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IN THIS REPORT WE LOOK AT: 

�•  Market volatility – the heat is on 
�•  Rising cost of borrowing 
�•  Margin lending – market developments 
�•  Portfolio diversification crucial 
�•  The way forward in a bear market? 
�•  Choosing the best margin loan 

 
 
MARKET VOLATILITY – WHAT’S GOING ON? 
 
The contrast in financial market sentiment between the previous and current margin lending star 
ratings report could hardly be starker. In October we were able to discuss how stock market 
investing had never been more popular, despite the fact the current credit crunch was beginning 
to have an impact on global financial markets. 

 
In the period up to December 2007 – the latest date available for quarterly data supplied by the 
Reserve Bank of Australia (RBA) – the number of client accounts was still increasing at a lung-
busting rate of around 8% in six months, up to 200,000 accounts by year-end. However, a 
couple of measures in this data suggested the markets were becoming wary of the impending 
financial crisis. For instance, the average loan size actually fell in the six months to end of 
December, from $194,000 to $189,000. This could also be due in part to the increased access of 
margin loans to smaller investors through the use of regular gearing products which require far 
smaller investments upfront (often as little as $1,000), compared to the $20,000 for a typical 
margin loan. 

 
A further measure which implies concern from investors themselves is the significant jump in 
protected loans. In March 2007, around 5.6% of margin loans were protected. This figure had 
jumped to almost 7.5% by the end of the year. Protected loans guarantee a ceiling on maximum 
losses to which investors can be exposed, carrying a cost – in the form of higher interest rates – 
in return for providing peace of mind that you won’t see your entire investment disappear. 

 
The second half of 2007 also saw the average number of daily margin calls per 1,000 clients 
more than double compared to the previous two-year average. The much-publicised margin-call 
fests following the January 21st market crash and Bear Stearns crisis in mid-March, will surely 
see this statistic increase further once the data for the first quarter of 2008 is released. 

 
The current environment of falling global stock markets makes this a difficult time for margin loan 
investors, with LVRs tested to their limits. As the current market volatility combines with a new 
environment of restricted access to credit, often the only way to bring a margin loan portfolio to 
within its accepted gearing level is to sell shares, which in turn contributes to markets falling 
further. In some high-profile instances, this downward price spiral has seen companies hit   
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serious trouble where a controlling shareholder has funded much of their holding through a 
margin loan. 
 
This raises the question of hedging through the use of options (via a protected loan), which will 
be discussed in more detail later. 

 
With LVR ratios and margin calls currently a feature of importance to investors, leading factors 
for investors to consider at present include the margin buffers and settlement windows offered 
by margin lenders. There are considerable differences between margin lenders in terms of how 
much time is allowed to settle a margin call, with some lenders requiring same-day settlement 
while others offer longer. 

 
Perhaps surprisingly given the current financial climate, margin lenders have maintained their 
LVR ratios, with the average overall LVR still standing unchanged over the past six months at 
around 59% on shares. It will be interesting to see whether any further developments in this 
financial crisis causes margin lenders to adopt a more defensive stance on gearing levels, not 
only to protect themselves against market volatility but also in light of increasing difficulties in 
obtaining funding. 
 
RISING COST OF BORROWING 
 
Rising interest rates caused by the ongoing expansion of the Australian economy have led to an 
increase in borrowing costs. Several margin lenders are now charging interest on standard loans 
at over 10%, which places significant pressure on investments to outperform the cost of a loan. 
Excluding all trading costs, tax implications, and re-investments (eg dividends) paying 10% 
interest on a portfolio with 50% gearing, means that your investments have to grow by an annual 
5% just to recoup the interest payments. If the account carries 75% gearing, this means your 
investments must grow by 7.5% annually before you start seeing a profit. In a bull market this is 
all well and good as shares often make large percentage gains through the course of a year; 
however under current market conditions, this has to be a very significant factor when weighing 
up whether to go into – or increase your participation in – margin lending. 

 
A further factor to consider when paying interest is how to pay it. Many investors pay annual 
interest in advance due to the tax breaks available for doing this prior to the financial year-end in 
June. Most advance interest rates are available only on fixed terms. However, Equity Margins 
Ltd also offers variable rates for those looking to pay interest in advance. By fixing your rate in 
advance, you insure yourself against any further interest rate rises, although you will miss out on 
the benefits of any interest rate falls during the forthcoming year. 
 
