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Debt recycling is the process of replacing morgage debt (non-tax deductible), 
with investment debt (tax deductible)
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This strategy may enable you to start building wealth while you are still paying off your home mortgage. You 
effectively take out equity from your home and invest somewhere else, where you may potentially increase 
income and growth.

Income from these new investments can be used to reduce the mortgage balance further, while the growth 
component contributes to wealth accumulation.

The main benefit is that you can invest immediately rather than waiting for the mortgage to be paid off. This 
allows the power of compounding earnings to start working earlier.

WARNING: Although gearing can deliver benefits, the risks associated with it may make it unsuitable for 
you. It is essential to carefully consider these risks before proceeding with a gearing strategy.
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Benefits

The benefits of a debt management strategy may include: 
 — The potential to increase your wealth once debts have been repaid. 
 — Paying less interest over the life of your loan. 
 — Reducing your financial burden.

Risks, consequences and other important things to consider

 — Before making any changes to your loan, you should check what fees and penalties may apply. 
 — Some loans do not allow additional repayments. You should check with your loan provider to see if additional
 repayments are permitted and whether any penalties apply 
 — You should have adequate life insurance to help meet loan repayments or payout your debt if your income stops
 because of death or illness. 
 — Gain peace of mind by consulting your accountant before making changes to investment-related borrowings. 

If you would like some specific debt management advice or finance product advice, please contact our team today
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This strategy involves transferring your non-deductible debt of a home loan into a tax-deductible debt of an investment 
loan. The primary objective is to reduce the non-deductible debt faster than just making regular repayments while 
accumulating wealth.

After the interest is paid on the investment loan (line of credit), all surplus cash flow is used to reduce a non-deductible 
home loan, thereby more rapidly increasing equity in the home.

Home loan repayments are ‘Principal and Interest’ while the investment loan payments are usually ‘Interest Only’ to 
ensure that non-deductible debt is repaid earlier and that deductible debt works to the maximum. All investment 
earnings, franking credits, tax refunds and other surplus cash flow, after paying the investment loan interest, should be 
used to reduce the home loan further and increase equity in the home. Over time, amounts equivalent to the increase 
in equity can be drawn down and invested in growth investments further, if desired (depending on your life stage and 
objectives). If the above process is repeated over future years in a disciplined manner, it can reduce the non-deductible 
home loan more rapidly whilst increasing investments into growth assets.

A loan facility allowing separate sub-accounts is preferred, with the ability to choose between principal and interest and 
interest-only repayments. As some of the investment debt will have deductible interest costs, these amounts should be 
kept separate.

To commence a debt recycling strategy, you need to ensure you are able to achieve a desirable loan structure. Please 
contact our finance team to review your finance structure and product.

How it Works



In this example, you have a mortgage of $500,000 against 
a home worth $800,000 and an offset / redraw balance of 
$100,000 against this loan.

To set up a debt recycling strategy:

• You would first contact our finance team to put in 
place a new loan.

• You would first pay the $100,000 against your home 
loan directly

• Then take out a new investment loan against your 
home for $100k.

• Use these funds to purchase a diversified share 
portfolio.

As you can see, your net asset position hasn’t changed as 
you have effectively just used the funds from your offset / 
redraw to invest into a share portfolio.

You would receive dividend income from the share 
portfolio that can be used to pay down non-deductible 
debt.

Please note that the franking credits are not cash credits 
but only tax credits, which are discussed below.

Before this strategy you would need to just pay down 
your home loan repayments. These repayments would be 
principal and interest.

Under the strategy, your home loan repayments would 
decrease as you have paid down the balance.

The investment property debt would be interest only.

You will increase your cash flow position by almost $8k 
per year to further reduce non-deductable debt.

You will have to declare the dividend income and the 
franking credits as income, but you will be able to deduct 
the interest-only repayments as a deduction. You then 
get the franking credits back as a tax credit, meaning you 
will receive a decrease to your tax bill or an increase to 
your refund by $1,200.

These funds can then also be used to further reduce your 
non-deductible debt.

The share portfolio will continue to grow over time. 
Please note the risks below, as due to the nature of the 
investments, there is a chance that capital returns in 
some years may be negative. For risk, there is a return.

Debit Recycling in practice

Example:

Asset Position Current After Strategy
Home Value  $ 800,000.00  $ 800,000.00
Share Portfolio  $  -  $ 100,000.00 
Offset Redraw  $ 100,000.00  $  -   
Total Assets  $ 900,000.00  $ 900,000.00 
Debt Position 
Total Home Loan  (non 
deductible debt)

 $ 500,000.00  $ 400,000.00 

Total Investment Debt 
(deductible debt)

 $  -  $ 100,000.00 

Total Debt  $ 500,000.00  $ 500,000.00 
Net Asset Position  $ 400,000.00  $ 400,000.00 

Income per year
Dividends from Shares  $  $ 6,000.00
Franking Credits
(non cash income) 

 $  -  $ 1,285.71 

 
Expenses per year
Loan Repayments on 
home loan 6.5% 

 $ (44,734.39) $ (35,787.51)

Loan Repayments on 
investment loan  

 $  $ (7,000.00)

Net Cashflow $ (44,734.39) $ (36,787.51)
Difference
(can be used to further 
repay home loan /non 
deductable debt)

  $ 7,946.88

Potential Unrealised 
Gain on Share
Portfolio

 $  -  $ 2,000.00

Example Assumptions: 
• Home loan interest rate is 6.5% and there is 20 years left to repay
• Investment Debt interest rate is 7% and is interest only. 
• Dividend income is 6% per annum and is 50% franked
• Assume Capital Growth is 2% - this would fluctuate due to the risk 

of the investment, some years better, some years negative. 
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Important information and disclaimer

This publication has been prepared by AustAsia Financial Planning Pty Ltd (AFSL 229454), AustAsia Accounting Services Pty Ltd (Registered Tax Agent No 7587 3005) and AustAsia Finance Brokers 
Pty Ltd (Australian Credit Licence No 385068).

AustAsia Accounting Services Pty Ltd - Liability limited by a scheme approved under Professional Standards Legislation.

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 the date of writing, 9 May 2024. In some cases the information has been provided to us by third parties. 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 the Licensee nor any member of AustAsia Group, nor their employees or directors give any warranty of 
accuracy, not accept any responsibility for errors or omissions in this document.
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.
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How can we help you?

AustAsia House, 412 Newcastle Street, West Perth WA 6005
PO Box 332, Leederville WA 6903

T: (08) 9227 6300  Contact us here
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