How To Raise

$1 Million
To Fund Your
Real Estate Deals
In The Next 6 Months Or Less

Published by
Strategic Real Estate Coach

How To Raise $1 Million To Fund Your Real Estate Deals in The Next 6 Months or Less.

1

Copyright Notice:
All rights reserved. No part of this publication may be reproduced or transmitted in any form
or by any means electronic or mechanical. Any unauthorized use, sharing, reproduction, or
distribution is strictly prohibited.
Legal Notice:
While attempts have been made to verify information provided in this publication, neither the
author nor the publisher assumes any responsibility for errors, omissions or contradictory
information contained in this document.
This document is not intended as legal, investment or accounting advice. The purchaser
or reader of this document assumes all responsibility for the use of these materials and
information. Strategic Real Estate Coach assumes no responsibility or liability whatsoever on
behalf of any purchaser or reader of these materials.
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INTRODUCTION
Private lending is the absolute key to unlocking the door to successfully completing real estate deals and
building a big, full-time real estate investing enterprise.
So what is private lending? It’s when a private individual or business lends money to a real estate investor
to fund their real estate purchase and renovations. Instead of a real estate investor going to a bank or
lending institution, the real estate investor raises the capital they need to purchase and renovate properties
from individuals with money in the savings accounts, pensions, IRAs, and brokerage accounts.
Why would a real estate investor want to use
a private lender instead of a bank or mortgage
company?
The answer is simple: BANKS DON’T LEND TO REAL
ESTATE INVESTORS. PERIOD!
And if they do, they require 25-30% down, a 740
credit score, two years’ cash in reserves, a steady
job, and will only allow you to have four properties
on your credit. These requirements are extremely
restrictive, so bank loans won’t work.
With private lenders, you are able to get money from individuals more easily, more cheaply and on better
terms than you can from institutions. In real estate, where you may only need short-term money, the door to
borrowing from institutions may be locked.
Let’s go a little deeper into the topic of private lending.

What is Private Lending?
Private lenders are individuals who will loan money on a one-to-one basis, often from their retirement
accounts, for various types of investments.
The demand for private money outweighs the availability, unless you know how to look for it. However, you
have to make sure that you are careful in how you work with private lending. If you do it wrong, you are going
to mess things up and will have a host of problems and chaos. The entire industry of lending, borrowing and
raising capital is regulated by the Federal government, so there are rules to follow, which we will address in
this report.
I’d like to help you understand private lending from a few different perspectives: we’re talking about private
lending for the purpose of finding, funding and completing real estate transactions. No matter who you are,
it will help to see things from the perspective not only of the private lender, but also of the borrower (the real
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estate investor) and of the people who help them prepare their paperwork. You need to know, up front, what
the attorney’s are looking for and what the title company is looking for.
I’m also going to cover what I call some major do’s and don’ts in the world of private lending. The don’ts are
things that, if you do them, you’re going to get in trouble for, and the do’s are things that you need to do in
order to stay out of trouble.
Let me give you just a little bit of background. I know that you probably have been listening and learning and
reading as much as you can about private lending. We want to make sure that, when you’re getting into this
material, these perspectives are one of the first things that you’re going to either read or hear. When you
have to be flexible and adaptable during a deal you want to be ready, because that’s really how you earn
your money.
When you can add liquidity to your flexibility and adaptability, you can get filthy, stinking rich in this business.
So harness the full power of this information by studying it and implementing it.
In private lending, don’t learn by doing if you can possibly help it. Learn how to use the axe before you try
to chop down a tree. Then learn how to sharpen the axe before you try to chop down a big tree. We want
you to learn the basics first so you can get started on the right foot without cutting off the other one in the
process.
You won’t find sales fluff here, and you won’t find useless trivia. It’s all critical information that will sharpen
your knowledge and determine the level of financial success you’ll have with real estate deals.
The very best way for me to describe how private lending works it to give you two real world examples of
some deals I’ve closed recently.
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STUDY: CASE
4904 STUDY
S. HAMETOWN ROAD NORTON, OHIO 44203
APPENDIX B: CASE
HAMETOWN
This is a rehab property that I purchased with my brother, Mark Cantwell. Mark managed the rehab, doing
much of the work himself. This helped keep our costs low, thereby increasing our profits.
1,227 square feet – 3 bedrooms – 1 bath
Large basement with shower – 1 acre lot
• Purchased for $36,000 in September, 2011.
• Purchased with funds from my wife’s Sep IRA at Equity Trust.
• Rehabbed for $23,500.
• Total investment of $59,500.
• ARV is $109,900.
• My brother took all the showing appointments and phone
calls to explain the improvements.
• Originally listed at $129,900, with little activity.
• Reduced asking price on Jan. 4, 2012 to $109,900 and
getting one showing per week.
• Staged before relisting.
• Sold for $110,000 with $5,000 seller concession = net of
$100,000 after all closing costs.
• Sold through a broker for a $400 flat listing fee.
• $40,000 total profit.
• Closing March 12, 2012.
• We had several buyers interested right when we bought the
house who wanted to buy it for $80,000, but no one came forward and wrote a contract.

MLS DESCRIPTION:
• Nice sized ranch in Norton schools!
• Just one look and you will fall in love.
• Updates throughout. 3 nice sized bedrooms.
• A nice, 18x13 living room with large windows.
Large kitchen centrally located featuring
appliances, tile floor and backsplash, and lots
of countertop space. New flooring throughout
the house. Large basement with shower.
• Large deck off kitchen with access to the large
backyard. Perfect for entertaining, cookouts
and picnics. The front porch and side patio add
outdoor living area in the spacious yard.
• Attached garage plus a HUGE 3-car detached
garage with electric. House is neutrally decorated.
• Unpack and enjoy!
• SELLER FLEXIBLE!

BREAKDOWN OF REHAB COSTS:
• $3,000 on kitchen
• $2,000 on windows
• $6,000 in basement, mold remediation
• $3,000 on the roof
• $3,000 on flooring
• $1,500 on exterior paint and gutters
• $1,000 on landscaping
• $1,000 on the bathroom
• $3,000 on misc. parts and labor
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CASE STUDY: 4904 S. HAMETOWN ROAD NORTON, OHIO 44203

BEFORE & AFTER
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THE PERSPECTIVE OF THE PRIVATE LENDER
Let’s talk about perspectives from the lender’s side. If you’re thinking about becoming a private borrower
(which is what you’ll be as a real estate investor) and you’re going to look for private lenders, you need to
think about what is important to them.

The Lender’s Concerns
I’m going to give you three things that I think are important for private lenders:
1. They’re looking for a smooth and simple transaction. They’re looking for something uncomplicated
that they can understand. Be able to easily and clearly explain the purpose of the loan.
2. They want to make sure that the principal — the
amount of money that they are loaning — is always
adequately protected. This is probably the most important
concern that they have. They want to make sure that, if they
loan out $200,000, they will get at least $200,000 back.
They have to do a lot of deals to recoup losses at that level
of lending.
3. They want to know their rate of return. This is not
necessarily the interest rate. The rate of return is also going to be a function of both points and time.
Just because you’re offering to pay 12% to a private lender doesn’t mean that they will be getting a 12%
rate of return on their investment. They will look at the overall return after legal fees, title work and lost
opportunity. Also rate of return can be enhanced by turning over their money on multiple deals a year, so
they could earn more than 12% or whatever they were promised.
What is lost opportunity?
If they have a secure CD at 2.0%, it won’t make a lot of sense to lend it to you at 5%. If they have money in a
CD that is only making them 2% and you’re willing to pay 12%, they might be willing to make an exception if
they think that their principal is going to be adequately protected.
Those are things that you need to think about from a private lender’s perspective. You need to ensure that
the transaction is smooth, protected and profitable.
You also need to make sure that you won’t run afoul of any usury laws in these situations. That may need to
be one of those things you include in your business-to-business agreement. Most of your usury concerns go
away when you do this, but not all of them.
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•
•
•
•
•

How will the principal be protected?
How will the principal be paid back?
What is the anticipated profit?
When will that be paid?
Is there enough profit to make it worthwhile for both the lender and the borrower?

