
1/3

How to use equity to successfully buy an investment
property

investax.com.au/knowledge-base/how-to-use-equity-to-buy-an-investment-property

How to use equity: By using your home’s equity, you can potentially buy an investment
property. When it comes to investing in real estate, equity is a key concept to understand.

What is equity and How to use equity?

Equity is the difference between the current value of your home and how much you owe on
it.

For example, if your home is worth $400,000 and you still owe $220,000, your equity is
$180,000.

The great thing is, you can use equity as security with the banks. This means you can
borrow against your equity to fund life’s big purchases, such as:

extending your home
starting a business
buying a car
going on a holiday.

You can use also use equity to buy an investment property and get into the real estate game.

Total equity and useable equity
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Banks will typically lend you 80% of the value of your home – less the debt you still owe
against it. This is considered your useable equity. Since the bank is lending you money
against the value of your home, they won’t lend you the full amount. Put simply, if house
prices dip, they don’t want an outstanding loan that’s worth more than your property. Keep in
mind that it’s possible to borrow more than 80% if you take out Lenders’ Mortgage Insurance
(LMI).

How much could you borrow for an investment property?

Using the example above, let’s say your home is valued at $400,000 and your mortgage is
$220,000. Here’s the breakdown of sums:

value of your property – $400,000
value of your property at 80% – $320,000
minus your mortgage – $220,000.

This means your useable equity would be $100,000.

Using the ”rule of four”

When it comes to buying an investment property, it can be hard to know where to start. But a
simple rule of thumb is to multiply your useable equity by four to arrive at the answer.

For example, four multiplied by $100,000 means your maximum purchase price for an
investment property is $400,000.

Why four and not five?

If you’re buying an investment property worth $400,000, the bank will lend against your
future property just as they would against your existing home. The banks will lend 80% (or
$320,000) in this scenario, but the property costs $400,000. This leaves an $80,000 gap,
which is your house deposit.

However, you also have to budget for purchase costs such as stamp duty, legal fees and
more. This is approximately 5% of the purchase price – around $20,000 on a $400,000
property.

Therefore, the total amount of funds needed to purchase a $400,000 investment property is
now $100,000 – an $80,000 deposit plus $20,000 costs.

Even if you have plenty of equity, it’s not always a given that you can borrow against it. The
bank will consider several factors including:

your income
your age
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how many kids you have
any additional debts

If you don’t have any funds outside your home equity, then it’s risky to use every cent of your
usable equity to invest in property. You always need a buffer – back up funds in case things
don’t go to plan. Even if it means you can’t invest for a while, it’s important to keep yourself
protected.

Ultimately, using equity to buy an investment property can be a smart move. But before you
get serious, it’s best to talk to your banker or broker. Before you decide which strategy is best
for you, talk to a professional. A financial adviser or an accountant is a good place to start.

General Advice Warning

The material on this page and on this website has been prepared for general information
purposes only and not as specific advice to any particular person. Any advice contained on
this page and on this website is General Advice and does not take into account any person’s
particular investment objectives, financial situation and particular needs.

Before making an investment decision based on this advice you should consider, with or
without the assistance of a securities adviser, whether it is appropriate to your particular
investment needs, objectives and financial circumstances. In addition, the examples
provided on this page and on this website are for illustrative purposes only.

Although every effort has been made to verify the accuracy of the information contained on
this page and on this website, Investax, its officers, representatives, employees, and agents
disclaim all liability [except for any liability which by law cannot be excluded), for any error,
inaccuracy in, or omission from the information contained in this website or any loss or
damage suffered by any person directly or indirectly through relying on this information.

We offer a 15-minute free consultation to discuss your tax, property investment and business
needs. Book your complimentary consultation now.

Book Now
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