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Today, financial advisers are increasingly 
turning to investment bonds for their 
clients’ wealth accumulation needs.
Their increasing popularity is due to the fact that they  
enable investors to benefit from the tax advantages they  
need, whilst providing the flexibility they want. The unique  
tax structure of the investment bond means that after the  
end of the tenth year from the start date, for tax purposes,*  
it's free of any personal income tax liability upon withdrawal. 
However, should investors want to access their investment 
before this time – they can. Combine this with access to 
leading investment managers and the IOOF WealthBuilder 
is suitable for a wide range of investor needs and financial 
planning strategy solutions. 

We have produced this booklet to explore various strategies 
using the IOOF WealthBuilder. We have covered many aspects 
of the investor's life cycle from wealth accumulation with a 
focus on tax management to intergenerational wealth transfer, 
early retirement and estate planning strategies. If you require 
any further information, or would like to meet our IOOF 
WealthBuilder investment specialist managers, please call  
us on 1800 659 634.

IOOF WealthBuilder provides a wide range of strategies for every stage of an investor's lifecycle

*  Commonly referred to as the ten year tax period. Note the start date for tax purposes may differ from the date of initial investment. Refer to the 125% rule  
for further information.

Tax-effective wealth 
accumulation. Planning and 

building your future.

Savings plans

• Dream boat, holiday

• Home deposit

• Child’s education 

Getting ready to retire  
and being retired.

• Tax-effective income stream

• Contribution caps reached

• Business succession planning

• Trust investing

Estate planning. Providing  
for you and your family. 

• Getting your affairs in order

• Nominating beneficiaries

• Child advancement policy

• Legacy to grandchildren
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An overview of the investment bond
An investment bond is a ‘tax paid’ investment product. This means that tax on investment earnings 
is paid by the product issuer at the current company tax rate. In some cases the tax rate can be 
significantly less than 30 per cent when franking credits are taken into account. All returns within  
the bond are net of tax which means that while invested and upon withdrawal after the end of  
the tenth year from the start date of the investment (for tax purposes), there is no need to include 
earnings from the investment bond in personal income tax returns. 

Key features and benefits

Investor need Key features and benefits

Tax-effective • Tax paid while invested – no personal assessable income.

• After the 10 year tax period, no assessable income on withdrawals.*

• If withdrawn within the 10 year tax period, investors get a tax offset for the tax already paid 
within the investment.

• No taxes or duty when transferring to children.

• No capital gains tax consequences on any investment growth withdrawn, or when switching 
between IOOF WealthBuilder investment options. 

Flexibility • Suitable for a wide range of needs.

• Accessible at any time – no need to meet a condition of release.

• No work tests or contribution caps. Limits to investments only subject to the  
125 per cent rule.

Ease • Easy to understand.

• No complex paperwork.

• No need to include in tax returns whilst invested, unless withdrawals are made within the  
10 year tax period.

Saving for a specific 
event

• Potential for tax-effective investing.

• Avoids the punitive rate of tax on earnings on investments held by minors.

Planning for 
retirement

• Access to a tax-effective structure outside of superannuation.

• Accessibility to funds with regular savings and withdrawal plans.

• Tax-effective strategies for business succession planning and trust investing.

Certainty in estate 
planning

• Investors can nominate beneficiaries, and the proceeds can be paid quickly and directly  
to them free of personal tax liability.

• Loved ones are looked after and proceeds not held up in estate issues.̂

* From the start date for tax purposes, which may be different to the date of initial investment.

^ Whilst not an estate asset, some jurisdictions may take into consideration non-estate assets during an estate challenge. Laws vary from state-to-state.
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Access to funds
One of the best features of an investment bond is that they  
are accessible. Not only is there no limit on the amount you 
can invest in the first year, but the investment is accessible at 
any time. There are no preservation requirements or the need 
to meet a condition of early release.

There are, however, different implications on personal income 
tax liabilities that are dependent on the year the investment  
is withdrawn. We have outlined the various scenarios below.  
For further information on understanding personal tax liability 
on withdrawals, please see page 13.

0-8 years* 8-9 years* 9-10 years* 10+ years*

Withdrawals before the 
eight year anniversary 
date

Withdrawals during the 
ninth year

Withdrawals during the 
tenth year

Withdrawals after the  
10 year anniversary 
date

Investment earnings 
are subject to personal 
income tax.

A 30 per cent tax offset 
applies to cover the tax 
already paid within the 
investment bond.

Two thirds of investment 
earnings are subject to 
personal income tax at the 
investor's marginal tax rate.

A 30 per cent tax offset 
applies to cover the tax 
already paid within the 
investment bond.

One third of investment 
earnings are subject to 
personal income tax at the 
investor’s marginal tax rate.

A 30 per cent tax offset 
applies to cover the tax 
already paid within the 
investment bond.

There is no personal 
income tax liability for 
withdrawals made after 
the end of the tenth year 
from the start date.*

* From the start date for tax purposes, which may be different to the date of initial investment.

Not only is there no limit on the 
amount you can invest in the first  
year, but the investment is accessible 
at any time.
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125 per cent rule
There are limits to the maximum additional investments  
that can be made to an investment bond each year.  
This is commonly referred to as the ‘125 per cent rule’ and  
is based upon the bond's anniversary date. The anniversary 
date is the date when the investment was initially made.  
For tax purposes, the ten year tax period is applicable from  
the start date. Within the first anniversary year, investors  
are not restricted by the 125 per cent rule and can make  
as many investments as they like.

After the first year, the maximum an investor can invest  
in any one anniversary year is 125 per cent of their investment 
in the previous anniversary year. If the investor does not make 
an investment in any one year, they can no longer add to  

their investment without triggering a restart of their ten year 
tax period. They can however start a new investment bond 
with a new ten year tax period.

Some investors however, may prefer to restart the ten  
year tax period for personal tax reasons. This can be done  
by deliberately making an investment in excess of the  
125 per cent rule. We have outlined below how an investor  
can invest year on year within the 125 per cent rule and how 
an investment in excess of the 125 per cent rule can trigger  
a new start anniversary date.

Note, the 125% rule continues to apply after the ten year  
tax period (ie a breach after the 10 plus years can reset the  
ten year period).

