily qualified for residences. Both designations require high standards of education and experience for membership. The AI-GRS and AI-RRS are for reviewers of general or residential real estate.

Address:

Appraisal Institute

200 W. Madison Street, Suite 1500

Chicago, IL 60606

888-7JOINAI (888-756-4624)

www.appraisalinstitute.org

APPRAISAL INSTITUTE OF CANADA the Canadian national society of professional real estate appraisers, founded in 1938; dedicated to serving the public interest through continually advancing high standards for the appraisal profession by granting use of the CRA (Canadian Residential Appraiser) and AACI (Accredited Appraiser Canadian Institute) designations.

Address:

Appraisal Institute of Canada

403-200 Catherine Street

Ottawa, Ontario K2P 2K9

CANADA

613-234-6533

613-234-7197 (fax)

info@aicanada.ca

www.aicanada.ca

APPRAISAL MANAGEMENT COMPANY (AMC) a firm that acts as an intermediary between certified or licensed real estate appraisers and clients (often mortgage lenders) seeking appraisal services.

Example: Appraisal management companies became firmly entrenched in the appraisal market in 2009. Lenders must go through an intermediary to order appraisals so as to prevent lenders from overly influencing the appraisal process.

APPRAISAL PRACTICES BOARD one of three boards (not counting the Board of Trustees) of the APPRAISAL FOUNDATION; it identifies and comments on appraisal methods and techniques. Compliance with these comments and opinions is voluntary.

Example: In response to calls for official guidance on some matter of appraisal methodology, such as valuation of energy conservation measures in a building, the Appraisal Practices Board may issue an opinion on the best practices developed for that purpose.

APPRAISAL PROCESS see VALUATION PROCESS.

APPRAISAL REPORT a written explanation of a property’s value, including the data and reasoning used to derive that value. Nearly all appraisal reports are written; if a report is given orally, the appraiser needs to keep written accounts of the discussion and how he derived the value estimate.

Contrast RESTRICTED APPRAISAL REPORT.

Examples:

•A 50-page appraisal report was prepared for a neighborhood shopping center to explain fully each element that was considered in estimating its value.

•A 10-page restricted appraisal report was limited to the owner’s use.

APPRAISAL REVIEW a report that comments on the completeness and apparent accuracy of an APPRAISAL REPORT. The principal purpose of some reviews is to ensure compliance with technical rules such as USPAP; other reviews focus on the value estimate. The review may be presented as a narrative or a checklist.

Three types of reviews are:

•DESK REVIEW, prepared with or without validating the data in the appraisal report.

•FIELD REVIEW, whereby the review appraiser examines the property.

•FULL REVIEW, whereby the appraiser independently collects data.

Ideally, a reviewer has qualifications at least equal to those of the appraiser who did the work. Some guidance for the requirements of appraisal reviews is provided in Standard 3 of USPAP. The reviewer may or may not concur with or take responsibility for the value estimate in the appraisal report.

Example: West Side Savings had a valuable tract of land appraised. To feel assured that the appraiser had appropriately estimated value and complied with USPAP, West Side Savings had an appraisal review performed by an AI-GRS–designated appraiser.

APPRAISAL STANDARDS BOARD one of three boards (not counting the Board of Trustees) of the APPRAISAL FOUNDATION; it writes, updates, and publishes the UNIFORM STANDARDS OF PROFESSIONAL APPRAISAL PRACTICE (USPAP). Usually the standards are updated every two years based on a series of hearings and proposed rules exposed to public scrutiny.

Example: When the Appraisal Standards Board publishes a new version of USPAP, it supersedes all previous versions as applied to current appraisal assignments.

APPRAISAL SUBCOMMITTEE federal government organization that oversees state appraisal boards, attempts to create compliance and uniformity for appraisal qualification requirements, and provides a national registry of appraiser names by state.

Address:

Appraisal Subcommittee

1401 H Street NW, Suite 760

Washington, DC 20005

202-289-2735

202-289-4101 (fax)

www.asc.gov

APPRAISED VALUE the primary conclusion of an APPRAISAL.

