
Borrow 
to grow
Strategy booklet



1bt.com.au

Why borrow to grow?

Anyone with a business loan or home mortgage will know that borrowing to purchase a quality asset can be a 
highly effective way of building wealth. Put simply, borrowing gives you more funds to invest which means greater 
exposure to the underlying asset and potentially greater returns.

The aim of borrowing to grow is to achieve a return on investment that is greater than the after-tax cost of the loan. 
If this is successful, then your total return will be greater than if you had simply invested your own money.

As the following illustration shows, when implemented successfully, borrowing to grow can increase the return on 
an investment.

When an investment is made with no gearing, the size of the total 
investment is equal to the investor’s own equity contribution –  
in this case, $100,000.

When an investment is made with no gearing, the size of any capital 
gains is equal to the size of the gain divided by the Investor’s Equity 
($10K / $100K = 10%).

When an investment is made with no gearing, the size of any capital 
loss is equal to the size of the loss divided by the Investor’s Equity 
($10K / $100K = 10%).

When an investment is made with gearing, the total investment value is 
equal to the sum of the investor’s own equity contribution and 
borrowed funds – in this case $200,000. The investment gearing level 
is calculated by dividing Borrowed Funds by the Total Investment 
($100K / $200K = 50%). 

Assuming the makeup of the underlying portfolio is identical, the 
impact of adding borrowed funds to an investment is to increase the 
size of any gains. Where the investment has a geared component, 
capital gains are still calculated relative to the Investor’s Equity  
($20K / $100K = 20%). 

Assuming the makeup of the underlying portfolio is identical, the 
impact of adding borrowed funds to an investment is to increase the 
size of any loss. Where the investment has a geared component, 
capital losses are still calculated relative to the Investor’s Equity  
($20K / $100K = 20%). 
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Why borrow to grow using equities?

Borrowing to grow is typically best suited to growth 
assets like equities, where after tax returns are more 
likely to be greater than the cost of servicing debt. 
That’s why gearing into generally lower returning fixed 
interest and cash assets is much less popular.

The diagram below illustrates that the equity asset 
class has achieved higher annualised returns than 
fixed income and property securities over the 
long term.

There are specific advantages to borrowing to 
invest in equities as part of a well-considered 
investment strategy:

 ` There is no need to liquidate other assets to 
increase your exposure to the sharemarket.

 ` Having more to invest allows you to increase 
diversification. By avoiding overexposure to a 
particular market or security you can reduce risk. 

 ` Your interest payments are potentially tax deductible 
and having a larger sum invested means you can 
generate more dividend income and be potentially 
entitled to receive any attached franking credits 
(subject to certain conditions).

Risks
The associated risks mean borrowing may not be 
appropriate for all investors. For example:

 ` There is the potential to magnify losses. 

 ` The value of securities may not go up, or if they go 
up, the increase in value may not be sufficient to 
cover the costs of the investment. 

 ` Investors need to ensure they can fund their 
obligations under any loan (including the payment 
of any interest, fees and charges).

There may be ways to help manage these risks. 
Important considerations include being sensible about 
the amount of debt you take on, assessing the relative 
merits of the asset you’re purchasing or investing in 
and understanding the risks and likely returns involved.

Australia Shares: S&P/ASX Accumulation Index. International Shares: MSCI World ex AU Hedged $A – Net Total Return.
Listed Property: S&P/ASX 200 AREIT Accumulation Index. Australian Fixed Interest: UBS Composite Bond – All Maturities Index.
International Fixed Interest: Barclays Global Aggregate Index Hedge $A.
Source: Bloomberg and Advance Asset Management
Period: 1 January 1995 – 31 December 2014
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Ways to borrow to grow using equities
There are a variety of ways investors can borrow to grow using equities. Here is a summary of the most commonly 
used products and their main features: 