Starting with $10,000 and 
investing the maximum with 
the 125 per cent rule:

Breaking the 125 per cent rule: Restarting the 125 per cent 
rule:

May 2006 $10,000

May 2007 $12,500

May 2008 $15,625

May 2009 $19,531

May 2010 $24,414

May 2011 $30,518

May 2012 $38,147

May 2013 $47,684

May 2014 $59,605

May 2015 $74,506

May 2016 $93,132

Although later investments are not  
invested for the whole 10 years, 
and the final investment has been 
invested for just one year; after the 
tenth anniversary date, the whole 
investment can be received tax paid 
and free of personal tax liability.

Note: If the investor had made 
no investment in any one year, for 
example (or any other subsequent 
year), no further investments could  
be made without triggering a restart 
of the 10 year tax period.

May 2006 $10,000

May 2007 $12,500

May 2008 $17,625

The $17,625 investment in year three 
breaks the 125 per cent rule as it is  
141 per cent of the $12,500 invested  
in the previous year. This means that  
it would trigger a restart of the 10 year 
tax period.

The start date for the 10 year tax 
period, would be reset to the date 
in the year the excess contribution 
was made, being May 2008 in this 
example.

Alternatively, the investor could 
choose to invest the maximum of 
$15,625 under the 125 per cent rule, 
and then use the additional $2,000  
to start a new bond.

Continuing with the same example,  
if the investor chose to invest the  
$17,625 and restart the 10 year tax period, 
the following maximums within the  
125 per cent rule would apply:*

May 2006 $10,000

May 2007 $12,500

May 2008  $17,625  New start date

May 2009 $22,031

May 2010 $27,539

May 2011 $34,423

May 2012 $43,030

May 2013 $53,787

May 2014 $67,234

May 2015 $84,043

May 2016  $105,053

May 2017 $131,316

May 2018  $164,146

Note that the $17,625 investment 
triggered the new start date for the  
10 year tax period.

* Assuming each year the maximum additional investment is made.
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Developing strategies for every stage 
of an investor’s financial lifecycle
 
“ Today financial advisers are increasingly turning to investment 
bonds for their clients' wealth accumulation and protection  
needs. Their increasing popularity is due to the fact that their 
unique tax structure provides investors with the tax effectiveness 
they need, together with the flexibility and accessibility they  
want. This enables them to be used for a wide range of strategies 
at every stage of an investor's financial lifecycle.“  
 
Renato Mota  
General Manager, Distribution
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IOOF WealthBuilder provides a range of strategies   for every stage of an investor's lifecycle

Tax-effective wealth  
accumulation. Planning and  
building your future.

Getting ready to retire  
and being retired.

Estate planning. Providing  
for you and your family.
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Key features and benefits

Nominating beneficiaries

The death of a loved one is a sad and stressful time.  
IOOF WealthBuilder has been designed to give an investor  
the ability to plan ahead for how they will distribute their 
wealth when they pass away. It’s about having control over 
how your wishes are to be carried out and most importantly, 
it’s about peace of mind. 

IOOF WealthBuilder has different features to help an 
investor plan and manage their estate. By nominating 
beneficiaries for when they pass away, the proceeds go 

straight to the beneficiaries rather than to their estate.  
The beneficiaries, who do not need to be related, receive 
the funds without the requirement to pay any tax.

Child Advancement Policy

The Child Advancement Policy can also be used to leave 
money for minors and the benefit is that an investor doesn’t 
have to worry about their investment getting caught up as 
part of their estate or burdening loved ones with prolonged 
estate and tax matters.

Key features and benefits

Tax-effective wealth accumulation

IOOF WealthBuilder gives investors the ability to save or 
invest towards a goal while still being able to access their 
money at any time if they need to. 

Whether investors are saving for their children’s education 
expenses, a future holiday, that dream boat, a big bash or 
their children’s wedding, an investment bond may be a 
suitable investment structure to consider.

Investment bonds are also being used as part of a  
tax-effective wealth accumulation vehicle for high net 
worth investors, particularly for those who may have 
already maximised their superannuation contribution caps 

or do not wish to lock their capital away until retirement. 
These investors may be able to benefit from using IOOF 
Wealthbuilder as an investment tool.

Saving for a child’s education

Regardless of the type of school an investor decides  
to send their child to, there will be costs involved. To help 
ease the burden of saving for a child’s education, be it for 
secondary school or tertiary studies – IOOF WealthBuilder 
can assist with education savings. IOOF WealthBuilder 
allows investors to set up an investment bond for education 
savings, add a regular savings plan or borrow funds using 
the investment as security.

Key features and benefits

When superannuation isn’t an option

Whilst superannuation is generally most tax-effective 
investment vehicle available, it may not be suitable all of the 
time. Some investors may have exceeded their contribution 
limits whilst others may want to ensure that their investments  
are accessible whenever they want. An investment bond is a 
great alternative tax-effective structure. Not only does it offer 
regular savings plans and regular withdrawal features but 
funds are accessible at any time – giving investors flexibility. 

For retirees who want to maximise benefits such as the 
Commonwealth Seniors Health card, an investment bond 
also supplies a solution.

Business succession planning

Investment bonds can be a very effective business 
succession planning strategy where there are many issues to 
consider such as ownership structure, valuation of business 
interests and transfer of ownership upon retirement, given 
the flexibility on how these can be structured.

Trust investing

Many retirees also have trusts where solutions are required. 
Beneficiaries under the trusts now earn income in their own 
right and the trust structure is no longer applicable to the 
family needs.

IOOF WealthBuilder provides a range of strategies   for every stage of an investor's lifecycle
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Whether investors are saving for their children’s education expenses, a future holiday, that dream  
boat, a big birthday bash or a child’s wedding, an investment bond may be a suitable investment 
strategy to consider.

Investors with a marginal tax rate above the 30 per cent 
company tax rate paid within the bond, should pay less  
tax through an investment bond than investing personally. 
This is because under the investment bond structure, the 
company issuing the bond is the taxpayer. This means that 
investors do not need to declare ongoing investment earnings 
as assessable income in personal tax returns whilst the money 
remains invested, subject to any withdrawals made before  
the ten year period has passed.

Essentially this provides a system that allows investors  
to defer or remove the application of their marginal tax  
rate to investment earnings. Investors may choose to access  
or activate any assessable investment earnings and manage 
any personal tax by making withdrawals within the ten year  
tax period. After the ten year tax period, there is no personal  
tax whatsoever on the investment.