Examples:

•MARKET VALUE

•INSURABLE VALUE

•MOST PROBABLE SALES PRICE

APPRAISER one who is qualified to provide a professional opinion on the value of property. All states in the United States offer at least two certifications for real estate appraisers: CERTIFIED GENERAL APPRAISER, awarded to one who is qualified to appraise any property, and CERTIFIED RESIDENTIAL APPRAISER, awarded to one who is qualified to appraise residences with up to four units and vacant lots. State certification requires education, experience, and passing a written examination. Some states offer additional categories for licensees and trainees. Several appraisal organizations offer professional designations. The Appraisal Institute is best known in real estate; it offers the MAI (for income property) and SRA (residential) designations. Others include American Society of Appraisers, International Association of Assessing Officers, International Right of Way Association, National Society of Real Estate Appraisers, National Association of Master Appraisers, and American Society of Farm Managers and Rural Appraisers.

Example: One may hire an appraiser to render an opinion of a property’s market value. In a court of law, an appraiser may be called upon for expert testimony.

APPRAISER PRESSURE unethically requesting an appraiser to provide a valuation at a greater or lesser amount than the property is worth.

Example: Offering an appraiser repeat business if he meets the target value or threatening to drop him from the approved appraiser list if he doesn’t provide the value sought is appraiser pressure.

APPRAISER QUALIFICATIONS BOARD one of three boards (not counting the Board of Trustees) of the APPRAISAL FOUNDATION; it publishes the “Real Property Appraiser Qualifications Criteria,” which set the minimum education, experience, and exam standards for qualification under licensing requirements established by the states. In addition, the board establishes minimum requirements for those awarded professional designations provided by the associations that sponsor the Foundation.

Example: The Texas Appraiser Licensing and Certification Board (TALCB) licenses individuals who intend to represent themselves as real property appraisers within the state. By federal law, the TALCB must use the criteria established by the Appraiser Qualifications Board when issuing these licenses.

APPRAISER TRAINEE in some states, a license classification offered or required for an inexperienced individual who will assist a licensed or certified appraiser with research or preparation of an appraisal report. Also called apprentice appraiser.

APPRECIATION an increase in the value of property. Causes of appreciation for real estate may include inflation, demand pressures for land and buildings, a physical addition, modernization, removal of a negative factor from within or outside a property, and SWEAT EQUITY.

Example: Abel sold for $100,000 land that he purchased 10 years ago for $60,000. During that time the amount of appreciation was $40,000.

Appreciation gains from investment property are generally subject to favorable CAPITAL GAINS tax rates.

APPRENTICE APPRAISER see APPRAISER TRAINEE.

APPROACH see APPRAISAL APPROACH.

APPROPRIATION

1.setting aside land for a public use.

Example: Abel plans to develop a subdivision in Pleasantville. In order to obtain permission from the city council, Abel is required to appropriate 2 acres to the city for construction of an elementary school.

2.money set aside by a budgetary authority for a specific purpose.

Example: The town provided a $1 million appropriation for construction of a library.

APPURTENANCE something that is outside the property itself but is considered a part of the property and adds to its greater enjoyment, such as the right to cross another’s land (i.e., EASEMENT or RIGHT-OF-WAY).

Example: Figure 16.

APR ANNUAL PERCENTAGE RATE.

ARABLE able to be cultivated.

Example: Property value was higher for arable land than for nearby desert land because of potential income from farming the arable land.
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FIG. 16.   APPURTENANCES



ARBITRAGE

1.buying in one market, selling simultaneously in another to make a profit.

Example: Graham bought gold in London for $1,300 per ounce; simultaneously she sold it in New York for $1,302. The arbitrage allowed $2 profit per ounce, less transaction costs.

2.buying one type of security and selling an equivalent to make a profit.

