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A Perfect Match: Private Lending and Real Estate 

Introduction 

Private lending is not some mystical and strange form of financial sorcery; it is a proven 
system that has been utilized by the likes of Donald Trump, Warren Buffet, George Soros, 
Peter Lynch, Thomas Rowe Price, and myriad others, as a safe and sound method of 
increasing investment income and building substantial, or even incredible, wealth. Herein, 
we will look at some of the opportunities that are available right now for those who are 
looking at private lending in the real estate sector as a wellspring of empowered investing; 
a way to, with greater transparency and less risk, increase the profitability and ease of your 
investment strategies. The good news? You don't have to be as rich or as savvy as Trump or 
the other tycoons I just mentioned to make a solid profit.  

As someone who has been investing in real estate for more than 15 years, and who knows 
every in and out (likely, to the extent that you know the back of your own hand), I feel it is 
important for investors to have access to this information. Real estate investment has 
helped me to become the founder of a network of organizations that has done over $1 
billion dollars in annual loan volume, and I have to say that is has been incredibly rewarding, 
and not just financially, to be at the forefront of this industry. If you are seeking a smarter, 
safer and more profitable way to invest, you need to understand that you DO NOT have to 
be at the mercy of the banks, nor of convention, the government, and the whims of the 
market.  

In the following pages we will gain a better understanding of what private lending is, why it 
is a safer and more lucrative investment strategy than conventional methods, and why it is 
that private lending and real estate investment go together, right now, like peaches and 
cream… 

I hope this gives you the basics, and I wish you a rewarding journey as when you head into 
the future as a more knowledgeable, and empowered, investor. 
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Disclaimer 

The purpose of this book is informational and educational.  Persons engaging in lending or 
real estate activities recommended in these pages do so entirely on their own, subject to 
their own best judgment and understanding.  Neither Billy Alvaro personally, nor any of his 
businesses or companies can be in any way responsible for the outcomes of people we 
don't know personally, and of circumstances with which we have no connection beyond the 
pages of this book.   In other words, I think I have given good general advice; how any 
reader understands, misunderstands, uses, mis-uses, or abuses this advice is entirely up to 
him, and entirely at his own risk, with no warrantee whatsoever, express or implied, from 
Billy Alvaro. 

Copyright © 2011 by William Alvaro 

You may not distribute, electronically transmit, or display any materials in connection with use of 
Companies' Services which: violate any state, federal or foreign laws or regulations, infringe on any 
intellectual property rights (e.g., copyright, trademark, patent or other proprietary rights) of any party. 

Unless where indicated otherwise, copyright for all materials © William Alvaro, all rights reserved 
worldwide. No translation or reproduction, either electronically or mechanically, permitted except in 
cases where previous express permission has been granted which includes full and proper credits, 
without express written permission from William Alvaro. Any violation of our copyrights, patents or 
trademarks will be quickly prosecuted to the fullest extent of the law. 

All rights are reserved under State and Federal Copyright Law. No part of this book may be reprinted, 
reproduced, paraphrased, or quoted in whole or in part by any means without the written permission 
of the publisher and author.   
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Chapter 1: private Lending and Real Estate Investment 

The old saying is that, ‘there are many rooms in the mansion,’ and folks have long taken 
varying routes toward investing money and watching their investments prosper. But, when 
it comes to what to do with their money, so many folks follow the herd and simply hand 
their money over to the banks. Although there is certainly nothing wrong with putting 
money in the bank, you have to (maybe now, more than ever) ask yourself some very basic 
and fundamental questions. 

First of all, where is the bank putting your funds? Do you even know? Are they putting your 
money into something that reflects your values, morals and concerns? It is your money. You 
earned it. If nothing else, shouldn’t you know, specifically, where the bank is putting it? It is 
this shortage of transparency that has many Americans more than concerned when it 
comes to putting money in the bank – especially when you consider that the recent banking 
catastrophe was in a large part a result of heightened scrutiny due to questionable 
investments made by the big banks. With credit card rates steadily rising higher and higher, 
as the banks fight to claw back into the black, there is also the palpable risk of being caught 
in a predatory lending snare. And finally—even if you do have a good idea of what your 
bank is doing with your money, what are you getting in return? Chances are, the interest 
you are receiving on your deposit account or CD isn't even keeping up with inflation—and 
you're actually losing money every day.  

The stock market: Can you afford the risk? 

In a recent AP/CNBC poll, almost 90 percent of all those surveyed with portfolios valued at 
less than $50,000 said that the stock market is ‘unfair’ to small investors. There are several 
reasons for this, and several current factors which make this uneasiness regarding the stock 
market more prevalent than ever before. But I am not a stock market guru. I chose a 
different path. Suffice it to say, though, I can comfortably state with certainty that, aside 
from the fact that the market is just plain volatile and unpredictable, recent scandals and 
stock market predicaments seem to all center around the same, basic theme: small 
investors being eaten alive by the sharks (retained by the very same small investors!) 
swimming in the water. 

Sorry to be so graphic (and, of course, there are plenty of folks out there who have done 
quite well in the stock market), but as someone who has taken a different route –one which 
almost always allows me to rest peaceful and easy at night – I am passionate about helping 
others to be able to experience the same investment bliss. 
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Historically, about the best you could expect to earn from the stock market long-term is 
between eight and ten percent per year. During most normal times, that's still above 
inflation, and better than bank interest, but there are three things wrong with that: 

• It's not secure 

• It's not as much as you could make by investing in real estate 

• Stock market advisors will try to talk you into a more risky strategy 

If you are going to invest in stocks, probably the best strategy is simply to buy an S&P index 
fund and hold it. But what are the stock market analysts, investment advisors and brokers 
going to tell you? They will tell you to diversify your stock market portfolio, spread it around 
with a portion in Blue Chip and a portion in growth (high-risk) stocks, and of course, they 
will constantly be calling you with "opportunities" to buy into the latest company on their 
list. The problem there is that the broker continues to make money, even if you don't

Let's say that you do ignore the advice of your broker and financial advisor though, and just 
buy that index fund. Assuming that the historical trend continues and you get about eight 
percent a year return on average, it's still not nearly as much as you could make otherwise. 
Eight percent, if you're parking several tens of millions of dollars, is good—but if you're 
dealing with a smaller amount and looking to generate a monthly retirement benefit, it's 
just not going to cut it.  

. It's 
not in their best interest to allow you to simply buy an S&P index fund and hold it until you 
retire. They will make far more money by advising you to do more risky things. And that, 
more than anything, is why most people lose money in the stock market.  

And so, hoping for a big payoff with which to retire, we are tempted to "play the market" 
and hope for a big win. The result is often big losses. That's because the stock market, much 
as the analysts want to convince you otherwise, is inherently insecure. Yes, when you buy 
stocks, you are actually buying a piece of a company, but the price of that stock share is 
very seldom tied to anything real. Stock prices are largely illusory, going up and down in 
response to news items, rumors, and hunches. If for example, the news reports highlight 
high inflation and a resulting boom in gold futures, gold mining stocks will go up in value. 
Now that gold mine probably didn't find any more gold than it has in the past several 
months, and it's actual value in terms of product mined has not changed a bit. But, the 
stock value has increased because of something illusory and very transient.  

And what about those retirement accounts? Why not just put all of your available cash into 
a 401(k) or an IRA? Again, there is an illusion at hand. We tend to think of these instruments 
as secure, but they are only as secure as the underlying investments. They are no more 
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guaranteed than putting all your money into pork belly futures and tech stocks. That's not 
to say that you shouldn't have a retirement account, you certainly should. But realize going 
in that it could lose value—and in recent years, many, many people lost large percentages 
of their retirement accounts because of the recession

Private lending lets you see your money 

. The best strategy with an IRA is to 
have a self-directed IRA, in which you can dedicate a significant percentage of those 
resources to real estate private lending.  

With all of the above in mind, private lending, and the issuance of private mortgage loans, 
indeed becomes fairly simple to fathom: Private lending allows folks to put their money 
where they can see it, and where it is backed by solid assets.  

Private lenders are people who represent the entire spectrum; they, generally, come from 
all walks of life and backgrounds – but they tend to have one significant thing in common:  
they are usually people with extra funds to lend or assets to leverage. They could be retired 
professionals, business people, executives, enterprise owners, or even regular, blue-collar 
middle class folks…across the board, though, they all recognize the importance of garnering 
returns which are higher than those offered by the banks or by the stock market. 

As real estate is right now, an arena in which values have been reduced in many cases as 
much as 30-40 percent in some areas of the country; there is now the significant 
opportunity to follow up on what we have always learned to be the most fundamental 
equation in business. That is, BUY LOW, SELL HIGH. 