Investment bonds are also being increasingly used as part  
of a tax-effective wealth accumulation strategy for high  
net worth investors, particularly for those who may have 
already maximised their superannuation contribution caps,  
or do not wish to lock their capital away until retirement.

Tax-effective wealth  
accumulation. Planning and  
building your future.

With an investment bond, investors can have  
the best of both worlds. They can benefit from  
the tax-effectiveness they need, together with  
the flexibility and accessibility they want.



11

IOOF WealthBuilder | Strategy booklet

Case study: making the dream a reality

 Issue

Arthur, who is currently working and has a marginal tax rate higher than 30 per cent has the dream to buy a classic sailing 
boat. He estimates that the one he currently has his eye on will cost up to around $90,000 and he believes it would be 
a perfect way to celebrate turning 60 in 15 years’ time. As such he has examined his finances and has a lump sum of 
$25,000 to invest and will set aside $150 per month with a net return of five per cent, to add to his investment. Given the 
longer term nature of his investment, Arthur wishes to diversify his investment by gaining access to a range of investment 
managers/funds.

Solution

Arthur can gain exposure to a range of diversified or single sector managed funds indirectly, within the tax-effective 
structure of an investment bond, such as IOOF WealthBuilder. 

 Outcome

Unlike direct investments in managed funds, whilst holding investments in an investment bond, Arthur doesn’t have to 
include investment growth or earnings from his bond in his personal tax returns. The investment bond also offers a flexible, 
easy, no fuss investment structure with a range of investment options that allow him to achieve his investment goal.

Furthermore, Arthur has the added incentive that after ten years, he will never have any personal tax liability on the growth 
and earnings of his investment, as long as he continues adhering to the 125% rule. 

Key benefits

• Tax paid while invested – no assessable income for Arthur.

• No fuss regular savings plan or one off investments via Bpay®

• Easy top-ups (one-off investments) via Bpay

• No need to include in tax return while invested.

• No tax liability on any growth or earnings when withdrawn as his 
investment was in place for longer than ten years from his original 
commencement date (start date for tax purposes).

• If withdrawn before ten years – investors get an offset for the tax 
already paid within the investment.

• Still benefit from franked dividends.

® Registered to BPAY Pty Ltd ABN 69 079 137 518
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Case study: the power of saving with ease of access

 Issue

Consider Paul. He is on the top marginal tax rate and invests in an investment bond with an initial $5,000 and makes 
additional investments of $500 per month with a net return of five per cent. After five years, his account has a value of  
$40,300 but he needs to do a partial withdrawal of $10,000 to fund the purchase of an engagement ring. 

Solution

Paul simply withdraws the required funds. Only five years ago Paul was single with no intention of spending money  
on an engagement ring, so it’s great that he chose to invest in an investment bond that gives him access to his investment 
whenever he needs it.

 Outcome

As Paul is doing a partial withdrawal, the $10,000 withdrawal will be prorated between capital and earnings (income).  
The income component will be counted as assessable income in his tax return in the year of withdrawal however  
he will receive a full 30 per cent tax rebate for the tax that has already been paid.

The assessable component will change in the ninth and tenth year.

During year nine two thirds of the income component is assessable for taxation purposes, while during year ten only  
one third of the income component will be assessable for taxation purposes.

Key benefits

• Money is always accessible.

• No need to include in tax return while funds 
remain invested.

• Still benefit from franking credits.
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Formula to calculate assessable amount

Amount withdrawn

x
Surrender value of the 

policy immediately 
prior to withdrawal

+
Any earlier amounts 

paid out under 
the policy

–
Total gross amounts 

invested to date 
of withdrawal

+
Previous amounts 

included in 
assessable income

Surrender value of the 
policy immediately 
prior to withdrawal

For Paul’s $10,000 withdrawal in year five, the personal tax liability is calculated as follows: 

Assessable amount =  ($10,000 / $40,300) X (($40,300+$0) – ($35,000+$0))

Assessable amount = $1,315

Tax payable  = $1,315 x 47 per cent* =  $618 personal income tax liability

Tax offset = $1,315 x 30 per cent = $395

Tax to be paid (by Paul) = $618 – $395   = $223

Withdrawing in the ninth year and tenth year
Paul now needs to prepare for the start of his new family. He wants to compare the impact of withdrawing from his investment  
bond to fund the obstetric payments in year nine or consider leaving it invested for another year and use it for other baby 
associated costs in year ten. During the ninth year (after the eighth anniversary date of his initial investment), two thirds of his 
withdrawal amount is assessable for taxation purposes, while during the tenth year (after the ninth anniversary date of his initial 
investment), one third of his investment is assessable for taxation purposes.

Let’s assume Paul’s investment bond has grown since his last withdrawal, and cashing out the bond would realise a gross 
assessable amount, as calculated using the method above, of $5,000.  The below table shows the impact of cashing out the  
bond in years nine and ten.

Withdrawing in year 9 Withdrawing in year 10

Amount assessable
= 5,000* 2/3 
= 3,333

= 5,000* 1/3 
= 1,667

Personal income tax payable
= 3,333* 47 per cent* 
= 1,567

= 1,667* 47 per cent* 
= 783

Tax offset
= 3,333* 30 per cent 
= 1,000

= 1,667* 30 per cent 
= 500

Tax paid (by Paul)
= 1,567 – 1,000 
= 567

= 783 – 500 
= 283

* Inclusive of 2% Medicare Levy

Note that if Paul was on a lower tax bracket, he may use any excess tax offset to reduce his other assessable income in the year he makes 
the withdrawal.
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Case study: Kate’s nest egg
In July 2011 the low income tax offset (LITO) for unearned income for minors was removed, which reduced the amount  
of tax-free income available to minors. Unearned income includes investment income such as dividends, interest from  
bank accounts or managed fund distributions. Due to the fact that investment bonds don’t pay out dividends, they may  
be an attractive vehicle to gift or hold funds for children.

Assuming a five per cent return, the capital in a child’s bank account that can generate tax-free investment income is just 
$8,320. With an investment bond, there is no personal tax payable on earnings as all tax is paid within the bond – there isn’t 
even any paperwork that needs to be done at tax time – while the funds remain invested. This means there are considerable 
advantages to using an investment bond as a savings vehicle for children.

