
EDUCATION BONDS:
Unlock the potential to pass wealth on securely as intended

Clients want certainty on how and when 
their wealth will be distributed. This is 
increasingly important with the rise in 
blended and stepfamilies (10.1% of 
families in Australia2), marriage breakdowns 
and wills being contested3. An estate 
planning solution ensuring wealth is passed 
on as intended is more important than ever.

HOW CAN AN 
EDUCATION BOND HELP?
In addition to the wealth transfer 
opportunity, many grandparents and 
parents are grappling with rising 
education costs. With over $40 billion 
spent each year on education from 
private sources4 education funding is a 
must have consideration in any sound 
financial plan. 

An Education Bond can offer a solution 
to both issues, as a highly tax-effective 
way of catering for education funding and 
a solution for wealth transfer and estate 

planning needs. It is the most tax effective 
investment alternative to superannuation, 
with the added flexibility to withdraw at any 
time for any purpose.  

Education Bonds comprise of a capital 
component made up of lump sum or 
regular savings plan contributions and 
an earnings component which is the 
investment growth.

The Bond issuer, Futurity, pays tax on 
the Bond Owner’s behalf on investment 
earnings at a rate of 30% throughout the 
term of the investment (up to 99 years). 
With franking credits and other offsets 
reducing the actual rate paid to averages of 
18 to 25%. So, clients on higher marginal 
tax rates benefit from an Education Bond, 
compared to other investments.

When a withdrawal for education purposes 
is made, Futurity effectively rebates the tax. 
This amounts to an additional $30 for every 
$70 withdrawn from investment earnings 
and means that education costs funded 

from investment earnings in the Bond are 
effectively paid at pre-tax value.

There are three ways to access Education 
Bonds that give rise to tax-free treatment 
of distributions:

1. The earnings component of 
withdrawals made for education 
purposes is tax-free if planned 
correctly. When withdrawing for 
education expenses, you can choose 
how much is withdrawn from capital 
and how much from earnings. 
Investment earnings withdrawn 
is tax- assessable in the hands of 
the education beneficiary at their 
Marginal Tax Rate.

2. The capital component of withdrawals 
made for any purpose is tax-free at 
any time.

3. The earnings component of 
withdrawals made for purposes other 
than education is tax-free after 10 
years.
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With $3.5 trillion1 in wealth set to transfer over the next 20 years from baby 
boomers to younger Australians, Cath Fowler explores how an Education Bond 
can offer a tax-effective, low-maintenance alternative to traditional solutions.

ESTATE PLANNING 
AND TESTAMENTARY 
CONSIDERATIONS 
Estate planning and alternative trust 
benefits of an Education Bond are 
demonstrated in the featured case 
study.  However, some important estate 
planning features that make Education 
Bonds attractive include:

• Bond ownership by individuals, trusts 
(testamentary) or estates.

• Discretion to appoint up to 10 
education beneficiaries, and flexibly 
make education benefit claims for 
some or all of them. Education 
Bonds can operate like an education-
purposed family trust. Beneficiaries 
can be added or removed at any time.

• Bond ownership can be transferred 
at any time with full retention of the 
Bond’s tax-advantaged status. 

• Education Bonds are simple to 
administer and do not distribute 
income or capital gains, which means 
no tax reporting.

• Will-like Bond Estate Nominations 
can be made to achieve tax-effective 
inheritances. 

- Bonds can continue beyond the 
death of the Bond Owner(s) by 
appointment of a Bond Guardian 
to act for the deceased until the 
term of the Bond expires and/
or there’s a future activated 
transfer. Bonds can be set up 
as a dedicated investment for 
education funding of children, 
and to work around any potential 
future issues that may arise due to 
divorce or family dissolution. 

- They bypass probate which means 
in the case of a contested will, 
protect the legacy and wishes of 
your clients.

- Minors who receive testamentary 
(inherited) benefits can invest in 
an Education Bond and can take 
advantage of the Adult tax-free 
threshold ($18,200 p.a.)  within an 
Education Bond in the following 
ways5:

› As a beneficiary of a Testamentary 
Trust

› Directly from a Superannuation fund 
or Life Insurance policy upon the 
death of another person. Or otherwise 
upon transfer from those funds*

› Passed on from the estate of a 
deceased person* 

› Transferred to the minor by a recipient 
of property that was passed on to 
them from the estate of a deceased 
person* 

› Death of a Bond Owner.
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This article provides general information only and the case study is for illustrative purposes only. While 
the information is believed to be accurate, it may be subject to change without notice. Futurity does not 
warrant or represent that it is suitable for any intended use. It does not take into account any individual’s 
objectives, financial situation or needs. You should consider the appropriateness of the advice and consider 
relevant objectives, financial situation and needs before acting on it. Financial advisers remain responsible 
for any information/advice/services provided to their clients, including making their own enquiries and 
ensuring it is appropriate and in accordance with all legal requirements. The Product Disclosure Statement 
(‘PDS’) is available at www.futurityinvest.com or by calling 1300 345 456 and should be read in full before 
making a decision to invest. Any representations or statements made beyond those stated in the PDS are 
expressly disclaimed by Futurity.

1. Intergenerational Wealth Transfer: The Opportunity of Gen X & Y in Australia, Griffith University 2017
2. ABS Census 2011 -2016
3. https://www.afr.com/wealth/how-to-have-the-last-word-with-your-will-20180613-h11bm5
4. Australian Council for Educational Research (ACER), 2015 
5. Division 6 (ITAA 1936) & Division 6AA (ITAA 1936)
* Must be completed within 3 years after the date of death.

If you’re looking for a simple way to protect and grow 
your client’s wealth, while solving how and when to 
transfer their wealth to the next generation, adding 
an Education Bond into your client’s portfolio is a 
worthwhile consideration. For more info, call Futurity’s 
National Business Development team on 1300 345 456 
or visit futurityinvest.com.

After retiring, David and Mary invest 
$500,000 into a Futurity Education 
Bond. They want to ensure 
11-year-old granddaughter Jenna’s 
education is catered for when they 
pass away. They appoint their 
daughter as Bond Guardian.

Two years after investing, their Bond 
balance is $540,000 comprising 
$40,000 earnings and their original 
$500,000 capital. 

CASE STUDY
If they were to pass away, the Bond 
becomes a de-facto testamentary 
trust and the adult tax-free threshold 
($18,200p.a.) applies to Jenna.

$10,000 withdrawn for school fees 
(by the Bond Guardian) results in:

Bond opening balance: $540,000

Less $10,000 for Jenna’s school 
fees ($7,000 from earnings and $0 
from capital)

Plus education tax benefit: $3,000

Bond end balance: $533,000

While $10,000 is used to pay for 
school fees, the balance of the 
Bond is only reduced by $7,000. 
Because the Education Tax Benefit 
of $3,000 does not come from the 
Bond balance.
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