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IMPORTANT NOTICE 
Aegis has been commissioned to produce this report.  This means that Aegis has received a fee for 
reviewing and assessing this product.  In compiling this report, Aegis’ views remain fully independent 
of influence or conflicts of interest.  Our team of analysts undertake an objective analysis of the offer 
and conclusions are presented to senior officers and an External Committee for review.  The External 
Committee has a separate charter and does not report to management and its findings are conclusive 
and not subject to appeal by the issuer of the product.  In the event any updated or additional material 
is issued to the market, such as a supplementary prospectus or other new information, subsequent to 
the issue date of this report, Aegis considers this report no longer current. 

Disclaimer & Disclosure of Interests 
This publication has been prepared by Aegis Managed Investments Research Pty Limited (“Aegis”) (ACN 111 536 
693), an Australian Financial Services Licensee (AFSL no. 293656). Aegis has been commissioned to prepare this 
independent research report (the “Report”) and will receive fees for its preparation. The company specified in the 
Report (the “Participant”) has provided Aegis with information about its activities. Whilst the information contained 
in this publication has been prepared with all reasonable care from sources that Aegis believes are reliable, no 
responsibility or liability is accepted by Aegis for any errors, omissions or misstatements however caused. Any 
opinions, forecasts or recommendations reflects the judgement and assumptions of Aegis as at the date of 
publication and may change without notice. Aegis and the Participant, their officers, agents and employees 
exclude all liability whatsoever, in negligence or otherwise, for any loss or damage relating to this document to the
full extent permitted by law. This publication is not and should not be construed as, an offer to sell or the 
solicitation of an offer to purchase or subscribe for any investment. Any opinion contained in the Report is 
unsolicited general information only. Neither Aegis nor the Participant is aware that any recipient intends to rely on
this Report or of the manner in which a recipient intends to use it. In preparing our information, it is not possible 
to take into consideration the investment objectives, financial situation or particular needs of any individual 
recipient. Investors should obtain individual financial advice from their investment advisor to determine whether 
opinions or recommendations (if any) contained in this publication are appropriate to their investment objectives, 
financial situation or particular needs before acting on such opinions or recommendations. This publication is not 
for public circulation or reproduction whether in whole or in part and is not to be disclosed to any person other 
than the intended recipient, without obtaining the prior written consent of Aegis. This report is intended for the 
residents of Australia. It is not intended for any person(s) who is resident of any other country. Aegis and/or the 
Participant, their officers, employees or its related bodies corporate may, from time to time hold positions in any 
securities included in this Report and may buy or sell such securities or engage in other transactions involving 
such securities. Aegis and the Participant, their directors and associates declare that from time to time they may 
hold interests in and/or earn brokerage, fees or other benefits from the securities mentioned in this publication. 

Structured securities are complex instruments, which may involve a high degree of risk, and are intended for sale 
to sophisticated investors who are capable of understanding and assuming the risks involved. The market value of 
any structured security may be affected by changes in economic, financial and political factors (including, but not 
limited to, spot and forward interest and exchange rates), time to maturity, market conditions and volatility, and 
the credit quality of any issuer or reference issuer. High-volatility investments may experience sudden and large 
falls in their value, causing losses when those investments are realised.  

An investor considering purchasing a structured product should conduct their own investigation and analysis of the 
product and consult their professional advisers as to the risks involved in making such a purchase. 

Aegis, its officers, employees and its related bodies corporate have not and will not receive, whether directly or 
indirectly, any commission, fee, benefit or advantage, whether pecuniary or otherwise in connection with making 
any statements and/or recommendation (if any), contained in this Report. Aegis discloses that from time to time it 
or its officers, employees and related bodies corporate may have an interest in the securities, directly or indirectly,
which are the subject of these statements and/or recommendations (if any) and may buy or sell securities in the 
companies mentioned in this publication; may effect transactions which may not be consistent with the statements
and/or recommendations (if any) in this publication; may have directorships in the companies mentioned in this 
publication; and/or may perform paid services for the companies that are the subject of such statements and/or 
recommendations (if any). However, under no circumstances has Aegis been influenced, either directly or 
indirectly, in making any statements and/or recommendations (if any) contained in this Report.  

