Leverage – what exactly is this and how does this work for us?

Leverage is absolutely vital in making business and investments successful.  If you read or learn from any of the great entrepreneurs they will cover this topic in abundance.

Financial leverage is clearly utilising the other well known acronym OPM (Other peoples money). Financial leverage is where we utilise money lent to us at a price and make it work harder than it is being lent to us for. In other words we can borrow at 6% but we are looking at a return of 12%, simply this would give a 100% return, or in other words the money would be working twice as hard.

When we look at property investing leverage is actually common practice, and as such as a business is already ahead of other opportunities. In property leverage is generally associated by the word mortgage.
How this works for investors is to force appreciate the value of a property, whilst using leverage to lower the impact of your investment. We shall show this with a simple example.

House A costs £100,000. We spend £10,000 on renovations and look to sell at £150,000. This would give us a £40,000 profit before tax if we paid everything by cash ourselves. A 36% profit on our investment.

House A again costs £100,000 and we spend £10,000 and sell at £150,000. This time we used an 80% mortgage so we only invested £30,000, take off the 7% interest on the loan for 3 months and incidental costs circa £2,000 and this would give us a profit of £38,000. A profit of 127% on our investment.

Look around all the top UK firms.  Look around at all the top entrepreneurs within the UK.  They all use leverage. It is common practice in their world, and if we are to achieve our success and dreams then it will be required in our world. It is not right to be afraid of leverage, but it is not right to ignore how it should be managed either. At Rich Dad Education we will teach you how to work with credit, how to make yourself appealing to the market in difficult times, how to get the better rates and how to ultimately use leverage for your success.

Note: the examples do not include tax, and are deemed as an example only to show the impact of leverage.

