AT HOME [ advice |

Did you know the right kind of debt can really speed up
your journey to wealth? The wrong kind can get you into
allsorts of trouble and sometimes, even send you broke.

So,how doyou distinguish between good and bad debt?
Ask yourself this question: If | purchase something now
using borrowed money, will it be worth more or less in
10 years? There is always the exception to the rule, but
generally, if your purchase is worth more, then the debt
is good, if it's worth less, the debt is bad. Most people
don't understand the relationship between wealth
and good debt. An increase in one’s wealth is usually
linked to an increase in one’s good debt. | heard a great
story once where one boy said to the other: “We are so
poor my dad owes the bank $40,000”. The other boy
responds: “We are so rich my dad owes the bank $4m.

Good Debt

| recently enjoyed reading through the Sunday Mail
Queensland’s Top 100 Rich List. How exciting would
it be to have your name on the list? Just an example
— Mr and Mrs Smith: net worth $200m, total worth
$400m, debt $200m. | can hear you now, “debt $200m
— imagine being in that much debt.” It is probably
more the case that you would like the $200m without
the debt. However, it doesn't work that way in most
cases. Let us look at how this can work when it comes
to building a property portfolio to help you become
financially successful.

It's well documented that property roughly doubles
every seven to 10 years long term. So if you go out and
buy an investment property today for $500,000, in 10
years itis worth $1m. You borrow the money oniinterest

only so you still owe the $500,000 after the 10 years
but you are $500,000 ahead (less holding costs). Do
that 10 times and $500,000 becomes $5m.

I am certainly not telling you to go out and put deposits
on 10 properties tomorrow as your assets, liabilities
and cash flow position will determine how fast you can
go, however this illustrates the power of using good
debt to create wealth.
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