The lender’s job is to ask those questions. The lender needs to vet the borrower and make sure this deal will
happen. If you, as a borrower, can address those concerns up front and outline the deal in detail before the
private lender even has to ask, you take a load off his or her shoulders. Prove on paper that the deal makes
sense, that it will perform and that it will close.
Remember, this is a performance-based business. If there is no performance and no closing, there is no
deal.

The Prospects
Private lending, venture capital, hedge funds, and private equity firms and things like that vastly exceed the
amount of institutional financing that’s out there. Most people just don’t realize it.
You may not want to begin working with a sophisticated private lender. If you’re just getting started, you
want to look for people who don’t do this for a living. There are private individuals who are investing their
capital everywhere who want to improve the way they invest their money. You just have to know how to find
them.
What’s the best way to find a private lender?
I’m going to give you the safest and simplest way to do it, which is to have a very good and well-rehearsed
25-30 second elevator speech explaining what you do in real estate and why you need private lenders for
your deals.
For example, you might say, “I work with a company where we invest in properties that are in foreclosure.
We buy them, improve them and quickly resell them for a profit. In order to do these transactions, we have
to be able to buy the property with access to quick cash. We have it for about 4 – 6 months, and then we
send it back. The money is always carefully managed. It goes from the private investor’s account to the title
company’s account, and back to the private investor from the title company when the property is re-sold.
We pay our private lenders and investors double digit returns. You wouldn’t happen to know anybody who
would be interested in getting involved in getting a double-digit return, would you?”
Act nonchalant, not desperate. “You can take it or leave it; it doesn’t really matter much to me. I’m doing
fine either way.” With that kind of attitude and a rehearsed, logical elevator speech, you can explain what
you are doing. “I’m buying and selling houses that are in foreclosure.” That’s something that everyone can
understand.
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“The private lender’s money goes from the private lender’s account to the title company’s escrow account
and back again.” Right then and there, I’m not only explaining the simplicity of the transaction, but I’m also
explaining the security or the smoothness of the transaction, even though I never actually said or would say
that it was a safe and secure transaction.
“Safe” and “secure” are words you want to avoid. These are not acceptable to the SEC, NASD or other
federal agencies that regulate investments, loans, notes and mortgages. Use words like smooth.
Once you master your speech, spread the word. Tell everyone who you are, what you do, what you need, and
how you can be contacted. Take your business card with you everywhere you go and just start talking to
people. Never, ever judge people by their looks. Many times, your best prospects are the people who don’t
look like they have money at all.
Maybe you’ll find the owner of a small business or a retiree who is looking for a better return on their
retirement account. You might talk to people who own self-directed IRAs and are getting tired of relying on
the stock market for their income. You can run a list of self-directed IRA custodians at the courthouse if
your county has any kind of online database, or you can take a look at the recorded information in person.
Self-directed IRAs are becoming more popular, and the people who have them make great private money
lenders.
If I had to market to only one group of people after talking with all my friends and family, though, I’d look for
a list of jumbo CD owners.
Out of all your possible prospects, these people are more motivated to want a better return on their
investment than they’re already getting. CD owners are also more likely to be average investors. The selfdirected IRA holders are more likely to be professional investors with more hoops for you to jump through
and may wanted higher rates or return. Average investors will usually keep it simple.
Get out there and talk to people. Whoever says you should have
around 50 people in your pipeline isn’t thinking right. When you get a
list of at least 100 people who would be interested in different types of
investing deals, that’s when you have a real pipeline of private lenders.
When you’re networking, your best bet is to go where the money is
— and it’s not necessarily where the wealthy people hang out. You’re
mostly looking for people who have money and want to become
wealthy. Get involved with investment groups. Go to retirement or
investment seminars. Go anywhere people gather to learn how to
invest money. Get involved in the community. Go to their cocktail
parties and their golf outings. Take people to lunch and find out how
you can help each other.
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The Master and the Slave
A very, very wise man –– one of the wealthiest men that ever inhabited the earth –– wrote a book called the
Book of Proverbs. In chapter 22, he wrote that the borrower is slave to the master. Think about that.
If you’re the private lender, think carefully about who you want to be your temporary slave. If you’re the
private borrower, think carefully about who you want to be your temporary master.
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YOUR CAPITAL RAISING BLUEPRINT: PROJECT 100
It’s one thing to know about the importance of raining private capital. It’s another to actually do it. Raising
money is selling. You’re telling your story, creating a relationship and asking people to invest in you. It’s really
no different than being a financial investor. You are a financial representative who is raising capital, and
asking people to invest with you.
In the previous section, I talked a little bit about finding prospects for raising capital. Now I want to take that
one step further and outline the approach I use, which you can easily duplicate for your own purposes. I
start with Project 100.

Project 100
My starting point for raising capital is to go through all my contacts and identify 100 people that I can
approach about private lending. This includes everyone that I may possibly know or have known in the past:
family, friends, acquaintances, former teammates, school friends, professional associates. Anyone you can
think of to tell your story of how you’re raising money to invest in real estate.
Once I have those people identified, I start a simple spreadsheet with their complete contact information
and the type of deal that each person would be willing to look at. I personally use Google docs and keep a
spreadsheet online. This way I can access it anytime, from anywhere.
• Full contact record, including first and last name, mailing address, phone numbers
(home/office/mobile).
• Do they prefer monthly payments?
• Do they prefer to be in first position or second position?
• How much money do they have?
• How can they be contacted: phone, email, address?
• Have you met with them before? What were their concerns?
Once I have the database built, I send out a physical newsletter to each of those people. In that newsletter,
I talk about raising capital, ROI, case studies of completed transactions and profits, and even industry news.
See a sample of my newsletter, The Millennium, in the appendix.
Finally, I will call each person on the list and ask to take them out for lunch, dinner or even coffee. That’s
when I explain exactly what I do. My objective here is not to convince them to give me money right then. It’s
to spread the word and let others know what I’m doing. It’s at that point that they will often speak up and ask
me if they can invest. In fact, this just happened to me last month when I received a phone call from someone
on my Project 100 list, asking if they could invest with me. They invested $79,000, and I bought a property for
$45,000, with $34,000 available for the rehab before putting it on the market for a significant profit.
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What to Talk About
So what do you say to your prospects, once you’re face-to-face?
• Start by talking about the investment marketplace. Ask them how they feel about their current
investments – how they’re earning money, how their returns are (IRAs, stocks, annuities, etc.). I would
venture to say they actually have no clue what’s going on with their money.
• Talk about investment objectives. Do they prefer security or are they willing to take a little bit more of
a risk and invest in things like stocks, annuities, etc.
• Show what’s going on in current market
o
Annuity rates – fixed
o
Bond rates
o
o

