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Example 1: Link versus negative gearing
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Jack and Jill: Two Sophisticated Borrowers 

Jack and Jill are affluent professionals.  Each pays tax at the highest 

marginal rate.  Each has substantial equity in their home and has decided 

using that equity as collateral to build wealth. 

 

Jack’s Case: Negatively Geared Investment Property 

Jack raises $500,000 of debt against the equity in his home and buys an 

investment property.  He anticipates a gross rental yield of 3.6% per 

annum,1 to give a monthly rental of $1,476.2  Principal and interest 

repayments will be $2,551 per month, with monthly interest charges 

(averaged over 5 years) of $1,821.3 

 

Indirect costs (including advertising for tenants, agent’s fees and 

commissions, body corporate fees, cleaning costs, council rates, 

insurance, land tax, legal fees, pest control, repairs and maintenance, 

stamp duties, stationery, telephone and sundry expenses, travel costs 

and water charges) are expected to average $1,165 per month.4 

 

This means Jack will have an average “negative carry” of $1,476 - $2,551 - 

1 The national average gross rental yield for residential property at October 2022.  Source: 

CoreLogic, Hedonic Home Value Index, 3 October 2022 at p.4.
2 The monthly compounded yield being 3.54% pa.
3 Based on Macquarie Bank’s lowest variable rate for investment property (4.56% pa) at 12 

November 2022.
4 Based on ATO data, available here.

$1,165 = -$2,241 per month over the first 5 years. 

 

Jack’s monthly interest ($1,821) will be tax deductible, as will most of his 

incidental costs ($1,037)5.  He will be entitled to depreciation, predicted to 

average $128 per month.6  Rental income ($1,476) will be assessable.  And 

so, Jack will receive a net monthly tax deduction of $1,821 + $1,037 + $128 

- $1,476 = $1,510.  At a 47% tax rate, this has a cash value of $710.  So, after 

tax, Jack’s carry reduces to $2,551 - $710 = -$1,841 per month. 

 

There is an opportunity cost to this.  Had he applied that $1,841 per month 

against his home loan, Jack would have reduced his debt over 5 years by 

$123,042.7  And so Jack must receive that sum (net of tax) to “break even”. 

 

To do that Jack will need a capital gain upon sale of the property.  To 

generate $123,042 in after capital tax gain the property must appreciate 

by 32% over 5 years.  But the current outlook is for house price deflation.  

Even so, we will assume the property appreciates by the required 32%. 

 

Jill’s Case: Link to ASX 200 

Jill is not confident that property will appreciate by 30+% over the next 5 

years.  She knows the Reserve Bank has forecast a decline in property 

5 See fn.3
6 See fn.3
7 Macquarie Bank’s lowest variable rate for owner occupied (4.31% p.a.) at 12 November 2022.

https://data.gov.au/data/dataset/taxation-statistics-2019-20/resource/be8b7089-6dcb-48b3-8f61-3233f665b958?inner_span=True
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prices during that period.8  Besides which, being a home owner, Jill 

understands that she is already invested in the property market. 

 

Consequently, Jill prefers to take a diversified exposure to the Australian 

economy, in the form of the ASX 200 total return index.  To get that 

exposure she refinances her home with an Index Mortgage and Links 

$500,000 of the loan to IMCO’s ASX 200 total return index. 

 

Since Linking does not require Jill to fund anything, she applies the cash 

carry associated with negative gearing ($2,551 per month) against her 

mortgage.  This reduces her loan by $170,482 after 5 years.9  On the other 

hand, Jill will not receive the cash value of Jack’s tax deductions ($710 per 

month).  That is, Jill will pay $42,597 more in tax than Jack over the 5 years. 

 

This means Jill’s post-tax position after 5 years ($170,482 - $42,597 = 

$127,885) is superior to Jack’s ($123,042) before the Link is taken into 

account.  Measured relative to Jack, Jill has obtained her Link exposure 

for free and received $4,843 net of tax. 