Example: Baker bought bonds for $5,000 that could be converted into 500 shares of stock. Simultaneously, he sold 500 shares of stock at $11 per share. He earned $500 for this arbitrage, minus transaction costs.

ARBITRATION process of settling disputes through a neutral third party agreed upon by each side in the dispute. In most cases, arbitration is decided by private firms established to provide this service and is an alternative to filing suit in the public courts.

Example: Many real estate sales contracts contain a provision that requires all disputes to be submitted to arbitration. Such a provision means the parties waive their right to sue for satisfaction in the public judicial system.

ARCHITECTURE the manner in which a building is constructed, including the layout, FLOOR PLAN, style and appearance, materials used, and the building technology used.

Example: The architecture of the houses in the neighborhood is characteristic of the design common to the 1930s: small rooms, much attention to detail, an elaborate FACADE, high ceilings, and thick walls.

AREA a two-dimensional space defined by boundaries such as floor area, area of a lot, and market area.

Example: A rectangular lot is 50 × 100 feet in dimension. Its area is 5,000 square feet or 0.11 acre.

Example: There are 20,000 square feet of vacant office space in the market area.

Example: A large amount of the town’s area is within the floodplain.

ARELLO ASSOCIATION OF REAL ESTATE LICENSE LAW OFFICIALS.

ARES AMERICAN REAL ESTATE SOCIETY.

AREUEA AMERICAN REAL ESTATE AND URBAN ECONOMICS ASSOCIATION.

ARGUS a computer program widely used by institutional investors that allows an analyst to simulate expected property performance, including that of multitenant office buildings and shopping centers.

Address:

ARGUS Financial Software

750 Town and Country Boulevard, Suite 800

Houston, TX 77024

713-621-4343

713-621-2787 (fax)

www.argussoftware.com

ARM ADJUSTABLE-RATE MORTGAGE.

ARM’S LENGTH TRANSACTION a transaction among parties, each of whom acts in his or her own best interest.

Examples: Transactions between the following parties would, in most cases, NOT be considered arm’s length:

•a husband and wife

•a father and son

•a corporation and one of its subsidiaries

ARREARS

1.at the end of a term.

Example: Interest on mortgage loans is normally paid in arrears. This means that interest is paid at the end of a month or other period. Generally, rent and insurance are paid in advance.

2.sometimes used to signify default; overdue in payment.

Example: Jones has not made his scheduled mortgage payments for three months; he is in arrears.

ARTERIAL HIGHWAY major transportation route in an urbanized area.

Example: Construction of a new arterial highway between Megalopolis and its suburbs stimulated a boom in commercial development.

ARTESIAN WELL a deep-drilled shaft that reaches water that rises because of natural underground pressure.

Example: Schematic drawing of an artesian well in Figure 17.
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FIG. 17.   ARTESIAN WELL



ARTIFICIAL INTELLIGENCE the ability of a computer program to evaluate information and make decisions according to pre-established criteria. This ability is exploited in such applications as AUTOMATED MORTGAGE UNDERWRITING.

Example: Excell Mortgage Company, using artificial intelligence, can pre-approve a large volume of mortgage applications in a short period of time. The process is totally computerized and takes applications through use of an Internet site. The computer can interact with applicants and solicit information as required for the underwriting process.

ASA AMERICAN SOCIETY OF APPRAISERS. Also, a senior professional designation offered by the American Society of Appraisers. The ASA designation is awarded upon meeting rigorous requirements that include extensive experience, education, and approved demonstration reports. Designations offered include urban and rural real estate, and non-real-estate disciplines such as business valuation, machinery and equipment, fine arts, appraisal education, and administration.

ASBESTOS insulation material frequently used in older buildings as pipe wrap, boiler insulation, floor tile, and ceiling coating. Asbestos may become FRIABLE (brittle) with age. In that condition, it may crumble and release particles which, like dust, become airborne. Breathing asbestos particles may cause several serious lung illnesses. Removal or encapsulation of asbestos in buildings is expensive but necessary to prevent illness. The discovery of asbestos in a building is likely to cause a significant value loss. Disclosure of asbestos to a prospective buyer or tenant is likely to be required upon the sale or lease of real estate.