S&P 500 last 5 years
Dow Jones last 10 years

• Explain what you do. Here’s what I say for Millennium Capital: We are a real estate investment firm
created to purchase, manage and sell single-, multi-family and commercial dwellings, primarily in the
Cleveland, Ohio area.
• Explain your Mission Statement. Mine for Millennium Capital is
shown, right.
• Outline your one and only goal: To significantly increase the
wealth of our private investors with fixed, double-digit returns.
• Next, explain how your acquire property through examples, case
studies and testimonials from other investors.
• Talk about the area (in this case, Cleveland): The size of the
area in which you work, the number of residents, demographics,
development plans, etc. Give your potential investors the confidence
that you know your target market and sweet spot.
Who makes a good passive investor? What does their profile look like?
Very simply, it’s someone who wants to increase his or her ROI. That
want collateral to protect their investments. Most importantly, they
don’t understand how they make their money. Ideally, you want to find
someone who has at least $50,000 available to invest for 2-5 years.
The money can come from investment accounts, IRAs, CDs, etc.
They will make money by transitioning to a collateral-based alternative form of investment.
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3rd Party Custodians: Equity Trust
Here’s the catch. The IRS requires a third-party custodian for self-directed IRAs. Choosing the right
custodian is crucial. One that I can recommend is Equity Trust (www.trustetc.com). Equity Trust is made up
of a team of experts who have been helping investors realize significant growth for over 35 years. The key is
they not only will manage your growth, but limit your tax exposure, which is as big a benefit.
Equity Trust manages $3 billion in IRA assets for 40,000 clients. Having the right people on your team is key
– I’ve said this over and over. In this case, it can mean the difference of thousands of dollars.
Choosing to invest in real estate allows you to earn tax-free/tax-deferred returns on your investment.
Combining the knowledge of a custodian with a sophisticated, active real estate investor like myself will lead
to returns that you would never be able to realize in the traditional investment routes.
You become the bank – without the hassles and fees that come with banks. You can provide fixed doubledigit returns plus bonuses.
You will also be doing all the work – locating the property, purchasing it for 40-50% of retail value. The
private individual lends you money via a wire transfer to an escrow account. The money goes into the title
agent’s escrow account. The investor receives a note and a mortgage to secure the investment at a formal
closing, with a HUD-1 settlement statement and title insurance. You resell the property and return the
money with interest and a potential bonus.
The loan is secured by a note and mortgage. The money borrowed is no higher than 70% loan-to-value, after
repair value. We build in more equity by renovating the property.
Finally, a Millennium investor is paid either 10% interest or 20% profit, whichever is greater.
“Millennium Capital Investments Works Hard So You Can Relax.”
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7 RULES FOR INVESTING IN REAL ESTATE WITH A SELF-DIRECTED IRA*
1. Your IRA cannot purchase property owned by you – you can’t purchase a property you
already own.
2. You cannot indirectly benefit from a property owned by your self-directed IRA – No
vacation homes or cheap office space.
3. Real estate IRA investments must be uniquely titled – Any documents must be titled to
your IRA, not to you.
4. Real estate in your IRA can be purchased without full funding from your IRA.
5. IRA investments that use financing must pay unrelated business income tax.
6. Real estate expenses must be paid from your IRA – including property taxes, utilities,
maintenance, improvements, etc.
7. Real estate IRA income must go back into the IRA.
*courtesy of Equity Trust (www.trustetc.com)

3 MOST POPULAR WAYS TO INVEST IN REAL ESTATE WITH A SELF-DIRECTED IRA
1. Buy with cash – if you have enough to cover the purchase price, closing costs, taxes,
insurance, etc. Remember, any ongoing expenses will also need to come from the IRA.
2. Partner up – with a friend, family member, business associate (that’s me!). Use your
IRA to purchase an undivided interest in the property. Any expenses or income (rent) will be
proportional to your contribution percentage. So if you contribute 30% to the purchase, you
will owe 30% in any fees or receive 30% rent.
3. Borrow money – An IRA can obtain a loan or mortgage for a real estate investment. The
loan must be non-recourse (uses the property for collateral) and tax is due on the profits
from the leveraged real estate.
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THE PERSPECTIVE OF THE TITLE COMPANY
Whether you are the borrower or the lender in any private lending transaction, think carefully about the
terms and respect the people that are instituting those terms. You have to understand things from the
perspective of the title company and the lawyers that are involved.

The Title Company’s Concerns
We’re going to look at private lending from a perspective that few people have ever talked about: from the
title company’s perspective.
The title company is responsible for coordinating the transfer of property and the exchange of funds. They
conduct these transactions every day, often involving millions of dollars, so they have certain accountability
issues to worry about.
A title company that is involved in a private lending transaction is going to treat
it just as they treat any other transaction, which means that they’re going to be
waiting for money to be wired to them or brought by way of a cashier’s check,
bank check or certified funds. Even in a private lending transaction, do not
think that you are going to bring in cash of anything near $10,000 or more and
expect the title company to gladly want to work with you. That will not happen.
So the title company is going to be treating it just like anything else, but they’re
going to do a couple of things that many private lenders and borrowers don’t
understand. The title company is still going to be looking for closing instructions
from the private lender, and they are still going to want escrow instructions
signed by all the parties involved. The escrow instructions are how they need
to execute their tasks, how they need to handle the money and what their duties and responsibilities are
regarding each party to the transaction.
In short, the closing instructions are going to come from the lender, who is indicating under what terms
they’ll release their funds so that the transaction can go forward.

The Closing Instructions
Let’s say that Bill Borrower is borrowing money from Peter the Private Lender in order to buy a house from
Sam Seller. Ultimately Bob Borrower’s money is going to end up in Sam Seller’s hands, but there has to be
a predetermined method for exchanging funds. The money has to come in to the title company and it has to
go out in accordance with the instructions involved.
Depending upon the type of transaction being facilitated, the closing instructions will vary. Is it a hard money
loan for a rehabber to buy a piece of property? If so, things will be a little bit different than if it’s a transactional
funding for a quick-turn. You need to legally and ethically comply with the Good Funds laws in each case.
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The title company is going to approach each type of transaction just a little bit differently, so you have
to think about it from their perspective, because you’re ultimately going to be working with their people.
You want to make sure that things go smoothly. Too many investors have horror stories about deals that
were going along just fine, and all of a sudden those deals were nearly cratered and destroyed once they
got to the closing or just before closing. That happens because of a lack of communication and a lack of
understanding.
The neat thing about private lenders is that they very, very seldom have any kind of the lengthy, complicated
closing instructions that institutional lenders do. The typical institutional lender will have closing instructions
that go on for 20 or 30 pages about how they want the money and the transaction to be handled and what
their requirements are.
The typical private lender that I work with today has closing instructions that are at the most one page long.
They are so much easier to work with.

The Insurance and the Other Closing Costs
Another thing you want to think about from the title company’s perspective is that the title company wants
to do their job the right way. This means that they have to follow all the rules, dotting the “I”s and crossing
the “T”s, no matter what the closing instructions say.
Are you going to get closing protection coverage? The title company has to offer it for sale in almost
every state now. Closing protection is extra insurance to protect the party in case either somebody at
the title company or someone else affiliated with them steals the money. It is well worth it; I would highly
recommend that every private lender or everyone who wants to be a private lender asks the borrower to pay
for the closing protection coverage. In Ohio, we call it a CPL (closing protection letter). It just costs an extra
$10 or $15; it’s well worth getting.
Do you have your title insurance lined up? I don’t care if you’re going to own the property for 30 seconds, 30
days or 30 months. Buy title insurance. If you are a lender, insist that the borrower buy title insurance, and
insist that the borrower also pay for a lender’s policy.
Now, I have seen some unscrupulous lenders in the past only require borrowers to buy a lender’s policy.
Basically, they want the borrower to buy a title insurance policy that only protects the lender and not the
owner of the property.
I think that is a disservice to everybody involved.
If you’re going to buy a piece of property, you want to have title insurance on it. You want to make sure that
you have an insurance company standing behind the statement that you have complete and full ownership
of the property. You want to make sure that there’s nothing there that will interfere with that.
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In addition to the CPL and the title insurance, a title company is also going to be charging an escrow fee.
They charge money for the work that they do in gathering all of the documents, making sure that everything
is done right: assembling all of the papers properly, handling the money, and facilitating the exchange of
the money for the property and security interests. So they’re going to charge you an escrow fee. You want
to make sure that those escrow fees are disclosed and that everybody understands that ultimately they’re
going to be paid for by the person borrowing the money — the private borrower.
Make sure the closing protection coverage, the title insurance cost and the escrow fee should all be spelled
out on the HUD-1.
There are issues that surround how the deal is being funded.
Is the private lender charging points up front? For example, if I’m borrowing $200,000 and I’m being
charged two points, then the lender will only send in $196,000. Remember, I’m still signing a promissory
note for $200,000. That’s a typical way to handle the money, and you have to pay attention and watch how
that shows up on the HUD-1.
You’re going to have to make sure that the escrow agent at your title company understands that this is how
it’s coming in. Yes, you’re borrowing the $200,000, but you’re prepaying the two points. A point is 1% of
the loan amount. If the loan amount is $200,000, one point is $2,000 and two points is $4,000. So, if the
lender is charging two points, you’re paying $4,000 right up front by getting only access to $196,000, even
though you have to pay back $200,000.
That’s something that you need to make sure that you understand.
Make sure that the title company is aware of how that is happening.