MARGIN LOAN HOME EQUITY PROTECTED EQUITY 
LOAN

INSTALMENT 
WARRANTS

INVESTMENT LOAN 
(NO MARGIN CALL)

 ` Purpose built for 
geared equities

 ` Secured against 
equities and cash

 ` Interest may be  
tax deductible

 ` Margin calls and 
buffer can limit 
exposure to volatility

 ` Secured against 
residential property

 ` Pricing based on 
home loan/residential 
investment rates

 ` Interest may be  
tax deductible 

 ` No margin calls

 ` Capital protection 
at maturity via put 
option with up to 
100% gearing

 ` No margin calls
 ` Part of the interest 
may be tax 
deductible (subject to 
the capital protected 
borrowing rules)

 ` Eligible method of 
gearing for SMSF

 ` Buy in two payments 
with optional second 
payment

 ` Listed on the ASX, 
no separate loan 
application or  
credit checks

 ` Part of the interest 
may be tax 
deductible (subject to 
the capital protected 
borrowing rules)

 ` Eligible method of 
gearing for SMSF

 ` Secured against 
managed equity 
portfolio

 ` Available for SMAs, 
managed funds  
and ETFs

 ` Interest may be  
tax deductible 

 ` No margin calls

Who would a borrow to grow strategy suit? 
Depending on an individual investors needs, the following borrow to grow strategies could be worth considering:

INVESTOR NEED STRATEGY SOLUTION
 ` Need to generate higher levels of income 
from existing portfolio

 ` Want opportunity for higher income, 
beyond Term Deposit and Cash

Yield Create positively geared investments by using 
moderate leverage to enhance yields over a portfolio.

 ` Underfunded financial goals including 
planning for retirement

 ` High cash flow, low equity
 ` Tactical view of a specific stock/s

Growth Use borrowed funds to invest more, creating 
opportunity for higher capital return.

 ` Maintain existing holdings and unlock 
capital without triggering a Capital Gains 
Tax (“CGT”) event

 ` Seeking to diversify a portfolio with limited 
available capital

Diversification Draw down funds from a margin loan and use your 
existing portfolio of shares as security against the 
loan to diversify your portfolio.

 ` Clients seeking to invest more tax efficiently 
may be entitled to claim interest as a tax 
deduction to the extent borrowed funds are 
used to acquire assets for the purpose of 
deriving assessable income

Certainty of interest rate 
and potential tax 
efficiencies

Fix an interest rate AND prepay up to 12 months of 
interest in the current financial year.
Potentially claim the prepaid amount as a tax 
deduction in the current year (if eligible).
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Strategic approaches

Yield strategy

Strategy overview 
 ` Select a stock, a portfolio of stocks or a 

managed fund with high forecast dividends and 
franking credits. 

 ` Determine the appropriate level of gearing and fund 
the investment with a margin lending facility.

 ` Hold the investment for at least 12 months and 
receive all dividends and potentially be entitled to 
franking credits due over that time. 

In action 
 ` Paul has $250,000 to invest. He has a positive 

medium to long term view of Australian shares 
and is interested in building a higher yielding 
equity portfolio.

 ` Paul has asked to see how gearing can be 
incorporated into his investment strategy. 

Outcome 
After tax outcomes of geared and ungeared portfolios 
(excluding capital returns). As you can see, gearing 
significantly improves Paul’s after-tax position 
and return.

UNGEARED 50% GEARED
Investment details
Investor Equity $250,000 $250,000 
Borrowed Funds $0 $250,000 
Investment Value $250,000 $500,000 
Pre-tax cashflow 
Dividends $15,000 $30,000 
Loan Interest $0 -$15,725 
Pre-Tax Gain/(Loss) $15,000  $14,275 
Tax impact 
Dividends $15,000 $30,000 
Franking $6,429 $12,857 
Total Assessable Income $21,429 $42,857 
Deductible Borrowing 
Costs 

$0 -$15,725 

Taxable Income $21,429  $27,132 
Tax Payable (at 49%) -$10,500 -$13,295 

UNGEARED 50% GEARED
Franking $6,429 $12,857 
Net Tax  
(negative is payable; 
positive is refund)

-$4,071 -$438 

After Tax Position  $10,929  $13,837 

RETURN pa 4.37% 5.53%

Portfolio assumptions: Dividend yield=6%; Dividends are fully 
franked; Interest rate= 6.29%. Gearing will also magnify capital 
returns and losses. Subject to certain conditions.

