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Get debt smart and 
shrink your tax bill

We all have to live with debt at some point in our lives, but with 
the right strategies you can pay off your debts faster and reduce 
the amount of tax you pay. 

Mortgage offset 
If you have a home loan and a mortgage 
offset account, you earn interest at the 
same rate as your home loan (which will 
generally be higher than interest on a 
normal bank savings account) and pay 
no tax on it.

Let’s say your home loan is $200,000 at 
6.24% interest. In a 31-day month you’d 
be charged $1,059.96 in interest. You also 
have $15,000 in a normal bank savings 
account earning 4.5% interest per annum. 

Assuming tax at a marginal rate of 30%, 
you would have a net income of $40.14 
from your savings. But by putting your 
$15,000 in a mortgage offset account 
instead, you earn ‘nominal’ interest on 
your savings at the same rate as your 
home loan as the table below shows. 

Because you don’t pay tax on the offset 
interest, you could get almost double the 
amount. The offset interest isn’t credited 
to your savings account; instead it’s taken 
off your loan interest, so in this example 
you would only pay interest of $980.46 
for the month instead of $1,059.96. 

Using this strategy you could save 
thousands in interest payments and 
reduce your loan term. And your savings 
are still at call if you need them.

Gearing in joint names
It’s common to invest a combination of 
borrowed funds and your own money. If 
you have a partner, splitting ownership 
of your investments could help reduce 
the tax you pay.

Cath and Steve
Cath pays tax at a marginal rate of 
16.5%6, Steve at 41.5%6. They have 
$40,000 in savings and want to 
borrow more money to invest. 

They decide to invest the $40,000 
in a managed fund in Cath’s name. 
Cath allows Steve to use her 
investment as third party security 
for a margin loan, so he can borrow 
$60,000 to invest in other assets7.

Cath’s investment earnings will 
be taxed at her marginal rate, 
which is much lower than Steve’s. 
Steve holds the geared 
investments in his name and 
claims the interest payments as a 
tax deduction. Because Steve’s 
marginal rate is much higher than 
Cath’s, he gets more benefit from 
the tax deduction.
6 �Includes a Medicare levy of 1.5%.
7 �Assumes Steve and Cath’s investments have 

a security ratio of 60%

Borrowing to build wealth 
If you wait until you’ve paid off your 
home loan before you start investing, 
you may not give your investments 
enough time to grow to meet your 
long-term goals. By using ‘gearing’ 
(borrowing to invest), you can 
potentially pay off your home loan 
years earlier and really concentrate on 
growing your wealth.

Gearing allows you to invest more than 
you could afford using just your own 
money. This means you potentially get 
higher returns if your investment 
increases in value. The cost of investing 
(including interest) may also be tax-
deductible, which means your overall tax 
bill is reduced. But gearing can be risky 
because instead of increasing, your 
investment could fall in value. 

Time to review your debt?
It’s a good idea to review your debt as 
your circumstances change throughout 
your life. Getting married or divorced; 
buying a house; changing jobs; 
inheriting money; getting ready to retire; 
all these life events can change your 
debt position. Talk to your financial 
adviser about strategies to create a 
wealthier future for you and your family.

Mortgage offset example
Interest on $15,000 Gross monthly interest Tax payable at your marginal 

rate of 30%
Net income from savings

Savings account @ 4.5% per annum $57.33 $17.19 $40.14

Offset account @ 6.24% per annum $79.50 Nil $79.50



More information?	 For further information on any issue here, or any financial matter, please contact your financial adviser.
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Disclaimer 
This publication has been compiled by Securitor Financial Group Ltd ABN 48 009 189 495 Australian Financial Services Licence Number 240687 (Securitor) and is current 
as at time of preparation (April 2010). 
Past performance is not a reliable indicator of future performance. 
Whilst every effort has been taken to ensure that the assumptions on which the outlooks given in this publication are based are reasonable, the outlooks may be based on 
incorrect assumptions or may not take into account known or unknown risks and uncertainties.
Material contained in this publication is an overview or summary only and it should not be considered a comprehensive statement on any matter nor relied upon as such. 
The information and any advice in this publication do not take into account your personal objectives, financial situation or needs and so you should consider its 
appropriateness having regard to these factors before acting on it. While the information contained in this publication is based on information obtained from sources 
believed to be reliable, it has not been independently verified. To the maximum extent permitted by law: (a) no guarantee, representation or warranty is given that any 
information or advice in this publication is complete, accurate, up-to-date or fit for any purpose; and (b) neither Securitor, nor any member of the Westpac group of 
companies, is in any way liable to you (including for negligence) in respect of any reliance upon such information or advice. It is important that your personal circumstances 
are taken into account before making any financial decision and we recommend you seek detailed and specific advice from a suitably qualified adviser before acting on 
any information or advice in this publication. As the rules associated with the super and pension regimes are complex and subject to change and as the opportunities 
and effects differ based on your personal circumstances, you should seek personalised advice from a financial adviser before making any financial decision in relation to 
super, pensions or other matters discussed in this publication. Any taxation position described in this publication is general and should only be used as a guide. You should 
consult a registered tax agent for specific tax advice on your circumstances.
Disclosure 
Securitor is a wholly owned subsidiary of Asgard Wealth Solutions Ltd ABN 28 009 143 597 (Asgard). Asgard and Advance Asset Management Limited 
ABN 98 002 538 329 are wholly owned subsidiaries of Westpac Banking Corporation ABN 33 007 457 141. BT Financial Group is the wealth management arm of the 
Westpac group of companies.