MARGIN LENDING – MARKET DEVELOPMENTS 
 
Margin lenders have so far tended to offer a single margin loan product, with flexibility in regards 
to interest payments but little else to attract different user profiles. CANNEX views the idea of 
different types of investors looking for different features as an increasing focus for lenders in the 
near future, either through greater flexibility within existing products, or through offering an 
increasing variety of margin lending products. 
 
For instance, we are beginning to see an increasing number of lenders offer regular gearing to 
smaller investors who are unable to invest significant capital initially. By investing further small 
sums from monthly income, these investors are gradually able to build up a substantial portfolio, 
especially during a bull market. Additionally, we see some lenders offering lower interest rates 
for online investors, whose trading and account-keeping costs are lower than for phone 
transactors. 
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As lenders continue to find more ways to appeal to a greater variety of investors, we may well 
see margin lending becoming more mainstream and seen as a large-scale alternative to 
property investment. 
 
PORTFOLIO DIVERSIFICATION CRUCIAL 
 
With so many mini crashes and panics in recent months, it was only a matter of time before 
some companies paid the price. In two recent, high-profile cases, the initial hit to the share price 
led to margin calls on the directors’ substantial holdings. The ensuing sell-off triggered a 
downward price spiral and highlighted the vicious circle which high gearing in a concentrated 
portfolio can cause. 
 
Some lenders issue conditions on their loans to help prevent such occurrences. For example, 
ANZ’s Diversified Margin Loan requires that no single stock accounts for over 25% of your 
portfolio, meaning effectively that a portfolio must be reasonably well diversified with at least 6 
holdings. Whether or not your choice of lender places diversification conditions on your portfolio, 
it is well worth bearing in mind the risk involved in putting all your eggs in one basket during 
current market conditions, when any company can suddenly appear from nowhere to hog the 
headlines for all the wrong reasons. 
 
MARGIN LENDING – IS IT THE WAY FORWARD IN A BEAR MARKET? 
 
It’s undeniable that stock markets around the world are currently experiencing a downturn, as 
credit conditions are squeezed at all levels, resulting in less cash and fewer investment 
opportunities both for companies and individuals. As such, stock valuations have suffered, and 
share prices have continued to fall as fear of debt exposure levels becomes a major factor in 
valuing shares. 
 
With the ASX All Ords index down 25% in the five months to end of March, and many other 
major markets falling by well over 10% during the same period, margin lending is undergoing a 
testing time. While borrowing to invest multiplies gains during a bull market, current market 
conditions increase the likelihood of the opposite occurrence, that of losses being multiplied. 
Safe havens are often sought under these conditions, with asset classes such as cash or bond 
funds offering an alternative, albeit with lower potential for returns. 
 
Both bond and cash funds rely very much on their markets’ underlying cash rates for their value, 
and current global economic conditions offer ample opportunity to play the market, with some 
markets - such as Australia and New Zealand – near the top of their interest rate cycle, other 
markets (especially US) nearing the bottom of their cycle, and most European markets 
somewhere in between. 
 
Another damage-limitation strategy is to use options as a hedge against falls in the value of your 
underlying holdings. In respect to margin lending, this can be done via a Protected Loan. A 
protected loan, in return for paying a higher rate of interest, offers the investor a 100% LVR on a 
portfolio of shares. The lender protects itself by buying a put option for the investments at the 
same price as the investor has paid for the underlying shares. In this way, an investor’s 
investment is protected, while profits can still be multiplied through high gearing, so that the only 
financial risk for the investor is a higher interest rate, typically around 15%. This means that 
(excluding trading costs and tax implications) your investments must gain an annual 15% in 
order for you to break even, but for those willing to gamble their interest payments on markets 
rebounding sooner rather than later, this may be the low-risk strategy to adopt. It’s also worth 
noting that, by the very nature of options, your loan term will be fixed. Therefore, should you 
wish to withdraw your funds early, you will be liable for break costs which are likely to include a 
portion of unpaid or prepaid interest, a lender’s administration fee, and a portion of any share  
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price losses applicable to your underlying investments. 
 
For those investors choosing to invest directly with a higher-risk strategy, shares and equity 
funds are by their nature more volatile than other asset classes, and there is a strong argument 
that anyone who has remained invested in equities through recent months of market turmoil may  
 
as well remain invested in case the market has bottomed out. However, the directions that stock 
markets will take over the short and medium-term future is anybody’s guess, with panic 
situations such as the recent run on – and virtual collapse of – Bear Stearns emphasising the 
fear which has taken hold of many investors who simply don’t know what to make of current 
conditions. Therefore, the answer regarding margin lending boils down to the age-old, and very 
simple, principle of: how much risk are you able or willing to take? 
 
