
We are seeing stiffer competition and tighter margins 
for both property and paper as more and more money 
is desperately seeking safety and yield. Think of all 
the unfunded liabilities and pension plans that drew 
up their projections based upon a steady 8% yield, lol. 
When the rubber meets the road on that one it won’t 
be  pretty  as  the  generations  battle  over  financial 
resources.  
 
Many  large  discounted  note  buyers,  including 
institutions  like  FNAC  and  American  Equities,  are 
buying yields down to 6%, with most of the “A” paper 
being bought somewhere between 6% - 8%, and up to 
90% ITV (investment-to-value) if borrower credit is 
good.  
 
A company I’ve known for  years  has  $70MM in a 
note  buying  fund  offering  private  investors  a  7% 
yield, and over the last couple of years they have been 
winding it down because they’re losing money. If they 
have  to  buy  down  to  7%  on  the  best  notes  to  be 
competitive and they’re paying out 7%, they just don’t 
have the spread to keep the operation going.  
 
This  Fall  I've  run  into  2  private  money  lenders  in 
Southern  California  that  are  lending  at  6.5%  and 
7.5%, respectively. Here in Northern Nevada, there is 
8% hard money for rehab flippers all day long. 
 
Changing with the times  

In short, the cost of capital in many arenas is coming 
down and while there was a little more meat on the 
bone in times past, I now need new investment capital 
coming in to be satisfied with a solid 7% - 8% so I can 

be  competitive,  stay  solvent,  and  offer  my  owner 
occupant families a rate that is manageable.  
 
Obviously,  for  those  willing  to  invest  the  time  and 
money to source and manage their own deals, finding 
real  estate  and  note  opportunities  for  themselves, 
attend conferences,  educational  venues  and network 
extensively,  higher  returns  are  possible  that  aren’t 
necessarily associated with more risk.  
 
But the passive investor who has other things to do 
with  their  time  and  just  wants  money  to  appear 
effortlessly  in  their  account  each  month  (and  for 
whom  safety  and  peace  of  mind  are  of  primary 
importance)  needs  to  be  reasonable  with  yield 
expectations  and  receive  satisfaction  from  knowing 
that their money is doing good things, often used to 
enable  home  ownership  for  families  who  would 
otherwise have no way to escape the rent cycle.  
 
Opportunities for higher passive returns exist  where 
the  collateral  is  non-conforming  somehow  (vacant 
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land, commercial, mobile home in park) and/or issues 
with credit score of the Payor, or when you might be 
asked to put up 100% of the acquisition price for a 
property  where  loan-to-value  is  higher  than  usual, 
relying  on  relationship/character  equity  to  some 
extent for your protection. 

Heading into 2018…
 
My two most recent owner carry sales have been at 
7% fully amortized over 15 years. That will probably 
be  a  predominant  model  going  forward,  so  when I 
bring  in  financial  friends,  if  they  need  much  more 
than the face rate on the note (7%) it starts to eat into 
the profitability of the deal for me. Most of my profit 
is at the end after my investors have been paid off. I 
keep the remainder interest as part of my ‘retirement,’ 
whatever that word means.  
 
For mobile homes in parks (I will now only invest in 
these in my back yard), raw land, commercial, I can 
keep the yields up in the 9-10% range. Sometimes a 
deal doesn't fit into my 'passion project' but is a good 
way to solve problems, make a buck and grow money.  
 
Another thought worth mentioning... if someone lets 
their money sit in the bank making 0% for 6 months 
while they hold out for a 9%+ deal to come along, the 
adjusted yield for the year is less than 5%, so many 

times people are better off taking a lower yield and 
making sure their money has little to no down time. 
Many private lenders accustomed to 10%+ short-term 
loans to rehab flippers will confess that with the lag 
between  deals,  their  adjusted  annualized  yield  is 
somewhere between 6% - 8%. 

 
I intend to attract the equivalent of a $5,000,000 line 
of credit at 7% from a pool of private investors who 
are comfortable going long on fully amortized notes 
being paid by family owner occupants, or partnered 
with me on buy-and-hold rentals. 

I do have a couple of financial partners thrilled with 
5% because I will keep their money growing 100% 
with no down time. I use these funds as a business 
line of credit that is invested in a variety of notes and/
or properties at any given time.  
 
For the rehab/flips I take on I would be happy to pay 
up to 8% for high-equity short-term loans and up to 
10% when 100% of acquisition is brought to the table 
by the financial partner. In my area, loan amounts for 
this product would range from $100,000 - $300,000 
per  deal,  whereas  some  longer-term  opportunities 
may require smaller amounts, as little as $25,000.
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“It is well that the people of 
the na0on do not understand 

the financial system, for if 
they did, I believe there would 

be a revolu0on before 
tomorrow morning.” 

~Henry Ford 
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