Case Study

Starting
OUl

Even with the best intentions and a good income,
building wealth can be a slow process — especially
if you want to enjoy a little bit of life at the same
time. But with some savings, a budget and the
right financial advice, you can create an investment
portfolio and reach your goals sooner.

Introducing Emma

Emma is a 25-year-old graphic designer working for a
prominent advertising agency. By choosing to live at home
since leaving university she has saved about $150 a week

over the last three years, while still managing to enjoy a
few overseas holidays and a new car.

Having saved $25,000 in a high interest savings account
and confident that she can increase her monthly savings
after a recent promotion, she now wants to take the
next step and start investing. Emma has considered
buying an investment property, but with plans to travel
and work overseas in two years she doesn't like the idea
of leaving behind a large mortgage and having to deal
with a property manager or tenant.

Is there another solution which can offer her the
opportunity to invest and make the most of her savings?

The challenge

Short term > Invest savings and part of monthly income
(1-3 years) > Work overseas

Medium term > Continue building investment portfolio
(8-7 years) > Save surplus income towards a deposit
> Return from overseas

Long term > Continue building investment portfolio
(7 years+) > Purchase a property
Income > Gross income of $60,000 a year

> Interest on savings of $2,100 a year

Assets > High interest savings account $25,000
> Car $18,000

Liabilities Nil

The strategy

Emma decides to see a financial adviser to discuss her options.

Her adviser, after carefully considering her financial position and goals,
recommends she initially invest her $25,000 of savings plus a regular
amount of $500 each month in a managed fund that will provide her
with exposure to growth assets such as shares and property.

In addition, Emma’s adviser recommends she use a margin loan to
double the size of both her initial and ongoing monthly contributions.

By increasing her initial investment to $50,000 and ongoing monthly
investment to $1,000, Emma will increase her investment exposure
and potential for greater capital gains and income.

Emma plans to use her surplus income to cover the interest costs of her
margin loan and will be able to claim this amount as a tax deduction.
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The result

$140,000

$120,000 Assumptions: The graph compares the potential

return on Emma'’s investment portfolio with and

without a margin loan.

> The calculations show the profit before capital
gains tax of each strategy after loan and interest

$80,000 costs have been paid. '
> |t assumes an average annual capital growth
rate of 7.00%, an income yield of 3.50% with all
$60,000 income reinvested, distributions are 70% franked,
a company tax rate of 30%, a marginal tax
rate of 31.5% including Medicare levy of 1.5%,
$40,000 an average annual margin loan interest rate of
9.50%, an initial margin loan gearing level of
50%, brokerage and any other fees are excluded.
$20,000 > While capital gains tax implications have been
ignored, they should be considered before
. investing.
$0 L > This example is for illustrative purposes only.
2 3 4 5 6 7 8 9 10

1

$100,000

Profit before capital gains tax
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[] $25,000 initial contribution + $500 monthly contributions
I $25,000 initial contribution + $25,000 margin loan + $500 monthly contribution + $500 monthly loan

If Emma had chosen to just invest $25,000 of her savings and $500
a month, her portfolio would have grown in value to $172,370 after Getting the I’ight advice
10 years. After deducting her contributions (initial and ongoing) and
allowing for tax on her investment income, the profit on her portfolio
would have been $84,098 before capital gains tax.

As with any financial strategy, using a margin
loan to borrow and invest is not without its risks.
One of the key risks of using a margin loan is that
just as it can multiply your gains when you invest

But having followed her financial adviser’'s recommended strategy : : :
successfully, it can also multiply your losses if your

of borrowing to invest to increase her exposure to growth assets,
Emma''s portfolio grew to $344,740 after 10 years. After allowing for
her contributions (initial and ongoing), the margin loan, investment
income, interest paid and income tax, the profit on her portfolio was
$132,568 before capital gains tax.

investments fall in value. That’s why it’s important
to get the right advice to ensure a margin loan is
appropriate for your particular situation.

Your adviser can help you construct a personalised
investment strategy that takes advantage of the
benefits while minimising the risks.

The difference in the profit outcomes of both strategies was more
than $48,470 or 58% over the 10 year period.

Please speak to your financial
adviser for more information
about how using a margin loan
can help you build a larger
investment portfolio.

The Colonial Margin Loan is one of the products available under the Colonial Geared Investments brand and is provided by Commonwealth Bank of Australia
ABN 48 123 123 124 AFSL 234945 (‘the Bank’), administered by its wholly owned but non-guaranteed subsidiary Commonwealth Securities Limited ABN 60 067 254 399
AFSL 238814 (‘CommSec’), a Participant of the ASX Group. As this information has been prepared without taking into account the investment objectives, financial situation and
needs of any particular individual you should assess with the help of legal, financial and taxation advice, whether the information is appropriate in light of your own circumstances
before acting onit. This hypothetical example is for illustrative purposes only and is not a recommendation. The names and identifying features do not reflect any particular person
or time period. Information based on taxation is based on the continuation of current laws and their interpretation. This case study should not be regarded as a representation,
guarantee or warranty by or on behalf of the Bank Group or any other person that such outcomes or their underlying assumptions will be met or that capital will be repaid.
When investing remember that past performance is not a reliable indication of future performance. Please consider the Product Disclosure Statement (PDS) and Terms and
Conditions, issued by the Bank, available from www.colonialgearedinvestments.com.au or by calling 1800 252 351 before making any decision about the product. Only investors
who fully understand the risks associated with gearing into investments should apply. Applications are subject to credit approval. Fees and charges apply. MKTGO79E (01/11)