A match made in financial heaven 

Considering the abundance of properties for sale at such low prices, and the numbers of 
folks who are looking for a better way to see higher returns on their money, there is an 
almost perfect link right now between real estate investors and private lenders. Real estate 
investors are keen on finding lenders who can invest in their mission of garnering high 
returns by buying, refreshing and ultimately selling properties that may be in distress, or 
discounted – and this includes properties that have been foreclosed and/or bank owned 
properties. 

And private lenders, essentially referring to any individual who loans money to another 
individual, see the potential for higher returns by actively seeking out real estate investors 
to loan money to, without having to actually engage in the physical (and exhausting!) work 
of buying, rehabbing, and selling property. That said, real estate investors and private 
lenders go together, in this moment in time, kind of like, well, Simon and Garfunkel (during 
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the good times); strong by themselves, but incredibly cohesive and effective when paired 
together… 

The demand goes both ways 

There is, in fact, a huge demand for private lenders in the real estate sector. Borrowers seek 
private lenders for certain reasons; some obvious and, some, more subtle. The big reason 
why real estate investors are looking for private lenders right now is fairly easy to grasp. If a 
real estate investor is able to secure funds from a private lender and offer CASH to a 
property owner – especially given the current market conditions – the chances are that 
said investor is going to be able to purchase that property at a substantial (possibly even 
remarkable!) discount. 

A real estate investor, backed by the capital of a private lender, and who can offer cash, will 
potentially solve several problems for a property owner who is eager to sell. Firstly, the 
seller is able to sell…and sell fast. There will be no long period in limbo; waiting for several 
months to hear if the buyer’s bank has given its approval. Furthermore, most banking 
institutions will not lend on a property that does not have the proper certificates of 
occupancy, or on properties that are in need of overriding repair and rehab. An investor 
with cash, though, can find and act quickly on the best deals – whether they involve homes 
with no certificate of occupancy, or homes that are in need of a bit of TLC. 

By offering cash, the real estate investor solves a significant 
problem for the property owner – that is, that said investor gives the property owner what 
he or she likely needs most: immediacy, and cash-in-hand. 

A real estate investor who is backed by a private lender can, therefore, in many instances, 
wholly circumvent the exhausting and frustrating process of waiting for a bank to approve a 
loan, and can view and act upon the investment potential of overlooked properties that the 
bank would never even consider. In this way, a private lender-backed investor can move 
quickly by buying with cash (at considerable discounts) and can approach any and all 
properties as a potential investment. The upshot is the ability of investors to quickly turn 
properties, of all kinds, into high returns for themselves and for their private lenders.   

Why become a private lender? 

There are several great reasons to become a private lender, but ultimately it all comes 
down to the potential for double digit returns. When you stack up a $50,000 investment, 
yielding a 12% annual return over five years, against a bond of 3% over the same time 
period, it does not take a rocket scientist to figure out that there is really no comparison. 

Those who choose to chart a path as a private lender will benefit from the following: 
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• MONTHLY INCOME

 

 from interest if you decide to take monthly payments; this can 
serve to increase monthly cash flow and offset living expenses 

• MORE INVESTMENT SECURITY

 

 than a stock market in which folks often see their 
pension funds and amassed personal wealth trickle down the drain – sometimes 
overnight; with private lending, your loans are secured by a real property 

• BETTER RETURNS

 

 that what you are going to see from your savings bonds or money 
markets 

• PASSIVE RESIDUAL INCOME

 

, in that you can not only earn higher returns (often in 
double digits), but you can do so, literally, while you sleep through the night, and 
without lifting a finger; this is how people go about creating smart wealth (making 
your money work for you, as opposed to working for your money) 

• FAST WEALTH CREATION

 

 in that the private lending process – in which YOU get to 
control loan terms and conditions – allows for faster movement than the red-tape-
lined, conventional investment arena 

• EXTREME PROFITABILITY

 

 with the possibility of double digit returns – sometimes as 
high as 37% (and, you can keep your cash active in circulation as long as you like) 

• SHORT TERM INVESTMENT

 

 potential in which terms can, if desired, be set in 
increments of three-to-six months  

What does all of this mean? Well, if you look closely, you will start to realize that all of these 
benefits result in the fact that you can, essentially, become the bank when you act as a 
private lender.  

Be your own boss, be your own bank 

Generally, folks put their money in the bank – which is likely to set up an interest rate of 
somewhere between 1-3%. At the same time that bank gives you your paltry 1-3% interest 
rate, they are clearing an average yearly turnover that is upwards of 33%! They are able to 
leverage YOUR MONEY to achieve such high returns.  
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When you choose to become a private lender, what you are basically doing is acting like the 
bank. You are using your own money to earn a higher rate of interest. It might be true that 
bank offers a safer route; but, if so, it’s a safer route which simply does not offer real 
profitability. 

So, you get to choose: you can take the conventional route, via the bank, and see returns 
that offer little to offset the cost of living (or even compete with inflation), or you can act as 
your own bank and decide for yourself where your money will go, and how it can be used to 
leverage returns of up to 40%. 

By acting as a private lender, and making smart investment choices, you can 
– while acting as your own boss, and your own bank – gain 15-20% returns on your 
money, and, possibly, even as high as 30-40%. 

And, to be perfectly truthful, the fact is that it probably would not even be accurate, 
anymore, to consider the bank a safe route – whereas, as a private lender to real estate 
investors, your money is actually secured by the physical assets involved in the 

process.More on private lending… 
 

Generally, there are two categories of private lenders. Private lenders usually invest 70 
percent of what is called the after repaired value (ARV) — and the expectation is that 
investors will carry the rest (or find an equity partner to fund the balance). 

Equity Partners usually invest the difference between what the private lender invests and 
what is needed for the down payment and rehab costs.  Therefore, private lending could be 
considered the process of borrowing real estate investment funds from private individuals; 
and doing so at rates higher than those which said lenders could normally achieve (were 
they to be channeling conventional investment institutions such as banks, or conventional 
investment offerings such as stocks, bonds, money markets and CDs).Private lending is 
especially considered a sound investment, right now, due to several ongoing factors. An 
increasingly tight monetary policy on the part of the nation’s banks has made borrowing 
quite difficult for investors, and, as a result, real estate investors – who deeply understand 
the potential for high returns on real estate investment – are bringing in more private 
lenders to pick up the slack. Add to that the fact that banks are hesitant to loan for short-
term investments, and you have a situation in which real estate investors have little choice 
but to pursue alternative funding sources. 

For the smart private investor (or for someone thinking about getting into private lending) 
this, in itself, presents a huge opportunity. Real estate investors need cash to be able to hit 
the market and get the best deals; deals which are almost guaranteed to bring in double 
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digit returns. Knowing that that said investors might experience difficulty in procuring bank 
loans, the golden opportunity exists, RIGHT NOW, for private lenders to step forward with 
capital and lend to investors. Understanding that home values are, as mentioned 
previously, down by as much as 50% in some areas of the country, and understanding that 
investors need their money to move quickly on discounted properties, private lenders can, 
indeed, find themselves in a rare win-win-win situation. 

That is to say, they are needed by real estate investors (which gives private lenders leverage 
when it comes to setting terms and conditions); the investors they lend to are likely to 
produce amazing returns (especially if private lenders, through due diligence, make sure to 
partner with proven, experienced and qualified investors); and said private lenders will 
have to do quite little, except for maybe tear open an envelope every month that has a fat 
check in it. 

The view from the sidelines…The hook is, of course, always in the returns. Folks are eager to 
get into private lending, for the most part, because they see the opportunity to garner 
returns significantly higher than the 3-5% returns they see from the bank with CDs and or in 
the money markets. And, furthermore, real estate being a tangible possession, the private 
lender is allowed the luxury of knowing his investment is secured by a real and existing 
asset. Knowing what we now know (if we have been reading this closely), it just plain makes 
good business sense for folks with the wherewithal, or the will, to get into private lending. 

However, most folks, right now, seem to be caught in something of a financial holding 
pattern. They are standing on the sidelines, twiddling their thumbs, and saying, ‘Gee whiz, I 
sure hope the stock market will rebound someday.’  

One thing I am always telling folks is that if you are standing on the sidelines, you cannot 
score a touchdown. By getting into the real estate investment arena, as a private lender, 
you will finally have the real and lasting opportunity to make your money work for you. 
When you are at a point when you can sit back and put your feet up on the desk and let 
your money do all the work – then you are in a good spot. You will have the chance to 
witness what some of the world’s greatest fortune creators have been able to accomplish; 
to see your investment income outperform your earned income.  

