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Executive Summary

Debt recycling is the process of progressively converting non-deductible "bad" debt — the loan on

your own home — into tax-deductible investment debt, without taking on any more total debt than

you already carry. Done correctly, the same dollar of borrowing that was quietly costing you after-

tax interest becomes a deductible expense working alongside an income-producing asset,

improving cash flow, tax efficiency and long-term portfolio growth simultaneously.

Property Scorecard's research view, drawn from a detailed panel discussion between an accountant

and a property podcast host, is that the strategy succeeds or fails almost entirely on loan structure

and record-keeping — not on the investment itself. The single most common failure mode is using

a redraw facility instead of refinancing into properly split loans, which mixes personal and

investment debt in one account and can permanently muddy the deductibility of the interest. The

panel is equally clear that debt recycling is a tax-efficiency strategy that must be implemented

carefully to stay on the right side of Part IVA anti-avoidance rules.

This briefing sets out the four-step mechanics, who the strategy does and does not suit, the redraw

trap in detail, what happens to your deductions when you eventually sell the home the debt is

secured against, and the professional team required to keep the structure clean.

CORE STRATEGY — SPLIT-LOAN DEBT RECYCLING FOR PPR OWNERS WITH OFFSET
CASH

REVIEW — EXISTING REDRAW-BASED STRUCTURES (AUDIT BEFORE CLAIMING
DEDUCTIONS)

AVOID — REDRAW-FUNDED INVESTING & MIXED-PURPOSE LOAN ACCOUNTS

Visual Overview

The mind map below summarises the five threads of the strategy — mechanics, prerequisites, the

redraw trap, the PPR-sale exit problem, and the compliance discipline — discussed throughout this

briefing.



DEBT RECYCLING
BAD DEBT → DEDUCTIBLE DEBT

1 · THE MECHANICS

1. Pay down home loan with offset cash
2. Refinance onto fresh 30-year term
3. Create split loan (interest-only + offset)
4. Invest split funds — investment only

3 · THE REDRAW TRAP

Redraw ≠ split — one mixed-purpose loan
Repayments hit both portions pro-rata
Muddy records jeopardise deductions
Fix: refinance & split, never redraw

2 · PREREQUISITES

PPR with non-deductible debt — essential
Cash / offset savings to recycle
No PPR? Strategy doesn't work at all
Long runway — benefit compounds

4 · SELLING THE PPR

Bank claws back all debt secured on PPR
Partial loan discharge preserves deductions
Revalue & shift debt to investment loans
Only works after growth — timing matters

5 · COMPLIANCE & TEAM

Stay clear of Part IVA — substance first
Document purpose of every dollar
Broker + accountant, engaged together

1. The Mechanics — Four Steps, In Order

The worked example used throughout the discussion: a homeowner with a $700,000 home loan

and $200,000 cash sitting in offset. The recycling sequence converts that offset cash into a

deductible investment loan of the same size:

Step 1 — Pay down
Use the $200,000 in offset to permanently pay the home loan
down from $700,000 to $500,000 — a genuine debt reduction,
not a parked offset balance

Step 2 — Refinance
Refinance the reduced $500,000 home loan onto a fresh 30-
year term — lowering minimum repayments and improving
borrowing capacity

Step 3 — Split
Create a new, separate $200,000 split loan secured against the
home — ideally interest-only, with its own corresponding
offset account



Step 4 — Invest
Use the split loan funds strictly and exclusively for investment
purposes — this purpose test is what makes the interest tax-
deductible

The result: total debt is unchanged at $700,000, but $200,000 of it has been converted from non-

deductible owner-occupier debt into deductible investment debt. Each subsequent lump of savings

can be recycled the same way, progressively shrinking the non-deductible portion while the

deductible portion grows.

Purpose drives deductibility: the ATO looks at what borrowed funds were used for, not what

they are secured against. A loan secured on your home but used to buy an investment asset is
deductible; the reverse is not.

