
Published by RentalRookie. All Rights Reserved.

Rental Property  
for Rookies: 

Understanding 
Investing Terms



About the Author 
Emily Du Plessis is a part time 
real estate investor who focuses 
on buy and hold properties with her 
husband and investing partner, Kirk.  

Just a few years ago, Emily started 
her investing journey with absolutely 
no solid understanding of real estate, 
finance, and investing.  With a determined mindset to 
learning as much as possible, she and her husband began 
investing and have learned a lot in a short time.

While real estate investing has become one of her 
passions, she also is a teacher by day.  As someone who 
grew up among a family of teachers, education has always 
been a focus in her life and she brings that education 
focus to RentalRookie- where she is dedicated to teaching 
others about how to get started investing.

Emily and Kirk reside in Pennsylvania with their daughter 
Molly.

Published by RentalRookie. All Rights Reserved.



Cash Flow: The amount of cash that is left over after all 
expenses for a particular property are paid.  Expenses can 
include: mortgage, taxes, insurance, property management, 
utilities, HOA/condo fees., vacancy rate savings, capital 
expenditures, etc.

PITI: Principal, Interest, Taxes, Insurance- this is the minimal 
monthly payment you will make every month on a property that 
you own. 

Gross Operating Income(GOI)- We come to this number by 
taking the total amount of rent a property will generate within a 
year. Then, subtract out the vacancy rate losses and this will yield 
the GOI.

Ex. A property generates $12,600 gross income per year
      The vacancy rate for the property is 5% meaning for 
a year that monetarily equals $630  

---$1050 x .05=$630  
---GOI= $12,600-$630= $11,970 (GOI)

Net Operating Income- This is the income generated from a 
property less all of the expenses.  So, to calculate this determine 
the GOI and subtract all of the expenses for the property.  This 
will give you the net operating income. 

Ex. GOI $11,970 - $6,000 = $5,970 (NOI)
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ROI- return on investment- This figure is calculated to let you 
know the percentage of your return on the money that you invest.  
In real estate this is calculated by taking the total net income you 
make in a year and divide it by the total cash you invested in the 
property. 

Ex. Let’s say you invested $15,000 on a property that cost 
$75,000.  You earn $450 per month after all expenses 

are paid.  So, to calculate the ROI we take 
$450 x 12= $5,400 = 36% ROI

       $15,000

Cap Rate- Typically used with commercial real estate and/or 
multiunit properties, this term comes from Capitalization rate 
which is a way to analyze the potential value in a property.   It is 
calculated by taking the net operating income (income after 
expenses) divided by the price.   NOI/Sale Price=Cap Rate

Ex.   Net operating income = Cap. Rate             
           sale price

$28,000 =   10%    
 $275,000

Capital Expenditures (CapEx)- These expenses are the big 
ticket items that add value to the property.  They don’t happen 
every month or maybe even every year,  This could be getting a 
new roof, updating the plumbing system, getting new electrical, 
etc. What you save each month can be determined by the age 
and condition of the property.  
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Vacancy Rate- It’s assumed that there will be times that a 
property may sit vacant.  To be prepared for this, when running a 
property analysis you can account for this and save each month 
for this to occur.  That way, when and if it does you are not stuck 
trying to come up with the mortgage payment.  Once you 
determine the vacancy rate (the seller or a local realtor can give 
you insight into this) you can determine how much you should 
save each month by taking the total monthly rent and multiplying it 
by the vacancy rate percentage.  This will give you a monetary 
figure that you can account for in your analysis.

Property management- Relates to employing a property 
management company or real estate office to take care of 
managing your properties. As a result, property management will 
take care of placing a tenant, collecting rent, tending to problems, 
etc. Cost varies by company. 

Depreciation- The devaluing of an asset due to age.  In real 
estate terms, as properties age and the conditions remain 
stagnant the value of the property can go down.  

Hard Money- This relates to obtaining money individuals or a 
business. While a bank holds much weight on your credit score, a 
hard money lender won’t focus as much on credit, but on the deal 
and property itself. It’s nice to not have to deal with the strict 
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guidelines of a bank. However, hard money loans are often more 
expensive and have shorter terms, but are easier to access.

Private Lender/Money- While it may sound similar to hard 
money lenders, private money lenders are individuals who have 
cash that they want to earn a return on and may choose your 
property to invest in.  These could be friends, family, co-workers, 
neighbors, etc.

Portfolio Lending- When you finance a property through a 
bank, after closing the bank will sell your loan in the secondary 
market and another bank will buy it.  That is then who you will pay 
your mortgage too. Portfolio lending is slightly different in that you 
still are obtained financing through a banking institution, however, 
the bank that you work with does not sell the loan. Instead, they 
hold it on their books. Guidelines may determine whether you use 
portfolio lending or regular financing. 

Private Mortgage Insurance (PMI)- A fee that borrowers 
pay to insure the banks if we default on our loans.  With a higher 
down payment of 20% this gives the bank a cushion if we were to 
default on our loan.  Anything less than that doesn’t provide 
enough cushion and requires this PMI fee. Naturally the more 
money you put down toward 20% the less the PMI fee is. Even 
better, if you put down 20% you don’t even have to pay it. You will 
typically see this with owner occupied properties, because if you 
are obtaining financing for an investment property you must put 
20% down with conventional financing. 

*If you plan to house hack-buy a property, live in it, and 
then turn it into a rental- you should consider this 

in relation to what you can put down.some text 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Seller Financing- Looking to get creative?  If you’re looking to 
stay away from the banks, this may be an option for you.  In this 
case, the seller becomes the bank and you negotiate terms with 
the seller- down payment, interest rate, loan terms, etc.  The 
property legally changes hands to the buyer; however, when you 
make your mortgage payment you make it to the seller. 

Lease Option- Think of it as having a lease with a tenant, but 
within the lease there is an option for the tenant to buy the 
property.   The landlord and tenant agree upon terms of the lease. 

Reserves- Money that you have saved that can be used for 
problems and maintenance on your property.  If you are planning 
to obtain financing from a banking institution for a rental property, 
they will want to see that you have 6 months of reserve funds. 

Cash on Cash return- gross revenue divided by cash 
invested- good for comparing an investment to other types of 
investments like stocks, bonds, 

Multi-unit- This refers to a property that has more than one unit.  
For instance, we could be talking about a duplex, triplex, or small 
apartment building.  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After Repair Value (ARV)- Not as discussed in rental 
properties, but still a good term to know.  The ARV refers to the 
projected value of a property after repairs are completed. 

HOA Dues- Home Owner’s Association are typically located in 
townhouse communities or housing developments.  These are 
fees that must be paid monthly by the property owner to the 
association that takes care of your community.  This fee is in 
addition to the  regular PITI that you pay monthly. 
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We inspire investors one story 
at a time… 

Find more about Emily and RentalRookie by 
clicking the links below.

RentalRookie Podcast

Social Media
Facebook

Twitter
Google +
LinkedIn

http://rentalrookie.com/podcast-3
http://rentalrookie.com/podcast-3
https://www.facebook.com/rentalrookie?ref=br_tf
https://twitter.com/rentalrookie
https://plus.google.com/u/0/107743666081446195370/posts
https://www.linkedin.com/profile/view?id=122401721&authType=NAME_SEARCH&authToken=V0tH&locale=en_US&trk=tyah2&trkInfo=tarId%3A1420988356772%2Ctas%3AEmily%20DU%20P%2Cidx%3A1-1-1
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