
 
 
 

 
  



FAQ Report on Private Lending 
 
At Retirement Loft, members are very good at spotting trends in today’s economy that 
lead to profitable opportunities. Although private lending has been around for a very 
long time, it has become one of the most popular investments in the last decade. 
 
We been getting so many questions on this topic that we felt everyone would benefit 
from a list of the most frequently asked questions. Private lending can be very profitable 
when you follow the right recipe however it’s not for everyone. Educating yourself is 
crucial to your long-term success, so let’s jump right into the questions. 
 
So, what is Private Money lending? 
Private Money Lending is a loan from a private individual secured by real estate 
property as collateral to a non owner real estate investor. Terms for these types of loans 
will vary from by lender and will depend upon the experience level of the borrower, as 
well as the length of an investor’s relationship with a particular lender. Therefore, there 
are really no hard and fast rules to Private Money lending. 
 
Generally, a private money lender will provide a loan for 60-70% of the current value of 
a property, at an interest rate of 8-12% for a period of six months to three years. 
 
Some private investors will only charge interest-only, while some will amortize their 
loans. Some will lend repair money; others will not. Some will escrow the repair money 
to be drawn out as the work is completed, others will lend the full amount. Some will 
lend closing costs; some will not. 
 
Remember, there are rules and defined standards created by each private money 
lender.  Therefore education is a must. Get proper training and surround yourself with 
experienced private lending professionals. Become a student of this alternative 
investment strategy and you will profit for many years to come. 
 
 
What are other terms are used to describe Private Money Loans? 
Private Money loans are also sometimes referred to by the following terms: (1) hard 
money loans; (2) bridge loans; (3) short-term loans; (4) transitional loans; (5) asset-
based loans; (6) rescue loans.  
  
 
Why become a Private Lender? 
Most investors today are well aware that banks are very strict on lending and banks are 
paying a very low yield for CD’s or money market accounts. Unfortunately as the 
limitations on lending continues, the real estate investment market has been heating up! 
Real Estate investors can buy and fix up properties that produce a good cash flow with 
low loan balances and plenty of equity in the properties. 
 
 



So how can an investor profit? 
Private money lending is fast becoming the best solution for many investors to earn a 
higher yield in today’s market. Passive investors can earn a great return on investment 
that beats most Wall Street money managers, while creating a steady cash flow. 
 
  
Who are these borrowers who can justify paying double-digit interest rates? 
The borrowers are savvy real estate investors who are planning to make a very large 
return when they buy a foreclosure and sell for a profit, or who simply need a loan fast 
with minimal paperwork that banks require. These experienced real estate investors can 
justify paying a higher interest rate, because they are typically aiming to make an 
annualized return of 20%-50% on their investment. Paying the lender a much lower 
return (relative to their projected returns) allows them to enhance the returns they earn 
on their own cash investment. 
 
What kinds of property do Private Lenders lend on? 
Private lenders will lend on both commercial and residential properties, although many 
will not lend on owner-occupied residences due to higher thresholds of scrutiny required 
by current lending laws. Commercial properties can include industrial, shopping centers, 
and office buildings. Some, but not all, private lenders will also lend on raw land slated 
for development. The majority of Private Lenders focus on residential loans made to 
experienced real estate investors. 
 
 
Can I invest with my retirement funds? 
Yes, private lenders often use trusts, pension plans, IRAs, and 401(k) plans to provide 
loans. For most retirement plans you’ll need a self-directed custodian that permits 
private lending investments. These firms specialize in administering retirement plans 
that are invested in alternative asset classes such as real estate, equipment leasing, 
trust deeds and commodities. 
 
 
Where do I find qualified borrowers? 
Although you can advertise that you will consider providing private loans, most 
successful private lenders work at building a network of professional real estate 
investors they frequently lend to. 
 
 
What is Loan-To-Value? 
LTV is calculated like this: Loan Amount divided by Value. (Loan Amount/Value = LTV).  
Here’s an example: a 60% LTV means: On a $100,000 property, there is a loan of 
$60,000 on it. Understanding the true value of a property is an essential key to 
successful private lending. This is research you as the lender must do to avoid the risk 
of losing your investment.  
 