Separate accounts for separate purposes: the panel's recommendation is to create distinct loan
accounts for personal and investment equity withdrawals — never one account doing both jobs.

Not property-only: the same mechanics apply to other income-producing investments such as

shares — the strategy is about the debt, not the asset class.

2. Who Debt Recycling Is For — And Who It Isn't

The strategy has one non-negotiable prerequisite: you must own a Principal Place of Residence

(PPR) carrying non-deductible debt. The entire mechanism works by converting that bad debt into

good debt — if there is no bad debt to convert, there is nothing to recycle.

"If you don't have a PPR, this doesn't work at all." Rentvestors holding only investment debt

already have deductible loans; debt recycling adds nothing.

Cash or savings capacity required: the recycling engine is fed by lump sums (offset balances,
bonuses, surplus savings) that can genuinely pay the home loan down before being re-borrowed

for investment.

Best suited to investors with a long runway: the benefit compounds with each recycling round

and with the years of deductible interest that follow.

Cash-flow and capacity upside: refinancing the reduced home loan onto a fresh 30-year term
lowers minimum repayments — which can improve borrowing capacity for the next purchase at

the same time.



3. The Redraw Trap — The Most Common DIY Mistake

The panel's strongest warning is aimed at investors who attempt debt recycling through their

existing loan's redraw facility instead of refinancing and splitting. "People use redraw facilities as

opposed to refinancing. We split loans and brand new loan terms." Redrawing investment funds

out of the same account that holds your personal home loan creates a single mixed-purpose loan

— and mixed-purpose loans are where deductibility goes to die.

Mixed-purpose contamination: once personal and investment borrowings sit in one account,

every repayment must be apportioned pro-rata across both portions. In the worked example,
"you now need to create a separate pro rata adjustment payment for each amount that

corresponds to the $500k and the $200k."

Repayments work against you: a redraw keeps the original loan's minimum repayments, and

principal-and-interest payments are applied across both the personal and investment portions

— you cannot direct repayments at the non-deductible slice first, which is the whole point of
the strategy.

Permanently muddy records: "Doing it under redraw facility terms, unfortunately, you're
making the waters even muddier." Unwinding a contaminated loan retrospectively is complex,

expensive accounting work — and sometimes the deductibility simply cannot be cleanly
demonstrated.

The fix is structural: proper debt recycling requires split loans with fresh loan terms and clear

documentation of the purpose of each debt portion — not a workaround inside the existing
facility.

4. Selling the PPR — Cross-Collateralisation Risk and
Partial Loan Discharge

A structural risk most investors never see coming: when equity extracted from the PPR funds

investment deposits, the investment debt remains secured against the home. In the panel's

example, $200,000 of PPR equity funded deposits on two $500,000 investment properties — "this

is almost cross-collateralising without cross-collateralising."

The sale-day problem: when the PPR is sold, the bank requires repayment of everything secured

against it — the original home loan and the $200,000 investment split. If that investment debt is

simply extinguished from sale proceeds, the tax deductibility it carried can be lost.



The solution — partial loan discharge: if the investment properties have appreciated, the

$200,000 can be shifted onto the investment properties' own loans before settlement. "What I
did was get a revalue of property one and property two... shift that debt of $100,000 each into

property one and property two's loan." Deductibility is preserved because the debt still traces to
the investment purpose.

Timing is the constraint: this only works if the investment properties have grown enough in

value to absorb the extra debt within lending limits. Sell the PPR too soon after purchase and
the option may simply not exist.

Two professionals, one structure: "Your broker needs to make sure they've got the loan
structure right... your accountant needs to understand this as well." Partial discharge is a joint

broker–accountant exercise, not something either can execute alone.

5. Compliance — Part IVA, Record-Keeping and the
Professional Team

Debt recycling sits squarely inside legitimate tax planning — but the panel opens with the caution

that it must not be implemented in a way that breaches Part IVA, the general anti-avoidance

provisions. The difference between tax efficiency and tax avoidance is substance and

documentation.

