























Financial Planning Perspectives
Thinking About Borrowing from Family or Friends?
Do it The Right Way.

Whether it’s for a business, a home or a new car, there’s something very attrac-
tive about the idea of asking friends or family for a loan. Nobody’s worried about
a credit check or the other lengthy documentation and you can still hang out with
your lender’s at the holidays.

In 2005, the National Association of Realtors reported that about 9 percent of first-
time homebuyers made their purchase with help from a friend or relative, up from
5 percent in 1999. About 25 percent of new homebuyers get money from a relative
or friend, a portion that’s remained fairly constant over the past decade.

Yet there are good and bad aspects to private loans. The good news first.

» Terms can be significantly friendlier than a borrower would qualify for on the
open market.

* For example, the rate charged on the loan can be higher than the lender would

receive in a deposit

account but lower than the borrower would pay a commercial lender.

They can require little or no collateral.

It's a way to keep money in the family.

It's a way for a borrower to be able to buy a home, a car or other critical as-

sets even if they have a poor credit rating.

» There’s no loss of tax benefits to the borrower or lender if an agreement in the
case of a mortgage loan is structured and reported properly.

Then the bad news:

» Unclear agreements can lead to missed payments or default.

* [f the borrower dies suddenly, the lender’s investment may be lost if the
agreement isn’t structured correctly. A properly executed promissory note
is still an obligation of the estate, and may continue to be paid to an heir or
other person or entity based on the terms as agreed.

 Jealous relatives could say they weren’t treated fairly.

» Disagreements between borrower and lender could kill an important relationship.

The best arrangements are formal-written in proper legal language, notarized and
recorded in the county where the property resides. A financial adviser can talk to
both parties about what such loans-particularly real estate loans-can mean for their
respective finances. It also makes sense for both parties to visit their respective
tax professionals to make sure they know the correct ways to document the loan
transaction over time for tax purposes.

A detailed document-prepared with the help of an attorney-can also lay out specific
scenarios if either the borrower or the lender has to break or alter their agreement.
Such trained experts can talk you through the benefits and pitfalls of a private loan
arrangement as it affects your particular situation (either as lender or borrower) and
specific laws and requirements in your state you have to follow if both borrower
and lender are going to derive tax advantages from the agreement.

Generally, any private loan transaction should include a promissory note that estab-
lishes how the debt will be repaid. That’s true for business loans or loans for more
types of property. In the case of a business loan, it makes sense for the potential
borrower to get specific advice on how lenders in their business will be treated not
only in terms of repayment, but default.

In the case of a loan made for real estate, a mortgage or “deed of trust” statement
(depending on the state you live in) or an agreement specific to the type of loan
that binds the property as collateral for the promissory note will be necessary. It
basically says that if you don’t fulfill all the terms in the agreement, the lender has
the right to foreclose or repossess the property.

Even if a friend or relative makes an offer of help it's proper for the borrower to take
the initiative to structure the arrangement in a way that’s responsible and beneficial
to both. If a relative is drawing income from the loan, special provisions should be
made for prepayment and other contingencies.

The most important thing to remember and plan for? When two people who are
close to each other enter into such an arrangement, the most valuable thing really
isn’t the money, it’s the relationship.

BUSINESS NEwWS

This column is produced by the Financial Planning Association, the membership
organization for the financial planning community, and is provided by Thomas J.
Valore, a local member of FPA.

Silicon Valley
Small Business Development Center with
Milpitas Adult Education Center

Training Schedule Available at Satellite Center
1331 E. Calaveras Blvd., Bldg #400, Milpitas
Register for Classes: www.musd.org, Fax (408) 945-2378, or
call (408) 945-2392

Are you ready to take your business to the next level?

The Silicon Valley Small Business Development Center, in partnership with the
Milpitas Adult Education Center, is in the business of supporting the start-up and
growth of small businesses through training workshops.

Schedule of Classes:

Date Time Class Online At the
Cost Door
Nov. 15  2:00-5:00 PM Business Plan Development
Part II: Financial Components $35 $40
Dec. 4 1:00-3:00 PM Marketing for Pennies $25 $30
Dec. 6  2:00-4:00 PM How to Start a Small Business ~ $25 $30
The office is requesting the members to
update their records....
Adam Herbel, (formerly Milpitas Hosting President) has
announced that he is marketing an exciting new product,
B”Si SendOutCards. His phone number is 408-942-0424 and
B'i eSs his mailing address is P. 0. Box 360569, Milpitas, CA
Cleag o 95036-0569.

Adam Herbel tells us SendOutCards is one of the best
customer relationship building tools on the market. He
invites you to visit his website at www.yoursoc.com.to
learn more about this exciting product.

Entertainment Book 2008

(46 YEARS OF Great Time and Great Savings)
The Entertainment Book 2008 will be available for sale at the
Chamber Office the end of August.

Entertainment 2008 is HOT! HOT! HOT!
(Save up to 50%)

The book offers you savings on casual dining,
restaurants, fast food, restaurants, entertainment,
cruise reservations, car rentals, hotels, and more.

Entertainment Books make wonderful gifts for the holidays.

Stop by the Chamber Office at 828 N. Hillview Drive
(in the Hillview Office Genter) to get your book while supplies last.
The price is $25.00




22 & 23 THANKSGIVING HOLIDAY, City and Chamber Offices Closed
Combined Nov/Dec. Board of Directors Meeting, Dec. 6, 2007,
7:30 a.m.

27 MUSD School Board, 7:00 p.m.

November 2007

4 DAYLIGHT SAVINGS TIME ENDS

5 CONNECT FOR SUCGCESS, Crowne Plaza, 777 Bellew Dr., Milpitas,
Hosted by Chamber Connection Clubs and eWomenNetwork,
5:30 - 8:30 p.m.
For tickets log onto www.connectforsuccessevent.com

7 AMBASSADOR MEETING, Chamber Office, 12:00 Noon

7 SUPER MIXER, Dave & Busters Restaurant, 940 Great Mall Drive,
Milpitas, 5-7:30 p.m.

11 VETERANS’ DAY 9:00 a.m. Ceremony

12 VETERANS’ DAY (Observed) City and Chamber Office Closed

13 MUSD School Board, 7:00 p.m.

2007 Calendar of Events

December 2007

1 CITY TREE LIGHTING CEREMONY, City Hall, 7:00 p.m.

5 AMBASSADOR MEETING, Chamber Office, 12:00 Noon

6 BOARD OF DIRECTORS MEETING, Chamber Office, 7:30 a.m.

6 BUSINESS AFTER HOURS MIXER, Sheraton Hotel, 1801 Barber

Lane, Milpitas, 5-7:30 p.m.
11 MUSD School Board Meeting, 7:00 p.m., Board Room
22-Jan. 1,2008 CHAMBER OFFICE CLOSED FOR THE HOLIDAYS

SHOP & DINE MILPITAS - Support your community...
HAPPY HOLIDAYS from the Milpitas Chamber of Commerce

v City Council Meetings
First & Third Tuesday of each month at 7:00 p.m.

4 Planning Commission Meetings
Second & Fourth Wednesday at 7:00 p.m.

Get Connected with Connection Clubs

TUESDAY CLUB #1 - 1st & 3rd, Summitpointe Golf Club
8:00 a.m. - 9:00 a.m.
WEDNESDAY CLUB #2 - 2nd & 4th, Sushi Mamoru
138 S. Main Street, Milpitas. 12:00 - 1:00 p.m.

Call Chamber office for information (408) 262-2613.

Milpitas Chamber of Commerce
828 N. Hillview Drive
Milpitas, CA 95035
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