How To Raise $1 Million To Fund Your Real Estate Deals in The Next 6 Months or Less.

15

THE PERSPECTIVE OF THE ATTORNEY
One of the other things that people don’t talk about is how the transaction looks from the perspective of
the lawyer representing the private lender or the private borrower. Many, many times, people go into these
transactions and they expect the title company to prepare the paperwork. That is probably a mistake.
Title companies are not in the business of preparing paperwork. They are in the business of printing out
whatever has been sent to them by the parties involved.

The Attorney’s Concerns
Most of the time, the responsibility of getting the correct paperwork in place for a privately funded
transaction is going to fall upon the private lender and the private lender’s attorney.
Private lenders need to make sure that they have an attorney
who understands these types of transactions. They are different.
Anything and everything can be negotiated, and the attorney needs
to understand what was negotiated; what was worked out between
the borrower and the lender. Sometimes that will be in the form
of a Purchase and Sale Agreement if it’s an owner-financing deal.
Sometimes it will be in the form of a Loan Agreement if it’s a privatefunding deal. Sometimes it will be in the form of a loan application if
it’s a transactional-funding situation. Sometimes it will be all of these
different things. So the lawyer needs to understand what goes on.

The Loan and Real Estate Documents
Let’s talk about the various types of documents that can or should be prepared by the lawyer for either the
lender or the borrower.
The first document is the promissory note. This is a key component of any private lending transaction. It
is an IOU signed by the borrower and held by the private lender. That note needs to be carefully crafted in
accordance with the terms of that particular transaction. It should be drafted by the lawyer for the private
lender. I have used a lot of these notes, and every one of them is different because every deal is different.
Sometimes the borrower has enough sophistication and negotiating know-how that they eventually prepare
their own notes. That is an unusual situation, but I have seen it happen. Usually by then, the borrower is
savvy enough that they are creating terms in the note that are very favorable to them. If you are a borrower
who decides to do your own, be careful that you don’t step over the edge and write some unfair terms into
that note. I think that same rule goes the other way, too. The private lender needs to make sure that the
note is fair as far as the terms and conditions go. They need to make sure that the terms are very clear.
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The next crucial document is called the mortgage. A lot of people get confused about the difference
between a note and a mortgage. The note is the IOU. The note is the document that represents the money.
The original, signed note is an important piece of paper. If you lose the note, you have lost the money - well,
not quite, but close to it.
If you lose the mortgage, it’s not really that much of a crisis. The mortgage is the document which says
that this particular piece of real estate is collateral or security to ensure the repayment of the money
represented on the note, and you can get a copy of it any time at the county courthouse. The mortgage
is what ties the note to the real estate. It gives power and authority to the lender at the expense of the
borrower.
Mortgages may be 30 pages long or more. Sometimes they may be a page and a half long. It all depends
on the nature of the transaction. There is a lot of unnecessary boilerplate language that I have seen in
mortgages for quick-turn transactions. I have done mortgages for private lending deals that were maybe a
page and a half long.
Whether you are the borrower or the lender, it is crucial that you carefully read every word of that mortgage,
no matter how long it is, so that you understand it.
The third key document that comes into a private lending situation is the deed. There must be a deed to the
property. The deed is the document that represents the ownership of the property. Because we’re talking
about real estate and sums of money in excess of $500, there has to be a written document in order to
make it a valid transaction. That’s why the promissory note, the mortgage and the deed all have to be in
writing.
The deed is an interesting document because it is the piece of paper that conveys or transfers ownership
from one person to the next. Each deed states who owns that property. Deeds are signed by the current
owner who is transferring ownership of the property to the new owner. The deed and the transfer of the
property become valid and effective upon execution and delivery of the deed by the seller to the buyer or
to the buyer’s representatives. It becomes binding between those two people once the deed is signed and
turned over to the buyer, who will record it.
The rest of the world isn’t on notice of the transfer of ownership and isn’t accountable to it until the deed
is actually recorded. Theoretically, it is still possible for a scam artist to sign a bunch of deeds to the same
property between 9:00am and noon, and whoever gets to the courthouse first with their deed may end up
being the true owner of the property as far as everyone else is concerned. I think that the law has been
clarified to prevent that kind of fraud in many different ways, but it still theoretically can happen, so if you
were the first person to sign the deed and record it, you would have the best claim.
There is one similarity between the deed and the mortgage that absolutely must be consistent. Both
the deed and the mortgage must contain an accurate legal description of the property involved in the
transaction. This is not the street address of the property. This is the legal description which lets someone
know to a scientific level of certainty, from an engineer’s or a surveyor’s point of view where that parcel of
property is located.
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Any of us who have been in the real estate business for a long time and have seen various deeds that were
prepared years ago, know that deeds can have some vague legal descriptions on them. Many of those
antiquated legal descriptions are going away. We used to see legal descriptions which began “in the center
point of old country road 101, going north along the fence row between Johnson’s and Murphy’s farm
until we get to the pile of rocks on the near side of Switchback Creek, and then proceeding in a southerly
direction,” and so on. Those kinds of legal descriptions are a thing of the past.
Today, new technology in engineering, surveying and software has made those descriptions irrelevant.
Most legal descriptions now contain a mathematically correct description, which means that you can plug
it into a map-processing program and show it as a closed box or shape, where the beginning point and the
ending point is the same spot and the accurate amount of real estate is inside the closed box. The box
might be a square, a rectangle, an L-shaped area or an irregular area, depending on where you are, but it
will contain all the land in that legal description on both the deed and the mortgage.

The contents of the mortgage, the deed or the note can be negotiable, depending on certain aspects of the
transaction. Certain key things should be clearly spelled out. You have to clearly identify the parties and the
role of each party in each document. The amount of money involved must also be clearly and consistently
spelled out. The location and the nature of the property must be clearly and carefully spelled out. After that,
things can get a little flexible, depending on the situation.

The Payment Documents
Let’s go back to talking more about the documents from the legal perspective
of private lending. We covered the note, the mortgage and the deed. The next
document is the closing instructions, which direct how the money will change
hands. Those closing instructions need to be prepared by the private lender.
I have heard of private lenders who use closing instructions that are simply
one sentence long. I have worked with other private lenders whose closing
instructions are one page long. Remember, some closing instructions from
institutions can be 20-30 pages long. The length of the document depends on how heavily each lender
wants to control how the title company handles the money.
What other key documents, besides those four, might be needed in a private lending situation?
Whether you’re the private lender or the private borrower, a key document will be an accurate payment
history and schedule. This document should be set up right away because you’re going to want to keep track
of the payment history from day one, including how much money was paid and on what date it was paid.
This is the number one mistake that I see private lenders and private borrowers making. At the inception of
the loan, they fail to create a projected payment history (also called an amortization schedule) or they fail to
keep it updated with each payment that comes in.
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Why do you want to do that?
Number one, if you’re the borrower, you want to see exactly how much you’re paying in interest, and make
sure the fees and interest are properly calculated. If you’re the private lender, you want to keep track of
the payments so you can make sure that you’re getting everything you’re owed when you are owed it. You
want to make sure that, if you’re not getting paid on time, you are able to collect any penalties and fees
and charges on top of that. You also want to have a good, accurate record so that you can get the correct
amount of interest deduction or report the correct amount of interest paid.
An accurate payment schedule, kept current from the beginning, does this.
There are some good software programs out there that can help you. I don’t get any money for sharing
this, but Note Buyer is a good program for this. If you’re going to do a lot of private loans, you should
use software to track them. If you’re only doing a few private loans and you know how to use a financial
calculator, perfect. With a notebook and a financial calculator, you should be able to keep track of what’s
going on.
Now, that’s what you need to do if everything goes right and if all your payments are made on time.
I know from personal experience, that it rarely happens that way.
Sometimes the payments are made early, sometimes the payments are late.
Don’t wait until you have a cash flow problem before you suddenly realize that you need to pay attention to
the recordkeeping. You need to catch missed payments and missing paperwork before they cause serious
problems.
When you suddenly get six or seven payments behind, you’re triggering all sorts of default clauses in the
note and the mortgage. It may trigger a higher interest rate. It may trigger the assessment of penalties. You
need to carefully calculate how much interest is accruing because you don’t want to get in a situation where
you allow them to make double payments on that note over the next eight months. If you do it correctly, it’s
not that simple. You’re not accounting for the time value of the payments that you lost. When they make up
those payments, you need to be compensated for that.
Loan histories should be updated and evaluated monthly, at a minimum. You need to do this on every loan
that you’re receiving payments on, and on every loan that you’re making payments on.
For some of you who are dealing with institutional lenders, I think it would be a great idea to start tracking
those notes right up front so that you can make sure that the bank is not making any errors. It does happen.
Keep track of that payment history yourself.
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The Business Documents
There’s another key component that we haven’t discussed yet.
Some of you may be thinking that I forgot about it, and some of you may have no clue what I’m talking
about.
I’m talking about a personal guarantee.
A personal guarantee is an issue of some controversy, but I’m going to tell you as a private lender that
you should acquire a personal guarantee from the borrower. To the borrower, if there’s a way that you can
borrow the money without being personally obligated to repay it, you’ll feel a lot better about it. It doesn’t
change your moral obligation; it just changes your legal obligation to repay the money.