If you can risk a further downside hit during the current bear market, the gains could be 
significant should markets rebound to, or beyond, their 2007 levels. If the prospect of further 
market turmoil is not something that your investment strategy can withstand, then a protected 
loan or the relatively safe haven of cash & bond funds may be the answer until markets settle 
down and the worst effects of the credit crunch have passed. 
 
CHOOSING THE BEST MARGIN LOAN 
 
Twelve institutions offer margin loans in Australia. These are analysed by CANNEX for no less 
than 248 features, including the number of Australian and International stocks allowable in each 
case and the various interest rate options available. The CANNEX margin lending star ratings 
gives you a reliable guide to all available products, rated from 5 stars down to 3 stars. 
 
This time around, five lenders have been awarded five-star status. This is one more than our 
usual four and it is a direct result of very close scores achieved by these institutions. The fact 
that all five lenders currently match the high standards we seek from five-star lenders led 
CANNEX to include all five in a deviation from the usual cut-off based on ranking. In addition, 
each of the five-star rated lenders can claim strengths in at least one area. This is encouraging, 
as it shows how the developing margin lending market is beginning to cater to the needs of 
different investor types. CANNEX will continue to monitor this interesting product direction, with 
the possibility of future analysis at an investor-profile level, as opposed to the current institutional 
level. 
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CANNEX Star Ratings Results

Total ScoreCompany
Variable

Interest Rate $50k (%)

1-Year Fixed 
interest prepaid

Info Line Website

����� "superior value"

ANZ Bank 10.39 10.25 1800 639 330 www.anz.com.au89.37

Colonial Margin lending 10.5 10.4 1800 252 351 www.colonialgearedinvestments.com.au90.38

Leveraged Equities 10.5 9.8 1300-307-807 www.leveraged.com.au89.26

Macquarie Investment Lending 10.5 10.78 1800-656-819 www.macquarie.com.au89.02

St George Margin Lending 10.5 10.2 1300-304-065 www.stgeorge.com.au89.35

���� "excellent value"

BT Margin Lending 10.5 9.85 1800 816 222 www.btfunds.com.au86.30

Citigroup Margin Lending 10.25 10.35 1800 062 794 www.ssmb.com.au84.53

Commonwealth Securities 10.35 10.35 13 17 09 www.commsec.com.au84.99

SUNCORP 10.3 10.15 1800115211 www.suncorpmetway.com.au84.63

��� "strong value"

Equity Margins Limited 10.2 9.7 1800-674-569 www.equitymargins.com.au83.89

Goldman Sachs JB Were-ML 10.35 9.9 1800-780-809 www.jbwere.com.au82.02

nab 10.23 10.2 1300-135-145 www.national.com.au81.02
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Six Months Average Historical Interest Rates

Total 
Rate 
Score

Company Variable  
$50k, %

*1 Year 
Fixed Adv 
$50k, %

Variable 
$500k, %

*1 Year 
Fixed Adv 
$250k, %

Variable 
$250k, %

*1 Year 
Fixed Adv 
$500k, %

SUNCORP 49.89 9.62 7.85 9.229.62 7.85 7.79

nab 47.60 9.50 8.50 9.509.75 8.70 8.3

Equity Margins Limited 47.17 9.87 8.45 9.629.87 8.70 8.2

St George Margin Lending 47.13 9.76 8.45 9.5110.01 8.70 8.2

Citigroup Margin Lending 46.83 9.85 8.50 9.8510.00 8.65 8.5

Commonwealth Securities 46.41 9.91 8.75 9.919.91 8.75 8.75

Goldman Sachs JB Were-ML 46.23 9.98 8.75 9.989.98 8.75 8.75

BT Margin Lending 46.19 10.11 8.65 10.1110.11 8.65 8.65

ANZ Bank 46.14 9.96 8.75 9.969.96 8.95 8.5

Leveraged Equities 46.13 10.03 8.75 10.0310.03 8.75 8.75

Colonial Margin lending 45.67 10.06 8.90 10.0610.06 8.90 8.9

Macquarie Investment Lending 45.61 10.19 8.80 10.1910.19 8.80 8.8

* based on June 2007

CANNEX margin lending star ratings™  Copyright 2008 CANNEX (Aust) Pty Ltd ABN 21 053 646 165  - All information contained herein shall not be 
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Product Features

