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Document Your Loan

Are you preparing a loan agreement
business partner?

The number 1 source of funds is friends and
family, so you need to leverage your friends and
family.

Last year in Canada approximately 21 million
Canadians either lent or borrowed money
friends or family members, but
put the loan in writing.

Close to 54% of the undocumented loans were not
paid back. It has been proven that if a loan is
documented, the likelihood of repayment is
significantly higher.

Through this process we aim to lessen the default rate
to under 5%.

Are Y

The most common time for a loan is when a business or company is wishing to expand or
requires additional capital, which is all part of Entr
company will extend their credit with suppliers, in other cases, they will take loans from
friends and family, all of which are loans in nature and principle. When money is loaned to
a business, it is most likely personally
unless otherwise collateralized. The key issues to put into your loan as an Entrepreneur for
attracting the much needed cash flow is:

• Who the Borrower is, clearly defined with current address. i.e. the per
company

• The amount of the loan, interest, and payment term an
• Events that would be cons
• Remedies available to the lender if the borrow fails to repay the loan or defaults on

any of the terms
• General legal terms

The Followi

Who is the Borrower in the document, which is t
funds from the source or “lender
will pay back the loan to the Lender
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Document Your Loan with Friends, Family, and Business P

agreement between you and a family member, friend or

source of funds is friends and
leverage your friends and

Canada approximately 21 million
Canadians either lent or borrowed money from
friends or family members, but only 17% actually

Close to 54% of the undocumented loans were not
It has been proven that if a loan is

documented, the likelihood of repayment is

Through this process we aim to lessen the default rate

Are You an Entrepreneur?

The most common time for a loan is when a business or company is wishing to expand or
requires additional capital, which is all part of Entrepreneurship. In some cases, the
company will extend their credit with suppliers, in other cases, they will take loans from
friends and family, all of which are loans in nature and principle. When money is loaned to
a business, it is most likely personally guaranteed by the Entrepreneur who is doing it,
unless otherwise collateralized. The key issues to put into your loan as an Entrepreneur for
attracting the much needed cash flow is:

Who the Borrower is, clearly defined with current address. i.e. the per

The amount of the loan, interest, and payment term and rights of prepayment if any
Events that would be considered default under the loan
Remedies available to the lender if the borrow fails to repay the loan or defaults on

ollowing Are Important Phrases To Know

in the document, which is the person or business that is receiving the
lender”. The nature of the agreement is clearly that the

Lender, the principal amount plus interest. In the event that

Friends, Family, and Business Partners

etween you and a family member, friend or

The most common time for a loan is when a business or company is wishing to expand or
epreneurship. In some cases, the

company will extend their credit with suppliers, in other cases, they will take loans from
friends and family, all of which are loans in nature and principle. When money is loaned to

guaranteed by the Entrepreneur who is doing it,
unless otherwise collateralized. The key issues to put into your loan as an Entrepreneur for

Who the Borrower is, clearly defined with current address. i.e. the person or the

d rights of prepayment if any

Remedies available to the lender if the borrow fails to repay the loan or defaults on

he person or business that is receiving the
”. The nature of the agreement is clearly that the Borrower

. In the event that
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you use a service like Kasu.ca, the documents are based on Canadian Law. Often parties
select jurisdiction based on where the Lender resides. The benefit of using a document
creator is the calculator for amortization of the loan. Generally you enter the principal
amount, the original amount loaned at the date the funds where received, the desired
interest rate, term, and voila, the calculator builds the payment schedule. After entering the
details, a payment grid is inserted directly into the document.