 Issue 

When Tom and Sandy’s daughter Kate was born ten years ago, she received money from her grandparents. As each 
birthday was celebrated, more money was given. Kate’s funds have now grown into an amount that will see her earn 
more than the low income threshold. 

Solution

They can invest the funds for Kate in an investment bond, such as IOOF WealthBuilder, which provides exposure  
to a range of underlying managed funds to choose from, with the benefit of a tax-effective structure. The below table 
shows tax rates for minors excluding any levies.

Taxable income Tax rate

Up to $416 Nil

$417 – $1,307 66 per cent (on amount above $416)

Over $1,307 45 per cent (on total assessable income)

 Outcome

As the investment bond does not distribute the income, Kate will have no reportable income on the funds,  
while they remain invested and no withdrawals made.

Key benefits

• Access to growth investments by utilising managed funds within  
a taxed structure.

• No assessable income personally received.

• No personal tax payable on earnings as all tax is paid within the bond.

• No paperwork at tax time – when no withdrawals made from the bond.
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Case study: Saving outside of your super

 Issue

Angela is a well paid advertising executive, with high disposable income who is already maximising her salary sacrifice 
contributions. She wants to save her excess funds but thinks that simply saving these to her bank account is exactly  
that, saving, not investing!  She thinks to invest, she should pay these excess funds as a non-concessional contribution  
to her super fund.

Solution

If Angela utilises the simple tax-effective structure of an investment bond for her excess funds, she will always have  
100% access to these funds. Angela will not only be able to invest into managed funds, but to managed funds that are 
inside the tax-effective structure of an investment bond.  

 Outcome

Initially it was thought that she would contribute these after tax dollars as a non-concessional contribution to her 
superannuation fund. However, the additional savings would not be able to be accessed until she met a condition  
of release, and given the constant tinkering of superannuation legislation, as an alternative to super, she could set  
up a regular deposit to IOOF WealthBuilder. Angela will not need to worry about any personal tax liability on earnings 
and growth, and paying tax at her own higher personal marginal tax rate, while the funds are invested. Furthermore  
she has the added incentive that after ten years, she will never have any personal tax liability on the growth and earning 
of her investment, so long as she has complied with the 125% rule.

She would also be able to use these funds as they grew, as security, to utilise the loanback facility available and make 
these funds work even a little smarter. (See page 26)

Another consideration!  
As her superannuation is all about planning for her retirement, what if she wanted to retire earlier? What if the preservation 
age was going to be closer to 70? Or worse still what if the rules changed so much that she did not even have access to all  
of her funds. They may only be available as an income stream with minimum and maximum amounts available.

By using the structure of the investment bond, Angela could even be in a position to retire much earlier, and use the  
regular withdrawal facility of an investment bond, to give her a tax-effective income stream until she was able to access  
her superannuation. 

Angela now has two tax-effective structures in place. Her superannuation fund to which she contributes the maximum that 
she can tax effectively, and her investment bond that she contributes her excess after tax dollars to. 
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Whilst superannuation is generally the most tax-effective investment vehicle available, it may not 
be suitable all of the time. Some investors may have reached their contribution limits whilst others 
may want to ensure that their investments are accessible whenever they want. An investment bond 
is a great alternative tax-effective structure. Not only does it offer regular savings plans and regular 
withdrawal features but funds are accessible at any time – giving investors flexibility. 

After contributing what an investor can tax effectively to super 
(up to their contribution limits), additional surplus funds can be 
directed to the tax-effective structure of an investment bond. 
In addition, by utilising the regular withdrawal feature of an 
investment bond, they can create a regular income stream.

An investment bond can also help investors plan ahead  
for how they will distribute their wealth when they pass away.  
It’s about having control over how their wishes are carried  
out. Most importantly, it’s about peace of mind.

Business succession planning 
Many small business owners fail to consider what will happen 
to their business if they die, have a long period of illness,  
suffer a total and permanent disability, or retire. They may 
not have plans for selecting a successor or distributing the 
proceeds of the business in any of these unforeseen events. 
Failure to address these issues is a common oversight amongst 
self-employed people and can lead to difficulties over time. 

Investments bonds can be a very effective business succession 
planning strategy where there are many issues to consider 
such as ownership structure, valuation of business interests 
and transfer of ownership upon retirement.

Trust investing 
What does an investor do who has large family trusts  
that used to "work" for them, but simply now in later years,  
"are not working anymore"? 

Many retirees also have trusts where solutions are required. 
Beneficiaries under the trusts now earn income in their own 
right and the trust structure is no longer applicable to the 
family needs. IOOF WealthBuilder also has certain protections 
against creditors in the event of bankruptcy.

 

Getting ready to retire  
and being retired.
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Case study: utilising an investment bond for an early income retirement stream
What to do if investors actually don’t want to work up to the time that they have met the government rules for a condition  
of release for accessing their superannuation funds?

Investors have saved diligently to their superannuation, only to discover that they can’t access it when they wish to retire early.

After contributing what they can tax effectively to super (up to their contribution limits), additional surplus funds can  
be directed to the tax-effective structure of an investment bond. In addition, by utilising the regular withdrawal feature  
of an investment bond, they can create a regular income stream.

 Issue

Bill and Sue are both 45 and wish to retire when they turn 55. They will need to have the ability to withdraw funds  
on a monthly basis to give them a regular income stream.

Solution

If Bill and Sue start investing a regular amount to an investment bond at say age 45, after ten years, they will be able to 
receive a regular withdrawal from the investment without incurring any personal tax liability on the earnings and growth 
that these funds have amassed. 

 Outcome

Starting with an initial deposit of just $20,000 and adding $2,000 per month, after investing for ten years in a growth 
orientated investment with a net return of seven per cent, they would have accumulated an amount of just over 
$382,000. Utilising the regular withdrawal facility, Bill and Sue could then withdraw funds on a monthly basis, thus  
giving them a regular tax-effective income stream. 

With the underlying fund choice, they could simply utilise the cash option for the regular payments and structure  
the investment accordingly to meet their risk profile. A simple reweight at review time will not incur any CGT as switching 
funds inside an investment bond does not create a taxable event for Bill and Sue personally.

Once super contribution limits have 
been reached, all other funds can be 
directed to the tax-effective structure 
of an investment bond.
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Case Study: when super is not an option

 Issue

Doug who is aged 78 and Mary, who is aged 79, have sold the family home and “downsized” to a smaller property. 