Growth strategy

Strategy overview
 ` Select a stock considered to be undervalued 

or a stock with a strong growth profile.

 ` Determine the appropriate level of gearing and fund 
the investment with a lending facility.

 ` Any capital gains or losses will be enhanced 
through using gearing.

In action
 ` Emily is an active investor and has been 

following the Australian dollar and how it impacts 
Australian stocks.

 ` Emily believes the Australian dollar continues to be 
overvalued, giving her an opportunity to invest in 
companies with a high exposure to foreign currency 
earnings, such as Macquarie Group (MQG).

 ` Whilst the price of MQG has increased recently, 
Emily’s analysis suggests the shares are trading 
below their fair value.

 ` Using $25,000 of her own money as security, Emily 
uses her margin loan account to borrow funds to 
invest a total of $50,000 in MQG.

Outcome
 ` Using a margin loan, Emily is able to increase the 

size of her exposure to MQG.

 ` Depending on how the price of MQG moves over 
time, the impact of gearing on her capital returns will 
be magnified through gearing.
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CAPITAL RETURNS 
(REALISED ON MQG 
DISPOSAL, PRE TAX)

1.UNGEARED 
MQG ($25,000 

EXPOSURE)

2. GEARED 
MQG ($50,000 

EXPOSURE)
Sale Price:
5% higher than 
purchased

$1,250 $2,500

10% higher than 
purchased

$2,500 $5,000

Same price as 
purchased – break-even

$0 $0

5% less than  
purchased

-$1,250 -$2,500

10% less than 
purchased

-$2,500 -$5,000

Note: Gearing will also incur interest costs.

Diversification

Strategy overview
 ` By combining an existing portfolio with a margin 

loan, investors can maintain their existing holdings 
and diversify their portfolio without contributing 
additional equity.

 ` This strategy maintains the investor’s original share 
exposure and unlocks capital without triggering a 
Capital Gains Tax (CGT) event. 

 ` By drawing down funds from a margin loan and 
using an existing portfolio of shares as security 
against the loan, investors may be able to diversify 
their portfolio and create positively geared 
investments that have the potential to increase 
income and capital returns.

In action
 ` Anne has built up a portfolio of $100,000 spread 

evenly between BHP and Telstra (TLS).

 ` Anne wants to create a more diverse portfolio 
without selling her existing holdings as the 
remainder of her wealth is tied up in property 
and terms deposits.

 ` Anne uses a margin loan facility to purchase 
$50,000 of Westpac (WBC) shares and $50,000 
of Tabcorp (TAH) shares. 

Outcome
 ` By drawing on her margin loan to make these 

purchases, Anne is able to retain her existing BHP 
and TLS shares.

 ` Anne now has a more diverse portfolio with 
a $100,000 loan secured against a $200,000 
share portfolio.

Potential tax efficiencies

Strategy overview 
 ` Investors may be entitled to claim interest as a tax 

deduction to the extent that borrowed funds are 
used to acquire assets for the purpose of deriving 
assessable income. 

 ` Prepaying interest allows investors to fix an interest 
rate for up to 5 years AND prepay up to 12 months 
of interest in the current financial year.

In action 
 ` Paul earns $150,000 pa in salary.

 ` He has a $250,000 loan used to fund part of his 
portfolio. This loan has a variable interest rate 
currently at 6.95%.

 ` His investment portfolio generates $25,000 
in income. 