A personal guarantee is a written statement that says that, even if your company or someone else is
borrowing the money, you are personally guaranteeing the return of that money. Consider the situation,
though. You may not need a personal guarantee if the collateral alone is enough to stand for the loans.
As a private borrower, don’t even think of asking the private lender to waive the personal guarantee unless
you are sure that the collateral is never going to go over 60% LTV.
Think of it from the perspective of the lender. As long as the lender can look at it and say, “I’ll lend you
$50,000 to go buy a $100,000 property. If you default, I double my money and get the $100,000 property,”
then you can try and ask for no personal guarantees. Otherwise, I expect the private lenders to demand
one. I see personal guarantees on transactional funding all the time, where people rent money for two hours
or 24 hours. They are typical and standard parts of the deal.
Personal guarantees come in two forms: those with a cognovit feature and those with a traditional feature:
• The traditional feature means that you simply sign a personal guarantee.
• On the cognovit note, if you sign it and you default, they don’t have to give you legal service of the
lawsuit. They can sue you immediately; you are automatically considered to have confessed judgment
and they can begin to collect their money through the court system.
So, when you sign a personal guarantee, you need to understand the terms of cognovit or non-cognovit
guarantees.
If you are making a personal loan to another individual, you’re going to probably get a personal guarantee
non-cognovit. If you’re making a loan to a business, you may get a personal guarantee with a cognovit
feature.
Consumer protection issues arise when it looks like a consumer is borrowing the money. What does a
consumer look like? A consumer is someone who is borrowing the money for a non-business purpose. So,
another key transactional document is a business-to-business agreement.
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Many private lenders are now requiring their borrowers to borrow money in the name of an entity only
after they have clearly set up the entity and validated it with their state’s Secretary of State, and then sign
a business-to-business agreement indicating that the money is being borrowed for a legitimate business
purpose and not for an individual consumer transaction.
So you’re going to see business-to-business agreements in addition to personal guarantees, cognovit notes,
mortgages, notes, deeds, and loan agreements. Those are all documents involved in the private lending
world.
Would I be able to give you samples of all of these documents? I would if I could, but it’s nearly impossible
because every transaction is different, and that means every set of paperwork is going to be different.
Yes, there are certain boilerplate characteristics, and some of those things could be used, but then the
etails need to be different. You don’t necessarily want to have a boilerplate promissory note when you can
negotiate an equity participation note.
Which would you rather have?
It depends on the transaction.
Every deal is different. There is no uniformity in the paperwork. You have to make sure that a knowledgeable
professional is drafting those documents. Find a good lawyer in your area who focuses on real estate and
business transactions.
That takes me full circle back to the beginning where I was talking about the legal side of representing the
lender or the borrower.
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THE PERSPECTIVE OF THE PRIVATE BORROWER (THIS IS YOU AS A REAL
ESTATE INVESTOR)
Now, let’s talk about things from the private borrower’s perspective. If you’re thinking about becoming a
private lender, you need to think about what is important to the people that borrow money from you, or they
might not continue to give you investment opportunities.

The Borrower’s Concerns
All private lenders should understand the issues that borrowers have to consider:
1. They need access to the money. They wouldn’t be looking to borrow money if they didn’t need it,
and they generally need it relatively quickly and easily. So access to money is their first concern. Are they
getting access to someone with money to loan, and is that access something that can be responsive to
their needs?
If you are a private lender who is making your borrowers jump
through a lot of hoops time after time in order to get your money,
you’re making the access to your money difficult. You may be turning
away business. If some of your positions regarding terms and
collateral are more stringent than some of your competition, you’re
limiting the borrowers’ access to the money. You may not have as
much success in lending your money.
2. They need to benefit from the transaction. Like private lenders, borrowers also look for a smooth
and simple transaction. It’s not just about when they get their hands on the money. When are they going
to have the benefit of the money?
In the example I gave earlier, I had a private borrower who had already lined up some construction crews
to come in and finish a rehab, so the money was spent on paper even before he borrowed it. As soon as
it showed up, he was able to pay those bills and move on with his project. A borrower needs to know that
the money will be there and that it can be easily applied to the task at hand.
Everyone should agree on how this will happen. Will the money be wired into the escrow account at the
title company? Will it show up right away? Will the title company acknowledge receipt of the funds so
that the transactions can be quickly completed? Those answers should be conveyed quickly and clearly.
3. They need to understand your terms. How long are they going to have use of the money? How much
will it cost them, both in points and in interest? What will the repayment terms look like? What will be
the frequency, amount and duration of the payments? Those are all part of the terms.
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Does access to this money under these situations make sense to the private borrower? Will access to this
money help them make even more money than if they didn’t have access to that money? Think about this
from both a private borrowing and a private lending standpoint.
Are they only doing a marginal deal simply because they have access to that money? That’s not a good
scenario. Are they missing out on good opportunities because they have no access to money that can be
easily borrowed on fair terms? If they don’t have access to the money, they don’t have access to that good
deal where a property in a great neighborhood becomes available at sixty cents on the dollar. Those are
perspectives that you need to think about: speed, accessibility and fair terms.
I remember one situation in which I borrowed money as a private borrower from an institutional-looking
private lender. After I jumped through all of their hoops regarding my credit, net worth and my businesses
and so on, they finally turned loose with some of the money that I thought I was going to be borrowing from
them. They only gave me some of it, so access and ease were already being compromised.
This business relationship ended at the close of the first deal because, when I looked at what they charged
me in interest, points, appraisals and inspections, along with the difficulty in getting that money — the
hoops that I had to jump through, the slow pace at which they disbursed the draws — they did a horrible
job of making an easy, sensible transaction. Considering its cost, I would have been better off never having
done that deal. That’s why I have never done another deal with them, even though they routinely call me
and ask if I’m ready to borrow more money from them. They just didn’t make it under terms and access of
ease that made sense to me as a businessperson.
On the other hand, you as a lender need to watch out for a borrower who isn’t going to hold up his or her
end of the bargain. For example, if you can’t help the borrower understand their own deal, don’t work with
them. If the deal doesn’t have an end game or if the borrower can’t tell you whether your loan would be in
first position, that’s a bad way to begin a business relationship.
Don’t let greed overwhelm your common sense and let the unclear parts of the deal slide. Ask the borrower
to show you how A and B will happen. Ask the borrower to explain anything that looks unrealistic.
Ask clarifying questions until the deal makes sense for you.

The Win-Win Deal
When you set up a real estate deal using private lending, you want to stand back and think about every
private lending transaction from multiple perspectives. I speak with too many people who are only looking at
it from their own perspective. They haven’t stepped back to look at it from every point of view to see if they
can negotiate a true win-win situation for everyone. They don’t stop thinking about the profit long enough to
understand how the whole deal comes together.
What should that win-win deal look like?
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As a private lender or private borrower, it is important to stand back and think about what the title company
or the other parties to the transaction need:
•
•
•
•
•

Does it make sense for them to do this deal?
Are they confident?
Have I done everything I could to assure that it will be a smooth, simple transaction?
Is the private lender comfortable?
Does the lender feel protected?