ASBESTOS-CONTAINING MATERIAL (ACM) products that are made with ASBESTOS, use of which has generally been prohibited since the early 1980s.

Example: Building products that were once made with asbestos-containing materials include insulating pipe wrap, furnace or boiler insulation, ceiling and floor tile, shingles, and other roofing materials.

ASIAN AMERICAN HOTEL OWNERS ASSOCIATION (AAHOA) an organization composed principally of hotel owners of Asian descent. Offers professional development programs and initiatives, networking opportunities, and educational services.

Address:

Asian American Hotel Owners Association, Inc.

1100 Abernathy Road, Suite 1100

Atlanta, GA 30328

404-816-5759

404-816-6260 (fax)

or

Asian American Hotel Owners Association, Inc.

20 F Street NW, 7th Floor

Washington, DC 20001

http://www.aahoa.com

AS IS without guarantees as to condition, as in a sale. May signal a problem in condition. Premises are accepted by a buyer or tenant as they are, including physical defects except LATENT DEFECTS. See CAVEAT EMPTOR.

Example: Baker purchases a building from Abel with the understanding that the building is to be conveyed as is. When Baker discovers that the roof leaks, Abel is not legally responsible for repairs.

AS IS VALUE an estimate or opinion of property in its current state, which may be in disrepair or scheduled for improvement.

Example: A building was appraised at its as is value, which reflected a reduction for its need of extensive repairs.

Example: Land was appraised at its as is value, rather than its prospective value if it were to be rezoned.

ASKED the amount a property owner sets as a selling price for his property.

Example: Abel has asked $75,000 for 20 acres of land, even though its APPRAISED value is only $60,000.

ASKING PRICE the list price that an owner would like to receive.

Example: Abel advertises a property for sale at a price of $100,000. The advertised price is Abel’s asking price.

ASKING RENT the list price for rent.

Example: When the market was soft, the asking rent for office space was $18 per square foot, but the LESSOR reduced it to $16 on a 5-year lease and offered 3 months’ free rent. The EFFECTIVE RENT was about $15 per square foot.

ASSEMBLAGE combining of 2 or more abutting parcels of land. See PLOTTAGE VALUE.

Example: Abel buys 2 ADJOINING properties of land for $10,000 each. The large unified tract is worth $25,000. The process is assemblage.

ASSESSED VALUE or VALUATION the value against which a property tax is imposed. The assessed value is often lower than the MARKET VALUE because of state law, conservative tax district appraisals, and infrequent reassessment. It may also exceed market value.

Example: Abel receives a statement indicating that, in the judgment of the local tax ASSESSOR, Abel’s property is worth $400,000. By law, properties in this jurisdiction are assessed at 75% of MARKET VALUE. Thus Abel’s assessed valuation is $300,000 (75% of $400,000) and property taxes will be based on this assessed amount.

ASSESSMENT

1.the amount of tax or special payment due to a municipality or association.

Example: Abel owns a parcel of land assessed on the tax roll for $40,000. The tax rate is $1.00 per $100 of value. The tax assessment for Abel’s land is $400.

2.an owner’s or lessee’s proportionate share of a common expense.

Example: Abel rents office space under a NET LEASE. Abel pays an assessment each month for maintenance of the building lobby and elevators.

ASSESSMENT BASE same as TAX BASE as applied to property taxes.

ASSESSMENT RATIO the ratio of assessed value to MARKET VALUE.

Example: A county requires a 40% assessment ratio on all property to be taxed. Property with a $100,000 market value is therefore assessed at $40,000 (40% of $100,000), and the tax rate is applied to $40,000.

ASSESSMENT ROLL a public record of the assessed value of property in a taxing jurisdiction. On a certain date each year, the tax ASSESSOR certifies that the assessment roll is complete and accurate.

