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There are three main ways to buy something

Consider each option: 

•	 Use available cash

•	 Sell something to raise cash

•	 Borrow cash

What you’re buying matters, of course, but just as 
importantly, you should consult your balance sheet, 
including both assets and liabilities, and cash flow 
statement with an open mind before choosing a strategy. 

Take the time to sit down and draw up a personal 
financial statement1, including a balance sheet and 
income statement. Then review it with your RBC Wealth 
Management financial advisor and wealth management 
Banker and, if necessary, your CPA (RBC Wealth 
Management does not provide tax or legal advice). Also, 
remember that for high-net-worth individuals, debt may be 
the lowest-cost choice, depending on the circumstances. 
This is why, perhaps surprisingly, high-net-worth 
individuals borrow more than any other client segment.

Use available cash

Let’s say that you are nearing retirement and seeking 
to buy a second residence near the beach for $1 million. 
You have saved cash for years in anticipation, showing 
discipline and forgoing some portfolio returns, and 
expect reduced income in retirement. This one is 
easy, because in many ways you’ve already made the 
decision. Using the cash makes a lot of sense, even 
though, working with your CPA, you may be able to 
deduct interest on up to $750,000 in mortgage debt.

You should not borrow without a repayment source and 
you should try to avoid taxable gains. One thing to keep 
in mind, though, is that, once you’ve spent the cash, you 
can’t easily change your mind. It can be difficult to borrow 
to reenter the market or recapitalize your liquidity.

Sell something
Now let’s say you don’t have the full purchase price in 
cash or your cash is already earmarked for another 
investment, but you do have a basket of securities that 
you can sell on a tax-neutral basis, offsetting gains in 
some against losses in others. Since you’re not triggering 
a net taxable gain, this combination of profit-taking 
and tax-loss harvesting may make sense. There is a 
trade-off, of course, as you may forgo future upside in 
the securities you sell, as well as potential portfolio 
income, which may have defrayed some of the relatively 
low cost of a bridge loan against the securities.

Borrow

To fully explore this option, let’s change 
the facts somewhat. Now let’s say:

•	 You plan to make a $1 million investment 
in a private business

•	 You don’t have the $1 million in cash, but you do 
expect a $1 million deferred earnout payment in 
two years from the sale of another business

•	 You have $5 million in publicly traded securities, 
with an embedded $3 million gain

•	 You are taxed at rates of 37% for ordinary 
income and 20% for capital gains

•	 Your CPA advises that the interest you pay 
on debt to fund a business investment is 
fully tax-deductible, creating a dollar-for-
dollar reduction in your taxable income

•	 You can borrow against the securities 
at a 6% annual interest rate
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First, determine your after-tax interest rate

•	 Since every dollar you pay in interest reduces your 
taxable income dollar-for-dollar, you can compute 
your after-tax rate as follows: after-tax interest 
rate = interest rate - (interest rate x tax rate).

•	 Another way of expressing this is: after-tax 
interest rate = interest rate x (1 - tax rate).

•	 Your after-tax interest rate is 6% -  
(6 x 0.37) = 6.00% x (1 - 0.37) = 3.78%.

Second, determine your capital gains tax

•	 From a $1 million sale of appreciated securities, 
the taxable gain is $600,000. The capital 
gains tax is $600,000 x (0.20) = $120,000.

Third, calculate your break-even point (BEP)

•	 This is the time, expressed in years, after which selling 
appreciated securities costs less than borrowing. BEP = 
(capital gains x tax rate) / (loan amount x interest rate) 
= (600,000 x 0.20) / (1,000,000 x 0.0378) = 3.17 years.

Fourth, compare your BEP to your repayment plan

•	 This rule of thumb tells you that if you have a plan 
to repay the loan in less than 3.17 years, you should 
probably borrow instead of selling securities. In your 
case, you expect to repay the loan in 2 years with 
the earn out payment, paying $75,600 in net after-tax 
interest instead of $120,000 in capital gains tax. 
Note that in this case, you didn’t need to borrow. You 
had other options, but borrowing strategically and 
tax-efficiently with a repayment plan, working with your 
RBC Wealth Management financial advisor and wealth 
management banker and also with your CPA, saved you 
$44,400 ($120,000–$75,600).

Conclusion
Whether you’re weighing a major purchase, an 
investment opportunity or both, the path forward starts 
with understanding your options. Reach out to your 
RBC Wealth Management financial advisor to discuss 
whether cash, selling or borrowing fits your situation.
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