The residual funds have “wiped” out their small pension entitlement and they will now require a regular income to meet 
their cost of living expenses and to replace the small part pension payment that they were in receipt of. They also own  
a small parcel of direct shares which does give them further income.

They are unable to put funds into the superannuation environment due to their age.

Solution

Place the funds into an investment bond to gain exposure to managed funds and set up the regular withdrawal facility  
to meet their cost of living needs. They will also have access to lump sum withdrawals if required. 

The investment may be structured like an account-based pension with regular income payments, however earnings paid 
out will be taxed for ten years, and earnings within the bond are taxed at 30 per cent. With the underlying fund choices, 
simply utilise the cash option for the regular payments and structure the investment accordingly to the client risk profile. 

As the fully franked dividends from their direct share portfolio are grossed up for tax purposes, they struggle to keep  
their taxable income below the threshold to be eligible for the benefit of the Commonwealth Seniors Health Card.  
By utilising the structure of the investment bond, they keep their taxable income below the thresholds and are eligible  
to receive the card.

 Outcome

Doug and Mary are now in receipt of a regular income stream and because these funds are positioned under the  
tax effective structure of IOOF WealthBuilder, they receive the benefit of the Commonwealth Seniors Health Card.  
Their estate planning issues have also been taken care of as they have been able to nominate their chosen beneficiaries 
on the investment. By nominating beneficiaries on their investment bond, the funds do not form any part of their  
estate and pass quickly and efficiently to their beneficiaries without any personal tax consequences to either their  
estate or to their beneficiaries.



19

IOOF WealthBuilder | Strategy booklet

Case study: business succession planning
Investors with a marginal tax rate above the 30 per cent, should pay less tax through an investment bond. This is because under 
the investment bond structure, the company issuing the bond is the taxpayer. This means that investors do not need to declare 
ongoing investment earnings as assessable income in personal tax returns whilst the money remains invested.

Many small business owners fail to consider what will happen to their business if they die, have a long period of illness,  
suffer a total and permanent disability, or retire. They may not have plans for selecting a successor or distributing the  
proceeds of the business in any of these unforeseen events. Failure to address these issues is a common oversight amongst 
self-employed people and can lead to difficulties over time.

Most unplanned events can be covered by appropriate insurance, but difficulty can arise if there is inadequate planning for 
withdrawal from a business.

 Issue

Providing capital for the purchase of a business interest via a buy/sell agreement can be complex. There are many issues  
to consider including:

• ownership structure

• valuation of the business interest

• transfer of ownership upon retirement.

A regular savings plan into an investment bond can be part of a strategy to provide business owners with some certainty that 
they will have a guaranteed transition of their business interests at an agreed price upon retirement. The benefit of investing 
into an investment bond is that it will cap the tax payable on earnings at 30 per cent, and will not be subject to capital gains 
tax upon withdrawal of the investment.

In addition, any proceeds from the investment are generally protected from creditors in the event of bankruptcy.

Solution

Using an investment bond as the investment vehicle will mean that the individual parties to the buy/sell agreement will 
have to determine the appropriate investment amount utilising their own after-tax dollars.

 Outcome

The accumulated capital within the investment bond (funded through regular contributions on behalf of the buyer), 
along with a properly structured buy/sell agreement will provide a mechanism to help fund the purchase of the business 
in the event of the life insured’s death. This could also reduce or remove the need to fund term life insurance premiums, 
which can be costly or non-obtainable for older persons.  

Investment bonds can be a very 
effective business planning strategy.



20

Case Study: Planning to obtain the Commonwealth Seniors Health Card
The Commonwealth Seniors Health Card (CSHC) provides eligible self-funded retirees with access to cheaper prescription 
medicines, increases in benefits for certain medical expenses and may offer a range of discounts from state governments  
and local businesses.

From 1 January 2015, the definition of income used to determine eligibility for the CSHC is adjusted taxable income (ATI)  
and includes:

• Taxable income 

• Foreign income 

• Total net investment losses 

• Employer provided benefits 

• Reportable superannuation contributions 

• Deemed income from account-based pensions (unless grandfathering applies)

The opportunity

Importantly, the definition of ATI does not include deemed income from ordinary financial assets, only from account-based 
pensions. Actual income earned from financial investments is already included under taxable income. Therefore, from  
1 January 2015, clients may be able to invest in an IOOF Wealthbuilder rather than an account-based pension and still be 
eligible for the CSHC. As the investment bond does not distribute any taxable income, there is no taxable income counted 
towards the CSHC income test, however withdrawals paid out in the first ten years will be partly taxable, and earnings will  
be taxed at 30 per cent for the life of the investment.

 Issue

Judy is 60 and has a long-term chronic illness. She is a self-funded retiree who will not have access to the age pension 
when she turns 65 because of her assets. Judy currently receives taxable income of $40,000 per annum from her 
investments. She is looking to downsize her home before she turns 65 and is expecting to net about $500,000 from  
the changeover. 

Solution

If Judy invests the $500,000 in an account-based pension, based on current deeming rates (as at 20 September 2015),  
$15,521 will be included as deemed income. When added to her existing taxable income of $40,000, she will exceed  
the CSHC income test by $3,248 and will therefore not qualify for the CSHC. If Judy invested the money in shares or cash 
deposits, the actual investment return would be included in her taxable income. It is likely that the actual returns will  
exceed the deeming rates of return and that she would therefore also not be eligible for the CSHC. Note the assessable 
income portion of any withdrawals would be included for CSHC assessment of income.

 Outcome

If Judy invested the $500,000 in IOOF Wealthbuilder and makes no withdrawals, there is no income distributed.  
Judy will retain a taxable income of $40,000 per annum thus enabling her to qualify for the CSHC. 
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Case Study: Trust investing, keeping distributable income to a manageable level
What does an investor do who has large family trusts that used to “work” for them, but simply now in later years, “are not  
working anymore”?

“The children have all grown up and now earning income in their own right. When we distribute funds to the children, it just 
gives them more taxable income. And the unearned income thresholds for minors have been removed so it is not effective  
to distribute income to the grandchildren as they will be taxed on earnings at the marginal tax rate of 66 cents in the dollar.”

