
Using debt to
your advantage



When you use a credit card, take out a car
loan or take on a mortgage, you’re using
debt. Although you may think of it as
‘credit’, it’s actually debt because you
become ‘indebted’ to the money lender.

However, for most of us debt is a
necessity. If it weren’t for mortgages, for
example, many of us would never be able
to buy our own home.

If used properly, debt can be a valuable
financial management tool, but it is
recommended that you seek expert advice
before borrowing for investment
purposes.

What is debt?



Is saving better than incurring debt?

Saving is simply putting excess income aside until
you’ve accumulated enough to purchase what
you want. In contrast, debt is where you enjoy
your purchase first, then ‘save up’ the money to
pay for it.

Saving for a specific goal may take longer than
you’re prepared to wait, so taking on debt may
seem like a good option.

However, once you’ve factored in the additional
costs associated with debt (such as interest,
application fees and other charges) the original
purchase may cost you more than you first
thought.

Types of debts

An important characteristic of debt is whether it’s
active or passive, as different forms of debt are
appropriate in different circumstances. Different
types of loan can be either active or passive,
depending on the reason you borrowed the funds.
For example: a home equity loan to purchase
shares is active, but when used to undertake
renovations on your own home is passive.

Active debt

Active or tax-deductible debt means that interest
repayments and other expenses associated with
the debt are deductible for tax purposes. This type
of debt is considered active because although it
costs you money, it can also make you money.
Some of the more common forms of active debt
include loans for investment properties and 
margin loans.

Passive debt

Passive or non-deductible debt means you bear
the entire cost of borrowing, including interest.
Unlike active debt, passive debt simply costs you
money. It’s important to look at the total cost of
passive debt, such as credit cards and weigh up
whether you really need to use debt to make that
purchase.

Time frames

Another characteristic of debt is the time frame
involved. Time frames are important because they’ll
often dictate the type of debt you should use.



Short-term

Short-term debt is ideal for small borrowings that
can be repaid quickly. Credit cards are the most
commonly used debt instrument for short-term
purchases.

Medium-term

Personal or consumer loans are usually medium-
term debts, taken out for larger purchases such
as a holiday, new car or boat.

These types of debt usually require some form of
security or collateral.

Long-term

A mortgage is usually the largest personal debt
you’ll ever take on. However, the end result –
owning your own home – generally makes the
effort worthwhile.

When you take out a mortgage, you borrow
money over a long-term, usually 20 years or
more. The security required is the house itself.

The interest repayments can be fixed (where you
‘lock in’ the interest rate for an agreed period) or
variable (where the interest you pay fluctuates
with current market rates).

It’s important to shop around for the best home
loan, as interest rates and conditions can vary
markedly from one institution to another.

Is debt getting the better of me?

Using debt to cover the difference between
what you earn and what you spend is a
dangerous practice, which may lead to personal
and financial distress.

Apart from the stress associated with excessive
debt, losing control of your debt may lead to
denial of further credit, insolvency or even
bankruptcy.

What should I do if I lose control 
of debt?

If you find you’re having trouble managing your
debt, it’s important to keep in touch with the
credit provider(s) to make sure they’re aware of
your circumstances. For example: you may be
able to negotiate repayment of the balance
owing over an extended period of time.



It may also be a good idea to seek advice from a
Government accredited financial counsel or a
qualified financial planner.

Golden rules for keeping debt in check

• Stability of income: consider the stability of
your income and any financial commitments
before you go into debt.

• Maintain liquidity: ensure you have enough
cash flow (or assets which can be easily
converted to cash) to meet financial
commitments.

• Maintain a manageable level of debt: try to
keep debt payments to no more than 30 per
cent of your gross income.

• Repay your credit cards as a priority: it may 
be tempting to pay only the minimum amount
each month, but you’ll be surprised how
quickly the interest can accumulate.

• Limit the use of your credit card: only use
credit cards when you don’t have immediate
access to cash.

• Consider personal risk insurance: it may be
worthwhile taking out personal risk insurance
(such as income protection or life and disability
insurance). Remember, an end to your income
doesn’t mean an end to your debts.

• Save for assets which depreciate over time:
save for cars, holidays and depreciating assets
rather than using debt to purchase them.

• Seek competitive credit rates: shop around 
for the cheapest form of credit. Don’t fall victim
to the convenience of taking on a credit
agreement at the point of sale if you can obtain
a more competitive interest rate elsewhere.

Debt may form part of a well-constructed
financial plan, but it is recommended that 
you seek expert advice before borrowing for
investment purposes. Your financial planner can
help you to ensure that you use debt correctly
and most efficiently to achieve your own
individual lifestyle goals. 
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Important information
Privacy Act: From time to time we may bring to your
attention products and services or other information
that may be relevant to you. If, at any time you no
longer wish to receive this information, you may opt
out by contacting us.

This brochure provides general information only. You
need to consider, with your financial planner, your
investment objectives, financial situation and particular
needs prior to making an investment decision.

AXA Financial Planning Ltd
ABN 21 005 799 977

Australian Financial Services Licensee
Licence No. 234663

www.axa.com.au

Your financial planner:




