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Q. My friend wants to horrow
money to start up a business,
What should I do to proteet my in-
vestment?

In order to protect yourself, an
investment in a friend’s business
should be properly documented
and secured by some form of col-
lateral. A properly documented
loan can prevent misunderstand-
ings in the future about whether
the money was a loan or a gift,
how much interest is owed and
when it has to be repaid.

Any time money is being lent,
you should require the debtor to
sign a promissory note, which is
a legally binding contract in
which the debtor promises to re-
pay the loan. The promissory

ASK A LAWYER

Spell out terms of business loan

note should include terms such
as the loan amount, the date of
the loan, the interest rate, the
maturity date and the repayment
schedule. It is also important to
have the debtor sign the promis-
sory note, as his or her signature
is evidence of the debtor’s ac-
ceptance of its terms. Although
the loan may be made among
friends, it should be properly
documented so that if the busi-
ness does not succeed and the
debtor is unable to repay the
amount owed in a timely man-
net, there is written evidence of
the loan and no misunderstand-
ing of the amount owed,

You should also consider -
somne form of collateral to secure

the repayment of the loan. For
instance, you can get a security
interest in the assets of the busi-
ness, & personal guaranty from
the owners of the business, a
morigage on real property or a
pledge of the ownership interest
in the company that operates the
business. However, even if you
receive collateral to secure the re-
payment of the loan, there is no
guarantee you will recover the
ouistanding balance of the loan
in full as the amount owed may
exceed the value of the collateral.
Since each of the different
forms of collateral possesses its
own set of benefits and risks, you
should contact an attorney at law
to discuss which collateral would

be right for your loan.

Roger Iorio is an attorney af
law in the corporate, finance and
business transactions department
of Cole, Schotz, Meisel, Forman
& Leonard P.A., the largest law
firm in Bergen County. He can
be reached at
riorio@coleschotz.com or call
201-525-6312,

Do you have a business question for
a lawyer? Send it 10 Business-
News@northjersey.com. This col-
urnn is not intendted to be legal ad-
vice, which can only be given after
the attorney understands the facts
of a particutar matter and the goals
of a client,
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