As an investment bond does not distribute income, the trust can invest funds to the investment bond structure, and while 
funds remain invested, there is no income to distribute.

The growth and earnings of the investment bond funds will have no personal tax liability if invested for longer than ten years

However, as only a natural person has to be nominated as the life insured on an investment bond, then there will also be no 
personal tax liability to the beneficiaries of the trust if the life insured passes away, regardless of the amount of time invested. 
With IOOF WealthBuilder, the life insured can be amended, which can provide some very strategic opportunities.

 Issue

Bob and Adele have utilised a family trust for many years and the trust has now sold a property, with the funds currently 
sitting in a bank account in the trust name. 

Bob and Adele also choose not to distribute all of the income that comes into the family trust as it will affect their 
entitlement to the Commonwealth Seniors Health Card (CSHC) which they like to qualify for as Bob has health issues. 
They choose to have their family trust pay tax at the highest marginal tax rate with undistributed income so to keep their 
personal taxable income below the CSHC thresholds.

Solution

Invest the proceeds of the sale of the property in the trust, however inside the investment bond structure. There  
will be no income to the trust because the investment bond does not distribute assessable income whilst funds remain 
invested. This will enable them to keep the distributable income down which has the flow on of not having to distribute 
to the beneficiaries under the trust or the trust having to hold the income and pay tax on it at the highest marginal  
tax rate. Rather, earnings are taxed at 30 per cent within the bond.

 Outcome

When Bob passes away, all income and growth of the funds invested will “mature” back to the trust as capital and 
therefore will be able to be distributed to the beneficiaries under the trust without any further personal tax liability  
to them.
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Estate planning. Providing  
for you and your family.

An investment bond can help investors plan ahead for how they will distribute their wealth when  
they pass away. It’s about having control over how their wishes are carried out. Most importantly,  
it’s about peace of mind.

With an investment bond, investors can pass on their wealth 
by nominating beneficiaries and unlike superannuation; they 
don’t have to be related. As it is regulated as a life insurance 
investment policy under the Life Insurance Act 1995 (Cth),  
the investor’s nominated beneficiaries will receive the 
proceeds free of personal tax liability.

Generally under superannuation and tax law, on death 
superannuation benefits must be paid to a ‘superannuation 
dependant’.

This restriction does not apply to death benefits from  
an investment bond, which can provide a simple, tax-effective 
estate planning vehicle that ensures investors assets will be 
received by the beneficiary they choose and not subject to  
the constraints of superannuation.

By nominating beneficiaries the proceeds go straight to the 
beneficiaries rather than to their estate. 

The Child Advancement Policy, can also be used to leave 
money for children or grandchildren and the benefit is that 
you don’t have to worry about it getting caught up as part  
of estate issues or burdening loved ones with tax matters.

Key benefits 

• Fulfils investor need for comfort in estate planning.

• Investors can nominate beneficiaries regardless  
of the relationship.

• The proceeds can be paid quickly and don’t need  
to be directed through the estate.

• Loved ones are looked after and proceeds not held  
up in estate issues.

• Benefits paid upon death of the life insured are 
not subject to tax when paid to the nominated 
beneficiaries or to the estate.

Important note

If the investor's objective is to provide capital directly to  
a nominated beneficiary, the bond should be established 
with the owner and life insured as the same (ie the investor). 
This will ensure that the benefit will not go through the estate 
probate process and will be available to the elected beneficiary 
whilst potentially avoiding estate challenges. Please note that 
rules for challenges to estates vary from state to state within 
Australia and in some jurisdictions can include consideration  
of non-estate assets. As such we recommend seeking 
specialist legal advice.
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Child Advancement Policy and estate planning
As previously outlined, an investment bond is an attractive 
vehicle for investors who wish to gift or hold funds for children 
under 18 years of age. This is because investment earnings are 
taxed at a maximum of 30 per cent compared to the much 
higher tax rates applying to the investment earnings of minors.

An investment bond gains its tax status as it is regulated  
as a life insurance investment policy under the Life Insurance 
Act 1995 (Cwth). As with other life insurance policies, it has 
a policy owner and life insured, and allows the nomination 
of a beneficiary(ies) to receive the proceeds free of personal 
income tax liability upon the death of the life insured.

Key benefits

• Can be established with child vesting age up  
to the maximum of 25 years.

• The ability to change the vesting age after the 
account has been established.

• Avoids the punitive rate of tax on earnings on 
investments held by minors.

• Investor can retain control before vesting.

• Peace of mind for parents as children are more 
responsible at 25, than 18 when most other similar 
structures’ vesting age is reached.

• No requirement to include in the parent or child’s  
tax return.

• No fuss transfer and no stamp duty.

• No capital gains tax on vesting.

• 125 per cent rule doesn’t recommence on vesting.

Under a Child Advancement Policy, the adult is the policy 
owner, and the child is nominated as the life insured. The  
adult as policy owner can nominate an age (between ten  
and 25 years of age) when the Child Advancement Policy  
is to be transferred into the name of the child as the policy 
owner – the ‘nominated vesting age’.

Where no vesting age is nominated, the Child Advancement 
Policy will automatically transfer to the child when they  
reach age 25.

No stamp duty or capital gains tax is payable on the transfer. 
Once the investment bond is transferred to the child as the 
policy owner at the nominated vesting age, they can review 
and change the beneficiary arrangements appropriate to their 
current personal circumstances, providing they are at least 
aged 16.

Although children aged ten or more can own a bond directly, 
with consent from a parent or guardian, the child does not 
have the power to exercise their investment rights until they 
reach age 16. Therefore, the common approach is to use a 
Child Advancement Policy where the adult will own the bond 
and nominate a vesting age of between age 16 and 25 years.

Unlike superannuation, an investment  
bond can go to any nominated  
beneficiaries regardless of the relationship. 
And what’s more – its passed to them  
free of personal tax liability. 
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Case study: Ruling from the grave (Child Advancement Policy)

 Issue

Dominique and Robert are both 80. After 50 years together they have made the decision to sell the family home and 
downsize. Having raised two very successful young men, both with families of their own, they would like to consider 
leaving their estate directly to the grandchildren, thereby deliberately skipping a generation. They do not want the 
grandchildren accessing these funds until they reach 25 years of age, when they feel they may be more financially  
mature and be able to invest or use the funds more wisely than they would at 18.