The win-win deal happens when everyone knows what to expect from everyone else, they set up and close
a mutually profitable deal, and they all walk away feeling successful. That’s our goal for you. We want you to
be able to understand the transactions and play your part in them well enough that every single one of your
real estate deals can be win-win deals!
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PRIVATE MONEY: PUTTING IT INTO MOTION
Private lenders make an important contribution to real estate investing. They make it possible. Without
access to private funding versus institutional funding real estate would screech to a halt.
If you want to make a lot of money, you need to know how a private lender fits into the mechanics of your
deal.
Let me ask you a question: Do you know the difference between the role of a private lender in a quick-turn
transaction and the role of a private lender in a rehab or keeper transaction?
Here’s a simple observation: “He who has the gold makes the rules.”
That’s a frequent fact in the private lending world. The person who has the money is the one who makes the
rules about what is going to happen with their money in a transaction.
When I was first exposed to private lending, I used private lenders and I became one in situations and
transactions like the one we’re going to break down first. We’re going to talk about the role of private lending
in either buying properties for rehab or flip, buying properties to rehab and refinance or buying properties
and keeping them as rentals. I have done all three of these as a lender and as a borrower.
We’re going to look at the role of the private lender in each of those situations.
First, I’m going to explain a few common mistakes that real estate investors make when looking for private
lenders. You can’t close those deals if you don’t have private lenders behind you, and you can’t keep these
people behind you if you keep making mistakes. If you want to stay out of trouble, you have to pay attention
to a few things.

The Advertising Do’s and Don’ts
When you get started in real estate investing, one of the first things you learn is that you need to find private
lenders to help you finance your deals.
Where do you start?
Anywhere but the Internet.
There is a popular notion out there that you can, with reckless abandon, run out and advertise for private
lenders by putting things on blog posts and Craigslist and any other type of Internet medium available. That
is a common mistake, and is a really dangerous thing to do. Here’s why.
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You are using a medium that not only crosses state lines, but international boundaries. By advertising
across state lines and international waters, you can quickly run afoul state, federal and international law. I
do not recommend Internet advertising for private lenders.
Does that mean that you cannot use the Internet at all to suggest that people contact you about private
lending? I think there’s a discreet way of doing this, but I’ll explain more about that at another time. Just stay
away from advertising your intentions online.
The second biggest mistake that people make in private lending advertising is using the wrong words. Here
are some words that you should never use:
•
•
•
•

Guarantee
Guaranteed
Low-risk
Safe

• Risk-free
• Secure
• Secured
Now, you can use the word “secured” in the sense that the loan will be secured or collateralized by a
mortgage. If you’re using the word “secure” to describe the loan itself, then no. If you’re saying that you’re
giving collateral to secure the loan, or you describe it as a security instrument, then yes, you could say
something like that.
You have to be careful how you’re using those words. If you say that you’re borrowing money and you’re
giving a mortgage in addition to the promissory note, then you could say that is collateral. If you use words
like collateral or additional security, I think that is much safer.
The third biggest mistake that I see investors making is that they don’t use a mandatory disclosure
statement in all of their advertising materials, whether it’s a letter, a document, a presentation slide, or
anything else.
There are some magic words out there, in two forms. One of them is a very short form, and that short form
language is as follows:
“This is not a public offering or offer or invitation to sell securities or make an investment.”
The longer disclosure is as follows:
“This is not a public offering. This is not an offer or invitation to sell or a solicitation of any offer to
purchase any securities in the United States or any other jurisdiction. Any securities may only be offered
or sold, directly or indirectly, in the state or states in which they have been registered or may be offered
under an appropriate exemption.”
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That type of disclosure language is absolutely necessary to be used on every piece of written material that
you have. Trust me –– you’re avoiding a lot of trouble by doing this one little thing.
The fourth big mistake that I see many private-lending-seekers make is they inadvertently advertise across
state lines. For some people, that gets tricky. Let’s say I lived right near a state line. So, if I advertise in the
local newspaper, I know that it may get distributed across the state line, and that is a problem. I now have
a federal SEC issue. I would have to be very careful about that, so I do not use any newspapers — obviously,
for the same reason that I do not use the Internet.
You can use things that you control the distribution of such as pamphlets, brochures and letters. Just make
sure that you’re not mailing or otherwise distributing them across state lines. Once you put them in the
hands of another resident of the same state that you live in, if that person takes it across state lines after
they have been the one to receive it, that’s something that you don’t need to worry about. If they’re taking it
across state lines to distribute it to someone else, you do need to worry about that.
If I hand a brochure about private lending to a local businessman and he
takes it with him on a business trip and he’s flying to Colorado and he’s going
to read it on the plane, if he’s doing the reading for himself, that’s one thing.
If he’s taking it to Colorado to get his aunt or his uncle interested in doing
business with me, then I have a problem.
The main issue here is borrowing money from people outside of your state to
whom you are not related. You want to think carefully about who you want to
borrow from. Seeking money from people that live across state lines or who
live in another state is a huge legal issue.
These are just some general ideas about the do’s and don’ts of borrowing
private money.
With these in mind, let’s look at what you should be doing with all this
information. In the next sections, I’m going to give you some specific examples about the two types of
private lending transactions –– quick-turns and fix & flips –– and what you need to know about each one.