Take it from me. I have been involved in nearly 12,000 real estate transactions over the past 
15 years, and I have personally been blessed by having the opportunity to develop a 
complete understanding of the real estate market, and to benefit from that understanding, 
financially. There’s a reason I am considered the top all-cash buyer in New York state…Don’t 
be one of those folks on the sidelines, griping about the low rates you are getting on your 



MaxReturnsREI http://www.maxreturnsrei.com Page 11 
 

CD’s, or whining about the current volatility within the stock market. The returns you will 
see from these and other low-paying investments barely keep up with inflation – it’s not 
even worth your time and effort. You may as well stuff your cash under the mattress.  

But, on the flipside, if you are retired, or someone with some extra funds and an eye for 
returns, then you stand at the verge of great opportunity – the opportunity to take control 
of your money and see your investment income grow  two, three, or four times faster than 
it is now; the opportunity to optimize your investments by squeezing every possible interest 
dollar out of your savings; the opportunity to realistically think about the prospect of 
complete financial security, down the road, for yourself and your family; the opportunity to 
build such wealth in a safe and sound fashion (without losing sleep at night)… 

To quote an old high school science teacher of mine: “It’s not magic! But it does exist.” 

Why are private lending real estate returns so high? 

Conventional mortgage rates are at an all-time low, so how is it that private lenders are able 
to get such a high return? It’s simple. .. Real estate investors, such as myself, are willing and 
ABLE to pay such extraordinary high rates because we can. We take the higher rates of 
return into consideration when doing the upfront profitability analysis, and a top-notch real 
estate investor understands, quite simply, that the high rates are simply the ‘cost of doing 
GOOD business. I, for one, would much rather pay a higher rate of return if I know with 
near-certainty, when I locate and tie up an investment opportunity, that I can close on that 
deal quickly and without any hassle.  The three-way win I mentioned above relates here as 
well.  I, as the real estate investor, win because I’m able to quickly buy a property that may 
bring in $60,000 in revenue (which is the reason I really don’t mind paying higher rates). 
The seller wins because they get out from whatever situation they are in; quickly and 
without having to list their property with a realtor, and without having to deal with all the 
hassles associated with the buyer getting a traditional bank loan, and YOU the private 
lender wins because you get, in some cases double digit returns , which enables you to 
build wealth faster and live a better life. 

To review…Who wins in the process of private lending toward real estate investment? 
EVERYONE! 

• THE LENDER wins, because the lender is able to garner double digit returns 
without having to put in a whole heck of a lot of elbow grease 
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• THE INVESTOR

• 

 wins, because (despite the high interest rates) because of the 
amazing speed and profitability with which they can approach investment 
opportunities 

THE SELLER

OK, I get private lending…but why real estate? 

 wins, because they can relieve the burden of their situation, 
quickly, and by circumventing all the time-consuming baggage that comes along 
with buyers trying to secure bank loans  

First of all, let me just say that despite the current, expanding buzz in which everyone and 
their mother professes to be an expert, and is getting in on real estate investment – private 
lending in real estate is not a new phenomenon. Smart investors have, for years, been 
involved in private real estate investment and there are, in fact, entire companies that have 
been built around this investment strategy – which is most renowned for providing 
abnormally high rates of return and, at the same time, offering the kind of security and 
liquidity that allows investors to feel at ease and secure. 

Short term investments are desirable 

The word is out.  Real estate as a short term investment has been growing in popularity 
recently.  Big time.  There are several reasons for this.  First of all it is seen as a much more 
stable investment than stocks and bonds are, currently.  If you want to diversify your 
portfolio with something low-risk and high-return, private investment in real estate is 
widely becoming a popular choice.  The practice has, in recent years, outdone all the major 
indices in terms of rates of return.  Annual income returns on short term real estate 
investments have averaged at least 8% over the last 30 years or so, according to the 
publication National Real Estate Investor.  And with the right strategy, you can count on 
returns of as much as 37%. Not too shabby at all. 

Real estate: good when it’s good, good when it’s bad  

Seeing how the real estate market has “performed” recently, it goes without saying that 
you, the inexperienced private investor, might have a few reservations about the whole 
thing.  Let me assure you, there are always great opportunities in real estate investment, 
whether the market is surging or tanking.  Different investment strategies work perfectly at 
different times.  The bubble we saw a few years ago made fortunes for tons of people, and 
caused plenty of hardship when the bubble popped.  The quick flip worked perfectly, for a 
time, but savvy investors should have known it was going to morph, a bit.  
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During the real estate bubble, there was a brief (and largely unrealistic) expectation that 
you could purchase a property, do absolutely nothing to it, and then sell it at a profit almost 
immediately. It was great while it lasted, but the reality is that making money really does 
take some work. It may not take a lot of work, but it does take work. We can still flip 
properties, even during a housing depression, and there is still money to be made. But it 
comes down to doing a strong analysis of the numbers, buying distressed properties at 
below market value, putting in some time into a rehab, and then selling at a profit. No 
matter what the economy, you can still make money in real estate—it's just that the tactics 
are different.  

A down market, like we have these days, just means that the opportunity exists to buy at 
very low prices.  Yeah, the rates of return aren’t as high as when the prices of homes were 
going through the roof, in, say, 2005, but this is ameliorated by the fact that things are a lot 
more stable.  Home prices aren’t going to get much lower.  If you think that they are, you 
always have the option of holding onto your cash, but you’re going to be missing out.  The 
whole point here is that real estate investment is always a good idea, as long as you really 
know the market conditions. 

My take on the future of real estate 

As someone who has been in real estate for quite a long time, and someone who can make 
sense of real estate’s cyclical nature, I see the following: Over the course of the next four to 
eight years there are going to be quite a bit more foreclosures, and REO’s (over the next 
two years) and the banks will eventually start to drip out more and more of these 
REO’s…and then after a while there will be an uptick during which quite a bit of money is 
going to be made. 

One thing that is good to understand is that, when it comes to real estate, you are dealing 
with an evergreen product. In any market, there is money to be made in real estate. Real 
estate is, without question, one of the safest investment vehicles out there – whether you 
are talking long-term, or short-term…it’s never-ending.  

Real estate: value for rookies, and those with existing portfolios 

It doesn’t matter whether you’re just getting into the investment game, or whether you’re 
a seasoned haggler: real estate investment is a great value.  You can start off strictly in real 
estate and expect excellent returns.  If you’re coming into it with an existing portfolio, 
you’re going to breathe a breath of fresh air with the whole experience.  Nothing is more 
real than real estate.  You get to look at your investment, watch it transform, and watch the 



MaxReturnsREI http://www.maxreturnsrei.com Page 14 
 

cash in your account increase steadily.  Personally, I am particularly proud of the fact that I 
have been able to build my wealth by investing in real estate. Since starting in this industry 
way back in 1996, I have been involved in nearly 12,000 real estate transactions and I have 
gained notoriety and awards for standing out as a thought leader in the real estate industry. 
I now own and operate a network of organizations, in The Billy Alvaro Group. My previous 
companies did an annual loan volume of more than $1 billion. Along the way, while 
achieving financial security, I have also ended up helping, literally, thousands of families 
who needed a better housing situation to fit their needs. In essence, I have been lucky; I 
have had the best of both worlds…  

Why am I telling you this? 

Not to toot my own horn. But, simply, because all throughout that time of my evolution as a 
real estate investment guru, I have had to watch too many friends, family members and 
acquaintances struggle mightily because of choosing to take other investment routes. It has 
broken my heart, more than once, to see so many who are close to me – and such a huge 
part of my life – to lose almost everything taking their chances in a volatile stock market. Or 
so many others, who played it safe, and found – once medical bills and other financial 
burdens began to pile up – that the paltry returns garnered from their ‘standard’ 
investments were not even nearly, going to be enough to sustain the long haul. 

Let’s look at this a bit more closely. In the stock market, there are certain limitations to an 
investor, in terms of leverage, whereas in real estate there is no ceiling. An investor is able 
to buy properties with no restrictions – other than the lender’s ability or willingness to 
secure a private mortgage loan. Secondly, while it is relatively impossible to ascertain which 
stocks are highly undervalued in the stock market, it is (especially with the help of a 
seasoned real estate investor) easy to do so within the real estate sector. 