Elements of a Loan Document

Forms of loan agreements vary tremendously from country to country, but
characteristically a professionally drafted commercial loan agreement will incorporate:

1. Parties to contracts with their addresses
2. Definitions or interpretation provisions
3. Facility and purpose[1]
4. Conditions precedent to utilisation
5. Repayment provisions
6. Prepayment and cancellation provisions
7. Interest and interest periods
8. Provisions dealing with gross-up in relation to any withholding imposed
9. Increased cost formulae
10. Payments provisions
11. Representations of the borrower
12. Covenants of the borrower[2]
13. Events of default
14. Remedies in the event of default
15. Provisions for penalties and liquidated damages
16. For syndicated loans, provisions relating to the facility agent and security agent and voting of the
lenders
17. Formulae for calculations
18. Provisions for fees of the lenders
19. Provisions for expenses
20. Securitization provisions
21. Amendments and waivers provisions
22. Covenants relating to changes in parties
23. Set-off clause
24. Severability clause
25. Counterparts clause
26. Addresses for notices
27. Language provisions
28. Choice of law clause
29. Forum selection clause
30. Appointment of a process agent



Most Friends and Family Loans are Unsecured, what is an

An unsecured loan is the opposite of a secured loan as it is not backed by an asset or
collateral, it is a loan of which there is no backing
accept for the legal ramifications of possibly
someone suing for payment.

As an unsecured loan for a company, I have
unsecured loans from friends and investors for
higher interest rates in order not to encumber the
assets in the event I had to take another loan in the
future. The other loan would likely help
consolidate the loans but would be secured. It also
gave me the flexibility to sell assets within the
company for additional cash flow. As an
entrepreneur, unsecured loans and unsecured
loan documents became very important parts of a
the working company. The need for loan
documents happened at least once a quart
shuffled one loan for another or repaid and
borrow again.

For unsecured loans with friends and family,
would pay them back. The nice part of the unsecured loan of course is that you have
flexibility with your assets and cash flow. Secured loans often have many conditions on
what you can’t and cannot do making your w

Unsecured loans from Banks and Credit Card or finance companies often is also based upon
credit ratings. In this case, the loan is much more difficult to get as it is based solely on
credit rating, which factors in the borrowers incom

Obviously if your friend is lending you money it is not based on credit score, its about your
friendship. But I highly recommend documenting the loan at
for showing your payment schedule and keeping a good track record with friends and
family. Your friend rating is often just as important as the credit rating, because you will
likely go back to your friends more often than you will your bank. The only thing at stake is
your friendship, but it is also your cash
some call it Love Money, some call it goodwill lending, its all similar in concept to one
common definition, they are all unsecured loans.

Unsecured loans with financial institutions are generally personal unsecured loans which
the individual has made a personal pledge to repay, a business unsecured loan or
unsecured business loan, of which the company makes an obligation to pay similar to the
example above, or there is an unsecured business loan with a personal guarantee to pay. All
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Most Friends and Family Loans are Unsecured, what is an
unsecured loan?

is the opposite of a secured loan as it is not backed by an asset or
an of which there is no backing,

accept for the legal ramifications of possibly

As an unsecured loan for a company, I have taken
unsecured loans from friends and investors for
higher interest rates in order not to encumber the
assets in the event I had to take another loan in the
future. The other loan would likely help
consolidate the loans but would be secured. It also

me the flexibility to sell assets within the
company for additional cash flow. As an
entrepreneur, unsecured loans and unsecured
loan documents became very important parts of a
the working company. The need for loan
documents happened at least once a quarter as we
shuffled one loan for another or repaid and

For unsecured loans with friends and family, I have borrowed money with the promise I
would pay them back. The nice part of the unsecured loan of course is that you have
flexibility with your assets and cash flow. Secured loans often have many conditions on
what you can’t and cannot do making your worth less manageable.

Unsecured loans from Banks and Credit Card or finance companies often is also based upon
credit ratings. In this case, the loan is much more difficult to get as it is based solely on
credit rating, which factors in the borrowers income or cash flow.

