
Understanding Real
Estate Investment: Key
Terms, Metrics, and
Income Strategies



Introduction
Real estate investing can feel overwhelming at first — but it doesn't
have to be. Once you get a handle on the basic terms and strategies,
you'll see the bigger picture more clearly. This short guide is designed
to break down key concepts in a simple, professional way so you can
make smarter decisions, whether you're just starting out or refining your
investment approach.



Chapter 1: Important
Investment Metrics
Cash on Cash Return (COC)

Internal Rate of Return (IRR)

Equity Multiple

The annual return received on the money invested in a fund, expressed
as a percentage. It is calculated by dividing the annual cash flow (profit)

from the investment by the total cash initially invested.

Measures the overall profitability of an investment. It is the discount rate
that makes the net present value (NPV) of all cash flows (incoming and
outgoing) from the investment equal to zero. IRR accounts for the timing

and size of cash flows.

A ratio showing how much money will be made on an investment. It is
calculated by dividing the total cash distributions received from the

investment by the total cash invested. An equity multiple of 2.0x means
you receive double your initial investment.



Chapter 2: Active Income vs
Passive Income
Active Income

•

•

•

Salaried positions (e.g., teacher, doctor, engineer)

Freelancing (e.g., website design)

Hourly wage jobs (e.g., barista, retail associate)

Passive Income

•

•

•

Rental income from properties

Dividends from stock investments

Royalties from online content (e.g., courses, e-books)

•

•

•

Effort: Active income requires continuous work; passive income
requires upfront effort but little ongoing maintenance.

Dependency: Active income stops when you stop working; passive
income can continue independently.

Time Freedom: Passive income provides more freedom to allocate
time as desired.

Definition: Money earned directly through working or providing a
service. If the work stops, the income stops.

Examples:

Definition: Money earned with minimal ongoing effort after the initial
setup.

Examples:

Key Differences:



Chapter 3: Real Estate
Acronyms You Should Know
1.

2.

3.

4.

5.

6.

7.

8.

9.

10.

11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

ARV (After Repair Value):
Estimated value after
repairs/renovations.

BPO (Broker's Price Opinion):
Property value estimate by a
real estate broker.

CAP Rate (Capitalization Rate):
Rate of return based on the
property's income.

COC (Cash on Cash Return):
Return on invested cash.

DCR (Debt Coverage Ratio):
Net operating income to debt
service comparison.

DSCR (Debt Service Coverage
Ratio): Net income compared to
total debt payments.

GRM (Gross Rent Multiplier):
Property price divided by gross
rental income.

HOA (Homeowners
Association): Organization
governing residential
communities.

IRR (Internal Rate of Return):
Discount rate that zeroes NPV
of cash flows.

LOI (Letter of Intent): Pre-
contract agreement outlining
deal terms.

LTV (Loan to Value): Ratio of
loan amount to property value.

NOI (Net Operating Income):
Income after operating
expenses.

PITI (Principal, Interest, Taxes,
and Insurance): Components
of mortgage payments.

PMI (Private Mortgage
Insurance): Insurance for
lenders when down payments
are low.

REIT (Real Estate Investment
Trust): Company owning or
financing real estate.

ROI (Return on Investment):
Net profit divided by investment
cost.

SFH (Single-Family Home):
Standalone residential home.

SFR (Single-Family Rental):
Single-family homes rented to
tenants.

VAC (Vacancy Rate):
Percentage of unoccupied
rental units.

YTD (Year to Date): Time from
the beginning of the year to the
present.



Chapter 4: Key
Investment Definitions
506(c) Regulation

Accredited Investor vs Non-
Accredited Investor

Regulation D Rule 506(c) allows companies to raise capital through
general solicitation and advertising, provided they only sell securities to
accredited investors. Companies must take reasonable steps to verify
that all investors are accredited.

Accredited Investor: An individual or entity meeting specific financial
criteria set by the SEC, such as a net worth over $1 million (excluding the
primary residence) or an annual income exceeding $200,000 ($300,000
for joint income) for the last two years.

Non-Accredited Investor: An individual who does not meet the financial
criteria established by the SEC, with limited access to private securities
offerings to protect them from undue risk.



Fund of Funds

•

•

•

•

•

Underlying Funds: The individual funds that the fund of funds
invests in.

Diversification: By investing in multiple funds, a FoF reduces the risk
associated with any single investment.

Management Fees: Investors may be subject to fees from both the
fund of funds manager and the managers of the underlying funds.

Due Diligence: The FoF manager conducts thorough research and
analysis before selecting underlying funds.

Liquidity: Depending on the structure, investments in FoFs may have
different liquidity terms compared to direct investments.

A “Fund of Funds” (FoF) is an investment strategy where a fund invests
in a diversified portfolio of other investment funds rather than directly in
individual securities or assets. This model is designed to achieve broad
diversification and access to different fund managers' expertise.

Basic Terminology Related to Fund of Funds:



Customizable Fund of Funds

•

•

•

•

Personalized Diversification: Investors select their own combination
of funds.

Dynamic Rebalancing: Portfolios can adjust over time based on
market conditions or investor choices.

Tailored Impact Investing: Ability to prioritize environmental, social,
and governance (ESG) considerations.

Greater Transparency: Investors have more visibility into where their
capital is allocated.

A customizable fund of funds takes the traditional FoF model further by
allowing investors to personalize their portfolio allocation. Rather than
accepting a pre-selected basket of funds, investors can choose among
a curated list of underlying funds based on their personal risk tolerance,
return objectives, and impact preferences.

Key Characteristics:



Pros and Cons: Regular Fund of
Funds vs Customizable Fund of
Funds

Feature 
Regular Fund of
Funds 

Customizable Fund of
Funds 

Diversification  High  High (with tailored
selection) 

Investor Control  Low (pre-
selected) 

High (investor choice) 

Management
Fees 

Moderate to High  Potentially lower if
streamlined 

Customization  None  Full personalization 

Transparency  Limited  Greater transparency 

Complexity  Simple to invest  Requires active decision-
making 

Fund of funds — both regular and customizable — provide valuable
access to diversified investment strategies, but customizable models
give investors an added level of flexibility and control.



Conclusion
Real estate investing is a journey — one that gets a lot easier when you
take the time to really understand the fundamentals. Whether you're
diving into new deals, analyzing returns, or simply getting familiar with
industry terms, having a strong knowledge base gives you an
undeniable advantage. The key? Keep learning, keep asking good
questions, and move forward with confidence.



https://www.linkedin.com/in/mario-ruiztx
https://www.youtube.com/@marioruiz1898?sub_confirmation=1
https://www.instagram.com/healthequityinvestments/