Total Features 
Score*

Min Loan 
Amount   

Company Name Buffer 
Shares/Managed 

Funds

No of AU 
Shares/Managed 

Funds
P

roperty 
S

ecurity

International 
S

hares

Installm
ent 

G
earing

Option Trading Available

Long C
all

S
hort C

all

Long P
ut

P
rotected Loan

S
hort P

ut

No minColonial Margin lending ✔10%10%2036497 ✔✔44.71 ✔✔✔✔✔

No minMacquarie Investment Lending ✔5%5%2179528 ✔✔43.40 ✔✔✔✔✔

20000.00ANZ Bank ✘5%5%8571044 ✔✘43.24 ✘✔✔✘✔

20000.00Leveraged Equities ✘10%10%1668495 ✔✔43.13 ✔✔✔✔✔

No minSt George Margin Lending ✘10%10%1155586 ✔✔42.22 ✘✔✔✘✔

2500.00BT Margin Lending ✘10%10%1979423 ✔✘40.11 ✘✘✔✘✔

No minCommonwealth Securities ✔5%5%1348497 ✔✔38.58 ✔✔✔✔✔

No minCitigroup Margin Lending ✘10%5%925560 ✔✘37.71 ✘✔✔✔✔

No minEquity Margins Limited ✔10%5%312356 ✔✘36.72 ✘✔✘✔✔

50000.00Goldman Sachs JB Were-ML ✔7.50%7.50%296258 ✔✘35.79 ✘✔✔✔✔

20000.00SUNCORP ✘10%5%1147575 ✔✘34.74 ✘✘✘✘✔

No minnab ✘10%5%958451 ✔✘33.42 ✘✘✔✔✔

*The score combines product feature and security list points

CANNEX margin lending star ratings™  Copyright 2008 CANNEX (Aust) Pty Ltd ABN 21 053 646 165  - All information contained herein shall not be 
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CANNEX margin lending star ratings - methodology 

What is the CANNEX margin lending star ratings? 
 
CANNEX margin lending star ratings is a sophisticated rating methodology, unique to CANNEX, that 
compares both the Cost and Features across margin lending products. CANNEX star rated products 
represent a short list of quality products. This short list narrows the search for consumers to products that 
have been independently assessed and ranked. Five star products are considered to offer Superior value for 
money. Products are rated every six months. 
 
CANNEX’s rating methodology is transparent and extensive. The methodology compares all types of margin 
lending products for an array of characteristics such as: 
 

 Interest Rates  Fees and charges  Loan to Value Ratio (LVR) 

 Features 
 No of shares/funds 

available  

 
The results are reflected in a consumer-friendly 5-star concept.  The star ratings from the CANNEX margin 
lending star ratings are described as follows: 
 
+++++            ++++               +++                            
SUPERIOR                     EXCELLENT                STRONG            
 

How are the ‘stars’ calculated? 

CANNEX ranks margin lending products based on value-for-money measures and then awards a star rating 
according to rank.  Typically the top 4 products will be awarded a 5 star (or superior) rating.  The number of 
products awarded each of the 3 to 5 star ratings will ultimately depend of the dispersion on scores earned by 
each product. 
 
Scores are awarded to each product on the basis of rates, fees, services and list of approved securities. The 
methodology is revised and parameters are updated on a regular basis to make sure that the products are 
analysed using the most up-to-date information capturing all industry developments.  A detailed methodology 
is provided below. 
 
To arrive at the total score CANNEX applies a weight (w) against the Pricing score (P), Features score (F) 
and Acceptable Securities List score (A).  This method can be summarised as: 
 
TOTAL SCORE ( T ) = W1PRICING ( P ) + W2FEATURES SCORE ( F ) + W3ASL SCORE ( A ) 
 

Pricing (P) 
CANNEX accounts for both current and historical interest rates in the calculation of the PRICING (P) 
component of each product’s overall score, which comprises of: 

1. Standard 1 Year Fixed Rate in Advance – rates at June 2007 for $50,000, $250,000 and $500,000 
loan amounts; 

2. Historical Performance of Standard Variable Interest Rates – average of rates over the past 12 
months for $50,000, $250,000 and $500,000 loan amounts. 

The products with the lowest cost receive the highest score in the scenario analysis. 