 ` Paul has been informed that he can prepay his 
interest for the next 12 months at 6.29%.

BEFORE diversification AFTER diversification

$50k 
WBC

$50k 
TAH

$50k 
BHP

$50k 
BHP

$50k 
TLS

$50k 
TLS

Margin 
Loan $100k

+$100k 
Net Equity

+$200k Equity
-$100k Loan

+$100k Net Equity
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Some strategic approaches (cont.)

NO 
PREPAYMENT 

WITH 
PREPAYMENT 

Salary income  $150,000  $150,000 
Investment income  $25,000  $25,000 
Assessable income  $175,000  $175,000 
Variable interest deduction 
for 2014/15
(assumes variable 
interest is paid up until 
30 June 2015)

 $17,375.00  $17,375.00 

Prepaid interest for 
2015/16
(assumes prepaid 
interest term commences 
30 June 2015)

0  $15,725.00 

Taxable income for 
2014/15

 $157,625.00  $141,900.00 

Tax payable for 2014/15  $49,420.38  $43,287.63 

Outcome 
By prepaying interest, Paul’s tax payable in the current 
financial year is reduced by over $6,000.

Risks
As with any investment strategy, gearing can expose 
you to a range of risks. 

 ` Borrowing magnifies gains but it also magnifies 
losses. If investment returns are less than your 
borrowing costs, you may be unable to service your 
loan. If so, you might have to sell some assets or 
default on your loan.

 ` Loan cost and interest rate risks. Changes to 
interest rates and fees can vary the cost of your 
loan. If you decide to terminate your loan, there 
may be additional charges.

 ` Capital risk. The assets you invest in may not 
perform as expected.

 

 ` Income risk. As with any loan, you need to be sure 
you can afford to service it. If you are relying on 
investment income to service your loan, this source 
may not always be sufficient. Even if you are relying 
on regular income from a job or a business, it is 
important to make sure your cashflow is sufficient 
to meet both your loan repayments and living 
expenses – and to build up some reserve capital for 
unexpected events. You should also consider what 
would happen if your income is affected by illness 
or accident and consider having insurance to cover 
for this.

 ` Legislative risk. Changes in tax legislation and the 
regulatory framework may reduce the tax benefits 
of gearing.

 ` Default risk. If your investments underperform and 
margin loan repayments are not met, the default will 
mean the lender can enforce their right to their loan 
repayments by selling the geared investment and 
also your other personal assets, if the investment 
used as security is insufficient to meet the 
outstanding loan. This may result in the redemption 
of your investments at an unfavourable time  
and/or price.



7bt.com.au

Tips to help manage the risks of gearing
The risks mentioned above can be managed.

 ` Borrow less than you can afford – this helps 
ensure you can easily meet your regular interest 
payments if things do not go according to plan.

 ` Invest in high quality assets – this may reduce the 
risk of negative returns.

 ` Invest for the long term – this may give you time to 
ride out any downturns in the market.

 ` Diversify your investments – spread the risk over 
a range of asset classes and/or securities so that 
the poor performance of one asset class or security 
may have a limited effect on total returns.

 ` Repay your loan interest regularly to help prevent 
your level of gearing increasing (and, where relevant, 
to avoid a margin call).

 ` Reinvest the income you earn from investments – 
this may reduce your Loan to Valuation Ratio.

 ` Review your situation regularly. 
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Opening a Margin Lending Facility or 
buying Westpac Instalment Warrants

How do I open a BT Margin 
Lending Facility?
1. Request the application pack containing the Facility 

Agreement and related product collateral by calling 
us on 1800 816 222, or download the forms from 
bt.com.au/investment/products/bt-margin-loan .

2. Ensure the application form is completed 
and submitted.

3. Subject to approval, your facility will be opened.

For more information contact BT Margin Lending on 
1800 816 222 or email us at client.marginlending@
btfinancialgroup.com . 