Example: The assessment roll of Anytown, USA, lists each individual tract of land within its taxing jurisdiction and shows the assessed value of each. The total assessed value of property is $10 million.

ASSESSOR a government official who is responsible for establishing the value of a property for the purpose of AD VALOREM taxation.

Example: Jones inspects Abel’s property and estimates its value at $500,000 for property tax purposes. Jones is an assessor.

ASSESSOR PARCEL NUMBER (APN) unique number assigned to each tract of land by the TAX ASSESSOR. The APN can be used within an assessor’s records to identify the land and view a PLAT, if one exists. Called PARCEL IDENTIFICATION NUMBER (PIN) in some jurisdictions.

Example: When visiting the Alpha County tax assessor’s website, the investigator was able to find details about the property quickly after submitting the assessor parcel number.

ASSET something of value.

Example: Land, houses, cars, furniture, cash, bank deposits, and securities owned are assets.

ASSET-BACKED SECURITY (ABS) bond or note backed by mortgages, loan paper, or accounts receivable originated by banks, credit card companies, or other providers of credit and often enhanced by a bank letter of credit or by insurance coverage provided by an institution other than the issuer.

Examples: See COLLATERALIZED MORTGAGE OBLIGATION and MORTGAGE-BACKED SECURITY for asset-backed securities frequently used in real estate finance.

ASSET CONSERVATION, LENDER LIABILITY, AND DEPOSIT INSURANCE PROTECTION ACT OF 1996 (ALDA) see CERCLA, FLEET FACTORS.

ASSIGN to transfer one’s property rights or contract rights to another. Contracts commonly assigned include LEASES, MORTGAGES, and DEEDS OF TRUST.

Example: Jones has the right, under a CONTRACT OF SALE, to conclude the purchase of a house. Jones may assign this right to someone else. When a party assigns a contract, this does not relieve that party of any contractual obligation. A NOVATION is required to be relieved of an obligation by substituting someone else, with agreement by all parties.

ASSIGNEE the person to whom an agreement or contract is sold or transferred.

Example: See ASSIGNOR.

ASSIGNMENT the method by which a right or contract is transferred from one person to another. Contracts commonly assigned include LEASES, MORTGAGES, and DEEDS OF TRUST.

Example: A tenant signs an assignment giving another the rights to use the leased space.

ASSIGNMENT OF LEASE the transfer of rights to use leased property. The ASSIGNEE acquires the same rights and privileges as the ASSIGNOR. The assignor remains liable unless released by the landlord.

Example: Abel signs a 20-year lease for a warehouse. After 5 years, Abel no longer needs the warehouse and assigns the lease to Baker.

ASSIGNMENT OF RENTS a contract that assigns rents from and income generated by the tenant of a property to the mortgage lender in case of a DEFAULT on the mortgage.

Example: When Landlord Brown applied for a mortgage loan, the lender required an assignment of rents from Brown. In the event of default, the tenant’s rent is payable directly to the lender.

ASSIGNOR a party who assigns or transfers an agreement or contract to another.

Example: Davis has an option to buy certain land. She assigns her rights to Baker, so that Baker now has the same rights. Davis is the assignor. Baker is the ASSIGNEE.

ASSOCIATE BROKER

1.in some states, a licensed BROKER whose license is held by another broker.

2.in Alabama, a real estate licensee whose status is the same as that of a SALESPERSON in other states.

ASSOCIATED BUILDERS AND CONTRACTORS (ABC) a national trade association representing more than 21,000 contractors, subcontractors, material suppliers, and related firms from across the United States and from all specialties in the construction industry.

Address:

Associated Builders and Contractors

440 1st Street NW, Suite 200

Washington, DC 20001

202-595-1505

www.abc.org

ASSOCIATION OF EQUIPMENT MANUFACTURERS (AEM) United States–based international trade group serving the business needs of construction equipment manufacturers and construction service providers; formerly Construction Industry Manufacturers Association.