If you know where to look, you can in fact find sellers who are – due to the current 
economic slump and concurrent de-valuing in real estate – forced to sell properties at 
prices well under their true value. There are myriad other benefits to investing in real 
estate; from the safety net that comes along with having the ability to create a 
geographically diversified portfolio, to tax benefits by way of depreciation deductions, to 
your ability to control the value of your investments (capital improvements, etc.)…The 
upshot of all this, is that real estate is one of the most prolific, and one of the safest (and, 
albeit, under-utilized) investment routes you can choose. 
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Chapter 2: To own or to lend, that is the question… 

You may now be wondering,  Heck, Billy, if the real estate market is so good to get into, why 
should I lend money for someone else to invest there? Why don’t I just go straight to the 
market, looking for deals?  

Okay. Good question; and here is where it is so critically important to understand the value 
of working with a qualified, experienced, and proven real estate investment team. Of 
course, there are plenty of folks who have gone straight to the market and had great 
success – and we all remember that it was not too long ago that the term ‘house-flipping’ 
was almost as common to our vernacular as ‘please’ and ‘thank you. 

But, I’m going to go out on a limb, here, and answer this question with another question: 

Do you want to work, or do you want to earn? 

And let me just say, right off the bat, there’s nothing wrong with hard work. Heck, I’ve been 
working since I was a 12-year-old neighborhood kid in Holtsville, New York. My parents and 
grandparents…each and every one of them had the kind of work ethic that would put Lee 
Iacocca to shame. Elbow grease is more than a prerequisite to accomplishment; it is, in fact, 
the foundation of The American Way. But, if you are reading this, I can fairly assume that 
you have already spent a good portion of your life working hard in your career and burning 
the midnight oil for the sake of creating financial stability and protecting your investments. 
It is unlikely that you will, at this stage in your game, feel at ease and confident in your 
investments if the upshot involves you having to go out and hit the pavement, looking for 
properties, looking for deals, driving through unfamiliar neighborhoods, knocking on the 
doors of strangers, consulting with contractors, determining a system for evaluating rehab 
costs and ARV, etc… 

Passive investment lets you sleep at night! 

So, once again, the real question is: At this stage in the game, do you want to work, or do 
you want to earn? 

If you have funds to put into investment property, private lending can empower you in a 
number of ways. By lending your money through a qualified, reputable and experienced 
real estate investment team– with a proven track record of earning – you will uncover an 
investment realm in which you have security for your capital, and steady, high-rate returns 
anywhere between 8 and 37 percent. And, maybe even best of all, you won’t have to 
endure the day-to-day monotony and hassles that can often accompany the task of trying 
to become a real estate investor.   
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Therefore, while it is certainly true that real estate is an arena in which you can find security 
and high returns, your best bet is, almost without question, to invest as a private lender. 
This way, you can absolve yourself of the need to worry about locating, rehabbing, and 
ultimately leasing or selling an investment property, and you can let the professionals 
handle all of that while you sit with your feet up and collect your returns. In this way, you 
can retain your freedom, free yourself of worry and start to work on your bucket list. 

However, beware the charlatan! 

So, it should be starting to make sense, now. But you are not quite in the clear yet. That is 
because the process of finding the right real estate investor is not quite as easy as you 
might think – especially considering what is going on in real estate. There are plenty of folks 
out there right now who would gladly take advantage of potential lenders, and even more 
that might have some real estate know-how, but not enough to virtually ensure the right 
returns. 

 There is no doubt that private lending through real estate investors can result in an almost 
completely hassle-free investment portfolio that produces flabbergasting yields. The real 
trick comes down to finding a real estate investment team, the right real estate investment 
team, that has the capacity to implement a proven system toward producing safe and 
substantial yields. 

Choosing the right real estate investment team 
So here we are, at a crossroads. You understand that there is a huge potential for high 
returns in real estate, but you also know that, in all likelihood, your ability to cash in on real 
estate is going to come down to whether or not you can find investors with the skills and 
the experience to ensure that you are collecting high monthly returns. 

So, what should you be looking for in a real estate investor? 

Here are a few things to consider when looking for a good real estate investor. Have they 
done it before? Do they have a high volume of real estate transactions on a regular basis? 
The classifieds are full of individual hacks looking for private money for a single deal—but 
you know what happens when somebody puts all of their eggs into one basket. Investing 
with a real estate partner that wants to buy, rehab, and sell a single piece of property holds 
a greater risk of loss than investing with one who has experience in working on a few 
dozens of properties —and the staff to support the endeavor.  

The most important thing to look for in a real estate investment firm is that they implement 
a strategy that relies on a proven formula. And, when I say formula, I’m not talking about 
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some rookie, investment yo-yo from Passaic who sits down at a workstation in the public 
library and throws together a bit of narrative. A truly effective real estate investment outfit 
relies on a proven system that is comprised of the following elements: RESEARCH, 
NUMBERS and FORMULAS. 

Identifying a legitimate and effective investment system 
In trying to identify a real estate investment firm that relies on a sound system of 
evaluation, you have to make sure that a firm is paying special attention to research, 
numbers and formulas. A top-notch real estate investment firm will make use of a 
spreadsheet-based system that can, with near-exactness, determine the potential 
profitability of an investment and the right prices at which to buy and sell. 

The aforementioned yo-yo may have found a single piece of property, and has decided 
mostly by gut instinct that he could fix it up and turn it around for a profit. And he may well 
do so, but you will have very little to go on in supporting that decision.  

As with any investment, do your due diligence—and find a real estate partner  that has done 
theirs. A real estate investment firm, in relying on such a system of spot-on analysis, can, in 
essence, take the guesswork and uncertainty almost entirely out of the process – which is, 
in fact, quite a big deal. One would be hard-pressed to find any other investment vehicle 
anywhere else with which investors can come so close to knowing the actual profit they are 
likely to earn on a deal. 

Many are called, most get it wrong… 

While every real estate investment firm will claim to make use of such a system of analysis, 
most get themselves (and their lenders into trouble) by failing to think conservatively in 
their speculation. The general mistake, which is made quite often by MOST investors who 
try kicking in the real estate door (without having had enough experience or having done 
enough research) is to overestimate the resale value of the property AND, at the same time, 
to underestimate the actual costs required to rehabilitate the property. Yikes! 

If an investor, in the process of trying to sell a home, sees that comparable homes in the 
neighborhood are selling for $235,000, they will often try to squeeze the price up to 
$254,000. This inflated number, though, is going to have a negative effect on said investor’s 
profitability formula. If the investor ends up selling for anything less than $254,000, it will 
have a negative effect on the overall profit equation. Compounding this formulation error is 
the fact that most investors also tend to underestimate the actual rehab costs (by a 
longshot – usually due to lack of experience or worse), and do not have the experience, or 
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forthrightness, to properly account for and all unspoken costs that ALWAYS exist in a real 
estate deal. 

How to know when you’ve found yourself a great investment partner 

A great real estate investment partner, one that you can trust to provide the forecasted 
yield, will almost always stick to the following rules of thumb: 

 

 

If comparable sales in the area indicate that a house will sell for $235,000, a 
good real estate investment firm will base their offer off of that number, or 
a number that is slightly lower 

 

 

A good real estate investment firm will have a fully systemized approach for 
identifying, documenting and calculating the TRUE redevelopment costs 
involved with a property. (And you know you’re dealing with real pros if 
they take that number and increase it by 10% - it means they understand 
the prevalence of unforeseen costs). 

 

 

A capable and trustworthy real estate investment firm will NOT EVER 
underestimate any indefinite costs associated with a real estate 
investment; including holding costs in the form of insurance, taxes, 
maintenance, utilities, sales costs, realtor commissions, transfer taxes and 
additional closing fees. 

In short, a real estate investment team in which you can put your full faith will essentially 
take the guess work out of the process by implementing methodologies that take into 
account all of the above. Proven systems of documenting (with checklists), in a step-by-step 
manner, will ensure that each process is fully and correctly accounted – leaving little to 
chance – and are the calling card of a professional real estate investment firm that provides 
returns.  

If a real estate investment firm DOES NOT have an all-encompassing system for finding real 
estate opportunities; analyzing the ARV; accurately predicting repair costs; calculating the 
buying, holding and selling costs; coming within a few percentage points of the forecasted 
yield, and closing the sales--then you likely ARE NOT looking at a real estate investment firm 
that is making informed real estate investment decisions and/or seriously considering the 
importance of minimizing your risk as a lender. 
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Although there has never been, and never will be, an investment opportunity that is 100% 
guaranteed to yield the rate of return forecasted, a truly outstanding real estate investment 
firm will, through due diligence and thanks to a wealth of experience and know-how, be 
able to minimize the inherent risks of investment and give you a very high probability of 
earning your forecasted returns. 
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Chapter 3: Strategies and Results=Meat and Potatoes 

So, we have discussed many things to look for (and to look out for) in a real estate 
investment firm. Now, the question is this: when it comes to real estate investment, what 
are the strategies employed by a good real estate investment firm and how do they work to 
ensure that you see the types of return rates you are looking for? 

