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Understanding how to borrow to invest  

Bamboo Wealth     

Borrowing to Invest 

How does gearing work? 

Gearing or is often referred to as “leveraging”, it is simply borrowing 

money to invest. By taking out a loan, you can increase your investment 

opportunities. Allowing for an increase in exposure to certain growth 

assets (typically shares or property). The earnings generated from these 

assets is then used to help pay off the debt from the geared loan. 

It is important to understand the importance of loan-to-value ratio (LVR), 

also known as the “gearing ratio”. The LVR represents the actual amount 

that the lender is willing to provide to the borrower. A gearing loan with 

a LVR of 80% will mean that the deposit amount required will be 20% of 

the loan amount. 

What are the benefits of borrowing to invest? 

▪ Leveraging 

o Allows for a greater exposure to assets which many not have 

been able to purchase due to limitation of personal funds.  

▪ Tax implications 

o Gearing can allow for tax minimisation strategies to be utilised, 

such as prepaid interest, franking credits, reduced potential 

capital gains tax (CGT) implications and negative gearing.  

▪ The ability to seize opportunities 

o Allows you to take advantage of opportunities when market 

conditions are favourable.  

▪ Wealth accumulation. 

o Allows for wealth to be accumulated at a higher percentage due 

to borrowed funds.  

 

What are the negatives of using a borrowing strategy? 

▪ Magnified losses 

o Gearing can magnify investment gains but it can also magnify 

losses greatly.  

▪ Margin calls 

o If the value of your investments decreases below the LVR, then 

assets may have to be sold down to reach the desired LVR. 

▪ Interest rate increases  

o If interest rate increases the cost of investing will increase and 

could decrease the returns on investments.  
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This information has been prepared without taking into account your financial situation, needs or objectives. You should consider the 

appropriateness of the General Advice, in light of your financial situation, needs and objectives before making any purchase decisions. 

This information does not take into consideration your communications needs based on age, culture, education and health. 

What can you borrow against? 

The assets borrowed against are typically growth assets such as:  

▪ Shares (Australian and/or international)  

▪ Listed property trusts  

▪ Direct property  

▪ Managed funds  

These assets are best suited for gearing strategies as they allow for a high potential 

of capital growth.  

Who is  suitable for borrowing? 

Gearing is considered as a high-risk strategy. To be most suitable to borrow 

using a marginal loan an investor should: 

▪ Have a High (or High Growth) Risk Profile 

▪ Have equity and/or cash or assets to borrow against 

▪ Sufficient cashflow to fund the debt  

▪ Secure source of income/cashflow to meet repayments 

▪ Adequate levels of income protection  

▪ An investment timeframe of at least 10 years  

▪ A willingness to borrow money to invest  

 

Why should you see a Financial Planner before using a gearing 

strategy?  

Seeking advice from a CERTIFIED FINANCIAL PLANNER® professional can 

help you understand the how borrowing to invest and build you wealth and 

secure yourself a prosperous financial future  

There are also other important issues to consider which include: 

1. Insurance cover: How will my gearing obligations be paid if I die or 

become injured? 

2. How does gearing through a Self-Managed Superannuation Fund 

(SMSF) work? 

3. Estate Planning: How can my investments be distributed when I 

die?   
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Borrowing to Invest 

Superannuation Fund     DID YOU KNOW? 

✓ Most lenders will lend 

up to 75%, possibly even 

80%, against a security 

that has a lower level of 

perceived risk. 

✓ Lenders typically apply a 

buffer of 5-10% to the 

base LVR to help 

accommodate 

fluctuations in the share 

market. 

✓ In 2010, marginal 

(gearing) loans will be 

covered under the 

Corporations Act 2001. 

✓ Margin lenders and 

advisors are regulated by 

ASIC and need to hold 

an Australian Financial 

Services Licence. 

✓ The costs incurred in 

obtaining a gearing loan 

are allowable as tax 

deductions. 

For more information, 

contact us to see if you 

are ready to borrow to 

invest 
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