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The dilemma: home loan, super or gearing?
Should I pay down my home loan, increase my superannuation
contributions or negatively gear an investment portfolio?
This is possibly the most frequently asked question by clients
of their financial adviser. And possibly the most frequent
answer given by financial advisers is ‘it depends!’
And ‘depends’ it does, on a multitude of issues including:
n	your

Assumptions
n	Under

the home loan strategy the surplus remuneration is taken as salary and taxed
at the relevant marginal tax rate with the net after-tax amount used to reduce the
loan principal.

n	The

interest rates for home loans and investment loans are the same. The home loan
interest is non-deductible.

present and future marginal tax rates;

and future borrowing rates (home loan and
investment lending);

n

Under the superannuation strategy the pre-tax surplus remuneration is contributed
into superannuation as a concessional contribution within the applicable concessional
contributions cap and accumulated in a taxed fund.

n

expected returns on investments;

n

n

risk of legislative change, etc.

Superannuation benefits can be accessed at the end of the 10 year period and are
received entirely tax free after age 60.

n

The gearing strategy uses the pre-tax surplus remuneration to fund the deductible
interest on a loan to acquire a 100% geared investment.

n

A 50% CGT discount applies to the gearing strategy and net capital gains are taxed
at the marginal tax rate.

n

Investment returns and borrowing rates remain static throughout the projection period.

n

Gross investment returns for the gearing and superannuation strategies are the same.

n

Investment returns are pre-tax, consist of 62% capital gains and 38% income
(including franking credits and deferred income), 20% capital asset turnover per
annum, and are net of fees.

n

The marginal tax rate, current superannuation and taxation law do not change
throughout 10 year projection period.

n	current

This wide range of issues means it’s impossible to answer
the question without knowing your personal circumstances,
and even then the answer might be based on your personal
values. These more subjective values include your personal
sense of well-being associated with being mortgage and/
or debt free, your appetite for investment risk and desire for
access to funds prior to retirement age.
With all the above issues in mind, we have compared
these three strategies to determine what is the best use of
a particular amount of surplus pre-tax remuneration. The
three charts on the following page indicate various trends,
rather than a definitive answer to this question. The charts
illustrate the impact that variations in investment returns
and borrowing rates might have on your choice of wealth
accumulation strategy for each assumed marginal tax rate
(31.5%, 39.5% and 46.5%). Based on our assumptions, the
charts show which of the three strategies may be preferred
at the stated investment return rate and borrowing rate at the
end of a 10 year period, assuming you are age 60 or older at
that point in time.

Other strategy considerations
n	Clients

who are eligible for the government co-contribution by making a nonconcessional contribution should be aware of the benefits of this as an alternative or
additional strategy.

n	Gearing

strategies which realise a large, lumpy gain (such as upon sale of a real
estate investment) may cause you to cross into a higher tax bracket. This is not
accounted for in the charts as we assume the specified tax rate applies to all gains.
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	Macquarie’s current long term projection rates +/- 1.0% pa:
Investment return: 7.36% pa after fees
Borrowing rate: 8.5% pa (typical 10 year rate eff Oct 2009)

Paying down home loan provides preferred result
Concessional super conts provides preferred result
Gearing into a non-super portfolio provides preferred result

Macquarie Investment Management Ltd ABN 66 002 867 003 (MIML) is not an authorised deposit-taking institution for the purposes of the Banking Act 1959 (Cth) and MIML’s
obligations do not represent deposits or other liabilities of Macquarie Bank Limited ABN 46 008 583 542. Macquarie Bank Limited does not guarantee or otherwise provide
assurance in respect of the obligations of MIML. Calculations are based on the assumption that the annual return (after fees) remains the same for the projection period. The
calculations are illustrative only – the earning rates are not guaranteed in any way by Macquarie. The actual performance of investments will depend on future economic conditions,
investment management and future taxation. Past performance is not indicative of future performance. The information in this document is based on our interpretation of the law
current as at 14 October 2009. While the information is given in good faith and is believed to be reliable and accurate, neither Macquarie Investment Management Limited nor any
member of the Macquarie Bank Group gives any warranty as to the reliability or accuracy of the information, nor accepts any responsibility for any errors or omissions.
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