Two working strategies in real estate investment 
There are two popular strategies for real estate investment, each one appropriate for 
different situations.  Once we have discussed the elements and nuances of these  
strategies, it’ll be time to get down to brass tacks and talk cash. The variations in cents 
invested can mean the difference in thousands of dollars in profits, so I’ll cover the keys to 
ensuring a valuable payback from your investment. And, I’ll discuss some risks that you 
need to be aware of so you can spot them and beat them.  

Know when to hold ‘em… 
I am NOT a huge fan of Kenny Rogers, but I do love the wisdom in one of his songs, and it is 
not too often that I get the chance to reference him a business setting. There is wisdom in 
his song “The Gambler.” Understanding some of the finer points of the following strategies 
can essentially take the ‘gamble’ out of your investment. 

First of all, there is the Buy and Hold strategy.  The Buy and Hold strategy is perfect for 
investors who are able or willing to sit on their investment for a longer amount of time.  It’s 
definitely the most “long-term” of all the investment strategies, herein.  Buy and Hold is a 
perfect tactic to take with real estate that can produce CASH FLOW and, over time, 
appreciate.   

Hold ‘em real estate is great in a situation where you can buy an undervalued piece of real 
estate, add substantial value to it with rehab, and then lease it out for cash flow and long 
term appreciation. Hold ‘em is, generally, best in low- to moderate-income areas, which 
tend to have lower real estate prices and lower property taxes –which adds up to great ROI 
as a rental. 
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The pros and the cons… 

The pros of hold ‘em for the private lender are as follows: 

PROS: 

• Long term cash flow: when you invest, as a private lender, into a rental property 
for a real estate investor, you can certainly count on long-term, high-yield monthly 
cash flow. 
 

• As a private lender, you’ll never have to deal with tenants, trash, or toilets; 
meaning you can sit back and collect your interest without the headaches 
associated with managing the rental units. 
 
 

• If you invest as a private lender and get part equity share, you will also get the 
upswing on any long-term appreciation when the property sells. 

 

CONS: 

• Your money is NOT liquid; meaning that if you need your money NOW, the real 
estate investor would have to find another investor to replace you (which could 
possibly take anywhere from 30 to 90 days). 

Fix and sell (and go straight to the well)…  
The second strategy is something that we like to call the Fix and Sell strategy.  This is pretty 
much the opposite of the Buy and Hold. Fix and Sell is your basic house-flipping strategy 
where an investor buys a run-down house in an otherwise decent neighborhood, quickly 
fixes it up, and sells it for big profits.   

You might have seen all those TV shows on cable, Flip This Thing, or That Thing, or 
whatever.  Don’t get too wrapped up in that.  Those shows are not good guides for the Fix 
and Sell approach.  If you don’t know exactly what you’re doing, you could end up 
hemorrhaging cash.  Fix and Sell is a specific strategy that works well in very specific market 
conditions, and only for people who understand structural and cosmetic repairs enough to 
see beyond the chipped paint to see what really needs to be fixed. Additionally, there can 
be unexpected market changes in repair costs. So you need to make sure you are working 
with a real estate investment outfit that knows all there is to know. Under the right 
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conditions you can make huge profits when you invest in an expert firm.  It’s just a matter 
of finding the right investment team.   

In and out (and on your merry way)… 

Aside from foresight and market awareness, the key to making the most of a fix and sell 
approach, also called fix and flip, is to get things done well and quickly.  No dilly-dallying.  
Time is money in this situation. Seriously. There has to be a complete and in-depth 
understanding of the time constraints, and the ramifications.  There has to be a 
comprehensive understanding of construction labor, so that no one gets ripped off by some 
fly-by-night crew.  A sound real estate investment firm will have a full awareness of the 
importance of timing when it comes to Fix and Sell, and a full understanding of its 
implementations. For example, another way to approach Fix and Sell is as follows: a fixer-
upper is purchased at a good price, and then the investment is made to fix it up.  There is no 
cause, here, for gentrification speculation.  The focus is almost wholly on improving the 
value of the home and then selling it.  

It’s just good, old fashioned elbow grease and sweat.  You may need to do as little as send 
in a clean-up crew for a day, slap on a new coat of paint and patch a crack or two. Or, you 
may need to attend to some more costly repairs such as a new roof or new furnace. Either 
way, you can make money, it's all in knowing what to expect. This is where due diligence 
comes in to the equation—if you go into it knowing what you need to fix, you can build that 
into your equation and determine whether it will be a profitable buy. 

Fix and Sell is the steadiest approach, where each improvement adds real value, making the 
place more and more desirable to potential buyers.  A real estate investor may end up 
selling the place at a nice profit before all of the improvements have even been made. 

Fix and Sell requires quite a bit of knowledge regarding values of neighborhoods, costs of 
repairs and overall project management skills, and, without a doubt, it is good for the 
investor to have complete control over the project through all phases.  Purchasing, 
rehabilitation, and selling all ought to be handled with care by the investor.  Putting things 
into the hands of a less concerned party will eventually lead to some kind of breakdown, so 
be sure that you have utmost faith in your real estate investor!  Not to encourage paranoia, 
but a little bit really isn’t such a bad thing.   

Even the best strategies require attention to detail 

So, we now have a generally decent idea of what we’re dealing with in terms of strategy.  
These two strategies all have their appropriate places, and you should now have some 
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understanding of what they are and how they work.  Now, we are going to take a closer 
look at managing the inherent risks involved with all these strategies.  There are a few 
pitfalls that you need to be aware of – because there are no guarantees under the sun. 

To ensure that your investment partner is doing its due diligence (you can ensure this, first 
and foremost, by choosing a well-known, proven and respected real estate investment 
partner), there are several things to watch for to make sure your money is being invested 
wisely. Although real estate can prove a profitable investment, houses tend to come with 
varying degrees of rehab hurdles. 

The investor you’re going to lend money to should have a process for identifying the below   
structural and maintenance issues that could potentially affect the ARV, or shoot up the 
costs of rehab: 

o Basement water damage: signs of water? Is there a sump pump? 
 

o Lead-based paint: Paint flaking could be an indicator 
 

o Oil Tank: Above-ground or in-ground? 
 

o Septic: Must be checked before purchase! 
 

o Termites/wood killers: Any softening of wooden sills and surfaces? 
 

o Roof: When was it last replaced? What is its condition? 
 

o Structural: Any spaces between walls and floors? Is there shifting? 
 

o Location: Are the area notorious for flooding, or other potential hazards (chemical)? 
 

o Asbestos: Was it used in insulating? Has it been removed? What was used for 
insulation, if anything? 
 

o Are the electrical and plumbing systems up to code? 

 

If your real estate investment partner is not taking note of such details – not to mention, 
paying close attention to issues such as historic design designation, or other special zoning 
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and permit issues – then you could have problems when it comes to forecasted earnings. 
Although the above are only a few examples of potential areas of trouble for those 
investing in real estate, they give you a specific idea of what to look for in trouble-shooting, 
clearly present the comprehensive knowledge needed by any investor worth his or her 
weight… 

Tips from the toolbox… 

While there are risks when it comes to real estate investment, there are also some simple 
solutions to standard problems concerning homes and properties. You will know you are 
working with a capable real estate investment firm if it demonstrates a clear understanding 
of the simple steps that can help enhance the physical condition of an investment property.   

A property should always be (and, certainly, appear to be) well-managed.  If a property 
looks like it’s the proverbial, never-ending construction project, it’s going to attract negative 
attention.  The more open and vulnerable it seems, the more likely it’s going to attract 
some local hooligans – those kids play other games besides stickball these days – or even 
opportunistic squatters.  That’s why it is important that a real estate investment firm can 
demonstrate a clear track record of keeping properties as safe and orderly as possible. 

A

Although these are all minimum investments, they should be attended to by your real 
estate investor because these things serve to keep the degenerates away, and will also 
leave a good impression on potential buyers.  

nd you’d better make sure your investors mention the importance of maintenance. The 
lawn is mown, fences in disrepair should be mended, accumulated snow should be 
shoveled away as if the property were in-use, ragweed should be removed from the 
sidewalk cracks, and all doors and windows should be locked at all times.  

Once again (I’ll say it again), it is mission-critical here that you are working with a respected 
and capable real estate investment firm that can clearly demonstrate a substantial history 
of success and reliability. By doing so, you will have gone a long way to eliminate many of 
the potential risks involved. 

