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IRAs can participate in both secured and unsecured loans: 
 

Personally, I think Shakespeare had it wrong when he penned this advice in 
Hamlet:  “Neither a borrower nor a lender be; For loan oft loses both itself and friend, And 
borrowing dulls the edge of husbandry.”  Perhaps he may be forgiven for his error, 
however, since Shakespeare suffered from a lack of the tremendous benefits of a truly self-
directed IRA. 
Money in self-directed IRAs can be loaned out to any person who is not a “disqualified 
person.”  While this means that you cannot loan yourself or other related disqualified 
persons money from your self-directed IRA, you can loan the money to anyone else.  Loans 
can be secured by real estate, mobile homes, equipment or anything you like.  If you are 
really a trusting soul, you can even make a loan from your IRA unsecured (although in that 
case I personally would tend to support Shakespeare’s advice). 
 

Loan Terms 
 

With private financing the loan terms can be whatever the borrower and the lender agree 
to within the legal limits.  If you know a person who is getting average return in a “safe” IRA 
at a bank, and you can offer them above average secured by a first lien on real estate with 
only a 70% loan to value, would they be happy with that?  Even with a higher interest rate, 
private financing can work for you. IRA loans can be done quickly and without a lot of fees 
or fuss, which may mean you can get a deal which might be lost if you had to wait on the 
bank.  This is especially true in distressed sale situations, such as a pre-foreclosure 
purchase. 
 

Usury 
 

One thing to avoid in hard money lending is usury.  Usury is defined as contracting for or 
receiving interest above the legal limit.  The usury limit varies from state to state, with a 
few lucky states having no usury limit at all on commercial loans.  Some people have the 
theory of “What’s a little usury among friends?”  However, if the investment goes bad and 
your IRA has made a usurious loan, the consequences of the borrower making a claim of 
usury could include the loss of all the principal of the loan plus damages equal to 3 times 
the interest.  Some states even have criminal usury statutes.  It is best to consult with a 
competent attorney prior to making a hard money loan to make sure your IRA does not 
violate any usury laws. 
 

What if they default? 
 

When I lecture about hard money lending, I ask the audience what they think is the worst 
thing that happens if you are a hard money lender.  Invariably, most people in the audience 
answer that you have to foreclose on the property.  Nonsense!  If you are doing hard 
money lending correctly, the worst thing that can happen is that the borrower pays you 
back!  Unfortunately, this is a common risk of hard money lending.  Most hard money loans 
are made at 70% or less of the fair market value of the property.  If you are fortunate 
enough to foreclose on a hard money loan, your IRA will have acquired a property with 
substantial equity while the investor did all the work of finding and rehabbing the property! 
While it is true that foreclosing on a property owned by a friend may cause an end to that 
friendship, a properly secured hard money loan will at least not “lose itself” as Shakespeare 
asserts.  In fact, it may lead to substantial profit for your IRA!  To avoid losing a friend, 
simply don’t loan money from your IRA to someone you would feel bad foreclosing on.  In 
order to be a successful hard money lender, you do have to be prepared to foreclose on the 
property if necessary. 

1) Borrowing private money is all about one 
thing:  your relationship with the lender! 

2) Take the lender’s temperature when it 
comes to risk tolerance and how 
desperate they are for the income. 

3) Make the process painless for your 
lender!  If done within an IRA, learn the 
IRA custodian’s procedures so that all the 
lender has to do is sign the buy direction 
letter. 

4) Protect your lender’s interest at all costs, 
even if it means you lose money on the 
deal! 

Borrowers Perspective 

1) Do not loan on something you wouldn't 
be excited to own if the borrower defaults 

2) Generally, do not advance funds for 
repairs until the repairs are done, and 
inspect before advancing funds. 

3) Do not loan to someone you would feel 
uncomfortable foreclosing on!  

4) If the loan goes into default, do not delay, 
take action immediately! 

5) Collect interest monthly so you will know 
if the borrower is getting in trouble and 
the borrower feels the Pain of the 
Payment. 

6) If you are unsure about a loan, hire a 
professional to help you evaluate the 
deal.  

7) Get title insurance for your loan! 
8) Verify that hazard and, if necessary, flood 

insurance is in place naming the lender as 
an insured. 

9) Insist on evidence that property taxes are 
paid whenever they become due. 

10) Get a personal guarantee if lending to an 
entity. 

Lenders Perspective 
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 Quest IRA administers Self-Directed IRAs, HSAs, and Coverdell ESAs 

 Fast and friendly service with no expedited fees 

 World Famous Customer Service 

 Most highly educated staff including H. Quincy Long, the preeminent 

expert in SDIRAs! 

What can Quest IRA provide? 

First Year 

Account Opening Fee:                                         $100 

Transaction Fee:                                                     $95 

Movement of Funds Fee:                           $5 or $30 

Asset Administration:                               $195-$295* 
 

*Depending on account value 

Our Fees 

Subsequent Years 

Asset Administration:                               $195-$295* 
 

 

 

 

 

 

*Depending on account value 
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