
The Power and Peril of OPM: A Guide to Leveraging Other People’s Money  

In the world of high-growth business, one acronym reigns supreme: OPM, or "Other People’s 

Money". At its core, OPM is the strategic use of external funds—whether from loans, investors, 

or partners—to finance projects and scale operations. 

While it is often hailed as the "secret sauce" of wealth building, OPM is a double-edged sword. 

Used correctly, it can skyrocket your growth; used recklessly, it can lead to financial collapse. 

Here is a breakdown of the benefits and disadvantages of using OPM for your next project. 

The Benefits of Using OPM 

• Amplified Returns on Equity: By using borrowed funds, you can increase your return on 

invested capital. If the project’s earnings exceed the cost of the debt, you keep the 

excess profit without having to use your own savings. 

• Accelerated Growth & Scaling: OPM allows you to pursue opportunities that would 

otherwise be beyond your current resources. This "financial leverage" lets you enter new 

markets, fund R&D, or acquire competitors much faster than waiting to save enough 

cash. 

• Risk Mitigation & Diversification: Spreading the financial burden across multiple 

stakeholders can reduce your personal exposure. It also allows you to diversify by 

investing in several different projects simultaneously rather than tying all your capital to 

one. 

• Access to Expertise: Bringing on equity investors often provides more than just cash; it 

injects valuable industry connections, mentorship, and professional expertise into your 

business. 

• Tax Advantages: In many jurisdictions, the interest paid on business loans is tax-

deductible, creating a "tax shield" that lowers your overall cost of capital.  

The Disadvantages of Using OPM 

• Magnified Losses: Just as OPM multiplies gains, it also amplifies losses. If a project fails 

to generate expected returns, you are still legally obligated to repay the debt, which can 

quickly lead to insolvency or bankruptcy. 

• Loss of Control: When you accept money from investors (equity financing), you often 

trade a portion of your ownership and decision-making power. Your long-term vision 

may eventually clash with the expectations of your backers. 



• Financial & Emotional Pressure: Carrying debt creates fixed obligations that reduce 

operational flexibility. Additionally, the weight of being responsible for someone else's 

money—especially from friends and family—can lead to significant personal stress and 

strained relationships. 

• Higher Costs: External capital is rarely free. Whether through high interest rates for risky 

projects or sharing 50–70% of revenue in partnership models, OPM can be significantly 

more expensive than self-funding in the long run. 

• Complexity and Over-Leveraging: Managing multiple debt instruments or complex 

investor waterfalls requires significant management time. It is easy to become "over-

leveraged," where you take on more debt than your cash flow can support, leaving you 

vulnerable to interest rate hikes or market downturns. 

The Verdict: When Should You Use OPM? 

Leveraging OPM is a tool, not a shortcut. It makes the most sense when you have a  stable cash 

flow to support debt payments and are investing in productive assets with high growth 

potential. 

Before you dive in, ensure you have a "Plan B" for repayment if the project stalls, and always 

conduct a thorough cost-benefit analysis to ensure the cost of capital doesn't eat your entire 

profit margin. 

Would you like to explore specific OPM strategies for a particular industry, like real estate or 

tech startups? 

 

https://nationalbusiness.org/friends-and-family-financing/