Better to be on the ball… 

As a private investor in a real estate firm, you’ll likely have somebody else out there 
worrying about the everyday ins and outs.  Still, it’s good to have a grip on the process, such 
as the steps mentioned above.  You ought to know exactly where your money is going.  Get 
a list of the properties that have been purchased by your real estate investment firm, along 
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with the financial snap shot to see if, in fact, this team has the expertise and experience in 
doing profitable real estate investing. 

If management within a prospective real estate investment team is not playing ball with 
you, then something fishy is probably going on.  It’s your money, and you’ve got every right 
to know if the team you’ll be investing in has a track record. 

What kind of profits are we talking about, here? 
So, you may be obviously wondering what kind of profits you can expect to rake in as a 
private investor in real estate – this is, after all, the hook that gets folks excited about the 
prospect. As well they (and you) should be!  Ultimately, the average return on a real estate 
investment can range anywhere from 8 to 37% for someone working with a legitimate 
and credible real estate investment team.  

Considering what we discussed earlier in this book – regarding the difficulties many 
investors are having if they seek loans through the bank and the willingness of investors to 
play with high interest rates – it is in fact true that private lenders have, right now, a good 
amount of leverage.  Even without such a strong, current stranglehold, a wise and reputable 
real estate investment team heavily values its private investors, and will do everything it 
can to keep you more than satisfied. Remember, your return isn't tied to some arbitrary 
prime rate determined by the Federal Reserve, it's determined by YOU, and a piece of 
property that has actual value and a bottom-line profit in which you will share. 

Sometimes, it’s more. As an investor, you 
played the key role in getting the process started, and your compensation ought to be just – 
it’s between you and the firm what percentage of the revenue you take in.  

 

In other words, it’s time to forget about what HAS NOT been profitable in the past, and 
key in on the huge, potential profitability of acting as a private lender! 
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Chapter 4: Real Estate Investment Methodologies 

You’ve heard it on the radio, seen it on the TV.  It’s all over the place:  Investments are 
kicking the bucket…But, if we were to listen to the pundits, we would have no choice but to 
deduce that the only safe investment right now is gold (which, for my money, you can 
keep).   

Every day I hear the media talking about how this is a terrible time for making money; the 
recession is still being felt all over the country; we just need to wait in a holding pattern 
while the finance gods straighten everything out… 

Baloney! 

Those who wait and the ones who get left behind. You don't wait—you simply change your 
strategy and tactics to suit the times. And for those with any investment knowledge or 
sense, these are truly exciting times.  Down markets, risky markets…these are things that 
should warm the cockles of an opportunistic investor, because he knows he’s going to get 
the best deals.  Just like that time you went to the mall right after Christmas and got all that 
name brand merchandise at a 90% discount.  Knowing when to shop, and how low the price 
is going to go, is the key to making bucks and picking up valuable assets at a bargain.  Just 
like spikes in the market, deep valleys never last very long.  Quick bounce back means quick 
profits.  You could have tripled your money investing in Goldman Sachs after the bubble 
burst in 2008, for instance.   

The key to investment, all investment, is to know when to hit. And usually, it's when other 
people are waiting. 

Value and Pricing 

When it comes to real estate investment methodology, it cannot be stressed enough just 
how important it is that you know the difference between value and price.  You really need 
to have a good idea as to the real values of your investments, so let’s hope your investment 
partner is up to par.  When you know, with exactness, the real values of your investments, 
you’ll know whether the market is over- or under-pricing them, and you’ll be able to take 
advantage of market fluctuations, accordingly.  Knowledge of real value is the number one 
tool that will help you decide when to buy or sell your investment.   

A real estate investment is one of the bigger ticket items out there for most of us.  Most 
people aren’t professional venture capitalists or entrepreneurs, nor are we buying and 
selling companies like kids trading baseball cards.  So, dealing with the numbers can get a 
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little bit laborious.  Yes, it’s difficult to follow all that advanced math, which seems a little 
bit pointless when most business decisions are actually based on common sense more than 
anything else.  (OK, maybe the common sense is a bit tweaked and refined, but it’s the 
same concept nevertheless.)  Anyway, the point is that, regardless of your street 
knowledge, you’re going to need to hone your economic skills if you want to make money 
in the real estate world – even if you are working with a top-notch investor. 

What is the process? How does it work? 
When you make a loan as a private investor, you are given a first mortgage that works to 
secure your legal interest in the property, which works to secure your investment. 
Generally, loan-to-after repair value ratios are kept under 70% of the value of the property 
for the sake of increasing the security of the loan. 

Based on that 70% number, then, if an investor purchases a property valued at $100,000, 
the private lender will loan, at the most, $70,000 dollars on the property. That’s a 70% loan-
to-value (LTV) ratio, and it works to leave you some wiggle room, just in case, and ensure 
that you are not working without a 25% cushion. 

*70% Max LTV off the arv to protect your investment 

PRIVATE LENDING OVERVIEW: 

*8-14% simple interest 

*Flexible payment plans 

*Flexible length of terms 

* Recorded Promissory Note and Mortgage 

* Hazard Insurance 

* Title Insurance 

* Copy of the Appraisal or CMA 

* No Early Withdrawal Fees 

* IRA & Roth Investments 

 

Step-by-Step Guide to an Ideal Investment Deal 
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Let’s look at a step-by-step guide to an ideal investment deal. These steps will spell out 
what a good deal looks like so that you’ll be able to determine whether an investment 
brought to you by an investor is worth investing in or not. 

Here are the steps to take when lending money to an investor for a real estate deal. 

Your investor must have a real estate comparative market analysis to be able to appraise 
the house at post-renovation price. This is a big key to your making money off the 
investment! 

Step One: Verify the ARV or potential selling price after renovations 

Choose either option with care.  If you know other successful private lenders, ask them 
whom they employ, whom they’ve heard about, etc.  It helps to do your research.  Your 
attorney represents your interests in business transactions, so it is important that you feel 
comfortable with that person and feel that he or she is trustworthy. Make sure you give 
your attorney or title company all of the necessary documents, some of which are listed 
below. 

Step Two: Professional Legal Representation via Qualified Attorney or Title Company 

• Title paperwork- This is the proof that your attorney checked that the title on the 
property is clear, which allows you and your investor to sell the property when 
renovations are complete. 

• Summary Sheet- This sheet has the golden formula I taught you earlier in this e-
book. This spells out the proposed financial investment and return. 

• Lender’s Agreement- This spells out the agreement between the private lender (you) 
and the investor. Make sure this paperwork lists the proposed profits, responsibility 
for unforeseen expenses and who will hold the lien on the property. 

Make sure the investor orders and investigates with the title company whether there are 
liens or any dark clouds on the title that could prevent a clear title from being transferred to 
the new owners. This search is initiated by the investor’s real estate lawyer. If the search 
finds the title to be clear, the title company will give the investor the title insurance policy, 
which certifies the clear title. If there is not clear title, stop right there. You cannot make a 
reliable contract of any kind, without clear ownership. 

Step Three: Title Work and Title Insurance Policy 
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If clear title is established, then the title insurance policy will have an endorsement made 
out to you, the private lender, which means your name appears on the title as well. This 
ensures that you are an insured party as to title. 

The time frame for getting the title work done depends on the title company. It can take 
two to three days to get a title report, plus additional time to write the insurance policy. 
Therefore, make sure your investor’s lawyer selects a title company known for quick return 
time, since time is of the essence. 

Insurance is important. You may think that since no one is living in the home, insurance isn’t 
necessary. But it is. An insurance policy is an integral part real estate investing.  As a lender, 
ask the investor for fire insurance and property liability. This acts a security of your 
investment. Have the investor put your name on the policy as additionally insured. This way 
if something happens to the property, you won’t lose your investment money.  

Step Four: Liability and Fire Insurance Policy 

Also, while it is tempting to save a few bucks by telling the insurance company that the 
house is occupied when it really isn’t, don’t. If something were to happen to the house such 
that you needed to file a claim, then the insurance company would investigate, and would 
discover that while you listed the house as occupied, in fact no one was living there. This is 
insurance fraud! The legal definition of fraud is a knowing or intentional false statement, 
made for the purpose of inducing someone to do or agree to something (in this case, insure 
at a cheaper rate) which they would not have done had they known the truth. Not only will 
the insurance company deny your claim, you or your investor, or both, will be subject to 
criminal prosecution, and liable for fines or jail if convicted of actually receiving insurance 
money under false pretenses. Just tell the truth from the get-go and save yourself potential 
nightmare. 