 

Jill’s research shows that the dividend yield on the top 200 Australian 

shares is consistently around 4.1% per annum.10  We assume this is the 

dividend yield over the next 5 years.  Let’s also suppose that the capital 

component of the ASX 200 appreciates at the same rate as Jack’s 

property, namely 32.17% over 5 years (or 5.74% p.a. compounded).  Given 

these assumptions, Jill will benefit from Linking by $203,703. 

8 Click here.
9 See fn.7
10 ATO dividend and franking credit yields.  Click here.

No tax is payable, as this benefit was experienced as a saving of non-

deductible interest. 

 

To that $203,703 we must add the $4,843 after tax benefit realised by 

paying down her loan instead of negative gearing. 

 

Comparative Result 

 

The post tax advantage of Linking after 5 years is $208,546. •

https://www.afr.com/policy/economy/secret-rba-modelling-shows-20pc-drop-in-house-prices-20221022-p5bs13#:~:text=Record%20house%20price%20growth%20last,the%20Reserve%20Bank%20of%20Australia
https://www.ato.gov.au/rates/company-tax---imputation--average-franking-credit---rebate-yields/


Summary table: Link versus negative gearing
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ASX 200 Link Versus Negatively Geared Property Investment

Home loan reduction (via negative carry cashflow) $170,482

Jill’s Case: ASX 200 Link Jack’s Case: Negatively Geared Property Investment

Home loan reduction (via negative carry cashflow) $0

Relative reduction in income tax $0 Relative reduction in income tax $42,597

Loan indexation benefit - interest charges saved $203,703 Loan indexation benefit - interest charges saved $0

Total benefit (post tax) $374,185 Total benefit (post tax) $165,639

Comparative advantage (post tax) Comparative advantage (post tax) -$208,546$208,546

Capital gain on sale of investment property $0

CGT payable on sale of investment property $0

Capital gain on sale of investment property $160,840

CGT payable on sale of investment property -$37,798

Obviously, we cannot know in advance if Jack’s investment property will appreciate by 32%.  Nor can we know the future dividend yield or price growth of 

the ASX 200.  And so, the choice to negatively gear or to Link or to do neither is ultimately a matter of personal preference. 

 

That said, the Index Mortgage is a unique solution that offers a viable alternative to negative gearing. 

 

Independent research by Citigate Dewe Rogerson shows that sophisticated consumers of financial services are receptive to that possibility and want to 

discuss it with a financial adviser.

https://citigatedewerogerson.com/
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Jane and John: Two More Sophisticated Borrowers 

Jane and John are affluent professionals.  Each pays tax at the highest 

marginal rate.  Each owns a $4 million home financed by an offset 

mortgage.  In each case, the nominal loan balance is $2.5 million, with 

$500,000 held in the offset deposit account. 

 

Jane’s Case: Continue the Offset Deposit 

Jane decides to retain her offset mortgage.  We will assume that, over the 

next 10 years, Jane pays interest 4.31% p.a.1  In addition, Jane must pay 

$248 per year in non-deductible offset account fees. 

 

Given that, Jane’s net interest saving from offsetting over 10 years will be 

$213,020.  No tax is payable, as this benefit was experienced as a saving 

of non-deductible interest charges. 

 

John’s Case: Link to ASX 200 

John prefers to take a diversified exposure to the Australian economy, in 

the form of the ASX 200 total return index.  To get that exposure, he 

refinances with an Index Mortgage and pays the new loan down to $2 

million with the $500,000 previously held in the offset account. 

 

John then proposes to Link some of his loan against IMCO’s ASX 200 

index.  We would allow John to link  (50%) of his $2 million loan. 

 

John’s research shows that: (a) the dividend yield on the top 200 

Australian shares is consistently around 4.1% per annum2 and (b) over the 

medium to long term, the capital appreciation of the ASX 200 index 

exceeds the Reserve Bank Cash Rate by 2.00% per annum on average.3,4  

We assume these figures apply over the next 10 years. 