Features (F) 
CANNEX allocates points for over 200 Features (F) of a margin lending product.  These include flexibility, 
operating terms and conditions, investor tools and imposed product parameters. The points are totalled for 
each product and then indexed to determine the product’s Feature ranking. 
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Acceptable Securities List (A) 
CANNEX currently reviews the ASL for only those securities that have either an APIR (Managed Funds) or 
ASX (Australian shares) code. International shares are not included in the calculation of the ASL score. 
 
The score for ASL is comprised of: 
A product’s average LVR for Managed Funds; and 
A product’s average LVR for Listed Shares. 
 
This score is adjusted to take into account the difference in the number of securities on a product’s menu.  A 
higher number of funds and shares on a menu will result in a higher score. Contribution of shares and 
managed funds to overall Acceptable Securities List scores will be reviewed in relation to their market size 
for each star rating. 

Weightings  
The Pricing (P), Features (F) and Acceptable Securities List (A) are weighted for each product to reflect the 
relative importance of each component in the determination of value for money.  Current weights are: 
 
Pricing (P)   50% 
Features (F)   30% 
Acceptable Securities List (A) 20% 

Total Score 
The Pricing (P) plus Features (F) plus ASL point scores (A) are indexed and then totalled to provide the Total 
Index Points.  Stars are awarded according to the Total Index Points. 
 
 

 
Variable Rate - Historical 

$50k, $250k and $500k 
 
 
 

 
 

 
 

 
 

50% 

40% 

60% 

50% 

 
Pricing Score 

50% 

 
Feature Score 

50% 

1-year Fixed Rate in 
Advance 

$50k, $250k and $500k 

Product Features 

Acceptable Securities 
List 

Shares & Managed Funds 

 

 

 

 
 

 
 Indexed Score 

Product with the best pricing or 
features will receive a full score 
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Pricing Score: 

Variable Rate - Historical 

15% 

35% 

50% 50% $50k 

 
Acceptable 

Securities List 
Score 

Shares 
ASX200: 70%;  
Others: 30% 

70% 

 
Managed Funds 30% 

Number of 
securities 50% 

Loan-to-Value 
Ratio 

50% 

 

 
Pricing Score $250k 

1-year Fixed Rate 
50% $500k 

 
Feature Score: 
 

Product Features 

 

Feature Score 

40% 

60% 

 

Acceptable 
Securities List 

 

 

 

Product Feature Weightings     
Categories Weights Selection of features included 
Lending Terms 10% Interest rates, loan application amounts, prepaid interest refunds, regular gearing availability 
Advisor services 9% Online support system, education material, historical transactions view, personal acct mgr 
Direct client services 9% Online support system, historical transactions view, personal acct manager 
Repayments 9% Early repayment fees, payment facilities available 
Margin loan trading 8% Internet/phone trading, short-sell facility, real-time trading availability 
Installment Gearing 7% Availability & flexibility, minimum start-up & ongoing contributions, automatic payment facilities 
Fees and charges 6% Application & stamp duty fees, service fees eg margin call of balance falling below minimum 
Margin information 6% Margin call notification method and notice period, buffer margin 
Transaction costs 6% Costs associated with different asset classes. Number of free transactions 
Options Trading 5% Number and variety of options available to buy & sell 
Protected Equity Facility 5% Protected loan availability, early loan repayment fees 
Security 5% Single-stock and LVR restrictions, asset class conditions 
International shares 4% Accessibility of international investments 
Portfolio Platforms 3% Number of providers available through platform, information available through one platform 
3rd party trades 1% Possibility of proceeds/purchases being allocated to entity other than margin loan holder 
Cash advance 1% Availability and immediacy 
CMT 1% Link between cash management trust and loan account 
Discount broker partnerships 1% Availability and extent 
Dividend distribution 1% Possibility of using dividends to reduce loan amount, or deposit them directly into bank acct 
Progressive drawdowns 1% Associated availability & costs 
Split/Combination features 1% Advance/arrears and variable/fixed interest rate payment provisions 
Switching 1% Associated fees 
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Does CANNEX rate other product areas? 

YES. CANNEX also rates credit cards, rewards programs, mortgages, low-doc home loans, reverse 
mortgages, personal loans, deposit accounts, package banking, business banking and car insurance 
products. The star ratings use similar methodologies to the margin lending star ratings methodology. This 
guarantees the quality and transparency of these other star ratings.  The use of similar star ratings logos also 
builds consumer recognition of quality products across categories.   Please access the CANNEX website 
(http://www.cannex.com.au/) if you would like to view the latest CANNEX star ratings reports of interest. 
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