Understanding
Equity

What is it, and
what does it
mean for
your borrowing
power?
When it comes to managing your finances effectively, understanding equity in your home can
open the door to a multitude of financial opportunities. Borrowing against this equity can help

you fund various purchases, including a second property, but it's essential to know what factors
influence your equity and borrowing options.

What is Equity?

To lay a solid foundation, let’s define equity. Simply put, equity is the difference between the
current value of your home and the amount you owe on your mortgage. For instance, if your home
is valued at $500,000 and your outstanding mortgage is $200,000, your total equity amounts to
$300,000.

Usable vs. Total Equity

It's crucial to differentiate between total equity and usable equity. While total equity represents
your overall worth, usable equity is the portion you can borrow against. Typically, banks will let
you borrow up to 80% of your home's value.

Here's a quick breakdown:
Current Property Value: $1,000,000
Value at 80%: $800,000
Outstanding Mortgage: $200,000

From this example, your potential usable equity would be $600,000. However, remember that
accessing this equity isn't guaranteed.

Limitations and Considerations
Even if your home has significant equity, various factors can impact your ability to borrow against
it. These include:

= Income level

= Existing debts

*  Number of dependants

= Loan history
To navigate these variables effectively, it's advisable to consult with a financial specialist, like us, to
explore your options and maximise your borrowing potential.

Playing it Smart
If equity is your main financial asset, it's wise to safeguard it for future needs. While using your
equity to purchase a second property can be a savvy financial move, it brings inherent risks

that depend on your overall finadncial situation.
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Additionally, consider the classification of debt. The distinction between ‘good debt’ (investments)
and ‘bad debt’ (spending for lifestyle) is vital. When utilising equity, aim to leverage it for productive
investments rather than everyday expenses.

Next Steps

Before you decide to tap into your home equity, it's essential to seek guidance from experts.
Understanding the implications and benefits can ensure that your equity serves your financial
goals effectively.

If you’'re interested in how to make your equity work best for you, don’t
hesitate to reach out for personalised advice. Your financial journey is
unique, and we’re here to help you every step of the way.
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Do it once. Do it right.

Disclaimer. The content of this article is general in nature and is presented for informative

purposes. It is not intended to constitute tax or financial advice, whether general or personal

nor is it intended to imply any recommendation or opinion about a financial product. It does

not take into consideration your personal situation and may not be relevant to circumstances.

Before taking any action, consider your own circumstances and seek professional advice. This

content is protected by copyright laws and various other intellectual property laws. It is not to

be modified, reproduced or republished without prior written consent. www.yourlendingexperts.com.au