 

Given that, John will benefit from Linking by $999,910. 

 

No tax is payable, as the benefit is experienced as a saving of non-

deductible interest charges. 

 

Comparative Result 

 

The post tax advantage of Linking after 10 years is $786,890 •
 

1 The rate quoted by Macquarie Bank on its offset mortgage at 12 November 2022.
2 ATO dividend and franking credit yields.  Click here.
3 Bianchi: The Equity Risk Premium in Australia (1900–2014), FPR (2016).
4 At the time of writing, the Cash Rate was 2.85%

https://www.ato.gov.au/rates/company-tax---imputation--average-franking-credit---rebate-yields/


Summary table: Link versus offset account
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ASX 200 Link Versus Offset

Loan indexation benefit - interest charges saved

John’s Case: ASX 200 Link

$213,020

Total benefit (post tax) $999,910 Total benefit (post tax) $213,020

Comparative advantage (post tax) $786,890 Comparative advantage (post tax) -$786,890

Jane’s Case: Offset Mortgage

Net interest saving from offset$999,910

Obviously, we cannot know in advance what the dividend yield or price growth of the ASX 200 will be.  Nor can we predict mortgage rates.  And so, the 

choice to deposit cash into an offset account or to Link or to do neither is ultimately a matter of personal preference. 

 

That said, the Index Mortgage is a unique solution that offers a viable alternative to an offset deposit. 

 

Independent research by Citigate Dewe Rogerson shows that sophisticated consumers of financial services are receptive to that possibility and want to 

discuss it with a financial adviser. 

https://citigatedewerogerson.com/
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Jeremy and Jennifer: Two More Sophisticated Borrowers 

Jeremy and Jennifer are affluent professionals.  Each has substantial 

equity in their home and looks to build wealth by using that equity as 

collateral.  Each seeks a broadly diversified exposure to the Australian 

economy, in the form of the ASX 200 total return index.  Each home loan 

is on identical terms and has 15 years to run. 

 

Assumptions 

Our analysis also assumes the following:- 

Cash Rate: 2.85% pa 

Mortgage Rate: 1.50% pa + Cash Rate (convertible monthly), 

Personal Tax Rate: 45.00% 

Medicare Levy: 2.00% 

Corporate Tax rate: 30.00% 

CGT Discount: 50% 

Capital Growth: 2.00% pa + Cash Rate 

Dividend Yield: 4.10% pa, with dividends received quarterly. 

Franking Percentage: 90.00% 

 

Jeremy’s Case: Leveraged Position in ASX 200 Tracker 

Jeremy obtains exposure to the total return of the ASX 200 by raising 

$500,000 of debt secured against his home and buying units in an ASX 

200 index tracker fund with a dividend reinvestment plan. 

 

This strategy requires interaction with the tax system.  First, interest on 

the investment component of the indebtedness will be deductible.1  

Secondly, dividends received will be taxable, subject to amelioration 

through dividend imputation.2  Thirdly, the disposition of the investment 

will be subject to capital gains tax. 

 

Principal and interest repayments on the investment loan will be $3,765 

per month over 15 years.  Interest is deductible.  The cash value of the 

deduction is applied towards the $3,765 monthly funding cost, to give a 

“net of tax monthly cost”.  Dividends are reinvested, net of tax computed 

per the dividend imputation regime. 

 

After 15 years, Jeremy sells his units in the fund and pays capital gains tax, 

to realise a post tax benefit of $1,587,384.3 

 

Jennifer’s Case: Link to ASX 200 

Jennifer gets exposure to the total return of the ASX 200 by refinancing 

1 A constraint upon deductibility arises where: (a) debt is used to fund an income producing 

investment; and (b) that debt is secured by the family home; but (c) that investment debt 
does not amortise at the same rate as the home loan.  In such cases the ATO considers that 
Part IVA denies a deduction for interest charges in excess of those that would have resulted 
had the investment debt been structured as a credit foncier: Commissioner of Taxation v Hart 
[2004] HCA 26; TD 2012/1.  Consequently, we assume the $500,000 drawn to  fund Jeremy’s 
investment is structured as a credit foncier.
2 The benefit of imputation is itself subject to anti-avoidance rules, as to which click here.
3 Recognising that the investment component of Jeremy’s indebtedness has been fully 

amortised.