Obviously if your friend is lending you money it is not based on credit score, its about your
friendship. But I highly recommend documenting the loan at www.documentyourloan.com

payment schedule and keeping a good track record with friends and
family. Your friend rating is often just as important as the credit rating, because you will
likely go back to your friends more often than you will your bank. The only thing at stake is

ur friendship, but it is also your cash flow. Some people call this friends and family loans,
some call it Love Money, some call it goodwill lending, its all similar in concept to one
common definition, they are all unsecured loans.

ancial institutions are generally personal unsecured loans which
the individual has made a personal pledge to repay, a business unsecured loan or
unsecured business loan, of which the company makes an obligation to pay similar to the

e is an unsecured business loan with a personal guarantee to pay. All

Most Friends and Family Loans are Unsecured, what is an

is the opposite of a secured loan as it is not backed by an asset or

I have borrowed money with the promise I
would pay them back. The nice part of the unsecured loan of course is that you have
flexibility with your assets and cash flow. Secured loans often have many conditions on

Unsecured loans from Banks and Credit Card or finance companies often is also based upon
credit ratings. In this case, the loan is much more difficult to get as it is based solely on

Obviously if your friend is lending you money it is not based on credit score, its about your
www.documentyourloan.com

payment schedule and keeping a good track record with friends and
family. Your friend rating is often just as important as the credit rating, because you will
likely go back to your friends more often than you will your bank. The only thing at stake is

flow. Some people call this friends and family loans,
some call it Love Money, some call it goodwill lending, its all similar in concept to one

ancial institutions are generally personal unsecured loans which
the individual has made a personal pledge to repay, a business unsecured loan or
unsecured business loan, of which the company makes an obligation to pay similar to the

e is an unsecured business loan with a personal guarantee to pay. All
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three of these types of loans I have personally done within the last year! How is that for a
need for good loan documentation? It is actually why I came up with the idea of this blog
and the company document creator www.documentyourloan.com as it automates a process
I have to repeat often.

Loan Documents: Document Your Loan with Friends and Family

You may be at a point in your life where you are learning how to manage debt in your life.
You may have creditors, debtors, and friends and family who have leant you money over
the past months or even years. Most of the loans with friends and family are not secured
and not even documented. The Loan Document is a very important tool to helping you,
almost as important as the money that was originally leant to you.

Believe it or not, but documenting your loans could save you from Bankruptcy and financial
peril. Why is this? In Canada, the Bankruptcy process is initially put into a dispute process
of which your creditors can vote to put you into Bankruptcy or vote on a negotiated
settlement. In order to be heard in these settings, you need to have a documented
loan. Thus, the loans between your friends and family if documented, can apply to the
situation. The majority of your debtors decide and negotiate the settlement agreement.

By documenting loans with your friends and family, you can accrue a group of positive
debtors that can vote against bankruptcy and in favour of your settlement. Sometimes this
can be done for pennies on the dollar. Thus, documenting a loan could save you if you are in
a personally tough spot financially and face the possible decision of bankruptcy.

Documenting loans with friends and family that you pay back can be positive information
reported to a credit bureau. Although it doesn’t hold as much weight as a well known
institution, it can help give a good image of the person they are lending money to. On your
credit rating, they can see such information as Child Support Payments missed, bills paid
late, taxes owing, and various other information. Some of this information can be negative,
but doesn’t affect your rating as much as it could be a decision point. Borrowing money
from friends and family, drafting loan documents, registering the debt as paid in full when
it is paid, all adds to positive information on your credit rating.

You are trying to consolidate your debts, you have maybe hired a credit counsellor or are
seeing one like www.creditcanada.com. Now you have possibly written all of your debtors
in a long list, you may have even called some of them and negotiated the price down for
your outstanding debt in return they will not report you to a credit bureau. Now you need
to consolidate it and make payment. You can give the loan to the Bank, or you can go to a
friend or family member. However, this is a sizeable amount, and you do not know how to
ask for it, you know how much of a difference this will make in your life, so you need a plan.
Luckily, you probably have looked at your monthly expenses, and built a budget and a plan,
or at least filed in the free assessment at www.creditcanada.com. So you present to your
friends the plan you have to get out of debt, possibly some of the creditors you have
negotiated down in value, and identify the amount of money you need. He plan you have
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developed adds credibility to your choice to get out of debt, and to add additional
credibility you present the idea of building a loan agreement with friends and family who
can lend you funds, with a payment schedule and proper loan terms. Instead of paying
these creditors 19% credit card rates or 29% in the event of default, you can pay them 5%
or even 10% on their money over a one year period or however the timeframe fits into
your budget. If the numbers look right, and the investment in you is higher than they can
get from the Bank, and the plan is believable, you get the loan and document it.

