Debt strategies

Transfer your debts using a financial windfall

If you receive a
financial windfall,
you may want to

use the money to
reduce your home
loan and borrow an
equivalent amount for
investment purposes.

How does the strategy work?
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possible you may receive a financial windfall (3]
such as a work performance bonus, an ex
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gratia payment on changing employers
or an inheritance. ¢
If that's the case, you may want to:
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 use the windfall to reduce your home loan

loan, by either paying the money into
your loan or a 100% offset account
attached to your loan
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- arrange to borrow through an
investment loan, and

Home loan

 invest the borrowed money in assets

such as shares or property—either Use windfall ‘Borrow against
directly or via a managed fund. to reduce home increased equity
loan debt for investment

This strategy is known as debt transformation
because it enables you to convert some of
your home loan debt (where the interest

isn't tax deductible) into an investment loan
(where the interest may be tax deductible).

@ Non-tax deductible debt
Tax deductible debt

As aresult, you could potentially reduce
your after-tax interest cost considerably
(see case study on the opposite page) and
establish an investment portfolio to

help build your long-term wealth.

Other key considerations

- Keeping your investment loan
separate from your home loan can
make it easier to calculate how much
of your interest is tax deductible when
completing your tax return.

» You should ensure you have enough
insurance to protect your income and
cover your loan repayments in the
event of your death or disability.

Seek advice

A financial adviser can help you
assess all the issues that need to be
considered and determine whether a
debt transformation strategy suits
your needs and circumstances.
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Transfer your debts using a financial windfall

Case study

Daniel has a home loan of $200,000, the
interest rate is 7.5% pa and he pays tax ata
marginal rate of 39%1. He has just received
an inheritance of $100,000 and would like
to invest this money to build his long-
term wealth.

If he uses the inheritance to purchase the
investments directly, his home loan will
remain at $200,000 and, because the interest
payments are not tax deductible, the after-
tax interest cost will be approximately
$15,000 pa (see option 1 in the opposite table).

After assessing his goals and financial
situation, Daniel’s financial adviser explains

that a potentially better approach would be to:

« use the $100,000 to reduce his home loan

» borrow an equivalent amount through
an interest-only investment loan secured
by his home, and

- purchase the investments with the
borrowed money.

Important information and disclaimer

If Daniel follows this advice, he'll have a
home and investment loan of $100,000 each
and the after-tax interest cost of the home
loan will be $7,500. However, because the
investment loan interest (also $7,500) may be
tax deductible, the after-tax cost of this loan
could potentially be $4,575 pa (see option 2).

In other words, if Daniel uses this debt
transformation strategy, while his total debts
will remain at $200,000, his total after-tax
interest bill could reduce from $15,000 pa to
$12,075 pa and he'll still get to invest $100,000.

His financial adviser also suggests that:

» heuse the income from the investments
and the after-tax interest savings to pay
off his home loan faster, and

» when his home loan is repaid, he use the
investment income to purchase more
investments and build even more wealth
in the future.

Loan type

Loan amount

Interest payable at 7.5% pa
Less tax deduction at 39%*
After-tax interest cost

Total after-tax
interest cost

! Includes Medicare levy.

Option 1
Without debt
transformation

Home loan only

$200,000
$15,000
N/A
$15,000

$15,000

Option 2
With debt transformation

Home loan Investment loan
$100,000 $100,000

$7,500 $7,500

N/A ($2,925)

$7,500 $4,575

$12,075

This publication has been prepared by GWM Adviser Services Limited (ABN 96 002 071 749, AFSL 230692) (GWMAS’), a member of the National Australia Bank group of companies (NAB Group’), 105-153 Miller Street,
North Sydney 2060. Any advice in this publication is of a general nature only and has not been tailored to your personal circumstances. Accordingly, reliance should not be placed on the information contained in this
document as the basis for making any financial investment, insurance or other decision. Please seek personal advice prior to acting on this information. Information in this publication is accurate as at 1 February 2017.
While it is believed the information is accurate and reliable, the accuracy of that information is not guaranteed in any way. Opinions constitute our judgement at the time of issue and are subject to change. Neither GWMAS
nor any member of the NAB Group, nor their employees or directors give any warranty of accuracy, accept any responsibility for errors or omissions in this document. The case study in this publication is for illustration
purposes only. The investment returns shown in the case study are hypothetical examples only and do not reflect the historical or future returns of any specific financial products. Any general tax information provided

in this publication is intended as a guide only and is based on our general understanding of taxation laws. It is not intended to be a substitute for specialised taxation advice or an assessment of your liabilities, obligations
or claim entitlements that arise, or could arise, under taxation law, and we recommend you consult with a registered tax agent.

a * nab company GWM Adviser Services Limited (ABN 96 002 071 749, AFSL 230692). A member of the National Australia Bank group of companies.

Debt strategies | 2

A133941-0217