The Long-Term or Rehab Deal
Now, when you get into the long-term holding of properties, there are some things that stand out as
significant. One of them is the LTV, or the loan-to-value ratio. What does that mean?
The LTV is how much money is being borrowed versus what the property is worth.
What if you are borrowing $200,000 on a property that is worth $300,000? That’s not a bad deal, with a
66% LTV. That’s pretty common.
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What if you are borrowing $200,000 on a property that is worth $400,000? Everyone should be really
comfortable with that scenario.
What if you’re going to borrow $200,000 on a property that is only worth $250,000? In this scenario,
you’re really getting into trouble because you are rapidly going too high on the LTV scale. We know a lot of
banks that are going 90-95% on the LTV loans, and we’ve seen them crash. So, LTV needs to stay down
on these long-term things. I like to see the LTV between 60-70%. I feel comfortable there.
Next, what are we basing this LTV on? We’re basing it on both the loan amount and what we think an
independent value of the property is. An independent value of a property is normally called an appraisal.
So, the appraiser that you bring in must be qualified and independent.
We all heard stories about how the appraiser shows up at the property and asks, “What number does the
appraisal need to hit, and what’s the reason for hitting that number?” That gets to be a tricky situation.
We have seen a lot of appraisers get into trouble for that in the past few years, with all of the fraud and
inaccuracies and uncertainty and exaggerations that occurred in recent years.
After the LTV, the next factor that should be considered by a private lender is the creditworthiness of
the borrower. If I’m a lender and you’re going to be holding my money for any length of time, I want to
know about your track record of paying money back. That is important to me. Just as if I’m going to be
borrowing money from someone for a long period of time, I want them to know that I have an excellent
credit history. I want them to know that my FICO score — and believe me, I do not worship at the altar of
the FICO score — is above 800. I want them to know that. I want them to feel comfortable about that.
The credit of the borrower is something that any private lender will want to know. They will want to look
at how well you’re doing. They will want to know how much debt you have compared to your income. They
will want to see what type of debt you have.
I am much more comfortable working with private money on appreciating and fixed-value property or
assets than working with private lenders who also have a lot of money tied up into depreciating things
such as cars, trucks, jet skis, or boats. Those investments are going down in value, so that tells me that
somebody doesn’t understand the value of money. It is important to me to look at that sort of thing,
because it tells me a little about the person I might be doing business with.
The next big factor that a private lender will look at is the amount of down payment that the borrower is
bringing to the table. If I’m a private lender and you come to me with a deal that has a 65% LTV, then I’m
going to loan you $65,000 in order to buy this $100,000 house, or I’m going to loan you $200,000 in
order to buy a $300,000 house. Where is the other $100,000 coming from? I want to see you bringing
that in.
As a lender, I want to see you, as a borrower, have money in the game. If I’m a borrower, I want to show
the lender that I have money in the game to make him feel more comfortable. All of these things are
trying to make the lender feel like there is a win-win situation for both him and the borrower. You’re
trying to show that the risk in the deal is going to be managed and minimized, and at the same time
appreciated.
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This of course is best case scenario. However, I borrow 100% of the money I need all the time. I put NONE
of my own money in the game. That’s because I know the after repaired value is much higher than what I’m
borrowing, and I’m good at selling myself and you will be too. I have a track record of borrowing millions of
dollars are paying it back. So private lenders are comfortable working with me when I have zero money in
the game.
Now, this type of private lending deal is going to look a lot different than the one we’re going to get into next.
Let’s talk about the characteristics of the long-term deal first.
What are some of the costs involved? There will be costs in the form of points. We might see someone
charging two points. Although that’s reasonable in the private money and hard lending world right now, I
think four or five points is a lot more common.
If you’re going to borrow $200,000 from me, I’m going to charge you four points up front. That means I’m
going to take back $8,000 and, instead of me giving you $200,000, I’m only going to give you $192,000.
That means you will have to come up with $8,000 in addition to that other $100,000 in that $300,000 deal
we were talking about. So, I’m going to charge you four points and I’m going to charge you a higher interest
rate. I might be charging you anywhere from 12-15%. I’m also going to expect that you will have my money
for 6-9 months or something like that.
The other cost that is out there is a prepayment penalty. Think about that from the hard money lender’s
perspective for a minute. As a lender, I have diligently researched you, analyzed the deal and I’m going to
go ahead and put my $200,000 in to work with you. I am expecting that money to go to work for 6 months.
What happens if you come back to me in 4 months and say, “Here’s your money — I sold the property
sooner,” with a check in your hand?
Well, I would say, “Here’s my $200,000 that’s not working for me. I had planned for it to work for me for 6
months, and it has only been out there working for me for 4 months. I may charge you a prepayment penalty
because you gave me back my money too soon. I need to charge you extra because I had planned on that
money earning me another 2 months of interest at 12-15%.” So I may charge you a small prepayment
penalty.
Those are some of the costs that you’ll see in the private lending world in those situations. I am even seeing
those done by short sale investors who are buying the property to get it cleaned up for sale to an FHA end
buyer.
There are also costs such as late fees, document fees and others associated with borrowing money. There
is the cost of the appraisal, the credit report, the title insurance, and other closing costs.
Now that we have looked at the costs, what documents will be involved in that private lending transaction?
Two of those documents are the note and the mortgage.
The note, which is the evidence that money has been loaned (probably with a personal guarantee), is an IOU
signed by the borrower and personally given back to the lender in the original format on the original paper
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with the original signature on it. That lender is going to keep it in a secure, fire-proof location because that
6-month note is worth $200,000.
The note will be secured by a mortgage, which will be put in a first-lien position so when the $200,000 is
loaned out — or the $192,000 that actually goes to the title and escrow company — that money can pay off
all existing liens and bring the taxes current. Meanwhile, a brand new mortgage is going to be signed by the
borrower and recorded by the lender (or recorded by the title company on behalf of the lender). Recording
those documents will put that loan, made by the private lender to the rehabber borrower, in a first-lien
position.
There will be a deed involved, and in this transaction, the deed is going to be signed by the seller and given
to the buyer, who is also the private-money borrower. That deed is going to be recorded. The recorded
version, or a copy of it, is going to be maintained by the borrower, the person who owes the money back to
the private lender.
The note, the mortgage and the deed are three of the most common documents in any real estate
transaction, but there are some other documents that will also be important.
The appraisal is going to be done before the closing, so it will be a factor in whether the deal will move
forward to closing. This is what the lender will use for his or her LTV analysis.
There will also be a business agreement required by the private lender and signed by the borrower,
indicating that it is a business loan and not a consumer loan. The business agreement also clarifies that
the loan is being made to buy an investment property, not for them to live in the property as their personal
residence.
There will also be a homeowner’s insurance policy, or a fire and casualty policy. That policy is going to be
bought by the buyer/borrower from a company to be selected by the buyer/borrower with the approval of the
lender. It is going to list the buyer/borrower as a named insured, or their company, or sometimes both. If an
investment company is buying the property, the company is the named insured. If the company is an LLC or
a Sub-S, then the principals will also want to be listed as named insureds. Finally, the private lender will be
listed on the policy as an additional insured and possibly as a loss payee.
I think that if you can arrange for the insurance company to put the private lender on the policy not only as
a loss payee but also as an additional insured, it is better for the private lender. Here’s why. The loss payee
only finds out about it if there has been a loss and your name is on the check along with everyone else that
they put on the check if the house burns to the ground. For instance, if AJAX borrows money from Sam, and
Roger is the guy that owns AJAX, the insurance company may end up cutting the check to AJAX, Roger and
Sam.
I would also want to name the private lender as an additional insured. If Roger forgets to make a payment to
the insurance company, then Sam is notified and he has an extra 30 days to make the insurance payment
and keep the coverage in place. That’s built into the property and casualty insurance policy.
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Another document will be the lender’s title policy. The private lender will want to take title insurance,
insuring that their mortgage is in a first-lien position. This title policy will cost from $100-$150 in most
states, and will be paid for by the borrower at the closing. This cost will show up on the HUD-1.
You should also have a payment schedule or an amortization schedule. I want to call this a payment
schedule because it is a loan balance calculation. I think that the parties to the loan need to keep track of
the payment history and what the loan balance on the property is.
• How many payments have been made?
• Were they made early?
• Were they made on time?
• Were they made late?
• How is that affecting the calculation of the interest? If they were paid early, then every time you pay
early, there is less time that they can be charging you interest on that money. If you pay late, there is
more time that they can be charging you interest on that money.
That is how the payments and the payoff are ultimately calculated. You want to be careful and accurate in
doing that.
There are a lot of people out there talking about the importance of the private borrower or lender or both,
but I have not heard anyone else who talks about private lending talk about keeping a good, current
payment schedule in place. Make sure that you are doing this.
That is the role of the private lender in a rehab type of deal. They are going to assess the risk, and the risk
is going to be loaning $200,000 on a $300,000 house with the money out for six months. They are going
to want to verify the value of the property. Is it really a $300,000 property? Look at the appraisal. They will
want to look at the creditworthiness of the buyer/borrower. Does this person have a history of paying their
bills on time as agreed? Is there an adequate down payment? Does the buyer/borrower have enough money
in the game that they’re committed to rehabbing this property and making this deal work on time, whether
they’re reselling or refinancing? They’re going to look at the costs such as the points, the interest rate or the
prepayment penalties. They’re also going to want to see all those documents at the closing, except for the
payment schedule, which is going to be created after the closing and maintained monthly throughout the life
of the loan. As a borrower and a lender, I can tell you that this is what a privately-funded deal looks like.