Friends and Family Loans: Approach and Loan Document Execution

Have you ever been sitting with a family member and you were driving down the road, you
start chatting about this week’s lotto 649 Jackpot, and how you would spend the millions if
you won? Somewhere in the fantasy, the plot gets lost and instead of discussing the great
things you could do, it leads to an argument about who owes who and why certain people
should get more money, and why you should split it or spread it evenly even though it’s
your ticket. All of these worries over a ticket that hasn’t even won yet, maybe not even
bought yet...

The reason I discuss this, is that family is complicated and comes with history and
hindsight. The discussion of money whether it is a fantasy $1 million or a loan for $10,000
comes with the expectations of how things should be according to your relationship.
Sometimes these predispositions set the stage for future difficulties getting a loan paid
back or getting a loan from a family member. It is often the unspoken that comes out
around issues of money, especially if expectations have not been set.

This is what we call a personal level relationship, but sometimes a personal level comes
with all of the personal issues as well. Therefore, when getting a loan from friends and
family, we suggest that you get the expectations out and make them clear. If it is for a small
business you are starting, be clear that it is for a loan, short-term or long-term, or whether
it is an investment/loan where they get a share in the business (active or inactive), or a
mixture. This needs to be clear in the discussion, and leave no spoken word unwritten and
or no unspoken promises not dealt with. Explain that money for small businesses is risk
capital or love money, that the capital is literally the most risky part of the investment, but
outline how the funds are going to be used so they feel comfortable with it. The golden rule
of financing from friends and family is not to take more than they can afford to lose,
especially if they are taking a loan to give money to you, be aware that this is NOT smart
money and there could be regrets in the future if you are unable to cover at least the
minimum monthly payments for their personal finances.

It was just a few nights ago I was at a BBQ and a family of 6 was sitting around having a
glass of wine discussing one of the Grandchildren’s opportunities to purchase the
restaurant he managed. The amount he needed was $200,000. The grandparents said they
were in for $100,000, the one Aunt said she was in for $50,000 she would take out via her
mortgage against her home, and that leaves $50,000 more he could finance with the Bank
given that he is taking over with $150,000 in cash. While sitting in on the conversation, I
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was asked what I think. Firstly, the man’s experience in the restaurant industry has been
impressive, the business had just made its first profits, but there needed to be an unbiased
third party to analyze the business and accounts. The loans being made would need to be
documented, and if the assets are unencumbered, I suggested encumbering them with the
family loans so at least if a creditor were to come in the future, the assets of the business

would be secured by those who love him. If the choice
was to go with an unsecured loan, at least have a
payment schedule in place and have the loan being paid
down on month to month with balloon payments at
year ends based on the success of the business. The one
Aunt with $50,000 being taken from her home
mortgage, I suggested she reconsider her financials and
how that would affect her monthly payments. From the
brief discussion we had, this was more money than she
could afford to lose. I discussed with them the
expectations, the Grandparents where happy to see the
initiative, the Aunt wanted to be actively involved. How
much of a reality is it all, it is a BBQ conversation, but
that is often where the money is raised and the
commitments are made. Make sure those verbal
discussions get put into writing, and continue to put the
discussions in writing, so that when the loan
agreements are drafted and the discussions are there
for back-up of the initial promises and expectations,
good notes and good agreements make life easier for
all. Treat these discussions like a Board Meeting, take
minutes or notes, and file them aside. It is so important

for clear communications. If it’s not written down, the conversation never existed.