 



What are typical hard money lenders terms? 
The typical term for a private loan is six months to three years. Loans requiring greater 
than a 3-year maturity are usually outside the scope of this form of financing. 
Single family home renovations tend to be 3 to 12 months in duration, depending on the 
work to be done, while a commercial shopping center or hotel renovation term would 
likely be 1 to 2 years. 
  
How do I receive monthly payments? 
The Promissory Note, Mortgage or Deed of Trust, which is signed by the borrower, will 
describe how and when the payments are made to the lender. You can hire a 
professional loan servicing company to manage a loan portfolio or service the loans 
directly. 
  
  
What documents are involved in a Private Money loan? 
Typical loan documents include a Note and a Mortgage or Deed of Trust; other 
documentation requirements do vary but may include a personal guarantee from 
borrower (sometimes non-recourse loans are issued without a personal guarantee); 
personal financial statements such as past tax returns and proof of income; and 
assurance that the borrower has access to sufficient cash to perform any and all 
proposed property renovations.  
 
What is the difference between a Mortgage and a Deed of Trust? 
The difference between a mortgage and deed of trust is subtle. Both are used in bank 
loans and private loans. Both create a lien on real estate, both are considered, by law, 
evidence of a debt and both are generally recorded in the county in which the property 
is located. (A deed of trust is sometimes also referred to as a trust deed). Private money 
lenders tend to operate more in trust deed states because the foreclosure laws are 
more flexible.  
 
 
Should I ask the borrower for a personal guarantee?  
Private money loans often require a personal guarantee and require first positioning as 
the lender of record, although some lenders are willing to make subordinate junior loans 
where another lender holds the primary mortgage.  
  
Should I use an attorney to draft the loan agreements? 
Yes- Lending laws today are changing at a rapid rate and they differ between states so 
it is very important to work with an experienced real estate attorney.  
 
What can go wrong resulting in a loss of my funds? 
Borrowers may default on their loan obligations for various reasons, which would 
require you to foreclose on the loan and take possession of the property used as 
collateral. While this can result in a partial or full loss of your investment, becoming the 
new owner of a good property can lead to additional profit opportunities. The most 



common reason a private lender experiences a loss, is that they made the loan without 
proper research into the true value of the collateral.  
 
 
What do I do if there is a default?   
Good communication is essential and can often lead to a solution that avoids 
foreclosure. If the borrower won’t communicate or can’t be located it’s important to 
begin the foreclosure process immediately. It’s very important to take steps to protect 
the value of the property and get legal advice from an attorney with foreclosure 
experience.  
 
How long do I wait before declaring the borrower in default? 
A properly written promissory note will spell out the obligations of the borrower and the 
lender as well as the exact requirements for written notices that may be required if a 
default occurs. Using an attorney with foreclosure experience is essential so that you 
follow the law throughout the foreclosure process. 
 
 
How do Private Money lenders compete? 
Private Money lenders will compete on fees, interest rates, their reputation, and quality 
of service, which includes the ability to fund a deal quickly and being more accessible to 
the borrower during the term of the loan and/or flexibility in case of unforeseen events 
that may arise.  
 
 
What happens in the event that a Mechanic’s Lien is filed on a property? 
A Mechanics Lien is used in the construction trade when a property owner either fails to 
pay a contractor for services rendered, or the general contractor fails to pay sub-
contractors according to the terms of their agreements. Since title insurance does not 
provide any protection against this, Private Money lenders will protect against possible 
Mechanics Liens by making sure that if a loan includes a renovation budget, that all 
sub-contractor and general contractor releases are properly executed before disbursing 
funds to a borrower.  
  
 
How can I become better educated on Private Lending? 
Request a free copy of the book we wrote: Building Wealth through Private Mortgage 
Investing at: RetirementLoft.com   Retirement Loft is an online community where 
members educate themselves on building wealth and network with other members with 
similar goals. 
  
 
 
 