Dominique and Robert have residual funds and do not meet any eligibility criteria to be able place these funds  
to the superannuation environment. They have other assets, such as direct shares and are paying the highest marginal  
tax rates on other investment earnings.

Solution

An investment bond provides an alternative tax-effective structure. It also enables the proceeds to be passed  
onto their grandchildren by utilising the Child Advancement Policy where they can nominate a vesting age of  
up to 25 years. Alternatively, depending upon the ages of the grandchildren, they may simply nominate them  
as beneficiaries on the investment bond.

 Outcome

IOOF WealthBuilder is able to fulfil Dominique and Robert's wish to pass an inheritance directly to their grandchildren.  
In addition to the benefit of proceeds not being held up in estate issues, the funds will be paid directly to them without 
any personal tax liability if they are nominated as the beneficiaries or will remain invested until such time as the child 
reaches the vesting age, should the Child Advancement Policy be implemented. Even more advantageous is that 
the investment bonds tax history is also transferred and at the end of the ten year tax period the original capital plus 
investment earnings are tax free.

A nominated beneficiary of an IOOF  
WealthBuilder will receive funds paid directly  
to them without any personal tax liability  
and will not be held up in estate issues.
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Case study: Getting your affairs in order
In today’s world, more and more financial planning scenarios impact the next generation. That’s why today, intergenerational 
advice has never been so important. The IOOF WealthBuilder investment bond is one solution that can be used as part of 
numerous strategies at every stage of an investor’s life cycle and more and more with the next generation.

 Issue

John is aged 64 and retired, has been notified that he has a terminal illness. John is seeking advice to get his affairs in 
order. He wants to ensure that when he passes away, his wealth will flow through to his adult children quickly, efficiently 
and without any hassle.

The majority of John’s funds are held in superannuation, both accumulation and as an account based pension which 
have significant taxable components. When he passes away there could be a substantial death benefit tax liability.  
All funds are currently arranged to go to his children via his estate.

 Solution

John could consider withdrawing the funds in full or part from the superannuation environment while he is alive,  
as there is no tax liability if funds are withdrawn by him. John could then invest the funds in an investment bond and 
nominate the adult children as his beneficiaries.

 Outcome

This solution has the advantage that the funds are paid directly and free of personal tax liability to the adult beneficiaries. 
As an investment in IOOF WealthBuilder forms no part of the estate, they will not be subject to the costs and delays often 
associated with obtaining probate and they cannot be directly contested.
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Using the IOOF WealthBuilder loan facility 
An investment gearing strategy gives investors the opportunity to accelerate their wealth by using the 
value of their original investment to access additional funds to invest in more income-producing assets.

This strategy can maximise the overall return on the ordinary 
investment due to tax benefits associated with either a 
positive, negative or neutrally geared strategy. 

Key benefits 

• You get to use the tax efficiency of the bond 
structure to compliment a gearing strategy.

• Advantages of ‘tax paid’ IOOF WealthBuilder  
for the original investment.

• You may accelerate your earnings potential. 

• Up to 90 per cent of the investment value within 
IOOF WealthBuilder is available for loan (depending 
on fund option).

• Competitive interest rates (generally lower than 
offered by margin lending facilities), and currently 
no loan fees.

• Two loan interest rate options: fixed or variable.

Points to note

• This strategy is subject to ‘gearing risk’ – investors are  
liable for the original loan amount plus any outstanding 
interest, even if the value in the IOOF WealthBuilder 
portfolio and/or the investment made with the borrowed 
funds falls below this amount.

• Because the interest rate for the IOOF WealthBuilder  
loan facility is generally lower than that offered by margin 
lending facilities, this reduces the risk of negative income 
return as it lowers the break-even point for return from 
the borrowed funds which are invested outside of the 
investment bond (the geared investment). Reduced 
borrowing costs also increases the potential return from  
the gearing strategy. 

• A negatively geared investment portfolio provides tax 
benefits. To maximise these benefits, the investment must 
generate income, or the investor has other sources of 
income to tax rebate the cost of financing that investment.

• If funds are used to purchase an investment bond, interest 
on the loan is not deductible.

An investment bond provides a unique  
opportunity as part of a gearing strategy  
to accumulate wealth. Superannuation  
can’t be used for gearing purposes.
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Case study: Utilising the loan facility for business or investment purposes

 Issue

Pamela is a dentist who has been with her present employer for nearly four years.  She has high disposable income 
and has sought advice as to how to structure her investments given that at some stage in the future she would like to 
become a partner within the practice that she is presently employed.

 Solution

Pamela can save her excess income to the simple tax-effective structure of an investment bond.  Pamela then has the 
ability in the future, to use her investment bond as security for future borrowings. The loan facility may be for business  
or investment purposes.

 Outcome

Rather than use her savings held in the investment bond structure, Pamela will be able to borrow funds using her 
investment bond as security to purchase equity in the business. She will not have to worry about personal income tax 
issues and her funds within the bond will retain their earning power. The interest rates are favourable compared to other 
options and the loan is an interest only loan. Principal payments may be paid at any time should she wish to, Pamela  
has effectively created her own “line of credit”.

If Pamela has adequate security within her investment bond, it is possible to have more than one loan.  Prior to Pamela 
borrowing the funds to purchase equity in the business, it was suggested to her that to accelerate her wealth, Pamela 
take out a loan for investment purposes. These funds can be invested to direct shares or managed funds and she will  
also have the tax deductibility of the interest as the borrowings have been invested to an income producing asset.

 



28

IOOF WealthBuilder
Features at a glance
IOOF WealthBuilder investment bond (IOOF WealthBuilder) is one of the leading investment bonds available today. Not only does 
it provide investors with a genuine solution for their tax management, early retirement, estate planning, savings and investment 
needs, but it boasts a great range of investment options and product features with competitive fees. When you are considering 
investment bonds, you should consider IOOF – there’s a reason our investment bond has led the way since 1981.

Comprehensive range of investment options

IOOF WealthBuilder offers investors a comprehensive range of investment options to cater for different needs. 

