BORROWING:
ADVANTAGES &
DISADVANTAGES OF
BORROWING MONEY

Most of us need to borrow money at some point during our lives and, as with most things in life, there are some
advantages and disadvantages to borrowing money. The key is to ensure that you benefit from the advantages and
keep the disadvantages to a minimum.

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

REASONS TO BORROW THAT MAY PROVIDE AN ADVANTAGE

There are times when borrowing money will provide you with an advantage that either creates value or produces
wealth over time.

» You may borrow money so you can make an investment of some kind.

* eg. You may borrow to invest in a home or rental property which would provide you with a place to
live or a way to earn rental income.

» You may borrow to make an investment in your future by paying for an education.

* A student loan may help you increase your future income based on the knowledge and skill you gain
through your education.

» You may borrow money to invest in tools, equipment or even a vehicle you need for work.
® This investment will help provide you with an income.
» You may borrow money to invest in an RRSP.

® An RRSP will provide you with income in your retirement that will be taxed at a lower rate than what
you pay while you are working.

» You may borrow to invest in stocks or a business opportunity.
* In this case, you will hopefully receive higher returns on your money.
» You may borrow to reduce your interest payments or simplify your debt payments.

* Ifyou can pay less money in interest on the debt you already have, you will save money in the long
run.

» Borrowing money may be part of a strategy to help build your credit history.
* If you borrow responsibly, you are likely to develop a strategy and good habits for handling debt.

*  You will also build good credit that will enable you to borrow more money when you need it down
the road.
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» If you are able to borrow money at a low rate with a manageable payment plan, you may be able to free
up funds needed in other areas of your life.

* eg. If you are buying a house an pay for it out of pocket without borrowing money, you may spend

all of your savings and have no contingency fund for any repairs or other emergency costs that may
come up. But if you borrow money at a reasonable rate with a plan to pay it off, you will be able to
reserve some funds for some of the unexpected costs that come with owning a home.

REASONS TO BORROW THAT MAY PROVIDE A DISADVANTAGE

There are also times when borrowing money can put you at a disadvantage and may be harmful to your
long-term financial health.

» It may be tempting to borrow money to indulge wants but this can lead to uncontrolled spending.

* eg. If you borrow money on your credit card to buy items that you want but don't need, you may find

it hard to pay back the money and the interest. This can harm your credit score and impact your
financial future. The added interest will also increase the cost of that purchase, often by a significant
amount.

» We occasionally face hard times when it's difficult to pay the bills.

* If you make a habit of borrowing money to make ends meet, your debt will continue to grow

exponentially until you reduce your bills and stop borrowing to make ends meet.

» Once you have accumulated some debt, it can be tempting to borrow more money to pay off your debt.

* Ifthis is not done in a strategic way (such as a consolidation loan), it may result in growing debt and

leave you worse off than before.

» Borrowing money for someone else is never a good idea.

® Ifthey are unable or simply choose not to pay you back, you may be responsible for making the

payments for their loan.

» Borrowing money to invest can be very risky.

® It may work out to your advantage and you will earn a higher return on your investment.

® Depending on how you invest it, the opposite may also be true and you may lose money and be left

to pay back the borrowed money plus interest.

Whenever you are considering borrowing money, it can be helpful to stop and think about your reasons for borrow-
ing the money. Ask yourself whether borrowing the money will provide you with an advantage that gives you more
value in the long run, or whether it will leave you with growing debt or something that decreases in value.
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