Record-keeping
Maintain clear records of exactly how split loan funds are used
— mixing personal and investment use can jeopardise
deductibility of the entire split

Account hygiene Separate loan accounts for personal and investment equity
withdrawals; one purpose per account, always

Loan structure
Splits with fresh terms, ideally interest-only on the investment
split with its own offset — set up by a broker who understands
the strategy

Professional team
Accountant and broker engaged together before
implementation — correct setup is far cheaper than
retrospective repair

Ongoing review Loan structures should be reviewed periodically for continued
tax efficiency as balances, rates and circumstances change

The panel's closing frame is worth keeping front-of-mind: finance is the biggest part of any property

investor's journey, and the banks are the largest stakeholders in it. Getting the loan structure and



"financial engineering" right at the start is what sets an investor up for long-term success — and

clean structures are what make every later strategy (equity release, partial discharge, portfolio

lending) possible.

6. Market Context — The Panel's Southeast Queensland
View

Alongside the structural discussion, the panel offered a market view relevant to where recycled

equity is being deployed. Their expectation is significant price growth across Brisbane and Greater

Brisbane over the following 6–12 months: "Property prices are going to rise significantly here in

Brisbane and Greater Brisbane."

Infrastructure tailwinds: Cross River Rail, stadium upgrades and road/rail expansions are
boosting demand across the region.

Growth ring rotation: growth has moved from inner-city suburbs to the middle ring and now

the outer ring, driven by affordability and heavy investor activity.

Council diversification: the panel's own portfolios are spread across Brisbane, Moreton Bay,

Logan and Ipswich councils — favouring properties with development potential, large land, and
value-add options such as granny flats and subdivision.

Horizon discipline: decisions are framed on 5–10 year expected growth, not short-term timing
— "I'm investing for the next five, seven, ten years... that's what gives me so much confidence."

Applying This to Your Portfolio

This briefing sets out the mechanics — whether debt recycling suits any individual client still

depends on their PPR equity position, offset balances, serviceability, risk tolerance and time

horizon. Property Scorecard's general positioning:

PPR owners with material offset balances: the strongest candidates — cash already earmarked

against the home loan can be recycled into deductible investment debt with no increase in total
borrowings.

Anyone who has already "recycled" via redraw: treat the structure as suspect until reviewed —

an audit of existing loan setups, prioritising redraw-based arrangements, should come before
any further deductions are claimed.



Clients considering selling their PPR: model the partial loan discharge pathway before listing —

the option depends on investment property valuations and disappears if the sale settles first.

All clients: implement with an accountant and broker working together, document the purpose

of every borrowed dollar, and review the structure periodically — the strategy's benefit is real,
but it is earned through discipline, not cleverness.

Important Information

This document has been prepared by Property Scorecard for general informational purposes only and does
not constitute personal financial, taxation, legal or credit advice. It does not take into account the

objectives, financial situation or needs of any individual reader. Debt recycling involves borrowing to
invest, which magnifies both gains and losses, and the tax treatment described in this briefing depends on

individual circumstances, correct loan structuring and contemporaneous records, and remains subject to
change in tax law and ATO interpretation, including the operation of Part IVA anti-avoidance provisions.

Readers should seek independent, personalised advice from a licensed financial adviser, mortgage broker,
and qualified accountant before implementing a debt recycling strategy or restructuring any loan,
including decisions relating to loan splits, refinancing, interest deductibility, or the sale of a principal place

of residence, all of which remain subject to change at any time.

www.propertyscorecard.com.au



About PROPERTY SCORECARD 
This guide was prepared by PROPERTY SCORECARD. Here is what we do, and the one rule 
the whole business is built around. 

 

THE ONE LINE 

We make our money from the report, not the transaction. We are paid the 

same whether the verdict on a property is proceed or avoid, and that 

indifference to the outcome is the entire product. 