Investment option Risk/return 
profile

Minimum recommended  
investment period

Diversified

IOOF WealthBuilder Conservative – IOOF MultiMix Low to medium 3 to 5 years

IOOF WealthBuilder Moderate – IOOF MultiMix Medium 5 years

IOOF WealthBuilder Balanced Growth – IOOF MultiMix Medium to high 5 years

IOOF WealthBuilder Growth – IOOF MultiMix High 5 to 7 years

Cash and income

IOOF WealthBuilder Cash Management – IOOF Low No minimum

IOOF WealthBuilder Income – Henderson Low 3 years

Property

IOOF WealthBuilder International Property Index – Vanguard High 5 years

Australian Shares

IOOF WealthBuilder Australian Shares Emerging Leaders – Ausbil High 5 + years

IOOF WealthBuilder Australian Shares Geared – Colonial First State High 7 + years

IOOF WealthBuilder Australian Shares Core – Fidelity High 5 to 7 + years

IOOF WealthBuilder Australian Shares Long Short – Perpetual High 5 + years

IOOF WealthBuilder Australian Shares Index – Vanguard High 5 years

International Shares

IOOF WealthBuilder International Shares – Magellan Medium to high 7 to 10 years

IOOF WealthBuilder International Shares – Platinum Medium to high 5 + years

IOOF WealthBuilder International Shares Hedged – Walter Scott Medium to high 7 years

IOOF WealthBuilder International Shares Index – Vanguard High 7 years

For more information on the underlying funds objectives and strategies, please refer to the 
IOOF WealthBuilder Product Disclosure Statement (PDS) which is available on the IOOF website 
at www.ioof.com.au/wealthbuilder or by calling 1800 659 634.
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Low investment minimums

Low investment minimums means that IOOF WealthBuilder enables investors to set up different bonds to suit their investment 
strategies. It’s also an advantage as investors don’t have to wait until they have a huge lump sum to start saving for that great family 
holiday, special occasion or for their kids.

Initial 
investment

Initial 
investment 
with a Regular 
Savings Plan

Additional 
investment

Additional 
investment 
with a Regular 
Savings Plan

Balance Switch/
withdrawal

Regular 
withdrawal

Per Account $2,000 $500 $500 $100 $2,000 (or 
$500 with 
a Regular 
Savings Plan)

$500 $200

Per Fund $500 $500 $500 $100 $500 $500 –

Flexibility on entry

IOOF WealthBuilder gives investors flexible investment options. Investors may invest using Bpay, direct debit cheque or through  
a regular savings plan. 

IOOF Wealthbuilder also has a regular savings automatic increase facility which increases the regular savings investment amount each 
year in line with the maximum investment you can make under the 125 per cent rule. This allows investors to maximise the investment 
savings and the tax benefits within IOOF WealthBuilder. 

Flexibility on exit

IOOF WealthBuilder allows investors the freedom to access money whenever it’s needed – either through a one-off withdrawal 
request or through the regular withdrawal facility. 

Great savings options for children

Children who are at least ten years of age can invest with earnings taxed at 30 per cent rather than at the penalty tax rate for minors. 
Alternatively the IOOF WealthBuilder Child Advancement Policy allows investors to invest on behalf of a child and have the ownership 
automatically transferred to that child when they reach a nominated age. 

Accelerate earnings potential with the IOOF WealthBuilder loan facility

Through IOOF WealthBuilder, investors can access a loan facility using their WealthBuilder investment as security. The IOOF loan 
facility, allows investors to access an interest-only investment loan, with the principal repaid at a specific point in time – for example 
when the WealthBuilder investment is withdrawn. A great feature with the IOOF loan facility is that there are currently no loan fees 
(establishment or ongoing) or stamp duty relating to the loan. 

Loans may be provided for business or investment purposes (excluding residential investment properties) and as with all loans,  
the capacity to borrow is based on the balance of the investment and the underlying assets. 

This loan feature is unique to IOOF and can be a very effective tool to accelerate potential earnings. 

To find out about current borrowing limits and the current effective interest rate, 
please go to www.ioof.com.au/wealthbuilder or call 1800 659 634.
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For more information
You can now see why so many financial advisers are turning to IOOF WealthBuilder for their clients’ 
wealth accumulation needs. It is the rare combination of attributes that gives rise to a range of 
strategies that can really help investors achieve their goals. 

For more information on IOOF WealthBuilder, please go to the IOOF website, www.ioof.com.au/wealthbuilder 
where you will find the PDS, together with a host of other information for your perusal. These are 
also available in hard copy by speaking to your IOOF Client Solutions Manager or contacting 
IOOF Adviser Services on 1800 659 634.

If you would like to arrange an appointment to see one of our IOOF WealthBuilder Investment Specialists, 
please do not hesitate to contact them directly:

In VIC, SA, WA or TAS contact:

Sue Herrald

Email Sue.Herrald@ioof.com.au 
Telephone 03 8614 4924 
Mobile 0407 806 412

In NSW, ACT or QLD contact:

Graham Smith

Email Graham.Smith@ioof.com.au 
Telephone 02 9028 3030 
Mobile 0401 213 914
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Important information

This strategy booklet has been issued by IOOF Ltd (ABN 21 087 649 625) AFSL 230522 (IOOF). IOOF is part of the IOOF group of companies consisting of IOOF Holding Ltd 
ABN 49 100 103 722 and its related bodies corporate and is not a registered tax agent. IOOF’s Ltd contact details are available on our website www.ioof.com.au/wealthbuilder  
This booklet has been prepared as general advice only and is not intended to represent investment or professional advice. The information presented is not intended to be 
a substitute for specific investment and/or taxation advice and does not take into account your client’s objectives, financial situation and needs. You should assess whether 
the information is appropriate for your clients. A Product Disclosure Statement (PDS) on any financial product mentioned in this information should also be obtained and 
your clients should consider the PDS in deciding whether to acquire, or to continue to hold, any investment. All assumptions and examples are for illustration purposes only 
and are based on the continuance of present laws and IOOF’s interpretation of them. IOOF does not undertake to notify recipients of changes in the law or its interpretation. 
IOOF, its officers, employees, directors and agents believe that the information in this document is correct at the time of compilation, but no warranty of accuracy or 
reliability is given and no responsibility arising in any other way for errors or omissions (including responsibility to any person by reason of negligence) is accepted by IOOF, 
its officers, employees, directors or agents.
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General contacts
Telephone Client services 1800 002 217 

  Adviser services 1800 659 634

Email  clientservices@ioof.com.au 

  adviserservices@ioof.com.au

Website www.ioof.com.au/wealthbuilder


