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Loans versus Gifts to Children 
  
We have had a number of queries about how best to best provide children with financial assistance. Most 
parents think they are being kind when they gift money to children, but that is often not the best course of 
action. 
  
Of course, there is nothing wrong with helping your children financially - it could be for their first car, 
grandchildren school fees, a holiday or a property. But its also vitally important to protect that money in case 
they divorce, go bankrupt, suffer from drug addiction or a mental condition, or terminate their relationship with 
you. 
  
A Bad Outcome… 
  
> Mum and Dad give their daughter, Joanne $400,000 to buy a house.  
> Joanne then marries Ken.  
> Ten years later Joanne and Ken divorce.  
> Their house is still worth $400k and it is their only asset.  
> The Family Court awards $200k to Ken - the Family Court is not interested that the money was a gift from 
   Joanne's Mum and Dad.  
  
A Better Outcome… 
  
> Mum and Dad lend $400,000 to their daughter, Joanne.  
> Joanne signs a legally prepared Loan Agreement.  
> Joanne purchases a house with the money. She marries Ken.  
> Ten years later they divorce.  
> The house is still worth $400,000, their only asset.  
> The Family Court is shown the Loan Agreement - the Family Court orders that Ken gets nothing, because 
the assets of the marriage are considered to be nil. 
    
Remember… 
  
>  Never 'give' your children money. Always 'lend' them money 'payable on demand'. Get it back if something 
    goes wrong. 
>  A loan isn’t always for property and the grandchildren’s school fees. You can also fund the children's 
    Superannuation fund. 
>  At different times, it is common to benefit one child over another with money. If you benefit one child over 
    another then it is adjusted automatically at the time of your death. Say you lend one child $500k and the 
    other child $300k then that is adjusted at your death - so it is all ‘fair’ again. 
>  Talk with all your children together about the loans. 
>  Don't rely on homemade loans or IOUs.  
 
The Solution… 
 
Homemade loan agreements may not work as they carry less weight with the Family Court and Bankruptcy 
Court. So to protect your loan, we can arrange for a national Law firm to properly (and inexpensively) prepare 
your loan agreements to comply with Family Court standards. So why take the risk? 
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