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Loaning Money to a Friend: A Decision Tree

Think about the person who 
wants a loan. Is he or she a
person you want to help?

Discuss and agree on the
specifics of the loan (amount,

interest rate, payment schedule,
late payment fees), write a loan

contract, and transfer the 
money to your friend.

Do you really believe your 
friend will pay you back?

Can you afford to lose 
the amount your friend is

requesting?

Say no. You may wish to add 
one of the following:

1. I value our friendship, and 
I am not available for a loan.

2.  I feel uncomfortable loaning
money right now.

3. I am not available to loan
money. Is there some other way 

I could help you?

No Yes

No Yes

No Yes

No Yes

Find out from a financial
advisor or attorney if there will
be gift tax consequences, so that

you see the whole financial
picture. At this point, you might
consider making the money an

outright gift. Or, write a contract
with the condition that if the

loan is not repaid by a certain
date, it becomes a gift.

Are you willing to give your 
friend the money as a gift

instead?
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