The Quick-Turn or Flip Deal
Now I want to talk about the role of private lending inside a quick-turn or flip transaction. What are the
characteristics of this type of transaction? This is a wholesale deal where the investor has an REO or a short
sale property which will immediately be resold.
The role of the private lender is different in that type of transaction than it is in a longer-term loan. In this
type of transaction, as a private lender, I really don’t focus that much on the creditworthiness of the buyer/
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borrower. I also don’t order or request an appraisal, because I know the property is being resold.
Instead of getting an appraisal, I’m going to want to see the contract and the other paperwork on the second
transaction in which the property is being resold. Remember, we’re talking about the role of a private lender
in a quick-turn or a flip where the borrower is buying the property and selling the property in two separate
transactions. The private lending money will be used in the first transaction, or what we refer to as the A to B
transaction. Before I make that A to B loan, or before I borrow money to buy that A to B, I’m going to want to
show the private lender that someone else thinks this property is worth what I say it is worth.
In looking at it from the perspective of the investor you are going to have to sell the potential private lender
on the same issues outlined above. Most of private lending is SALES. You are selling someone on the
opportunity to earn greater interest rates or have a different investment vehicle than the stock market.
Now, in this situation, you’re really looking at renting money on a short-term basis – I’m talking about 24-48
-72 hours. The transaction happens in a different way, and the documents involved are different than the
documents in the long-term transaction. Let me explain.
The money in the quick-turn scenario is going to come from the private lender’s account, wherever they
may have it, and it will be wired to a licensed, bonded and insured escrow account at the title company. The
money will go straight from the private lender to the title company. Then, when the flip is done, the money will
be repaid by going back to the private lender directly from the escrow account at the title company. You, the
buyer/borrower, never get your hands on the money. The check was never made payable to you. It was never
out of the control of somebody who was acting at the request of, and under the terms of, the private lender.
In a scenario like that, the private lender will have some specific closing instructions. Those closing
instructions will protect them much more than the creditworthiness of the borrower or the LTV of the
property because it is a short-term situation. They will give some precise closing instructions as a way of
managing and minimizing their risk.
Closing instructions to the title company may look something like this:
“You cannot close the A to B transaction and disperse the funds until the B to C or the second
transaction’s documents have been signed and there has been a ‘clear to close’ or some other approval
from the lender and buyer on the B to C or the second transaction.”
Commonly, we see it put this way:
“Do not close the A to B transaction and disperse these funds until you have a ‘clear to close’ on the B
to C transaction.”
We may have a situation like this:
“Do not disperse these funds until the documents in the B to C transaction have been signed and
approved.”
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The exact language depends on what that particular lender needs to include in the closing instructions, so
you have to do some adjusting sometimes.
Let’s get inside the anatomy of this deal.
This is a short-term rental of money, so the documents will look different. There will be a promissory note
with a personal guarantee. There may be a mortgage executed, but that mortgage is probably not going
to be recorded because it will be released either the same day or the next day, so there is really not much
reason to record and then release a mortgage.
Some private lenders want a quit-claim deed signed by the buyer/borrower quit-claiming the property to the
private lender. This is a security device whereby the lender would get the property from the buyer/borrower
if the buyer/borrower walks away from the deal because the second transaction fell apart. They may also
require a business-to-business agreement, a lender’s title policy and a closing protection letter. This closing
protection letter will probably be a common document in both of the transactions I talked about earlier, and
will be paid for by the borrower.
In the quick-turn transaction, the role of the private lender is to facilitate those two separate transactions.
They occur in close proximity to each other, but for them to be legally compliant they have to be separate
transactions. One of the things that makes these transactions separate is that each transaction has its own
separate funding.
Here’s how the law sees this. In conversations that I have had with various law enforcement agencies
and officials regarding these types of transactions, they want to see two separate, distinct transactions.
That’s one of the main criteria for showing that the transactions are clearly not fraudulent. Could the A to B
transaction have happened on its own, irrespective of the B to C transaction? Could the transaction where
the investor is buying the property have happened on its own, even if the investor was not immediately
reselling the property?
If the investor is funding the deal with his or her own money, then yes. If the investor is using a private
lender, then yes. But if the investor is trying to fund the deal by having money come from the second
transaction into the first transaction, in violation of the Good Funds law, in violation of the Escrow and
Fiduciary Duties of the escrow agent and in violation of the many other things that are out there in title
insurance underwriting bulletins, then no, the A to B transaction could not have happened because it was
dependent on money from the B to C. They look at that sort of thing carefully.
So when you’re doing a quick-turn transaction and you need private funding, it’s because you’re trying
to maintain two separate, distinct, stand-alone transactions. That’s where the private lender comes in,
providing that funding — that short-term supply of money — so that two separate transactions can occur.
In our scenario, you could offer $200,000 and the cost could be two points, so the private lender will be
paid $4,000. Now, they’re going to get their $4,000 when the second transaction closes. For the first
transaction, they wire in $200,000. When the second transaction is paid off, the mortgage that they had on
the property is now released or destroyed and never recorded, and $204,000 will then be sent back to the
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private lender from the escrow account at the title company. See how the payment procedure is different
than in the other scenario? That is because you are usually doing these things on a much tighter margin.
Sometimes LTV can be an issue. Some private lenders will not want to loan $300,000 when the investor is
trying to make $10,000 by buying for $300,000 and selling for $310,000. To any investor who is looking at
a deal like that, I would say that you’re not really making any money because that $10,000 will be eaten up
in title fees and commissions and other closing costs.
In this type of transaction, I think that you should have a minimum of a $40,000 spread. So, if you’re buying
for $200,000, you’re selling for $240,000, you’re paying back $204,000, and you have $36,000 left over to
pay real estate commissions and other costs. In the end, you might only be left with $26,000 because you
have to give up 5%, or $10,000, in real estate commissions. It all depends on what you have negotiated.
You can easily see where your $40,000 gross spread could get cut in half after you get done paying off your
loan, your commissions and your closing costs. That’s why you have to make sure you have enough of a
margin to pay everything out at the end.
In this type of a deal, I want to make sure that you understand that the creditworthiness of the buyer/
borrower isn’t that significant, and that the appraisal really isn’t often used because they’re much more
interested in what some other buyers are ready, willing and able to pay for the property.
The documents are also going to be a little bit different. The title insurance policy and the business-tobusiness agreement are still going to be there, but we’re not going to see a homeowner’s insurance policy,
per se. That’s probably not going to happen. If you’re going to hold the property for more than an hour or
two, it would be wise to buy property and casualty insurance, and just cancel the policy after the B to C
transaction closes. Have a conversation with an insurance agent about the best way to do that. I think that,
if you have $200,000 invested in a piece of real estate today, even if you only own it for an hour, you might
want to talk about how to have it insured if something happens to it during that one hour.
You won’t need to worry about a payment schedule or a loan balance calculation here. You’re going to be
much more concerned about the terms of the promissory note, the total cost of the deal, and how many
points you’re going to pay.
You will also need to be concerned about when the deals will close in relation to each other. Can you close
one deal on Monday afternoon and close the next on Tuesday morning, which is an increasingly favorite
method of closing among title people and financial investigators? Can you close both deals on the same
day?
One more thing which will make the private lender feel more comfortable about the transaction going
smoothly is that you, the buyer/borrower in the A to B transaction and the seller in the B to C transaction,
are the last person to sign the paperwork. For everyone’s peace of mind, the seller in the A to B transaction
should show up at the title company to sign the paperwork, as should the buyer in the B to C transaction.
Afterward, you show up and you sign the paperwork on both deals.
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That is a much safer approach because none of the money can be disbursed until you show up and sign.
You will want to know that nobody else got cold feet and changed their minds about signing the paperwork
or failed to show up for some other reason, which would blow up the deal. You may want to think about
prearranging the timing of the signatures to make things smoother and simpler.
You now know the role of the private lender in both types of transactions. You know the documents needed
for each scenario.
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BE A “STUDENT OF MONEY”
Learn to study money and how it flows from point A to point B.
If you’re not a student of money, why are you an investor? You have to study things in order to get good at
them. I want you to study private lending so you can go out there and get the money when you want it and
when you need it.
I would highly recommend that you go back and read this report at least three or four times. You need to
make sure that you are familiar with this information because it is accurate, relevant and content-rich.
If you’re ready to dive deeper into private lending and real estate investing, then SREC has programs that
are perfectly suited to meet your needs. Visit www.acceleratedinvestor.com today to learn more.
To your success,
Josh and the entire SREC team
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APPENDIX: THE MILLENNIUM NEWSLETTER SAMPLE ISSUE
On the following pages is the May 2012 issue of The Millennium, the monthly newsletter for Millennium
Capital Investments. The purpose of this newsletter is to educate potential investors about the opportunity
to earn double-digit returns on their investments. Included in each issue are case studies of real investment
transactions, including profits.
[insert May issue here]

How To Raise $1 Million To Fund Your Real Estate Deals in The Next 6 Months or Less.

37