The lender agreement is an agreement between the private lender (you) and the investor 
that outlines the terms of the loan. The money goes into an escrow account through an 
attorney or the title company. Funds will only be released when all conditions of the 
agreement are met. This is what covers your behind in the event that you and your investor 
can’t agree on something. It may seem like a pre-nuptial agreement, but that’s because it 
kind of is. If you and your investor break up, you need your rights in writing to protect your 
investment. But it is a marriage agreement, too: It outlines both your relationship within 
the investment plan, AND the terms of the split if the investment plan does not work.  If any 

Step Five: The Lender Agreement 
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terms or language in the agreement is unclear to you, or if the effect of the terms in the 
event of a problem is unclear, discuss them with the attorney before you sign the 
agreement.  If there is something that you think is an important part of the agreement, and 
you do not see it clearly spelled out in writing, do not sign until it has been written in.  The 
usual rule about written agreements is that, whatever was discussed between the parties 
before the paper was signed, whatever you orally agreed to and shook hands over, is 
assumed by arbitrators and courts to be “subsumed” into the terms of the written 
agreement.  In other words, lots of terms and ideas may have been discussed before the 
document was written, but once it is written, nothing counts (everything is “subsumed”) 
except for what is down on paper in the writing. 

Some states require a mortgage note on the property to prove your interest in the 
property. Some states also require a Deed of Trust. Here’s the basic function of each. 

Step Six: The Mortgage Note or Deed of Trust 

Mortgage- A mortgage creates a lien on the title to the property. Foreclosure of that lien 
almost always requires a judicial proceeding, which declares the debt to be due and in 
default. Foreclosure results in the sale of the property to pay the debt. 

Deed of Trust- A deed of trust is a deed by the borrower to a trustee for the purposes of 
securing a debt. A deed often creates a lien of the property, but not a title transfer. Also, in 
many states, a deed can be sent to foreclosure without a judicial ruling. In California, for 
example, most mortgages are deeds of trust, which results in a quicker foreclosure process, 
typically 3 months compared to a year.  Also, deeds cost less to foreclose upon than 
mortgages cost to foreclose, because there’s no need to involve a judge. 

 

Terms of the loan 

It is a good idea to start thinking about what terms you are going to set out for your loan.  
Each private investor has his or her own way of doing things.  This is particularly true when 
it comes down to setting out terms and conditions for loans.  But as a rule of thumb, you 
shouldn’t lend out one penny beyond 65%-70% of the home’s expected after-repair value.   

As I just said, it’s your call how you set the details of your terms and conditions.  The more 
protective you are of your investment, the better off you’re going to wind up.   
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Documentation a cinch in private lending  

There are four required documents that you need to be aware of if you are going to act as a 
private lender. Many folks get into private lending, in the first place, because of the relative 
ease within the process and the lack of lengthy paperwork and forms to fill out. 
Nevertheless, these four documents are extremely important should you wish to pursue 
this endeavor (and they don’t come anywhere near the five inches of paperwork investors 
are looking at should they choose to pursue a loan through the bank).The four required 
documents are: 

• PROMISSORY NOTE:

• 

 This serves to present the terms and conditions under which 
the private lender is willing to lend money, and under which investors are willing to 
borrow. 

MORTGAGE:

• 

 This will be created by the real estate attorney or title company to put 
up the property as collateral for the loan.  

INSURANCE:

• 

 Just like any other lender, you must be named as the lender on the 
title/hazard insurance in order to protect yourself in the event of an occurrence.  

DISCLOSURE STATEMENT:

 

 The disclosure statement essentially verifies that the 
private lending transaction is a personal one-on-one transaction, and that there are 
potential and inherent risks involved. 

Where do private lenders get their money? 
So, where do the funds for private investment come from, exactly?  This knowledge is key.  
It’s equally important for both the lender and the borrower. Many private lenders utilize 
the funds already at their disposal, i.e. IRAs and 401Ks or home equity loans. Sure, you’ve 
heard for years to not touch your retirement savings, and that is sound advice. But, think 
about what kind of return you’re getting on those traditional penny pinching ways of 
saving. As I said earlier in this discussion, don’t you think you can do better? 

Consider the following… 

What is the interest rate on that IRA?  

How much are you really making through your conventional investments?  

What if you could take that money, your hard-earned money, and make it turn a larger 
profit than it is making now? You’d jump at that, right? That, in a nutshell, is why private 
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lenders are willing to lend money to invest in real estate. Serious profit exists.  Better than 
other current investment profits.   

Many retirement savings and investment plans allow borrowing against the plan, which 
eliminates the taxes and penalties for early withdrawal. It pays to check your plan’s features 
with the plan administrator to determine whether this is an option for you. If it is, you 
should certainly look into it with diligence. 

Home equity loans are another option for funding investment deals. If you’ve owned your 
home (or two or three) for several years, then you’ve likely built up equity. You can get a 
loan against the equity in your home and then lend that money to a real estate investor at 
an increased interest rate, and pocket the difference. Just be sure that the interest rate you 
give to your investor is higher than the interest rate the lending institution has given you on 
your loan. 

Where will an investor put your money? 

Now that you’ve determined where to get your lending money, you need to know where an 
investor will put your money? There are three types of fixer-upper properties your investor 
will show you. I like to separate them, according to condition, as the Good, the Bad and the 
Ugly.   

The Good, The Bad and The Ugly 
Good property is a house that needs just a little cosmetic work. Say the owners decorated 
the house in odd colors or were stuck in the 1980s with the décor. These are simple and 
relatively inexpensive changes that can be made quickly and allow the house to be put back 
on the market fast. These can be quick returns on your investment. 

Ugly houses are those that need major cosmetic re-dos, like taking down an entire wall of 
fake stone, a whole wall of mirrors, or just gutting and redoing a kitchen. Carpets have 
stains, the whole house reeks, and the bathroom looks like time stopped at the '70s. These 
are called ugly because even their mother wouldn’t love them, they’re so ugly. But they’re 
not without potential. Many times buyers are turned away by the ugliness and the amount 
of work that goes into getting rid of the ugly. And that’s where you and your investor come 
in. You provide the funding as a private lender, he/she provides the supervision and 
coordination of workers, and together you get a beautifully updated house that will fetch 
top dollar once it’s returned to the market. 

The bad house, however, should just be bulldozed. This type of house has problems beyond 
cosmetics, like an environmental issue due to a oil spill or toxic soil in the area.  These types 



MaxReturnsREI http://www.maxreturnsrei.com Page 33 
 

of homes are sure to be a liability, and you don’t want to invest in one of these EVER. (In 
chapter 3, we discussed several issues to look out for in a potential investment property.) 

Which has the best potential? 

Which house do you think you should invest in to get the most profit?  

If you said the Ugly, you’re right! That’s the type of house that will net the most profit. Did 
you guess the Good? You’re not alone, but you’re still wrong. I’ll explain. 

A Good house needs minimal repair, but the homeowner just isn’t interested in doing it. 
But, it’s in a good neighborhood and the value of the house is close to the asking price. This 
means that the seller is going to hold out for a buyer that is willing to do the grunt work 
himself and will offer a price close to the asking price. Even if the seller did sell to you, with 
the market value for the house so high, you stand to make a too-small profit. An investment 
in a Good house will only pay off if the seller is motivated to sell and is willing to accept an 
offer well below the market value of the house. 

A Bad house is obviously a money pit. This house will sink and it will pull you down with it. 
There are too many significant and costly repairs necessary, and you are unlikely to make a 
large profit on the house once you factor in the money necessary just to get it up to code, 
let alone all the bells and whistles that buyers expect. An Ugly house is a gold mine for 
investors! It has too much work that needs to be done such that buyers won’t want to fuss 
with it. The seller is motivated and doesn’t want to make the time-consuming repairs and 
updates. In other words, the seller is so motivated, he or she is willing to sell at a low price, 
which means a larger profit for you in the end. Soon, you’ll think that nasty smell smells just 
like money in the bank! Remember, we’re not calling them Pretty houses– they’re ugly for a 
reason. Think of the ugly as an opportunity to swoop in with your investor and transform 
this Cinderella into a celebrity and then smile like a Cheshire cat all the way to the bank. 

Now that you have an idea of what to look for in a potential investment property, it’s time 
to chat about how properties are purchased.  

The basic lending process, in a nutshell…The following steps represent the skeleton of 
sequences involved in a standard private lending transaction: 

• STEP 1: The real estate investment team locates and agrees to pursue an investment 
property based on (if they are good) a pre-determined formula involving research 
and numbers. 
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• STEP 2: The real estate investment partner produces a private note to cover 
purchase, acquisition or rehab costs; you, as the private lender, send loan funds to 
an escrow company, where the note is created. 

• STEP 3: The real estate investment partner closes on the property and starts in with 
the process of rehabbing, using the funds made available by the private lender. 