That was just an example of some advice I had to give on the spot. There are more pitfalls
that family has to consider, such as whether the person getting the funds is married or the
chance they will. What clauses could be put in place to protect the investment? Are there
other partners, should they be party to the loan, if they are spending/investing the funds on
the family member’s part. If there is a partner in a business, get them on the loan too. I have
seen many occasions where family lends capital to a grandchild or son/daughter, and the
partner spends the funds with no consequence. If a business partner is not willing to go on
the line for a family loan, one should reconsider their partners! Relationships begin as they
will end, and the family will be treated with the last priority if they don’t get a commitment
from both/all parties. That goes the same way for husband/wife loans; make sure as family
both sign-on. There are volumes of case law that support this advice… always get both to
sign.
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If you are lucky enough to come from a business family, you may not only get the capital
you need, but may also receive good advice that in the long run may be more valuable than
money. But remember that even your closest family and dearest friends have to look after
their interests. You may need to enter into a deal in which the business repays the loan
eventually and the investor still retains a minority shareholding in the business. The main
effect this will have on your business is that when the day comes to sell it, your investor
will receive his or her share of the proceeds. A major advantage of borrowing from those
close to you is that usually no collateral is required.

Treat your family like anyone else, the same way you have to prepare a presentation,
prepare and do your homework before approaching them to give them and yourself the
best possible outlook on how the money will help you, and how you can pay it back. You
cannot expect people to hand over money blindly even if it is “love money.”

Exhibit Confidence and be Prepared!

One absolute when dealing with friends and family is to not come across as if you are
fearful. No one is going to invest in someone who is afraid of the opposition. More than
anything else, friends and family know you best and need to see that the business they are
investing in is led by someone who has confidence. In order for them to believe in you, they
need to see your enthusiasm and confidence. Some ways to build up your confidence:

1. Have your homework done before you go to meet them and ask yourself what you
would be looking for if you were in their shoes

2. Practice discussing your idea in the mirror so you can see how you look, make sure
you look motivated, excited, and experienced in the field you are discussing

3. Be prepared with what you are willing to take on the high side, and what you are
initially asking for by way of interest, percentages, etc.

4. Avoid big talk or discussing things you do not know, focus on what you do know and
how you are going to use the money

5. Bring a loan document, showing how the payment schedule will work in the event
you are asking for a loan

6. Be ready to accept refusals and practice accepting people saying no
7. Practice some objection handling, such as, can they lend a portion, or something that

would make giving a loan more possible? Maybe even ask for a referral for someone
else in the worse case its clear they cannot lend any money. Practice how you would
ask these questions in the mirror or possibly with a significant other or business
partner so that you know you are ready to ask for funds. If you know some of the
objections friends or family may already have, try to prepare for those, and come up
with ways to handle the objections before meeting with them

In most cases, the availability of a loan document is often enough to secure confidence
along with your relationship with the lender.



The reality is, sometimes you need to prep those close to you that you are going to ask for
money, so here are some suggestions
family event:

1. Call ahead and mention that when you see them at said event,
that there is something you want to discuss
regards to a new business, educational
wedding, whatever might be what you need funds for. They
may ask what you would like to discuss, but simply either
mention you would like to discuss in person, but if they are
persistent, you can open up.

2. If you told them you may discuss funds, and they are open to
the idea, you may want to mention that you have organized
your finances and would like to make sure you bring a loan
document to the event with them. Especially if you have
already discussed general numbers you need and what they
can afford. If you didn’t tell them, don’t worry they probably
already know. Just be prepared to discuss with them how
much you need, the use of the funds, and the fact that you
would really like to document it and make sure they get paid
on time and with interest. The
a part.

3. If you have any outstanding loans, part of the discussion with the family member
would be to put the new funds and the old funds on one agreement
and that you would like to put the debts on a payment plan to make sure they get
paid. That you have read this is the best way to handle this situation. Chances are
the other debts are not even in writing. The addition of these in writing ma
person giving the loan an overall sense of security with the matter.

4. Don’t discuss the matter in front of a room full of people. Mention that you want to
discuss that “thing” you mentioned beforehand. It helps pull away the friend or
family for a moment without making them feel odd because they would expect it
was to happen. If they delay the discussion, just ask when is best.