 

What we do 

 

PROPERTY SCORECARD exists to take the conflict of interest out of property due diligence. We are 
independent of any sales channel. No agent, developer, or commission sits behind our verdict, so 
we have nothing to protect except being right. We turn scattered, hard-to-reach data into a single 
defensible call on a specific property: whether the price is supported, whether the fundamentals 
stack up, and what risks a buyer cannot easily see for themselves. 
 

The three voices in a purchase 
 
When someone buys a property they hear three voices, and it is worth being honest about whose 
side each one is on. 

The selling agent acts for the vendor. The legal duty, the commission, and the next listing all point 
the same way: a sale, at the top of what the buyer will pay. The information the agent holds is 
usually genuine, but it reaches the buyer selectively. What helps the sale gets told. What does not 
gets left out, and silence is not a lie, so the buyer never learns what was withheld. 

The buyer's own research is the most compromised voice of all. By the time most people are 
researching a property, they have already decided they want it. The research stops being a test and 
becomes a search for permission. Supporting data gets noticed; contradicting data gets explained 
away. 

PROPERTY SCORECARD is the only voice in the room with no stake in whether the buyer proceeds. 
We have never seen the kitchen, so we cannot fall for the property. We can test the case instead of 
defending it. 

 

What you are actually buying 
 
Put plainly, you are paying for someone to try to talk you out of it: rigorously, with evidence, and 
with no reason to flinch. Every other voice has a reason to keep the deal alive. We are built to find 
the reason a purchase should not proceed and to state that reason even when it is unwelcome. If 
the property survives the test, you proceed with earned confidence rather than borrowed 
enthusiasm. If it does not, you have avoided the most expensive mistake in the process. 

The second thing you get is calibration. We are the repeat player on your side. We have read the 
comparable sales the agent did not volunteer, we know what a normal vendor discount looks like in 
that market, and we apply the same institutional method to a single purchase that you will make 
only a few times in your life. 

 



How the call is made 
 
A verdict is only worth trusting if the method behind it is sound. Five disciplines hold ours together. 

• Evidence is graded, not pooled. A verified sale outranks an unverified one, and an 

automated estimate is only ever a cross-check, never the anchor. 

• Verdicts are capped, not averaged. A weak reading on any one measure caps the result. A 

fail is never blended up into a pass on the strength of a good growth story. 

• One report, one verdict. The same conclusion runs from the front page to the last, word for 

word. 

• Bias is surfaced, not buried. We ask what the data is hiding, and we keep the inconvenient 

evidence in the report rather than quietly dropping it. 

• Every claim is sourced, every inference flagged. Where something is inferred rather than 

verified, we label it and state how to confirm it. 

And we never fabricate or estimate silently. A polished but invented figure is worse than no figure, 
because it buys false confidence. Where there is a gap, we flag it rather than fill it. 

 

The cost of getting it wrong 
 

A full report is a small fraction of one per cent of a typical purchase price. A calibration error, 
overpaying by a couple of per cent because agent pressure could not be weighed or because 
optimism filled a data gap, runs to many multiples of that. Property is a low-frequency, high-
consequence, hard-to-reverse decision. That is exactly the kind of decision where an indifferent 
second opinion is most worth having, and exactly the kind people most often make on emotion and 
pressure. 

 

Where we stop 
 

We are deliberate about our lane, because staying in it is what keeps us independent. We render a 
verdict on the property and the numbers. We do not give financial, tax, legal, or credit advice, and 
we do not carry your full financial picture. Serviceability, ownership structure, tax position, and 
portfolio fit sit with you and your licensed advisers. We sharpen the call. We do not replace your 
judgment or your professionals, and we will never imply that we do. 

 

Research first. Then invest. 

Before you commit to a property, get an independent PROPERTY SCORECARD report: a read on the 
price, the fundamentals, and the risks of a specific property, from the one voice with no stake in 
whether you buy. 

 

 