Address:

Association of Equipment Manufacturers

6737 W. Washington Street, Suite 2400

Milwaukee, WI 53214-5647

414-272-0943

www.aem.org

ASSOCIATION OF REAL ESTATE LICENSE LAW OFFICIALS (ARELLO) membership is composed of commissioners from state real estate licensing agencies; formerly National Association of Real Estate License Law Officials (NARELLO).

Address:

ARELLO®

150 North Wacker Drive, Suite 920

Chicago, IL 60606-1682

312-300-4800

312-300-4807 (fax)

www.arello.org

ASSOCIATION OF UNIVERSITY REAL ESTATE OFFICIALS (AUREO) an informal, unincorporated organization of educational institutions with real estate activities, established in 1983. Its purpose is to advance the common interests of colleges and universities relating to real estate administration, including management, leasing, investment, development, acquisition, and disposition.

www.aureo.org

ASSUMABLE LOAN a mortgage loan that allows a new purchaser to undertake the obligation of the loan with no change in loan terms. This is generally true of loans without DUE-ON-SALE CLAUSES. Most FHA and VA mortgages are assumable.

Example: Abel sells a home with an assumable loan to Baker. Baker takes over the payments of the loan and accepts liability under the mortgage note.

ASSUMED MORTGAGE see ASSUMPTION OF MORTGAGE.

ASSUMPTION FEE a charge levied by a lender on a buyer who assumes the existing loan on the subject property.

Example: When Acton purchased the home, he was able to assume the existing loan, which had very attractive terms, by paying an assumption fee of $1,500 to the lender, Standard Savings Association.

ASSUMPTION OF MORTGAGE the purchase of mortgaged property whereby the buyer accepts liability for the debt that continues to exist. The seller remains liable to the lender unless the lender agrees to a release. See NOVATION. Contrast with SUBJECT TO MORTGAGE.

Example: Abel owes a 30-year mortgage loan of $250,000 against his house. Baker wants to buy the house and keep the same mortgage. Baker pays $50,000 cash for the EQUITY and assumes the mortgage. Baker becomes liable for the debt, but Abel remains liable also.

ASSUMPTIONS AND LIMITING CONDITIONS conditions on which an APPRAISAL is based. The APPRAISAL REPORT will contain a statement describing these.

Example: The assumptions and limiting conditions listed in an appraisal report typically include (but are not limited to) these:

• TITLE and LEGAL DESCRIPTION are correct.

•Property is appraised free and clear of LIENS.

•Management and ownership are responsible.

•Factual information received from others is reliable.

•Engineering is correct.

•Illustrative material is to assist the reader and may not be exact.

•There are no hidden defects in the property or soil.

•There is compliance with environmental laws.

•All licenses necessary to operate the property have been obtained.

•There are no ENCROACHMENTS.

•There is compliance with ZONING and LAND USE REGULATIONS.

•There are no hazardous substances affecting the property.

AT-RISK RULES tax laws that limit the amount of tax losses an investor (particularly a LIMITED PARTNER) can claim. At-risk rules were extended to real estate by the 1986 tax act, and apply to property placed in service after 1986. This means that losses on real estate investments will be deductible only to the extent of the amount of money the equity investor stands to lose.

Example: If an investor has $10,000 at risk in a real estate investment that generates $3,333 per year in tax losses, the losses may be used for only three years. Thereafter, the losses may be used only if the investor contributes more money or property (net of withdrawals) or becomes liable to repay borrowed money. Amounts at risk include:

•cash contributed to the activity

•borrowed money for which the investor is personally liable

•property pledged as security for the real estate activity, provided the property is not used in the activity

An exception is made for qualified third-party non-recourse financing. These loans may be treated as amounts at-risk provided:

•a third-party, unrelated to the investor, provides the loan

•the third-party lender is neither the seller of the property nor related to the seller

•the lender is not paid a fee with respect to the equity investor’s investment in the property

Related parties: Non-recourse loans from related parties qualify as amounts at-risk only if the terms are “commercially reasonable” and on substantially the same terms as loans involving unrelated persons.