How do I open a BT Margin Lending 
Facility as a Wholesale Investor? 
You can qualify as a Wholesale Client if you can 
provide us with a copy of a certificate issued by a 
qualified accountant (as defined in the Corporations 
Act) that states that you:

 ` have net assets of at least AUD 2.5 million; or

 ` have a gross income for each of the last two 
financial years of at least AUD 250,000 a year.

Visit bt.com.au/investment/products/bt-margin-loan/
wholesale.asp for more information on how to open a 
BT Margin Lending Facility as a Wholesale Investor or 
call our BT Premium Equity Relationship Managers on 
1300 365 591 during business hours.

How do I buy Westpac 
Instalment Warrants?

On the ASX
Buy on the ASX through a stockbroker or 
financial adviser.

Cash application
Complete the application form in the PDS and submit 
it to your stockbroker, financial adviser or directly to us.

Securityholder application
To convert existing shareholdings into Westpac  
Self Funding Instalment Warrants (Westpac SFIs)  
(if available) complete the application form in the  
PDS and submit it to your stockbroker, financial 
adviser or directly to us.

Rollover application
You can rollover your current Westpac SFIs into a 
new series of Westpac SFIs over the same underlying 
securities (if available).

SMSFs can generally only acquire Westpac SFIs 
through a cash or rollover application or directly on 
the ASX.

For more information about Westpac 
Instalment Warrants:
 ` call us on 1800 990 107

 ` send an email to  
structured.investments@westpac.com.au

 ` go to westpac.com.au/sfi



Things you should know

This information does not take into account your personal objectives, financial situation or needs so you should consider its appropriateness 
having regard to these factors before acting on it. 

BT Securities Limited ABN 84 000 720 114 AFSL 233722 and Westpac Banking Corporation ABN 33 007 457 141 AFSL No. 233714 
(‘Westpac’) are together the issuers of the BT Margin Lending Margin Loan – Product Disclosure (‘BTML PDS’). The BTML PDS and other 
disclosure documents are relevant when deciding whether to acquire or hold this product and can be obtained by calling 1800 816 222 or 
visiting bt.com.au. 

Westpac is the issuer of the Westpac Self-Funding Instalments Product Disclosure Statement (‘SFI PDS’). The SFI PDS and other disclosure 
documents are relevant when deciding whether to acquire or hold this product and can be obtained by calling 1800 990 107 or visiting 
westpac.com.au/sfi. 

This document provides an overview or summary only and it should not be considered a comprehensive statement on any matter or relied 
upon as such. Past performance is not a reliable indicator of future performance. The tax position described is a general statement and is for 
guidance only. It does not constitute tax advice and is based on current tax laws and our interpretation. Your individual situation may differ and 
you should seek independent professional tax advice. The projections given above are predicative in character. Whilst every effort has been 
taken to ensure that the assumptions on which the projections are based are reasonable, the projections may be affected by incorrect 
assumptions or by known or unknown risks and uncertainties. The results ultimately achieved may differ from these projections. 

Neither Westpac nor any company in the Westpac Group warrants that the information contained in this publication is accurate, reliable, and 
free from error or omission. Subject to any terms implied by statute which cannot be excluded, neither Westpac nor any other company in the 
Westpac Group and their directors, employees and associates accept any responsibility for errors in, or omissions from the information. 

The information in this publication may contain material provided directly by third parties and is given in good faith and has been derived from 
sources believed to be accurate at its issue date. It should not be considered a comprehensive statement on any matter nor relied upon as 
such. While this material is published with necessary permission, no company in the Westpac Group accepts responsibility for the accuracy or 
completeness of, or endorses this material. Except where contrary to law, we intend by this notice to exclude liability for this material. 

Information current as at 17 March 2015. 

BT15008-0315lc

For more information

1800 816 222

client.marginlending@btfinancialgroup.com

bt.com.au/investment/products/ 
bt-margin-loan