5. Try not to have the discussion when someone is drunk, so prior to the festivities.
What is said under the influence is
deliver on promises, and sometimes ill feelings both mentally and possibly
physically about promises they regret making. It is generally best to come before the
guests and before the alcohol to discuss matters of

6. Use the key words, that they will get Interest Paid, higher than the Bank, that they
will get a loan document and the security in knowing there is a payment plan clearly
described.

7. Listen to what they have to say, and what they are askin
often the final closing question for someone who is humming and hawing is what
would be the terms they would need in order to get the loan completed.

The number is ever increasing in dispute resolutions in our Canadian Provincial courts of
family members and friends disputing sums of money that where lent without any payment
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The reality is, sometimes you need to prep those close to you that you are going to ask for
money, so here are some suggestions especially if you are meeting them over a holiday or

Call ahead and mention that when you see them at said event,
something you want to discuss with them with

regards to a new business, educational endeavors, the
wedding, whatever might be what you need funds for. They
may ask what you would like to discuss, but simply either
mention you would like to discuss in person, but if they are

, you can open up.
If you told them you may discuss funds, and they are open to
the idea, you may want to mention that you have organized
your finances and would like to make sure you bring a loan
document to the event with them. Especially if you have

lready discussed general numbers you need and what they
can afford. If you didn’t tell them, don’t worry they probably
already know. Just be prepared to discuss with them how
much you need, the use of the funds, and the fact that you

ocument it and make sure they get paid
on time and with interest. The “with interest” factor does play

If you have any outstanding loans, part of the discussion with the family member
would be to put the new funds and the old funds on one agreement
and that you would like to put the debts on a payment plan to make sure they get
paid. That you have read this is the best way to handle this situation. Chances are
the other debts are not even in writing. The addition of these in writing ma
person giving the loan an overall sense of security with the matter.
Don’t discuss the matter in front of a room full of people. Mention that you want to
discuss that “thing” you mentioned beforehand. It helps pull away the friend or

a moment without making them feel odd because they would expect it
was to happen. If they delay the discussion, just ask when is best.
Try not to have the discussion when someone is drunk, so prior to the festivities.
What is said under the influence is often followed by remorse and inability to
deliver on promises, and sometimes ill feelings both mentally and possibly
physically about promises they regret making. It is generally best to come before the
guests and before the alcohol to discuss matters of this importance.
Use the key words, that they will get Interest Paid, higher than the Bank, that they
will get a loan document and the security in knowing there is a payment plan clearly

Listen to what they have to say, and what they are asking for in return for the funds,
often the final closing question for someone who is humming and hawing is what
would be the terms they would need in order to get the loan completed.

The number is ever increasing in dispute resolutions in our Canadian Provincial courts of
family members and friends disputing sums of money that where lent without any payment

The reality is, sometimes you need to prep those close to you that you are going to ask for
especially if you are meeting them over a holiday or

If you have any outstanding loans, part of the discussion with the family member
would be to put the new funds and the old funds on one agreement plus interest,
and that you would like to put the debts on a payment plan to make sure they get
paid. That you have read this is the best way to handle this situation. Chances are
the other debts are not even in writing. The addition of these in writing may give the

Don’t discuss the matter in front of a room full of people. Mention that you want to
discuss that “thing” you mentioned beforehand. It helps pull away the friend or

a moment without making them feel odd because they would expect it

Try not to have the discussion when someone is drunk, so prior to the festivities.
often followed by remorse and inability to

deliver on promises, and sometimes ill feelings both mentally and possibly
physically about promises they regret making. It is generally best to come before the

Use the key words, that they will get Interest Paid, higher than the Bank, that they
will get a loan document and the security in knowing there is a payment plan clearly

g for in return for the funds,
often the final closing question for someone who is humming and hawing is what
would be the terms they would need in order to get the loan completed.

The number is ever increasing in dispute resolutions in our Canadian Provincial courts of
family members and friends disputing sums of money that where lent without any payment