• STEP 4: When the rehab is complete and the property is sold, the private lender 
receives all of their initial loan principal along with the interest, as agreed. 

The best part of being a private lender, as you can clearly see, now, is that your money is 
always safe; it comes back to you; and it comes back at a rate of return that you are not 
likely to find anywhere else! 
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Chapter 5: A Review of Private Lending 

Sound investment, high returns 

I’ve spent this entire e-book telling you why real estate is such a proven investment; and I 
have given you some of the basics of investing in real estate as a private lender. But, now, I 
want to really drive home the benefits to make sure you understand the potential income 
you are missing out on. These are real-life benefits of investing in real estate as a private 
lender, and they can all apply to your life if you have an understanding of how to proceed 

- High Returns on Investment (8% to 37%) 

As a private lender, your return on investment is extremely high! You ensure your return by 
building the profit into the cost determination formula. In this current sluggish real estate 
market, the houses are ripe for the picking! 

- Investment is Totally Secured 

Unlike the roller-coastering stock market, your investment in real estate properties is totally 
secured. You have a first lien on the property, so your return is safe. 

- Investments are Short to Medium Term for Quick Liquidity 

Other methods of investments usually require decades to mature into high-enough returns, 
but real estate market investments usually have a quick turnaround time. Often, properties 
are rehabbed in six months, which means within a year you’ve bought, repaired and sold up 
to two properties, netting an incredible profit compared to traditional investment methods. 

- Private Lending is a Hands-off Investment 

You just lend money. The investor handles all the dirty work like scheduling contractors, 
overseeing construction/repairs, and the paperwork is handled by a real estate attorney 
and the title company. Very few complications, just simple private lending conventions. 

- Liability is Extremely Low 

Once you hand over your investment money, all you need to do is wait for your returns. The 
most you’ll need to do is check in with the investor and see that he’s still on schedule. The 
investor handles any and all situations, which means you can focus on your job, your family, 
or your fishing. Your choice. 
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There you have it – the many benefits of becoming a private lender. But each real estate 
deal is not the same as the one before, so it’s important to establish appropriate goals to 
guide you through the first few deals.  

What are reasonable goals to have? 

Keep in mind that this is not a get-rich-quick scheme. There is no quick way to get rich, but 
this method will allow you to make yourself rich in time. Through patience and dedicated 
energies, you can achieve the many goals you have set for your life. Just remember that all 
good things come to those who wait – and work, and think! 

While private lending is not a physical job, you will need to put in some work. Just apply 
effort and sincerity and you’ll be able to achieve your reasonable goals. Keep in mind that 
there’s a difference between a dream and a delusion. If you’re going to shoot for the stars, 
make sure you have a solid plan on paper to get you there, and partners who have the 
wherewithal to guide and assist you. 

Don’t be afraid to take the advice of others who have gone before you. Learn from their 
experience and hopefully escape their mistakes. As a beginner, you need every bit of 
assistance to keep yourself in the game. 

The end is important in all things… 

With the knowledge I have presented in this e-book, you should have a better idea of what 
it will take for you to find ways to make your money work for you. There’s nothing stopping 
you from becoming a wealthy, sought-after private lender – all you need is a reliable real 
estate investment partner and the will to earn. 

The money that is sitting in your IRA or 401k isn’t a bad thing; it’s just not a lucrative thing. 
(Or, at least not as lucrative as it could be if you were to invest it more wisely.) 

Private lending is not magic. It only feels like you’ve performed magic when you have a 
chance to sit back, put your feet up, and start counting your returns. And even though (to 
quote Kenny Rogers, again) you don’t count your money when you’re sitting at the table; 
you have to be at the table to earn it in the first place. 

Do yourself a favor…pull a chair up to the table, and have a seat! 
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SUMMARY 

I hope I’ve enlightened you somewhat on the earning potential of making private mortgage 
loans. If it appeals to you, you can always call us for advice. While most people are 
complaining about the low rates they are getting on their CDs, the volatility of the Stock 
Market and other low paying investments, you could be receiving a return of 8% to 37%. If 
you would like more information on How To Invest and earn between 8% and 37% or more, 
then call Mr. Billy Alvaro direct at 800-793,5015 x 702 or via email 
balvaro@maxreturnsrei.com. 

Are you going to continue to let other people control your money so you only get a return 
that barely keeps up with inflation? Or are you going to take control and make sure that 
when you get ready to retire, you can do what you want without worry about money. If you 
are retired, here is a great opportunity to squeeze every interest dollar out of your savings 
that you can. Private lending is an incredible way to build wealth in a way that most people 
aren’t aware exists. To learn more, or if you have any more questions, please do not 
hesitate to call us at 800-793-5015 x 702 
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FAQ: 

Q: What is a private lending? 

A: Private lending involves a loan made by a private individual or a corporate entity to a real 
estate investor that is secured by real estate. Private Loan Investors are given a first or 
second mortgage that secures their legal interest in the property thus securing their 
investment.  

 

Q: How am I going to be protected? 

A:  When a real estate investment team buys a property, the money the private lender put 
into a deal is secured by the following: 

Mortgage – a legal document, which states that you are a first position lien holder and you 
can foreclose on the property in case of default; Note – a legal document, which states that 
a borrowing entity will pay you an agreed upon interest; Home Owner’s Insurance, on 
which you will be added as additional insured in case something happens to the property. 
The private lender has always at least 25-30% equity in the property.    

 

Q: What are the terms? 

A: generally, a real estate investment team will borrow money for six-eight months, but 
they may use the funds for up to 12 months.  

 

 

Q: Will I see the property before I will be required to lend the money? 

A: Generally, yes. You should be able to inspect the property and you do have an absolute 
right to decide not to lend on any particular property.  

 

Q: Who handles all the paperwork? 

A: Attorneys and title companies.  
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Q: Can I use my IRA or pension plan? 

A: Making real estate loans is a widely accepted use for IRA and other Retirement Plans. 
Most people do not know that you can make private mortgage loans using the funds which 
are already in your IRA's and other retirement plans.  

 

 

GLOSSARY OF TERMS: 

 

After Repaired Value (ARV) – What a property can reasonably expect to sell for with a 
reasonable time for traditional marketing after all repairs have been made on the property. 

 

Borrower – The person who borrows the money and is the maker of the note. Also known 
as the mortgagor or grantor in a real estate transaction. 

 

Deed of Trust – A security interest similar to a mortgage by which a borrower or debtor 
conveys title to its property through a trustee, usually the public trustee, who holds the title 
for the protection of a lender or creditor as a pledge or as security for the repayment of the 
loan or debt described in the instrument. Upon payment of the debt or performance of the 
obligation, the deed of trust is satisfied and released. 

 

Default – Failure of a borrower to make payments as agreed or failure to comply with other 
terms of a note or contract. 

 

Escrow – A written agreement between two or more parties whereby the grantor, promisor 
or obligor delivers certain instruments or property into the hands of a third party, the 
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escrow agent, to be held by said third party until the happening of a contingency or 
performance of a condition and then to be delivered to the grantee, promissee or oblige. 

 

Fire and Hazard Insurance – Insurance, purchased by the property owner, that protects the 
owner and lender from damage caused by fire, wind, storms and other perils. In many areas 
and insurance policies this insurance also covers hurricanes, earthquakes and floods 

 

First Mortgage – A mortgage lien against a property that is the first one filed. 

 

Foreclosure – Legal process of enforcing an obligation by sale or seizure of property used as 
security for the obligation. 

 

 

Junior Lien – An encumbrance or claim against property subordinate to one or more claims 
of higher priority. 

 

Lien – A right by law of a creditor to have a debt or charge satisfied out of the real and 
personal property belonging to the debtor. 

 

Liquidity – The ability to convert assets such as notes or real property into cash. 

 

Mortgage – A conditional conveyance (or lien) of property as security for the payment of a 
debt or the fulfillment of some obligation; upon payment of the debt or performance of the 
obligation, the mortgage is satisfied and released.   

 



MaxReturnsREI http://www.maxreturnsrei.com Page 41 
 

Promissory Note – The document that outlines the amount of money borrowed, interest 
rate, payment schedule and term. It is often used in conjunction with a mortgage or deed of 
trust which secures the loan to real estate. 

 

Title Insurance – Insurance purchased at closing that protects the lender and owner from 
loss in the event of a dispute against the ownership of the property. 

 

Title Policy – A title insurance policy insuring a mortgagee or beneficiary under a deed of 
trust against a loss caused by an invalid title in the borrower or loss of priority of the 
mortgage or deed of trust. 

 

Public Trustee – Usually a public official of each county, designated as third party trustee for 
a deed of trust. 
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