Partnerships: A partnership’s non-recourse financing may increase a general or limited partner’s amount at risk provided the financing is qualified non-recourse for both the partner and the partnership. However, the amount treated at risk cannot be more than the total qualified non-recourse financing at the partnership level.

ATRIUM a courtyard or patio surrounded by a house. May be open to the outside or be roofed with skylights to admit natural light; typically contains plants. Also, an open area in the center of a multistory building that extends to the top of the building. Rooms on the upper floors are commonly accessed by balcony-type corridors overlooking the atrium.

Example: Many rooms around the atrium have glass doors or walls, which brighten the house during daylight hours.

ATTACHED HOUSING dwelling units that are attached to each other on at least one side, possibly divided from one another by FIREWALLS or other physical partitions. Contrast with DETACHED HOUSING.

Example: A town house is a form of attached housing. A duplex is attached housing. A ranch house is a form of DETACHED HOUSING (see Figure 49).

ATTACHMENT legal seizure of property to force payment of a debt.

Example: The landlord obtained an attachment that created a LIEN on the tenant’s property to enforce payment of back rent.

ATTEST to witness by observation and signature.

Example: Many contracts require a third party to attest to the signing by the principals.

ATTORN transfer or turn over money or property to another; recognize a new property owner as the landlord. See ATTORNMENT.

ATTORNEY-IN-FACT one who is authorized to act for another under a power of attorney, which may be general or limited in scope.

Example: Collins wishes to sell her home but is planning a 6-month vacation in the Middle East. She gives authorization to her friend Baker to sign the DEED over to a buyer. Baker becomes her attorney-in-fact for this situation.

ATTORNEY’S OPINION OF TITLE a written statement by an attorney, after examination of PUBLIC RECORDS and/or ABSTRACTS OF TITLE, that in his or her judgment the title to a particular property is good.

Example: The Chicago Lawyers Land Title Company issued a title insurance policy after they read the attorney’s opinion of title and accepted whatever risk it described.

ATTORNMENT a tenant’s formal agreement to be a tenant of a new landlord.

Example: Abel defaulted on the mortgage against his shopping center, so the Happy Life Insurance Company FORECLOSED and became the landlord. Happy Life asked all tenants to sign a letter of attornment recognizing the new landlord.

ATTRACTIVE NUISANCE an appealing but potentially hazardous feature or characteristic of a piece of real estate that may lure trespassers who could suffer harm; in law, the owner of an attractive nuisance must take extraordinary precautions to avoid liability for harm to trespassers.

Example: Glen installs a swimming pool in his backyard. It can lure children to trespass and use it, potentially causing an injury or drowning. To avoid liability, Glen must install unusually high, secure, and/or screening fences to keep them out.

AUCTION a way of marketing property to the highest bidder. BIDS are taken verbally or simultaneously through mail or telegrams, and the property is sold to the highest bidder. Auctioning real estate may require both an auctioneer’s license and a real estate license.

Example: Land in Iowa, since it is relatively homogeneous, lends itself to auction sales where it is sold to the highest verbal bidder.

Example: FANNIE MAE agrees to buy mortgages once a week via an auction. Mortgage sellers state the price or yield they want, and Fannie Mae accepts the highest yields offered.

AUCTIONEER one who conducts an auction.

Example: Prior to the auction, the auctioneer placed ads in local papers and made the properties available for inspection. In addition, the auctioneer ran the auction by taking bids and providing sales contracts to the winners.

AUDIT inspection of the books, records, and procedures used by a business or individual, conducted by a CPA or other person qualified to do so.

Example: An audit was required as part of the sale of a commercial building to verify historical financial information.

AUTOMATED MORTGAGE UNDERWRITING loan processing that is entirely or predominantly handled via unattended computer connection. Working through dedicated terminals or an Internet site, applicants interact directly with the computer to submit and verify data. The computer orders credit and other financial records and evaluates the application against the specified criteria of the lender.
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