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Feeling a Bit Stressed Lately?  So Is the CRE Market!
DISTRESSED CRE TOTALS FOR 2008: $3.9 BILLION; FOR 2009: $106 BILLION
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The Looming Refinance CrisisThe Looming Refinance Crisis



Private Money Lenders Market Analysis  Private Money Lenders Market Analysis  

� A Down Trend in the Real Estate Market Makes It 
Difficult to Get Deals Done Conventionally
� Problem: Bank Liquidity

� Banks have a balance sheet problem, capital is scarce
� Problem: Bank Regulation

� Due to government intervention banks are now over regulated
� Banks are also in fear of lending on potentially bad assets

� Problem: Unsure on Value
� Where is the bottom?
� Florida down 60% since December ’06; Arizona down 55%; California down 

50%; Las Vegas down 40%
� Problem: Unsure Exit Strategy

� Due to above mentioned problems it is hard to know where the exit will come 
from.
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Private Money Lenders Market Analysis 
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� Changes in Hard Money Lending Pricing and Guidelines 
� Before Downturn of the RE Market

� 85-80% LTV
� No liquidity from borrower needed if project met LTV guidelines
� Terms were 10-14% interest with 3-5 points

� After Downturn of the RE Market
� 50-65% LTV
� Borrower must have “skin in the game”
� Solid Exit strategy that makes sense
� Terms 12-16% interest with 4-8 points
� More intensive underwriting and due diligence 
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Pre-Underwriting Private Money Loans Pre-Underwriting Private Money Loans 

� The New Underwriting Mentality
� Borrowers, Brokers, and Agents must put on their “Lender” hats

� Does the deal make sense?  Does it pass YOUR smell test? 
� Lenders must make SOLID loans

� Loans that are not solid or do not make sense in all aspects will not 
get closed!  

Example: Experienced Borrower has an REO 40 unit multi family deal.  They are 
getting a good discount on the property and the property is 60% occupied and cash 
flowing.  Project needs minor rehab on some units.  Market feasibility shows 
absorption rate is  90% for that area.  Borrower has management with a good track 
record and is bringing them involved, borrower also has experienced contracting 
team they have worked with in the past on similar projects.  Borrower is escrowing 
personal funds for rehab, paying points out of pocket, and paying 6 months interest 
reserve to be held in escrow.  Proforma shows rehab to be completed in 60-90 days 
and occupancy to reach 85% in 6 months.  Exit strategy is to increase occupancy 
and hold steady at 85% for 90 days and has a bank ready to do take out of loan.  
LTV 50%.  
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Back to Basics: Honesty Is the Best PolicyBack to Basics: Honesty Is the Best Policy

� Being Honest with Yourself As Well As Your Private 
Money Lender
� Realistic LTV’s (due diligence will always uncover the real LTV)
� Do not resist the due diligence process
� Hire competent professionals or be THE competent professional
� Tougher underwriting standards from Private Money Lender

� Property evaluations more strict (Fire Sale)
� All Environmentals, Title, Survey, Insurance must be complete
� Lower LTV’s
� No more…Speculative offsite improvements, Unrealistic absorption 

rates, Bond offers to come in the future….
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Better Your Odds of Closing Your Loan    
with a Private Money Lender 
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� Do your Due Diligence before sending over your project to a private 
money lender
� Title
� Survey
� Insurance
� Borrower up to date personal financials
� Borrower Resume
� Real Loan to Value on project

� Make sure your borrower understands how Private Money Lending 
works
� Willing and able to pay points, fees, reserves, down payment if needed
� Knows there is a due diligence phase 

� False statement:  “Since I am paying high points there is no due diligence needed.” 
� False statement:  “This is supposed to be a non-documented loan.”  
� If your client or borrower says either of the above, they do not understand the process. 
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Better Your Odds of Closing Your Loan    
with a Private Money Lender (cont’d) 
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� Exit Strategy
� Make sure exit is realistic.  If bank refinance is the exit, 

talk to some banks in the area and ask if they can do the 
take out and under what circumstances.  Have this 
information for your lender when you send in your 
deal. 

� Realistic time frame and worst case scenario
� Where will you be in 13 months?

� If no one buys your property or if bank can’t refinance you
� Will you be able to service the debt? 
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Did You Enjoy the Ride?  Did You Enjoy the Ride?  

In Summary:

� Banks are having balance sheet and refinance issues which 
make it harder for them to lend money on projects

� There is a multitude of deals and opportunities surfacing in 
2010

� Private Money Lenders are one of the few ways to 
continue getting RE deals done in this market

� Private Money Lenders have tightened up their guidelines 
and underwriting standards

� Honesty with yourself and your Private Money Lender will 
help better your chances of getting your RE deal funded
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