Key Terms You Should Know in Hard Money Lending

When diving into real estate investments, financing often plays a pivotal role in turning an idea into reality.
One option many investors consider is hard money loans, a financing method that offers flexibility and speed

compared to traditional bank loans. However, before signing an agreement, it's essential to understand the
language used in this niche lending space. Knowing the right terms will not only help you make informed
decisions but also protect your investment in the long run.

Loan-to-Value (LTV) Ratio

One of the most common terms you'll encounter in hard money lending is the loan-to-value (LTV) ratio. This
ratio measures the amount of the loan compared to the property's appraised value. For example, if a property
is worth $200,000 and the lender offers 70% LTV, you could borrow $140,000. Lenders often use this figure to
reduce risk, meaning the lower the LTV, the less risk they take on. As a borrower, this helps you gauge how
much of your own capital you need to bring to the table.

After-Repair Value (ARV)

In the world of real estate investing, the after-repair value (ARV) is a critical figure. ARV estimates the future
value of a property once renovations are complete. Hard money lenders frequently use ARV to determine how
much they're willing to lend. For house flippers, this term can make or break a deal, since it reflects the
potential profit margin after improvements.
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Points

When securing a hard money loan, you'll often hear about points. Points are upfront fees paid to the lender,
typically expressed as a percentage of the loan amount. For instance, if you borrow $100,000 and the lender
charges two points, you'll owe $2,000 in fees at closing. While this might seem costly, points are a standard
part of hard money lending, and understanding them helps you compare offers accurately.

Interest Rates

Unlike traditional mortgages with relatively stable
rates, hard money loans usually carry higher
interest rates. This is because they're short-term,
high-risk loans designed for quick financing. Rates
can vary widely depending on the lender, the
borrower's experience, and the project's risk level.
As a borrower, you should factor in these costs
when calculating the overall profitability of your
investment.

Term Length

Term length refers to the duration of the loan. In hard money lending, terms are usually much shorter than
traditional bank loans, often ranging from six months to a few years. This short repayment period is designed
to align with the fast turnaround of real estate investments, such as fix-and-flip projects. Borrowers should be
prepared with an exit strategy, whether that's selling the property, refinancing, or generating rental income.

Exit Strategy

Lenders want assurance that you can repay the loan, which is why they focus on your exit strategy. This plan
outlines how you'll pay back the loan within the given term. Common strategies include selling the property
after renovations or refinancing with a traditional mortgage. A clear exit strategy not only builds lender
confidence but also keeps your investment on track.

Understanding these key terms, LTV, ARV, points, interest rates, term length, and exit strategy, gives you a
strong foundation when navigating hard money lending. By familiarizing yourself with this vocabulary, you'll
feel more confident when negotiating and structuring deals. Real estate investments carry risks, but with the
right knowledge, you can leverage hard money loans to maximize opportunities and achieve your goals.
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