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Conservative Investing
using a Margin Loan

A conservatively geared portfolio at 40%,
with a maximum lending ratio of 75% would

need to drop 53% in investment value in
order to trigger a margin call.

What is a margin loan?

A margin loan is a facility that allows you to borrow

money to invest. You can invest in many Australian listed
securities, international listed securities, ETFs and managed
funds. The portfolio you acquire becomes the collateral

for your loan. You can also use an existing portfolio of
acceptable securities as collateral to borrow money for other
investments.

Why use a margin loan?

Borrowing to acquire an asset is called leveraging or gearing.
A geared investor can acquire a larger investment portfolio
than if they had used their own funds alone. If their expected
investment return is achieved, they will have earned a larger
return than if they had not borrowed.

What are the benefits?

Increase the amount you have available to invest.

If you have equity in an existing portfolio of acceptable
securities, you can borrow up to 80 per cent of its market
value. The percentage amount you can borrow is called
the lending ratio. A Leveraged margin loan enables you
to access opportunities in the market without having to
liquidate your current investments. Simply lodge your
existing portfolio of acceptable securities as collateral.

Diversify an existing portfolio without selling.

With more funds to invest, you may be able to spread

your investments across a wider range of asset classes,
industries and companies. Investing in a range of different
assets is called diversification and this financial technique
may be used to reduce the risks associated with investing.

Manage your investment activities with the help of a flexible
facility.
There is no set date to repay the money you borrow unless
certain events occur. A margin loan facility has a number of
flexible features including:
a variety of interest payment options
a range of investments can be mortgaged under a
margin loan facility including Australian listed securities,
International listed securities, ETFs and managed funds
borrowers can be individuals, companies or a trustee on
behalf of a trust (except self-managed superannuation
funds)
your choice of broker and/or financial adviser
you may be entitled to claim an income tax deduction
for some or all of your interest costs depending on your
individual circumstances
eligibility for company dividends and associated
franking credits.

How can borrowing to invest increase my
returns?

You invest because you believe it will grow in value over a
period of time. Borrowing to invest may increase potential
returns. The following table and chart illustrate what an
investment of $30,000 in Year 1 could be worth in Year 6
under three different scenarios.
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Effect of gearing on $30,000 investment
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Portfolio Year 1 Year 2 Year 3 Year 4 Year 5 Year 6 Rate of Return
No Borrowing $35,554 $37,984 $38,817 $44,652 $51,112 $57,577 61.94%
50% Borrowing $41,155 $46,061 $59,501 $72,491 $85,491 $85,491 107.72%
70% Borrowing $48,624 $56,830 $59,707 $79,300 $100,453 $120,729 148.29%

Source: Leveraged gearing projection calculator

Assumptions used: Historical rates of growth, income and margin loan interest rates from June 14- June 19.
All distributions were reinvested, and interest was not capitalised on the loan.

Year Capital Growth Income Margin Loan interest rate
2014 12.20% 5.00% 8.00%
2015 1.10% 4.50% 7.00%
2016 -3.80% 4.70% 6.80%
2017 9.10% 4.70% 6.80%
2018 8.50% 4.70% 6.80%
2019 6.80% 4.70% 6.00%

Source: Leveraged gearing projection calculator



Modelling conservative gearing during the March 2020 crash

The scenario below assumes a passive investor in an exchange traded fund which aims to track the S&P/ASX 200 Index.
The model covers the period from April 2010 through to April 2020 which includes the March 2020 crash as well as the
earlier market decline. The passive investor in this model started their investment portfolio in April 2010 and, at that time
borrowed 50% of the value of their portfolio. The model shows that the investor did not experience a margin call during
the investment period including the March 2020 crash, which was largely due to the strong growth that occurred before
the March 2020 crash. The simplified model below ignores taxes and transactions costs.
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Historical S&P/ASX 200 Index. Source ASX
Historical STW price data. Source ASX
Historical STW Dividend. Source: Yahoo Finance

What are the risks?

Investment prices and interest rates can fluctuate. Borrowing to acquire an investment that earns a net return
greater than your ongoing borrowing costs will result in a larger profit than if you had not borrowed to invest.
Equally, borrowing to acquire an investment that falls in value or doesn’t earn a net return greater than your
ongoing borrowing costs, will result in a larger loss or lower profit than if you had not borrowed to invest. This
and other risks of using a margin loan are explained in more detail in the Leveraged margin loan product guide.

Like all investments, borrowing to buy financial products carries risk — gearing can magnify your gains, as well as
your losses. Ask your financial adviser if a gearing strategy is right for you. To know more about the Leveraged
Equities Margin Loan, contact us.

Gearing involves risk. It can magnify your returns; however, it may also magnify your losses. Issued by Leveraged Equities Limited (ABN 26 051 629 282 AFSL 360118) as Lender
and as a subsidiary of Bendigo and Adelaide Bank Limited (ABN 11 068 049 178 AFSL 237879). Information is general advice only and does not take into account your personal
objectives, financial situation or needs. The views of the author may not represent the views of the broader Bendigo and Adelaide Bank Group of companies (“the Group”). This
information must not be relied upon as a substitute for financial planning, legal, tax or other professional advice. You should consider whether or not the product is appropriate
for you, read the relevant PDS and product guide available at www.leveraged.com.au, and consider seeking professional investment advice. Not suitable for a self managed
superannuation fund. Examples are for illustration only and are not intended as recommendations and may not reflect actual outcomes. Past performance is not an indication of
future performance. The information provided in this document has not been verified and may be subject to change. It is given in good faith and has been derived from sources
believed to be accurate. Accordingly, no representation or warranty, express or implied is made as to the fairness, accuracy, completeness or correction of the information and
opinions contained in this article. To the maximum extent permitted by law, no entity in the Group, its agents or officers shall be liable for any loss or damage arising from the

reliance upon or use of the information contained in this article. 1467774-1467773 (06/20)
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