Example 3: Link versus leveraged equities

https://www.ato.gov.au/Individuals/Tax-return/2022/In-detail/Publications/You-and-your-shares-2022/?page=11
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her home over 15 years with an Index Mortgage and Linking $500,000 to 

IMCO’s ASX 200 total return index. 

 

This strategy requires no interaction with the tax system.  That is, Linking 

only presents as a relative decrease or increase to non-deductible 

interest charges, and so the benefit or cost of Linking has no tax effect.4  

In particular, Linking does not result in Jennifer owning any asset, and 

certainly none whereby she receives dividend income (franked or not).   

 

Since Linking does not require Jennifer to fund anything, each month she 

applies an amount equal to Jeremy’s net of tax monthly cost against her 

mortgage loan.5  This reduces that loan by $819,338 after 15 years. 

 

Given our assumptions, Jennifer will benefit from Linking by $1,116,093.  No 

tax is payable, as this benefit was experienced as a saving of non-

deductible interest.  

 

To this we must add the after tax benefit of $819,338 realised by Jennifer 

paying down her home loan.  So, the total benefit to Jennifer after tax is 

$1,935,431. 

 

Comparative Result 

 

The post tax advantage of Linking after 15 years is $348,047. •
 

4 It follows that Part IVA of the tax law has no application, as that provision must be triggered 

by a “tax benefit”.  This is confirmed by the ATO in paragraphs 14(d) and 37 of Product Ruling 
PR 2020/04.
5 And so Jeremy and Jennifer have the same net of tax monthly cash outflow.

An Observation 

The incorporation of franking credits into Jeremy’s position introduces a 

sensitivity worth mentioning.  Had the franking percentage been 100% 

and had Jeremy and Jennifer’s effective marginal tax rate been 30%, then 

Jeremy’s approach would have proved superior, by $4,450.6 

 

Analysis demonstrates that, for high income earners, Linking is very 

probably the best way to obtain an exposure to equities.  For lower 

income earners that may not be the case. 

6 Of course this ignores the incidental costs that Jeremy would have incurred in the form of 

of tax agents fees, accounting costs and platform charges.

https://www.ato.gov.au/law/view/view.htm?docid=%22PRR%2FPR20204%2FNAT%2FATO%2F00001%22


Summary table: Link versus leveraged equities
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ASX 200 TR Link Versus Leveraged Equities

Home loan reduction (via negative carry cashflow) $819,338

Jennifer’s Case: ASX 200 TR Link Jeremy’s Case: Negatively Geared Property Investment

Home loan reduction (via negative carry cashflow) $0

Post CGT profit on sale of tracker units $0 Post CGT profit on sale of tracker units $1,568,417

Loan indexation benefit - interest charges saved $1,116,093 Loan indexation benefit - interest charges saved $0

Total benefit (post tax) $1,935,431 Total benefit (post tax) $1,587,384

Comparative advantage (post tax) Comparative advantage (post tax) -$348,047$348,047

Here the parties elected for the same exposure.  The difference in outcome was, to a significant extent, dependent upon the effective marginal tax rate of 

the leveraged investor (Jeremy) and the franked proportion of the dividend flow attributable to that investment.  Obviously, we cannot know in advance 

what the dividend yield or the franked proportion of dividends will actually be.   

 

That said, the Index Mortgage is a unique solution that offers a viable alternative to a leveraged equities strategy. 

 

Independent research by Citigate Dewe Rogerson shows that sophisticated consumers of financial services are receptive to that possibility and want to 

discuss it with a financial adviser. 

 

https://citigatedewerogerson.com/
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