The information contained in this publication must be read in conjunction with the Legal Notice that can be located 
at http://www.aegis.com.au/Public/Disclaimer.aspx 
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Australian Managed Investments 
Note: This report is based on the Westpac 
Maximiser PDS, dated 16 April 2010, 
together with other information provided by
Westpac Banking Corporation as at April 
2010. Structured Products  

Westpac Maximiser 
Deferred Purchase Agreement that provides exposure to the 
performance of the S&P/ASX 200 Index  Not  

Recommended  
Investment  

Grade  
Highly 

Recommended 

 Speculative  Recommended  
 

Offer Overview 
Product Summary 

Westpac Maximiser (the product) is issued by Westpac Banking 
Corporation (the Issuer). The product is structured as a Deferred 
Purchase Agreement (DPA) that provides exposure to the performance
of the S&P/ASX 200 Index over a five-year period. The product offers 
two strategies from which investors can select. Strategy A has 
unlimited return potential and will have a participation rate of between
85% and 100%. Strategy B will have a participation rate of between 
175% and 200%, with the movement of the index capped at 100%. 
Both strategies offer capital protection. Strategy A offers 100% capital
protection and Strategy B offers 75% capital protection. Investors are 
not eligible to receive any dividends paid out by companies within the 
S&P/ASX 200 Index over the period. Capital protection will be 
provided via a zero coupon bond (ZCB). At maturity, investors may 
elect to receive the delivery asset, which will be a security determined 
by the Issuer, or cash (see Product Structure, page 5). The amount 
received will be equal to the greater of the protected amount or the 
amount as calculated on the basis of the index performance and the 
participation rate for the respective strategies (calculations detailed in 
Section 4). There is no secondary market for the product. Investors 
may submit an early withdrawal request, which will be processed at 
the end of each calendar quarter; however, acceptance of the request 
is at the discretion of the Issuer. 

Investment View 
Investor Suitability    

An investment in the product is suited to those investors who are 
seeking exposure to the domestic market but have a low to medium 
level of risk tolerance. This product is appropriate for those investors 
who are concerned about market volatility over the medium term and,
hence, seek to ensure that losses are capped in the event the market 
moves in an adverse direction over the investment term. An 
investment in Strategy A is for those investors who have no tolerance 
for loss. With respect to Strategy B, given the amount the index has 
to increase to redeem the initial investment amount at maturity, 
investors should have a moderately positive outlook on the Australian 
market. Aegis’ backtesting indicated that Strategy B outperformed 
Strategy A over the period of our backtesting. Investors have no 
entitlement to dividend income throughout the investment term. As 
such, this product is not suitable for those investors seeking a regular 
income. 

Recommendation 

Aegis has assigned Westpac Maximiser with a Recommended rating. 

 Offer Details 

Offer Period 
19 April 2010 - 4 June 
2010 

Issue Date  18 June 2010*  

Maturity (years) 18 June 2015 (five)* 

Min. Investment A$10,000 

Liquidity Not listed 

Distributions None 

*Dates are indicative. 

Risk/Return Profile* 

Capital Return 
 

Income Return 

   

Capital Return 
Volatility 

 Income  
Volatility 

   

Risk to Capital 
 Tax  

Effectiveness 

   
*This profile reflects Strategy B. 
 

Fees (paid to advisors), incl. GST, %  

Up-front  Up to 2.2 

Ongoing  n/a 

Note: The above represent the maximum advisor fees 
payable by investors. Actual fee levels are subject to the 
commercial relationship between investors and advisors. 

 

The investment opinion in this report is current as at the date of publication.  Investors and advisers should be aware 
that over time the circumstances of the issuer and/or product may change which may affect our investment opinion. 
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SWOT Summary 
Strengths 

 Capital protection is provided over the full investment amount in 
Strategy A and 75% of the investment amount in Strategy B. 

 Strategy B offers investors the ability to leverage their investment 
by 75% to 100% (depending on the participation rate set), 
providing investors the opportunity to participate in returns in 
excess of those that would be generated from a direct investment in
the market.   

 The Issuer is utilising a ZCB to provide capital protection. This 
method ensures that volatility and correction risk are borne by the 
Issuer, whereas with the alternate method (constant proportion 
portfolio analysis (CPPI)), these risks are borne by the investor. 
Given the recent volatility in the market, Aegis views ZCB as the 
most appropriate capital protection mechanism for this product.  

Weaknesses 

 No entitlement to dividends over the investment term. 

 Lack of transparency with respect to fees and early redemption 
value due to lack of disclosure of option pricing. 

 The participation rate in Strategy A will likely be set at less than 
100%, which means investors’ returns will likely be less than the 
return of a direct investment in the S&P/ASX 200 Index. From 
January 1980 to March 2010, on a rolling five-year basis, with a 
participation rate of 85%, Strategy A underperformed the index 
97.37% of the time. 

 The use of capital protection in Strategy B means that the index has
to increase by more than 25% (given the maximum participation 
rate) or 33.3% (given the minimum participation rate) for the 
Strategy to outperform a direct investment in the market.  

Opportunities 

 Both strategies provide investors who may be concerned about 
volatility over the medium term with the opportunity to gain 
exposure to the domestic market. 

Threats 

 With Strategy B, the index has to increase by about 14.3% if the 
participation rate is 175% and 12.5% if the participation rate is 
200% for an investor to redeem the investment amount.   

 For Strategy B, the movement of the Index is capped at 100% over 
the investment term. This may result in investors missing out on 
potential upside in the index.  

 Product Fees (paid by investors) 

Base Fees, % of 
Assets 

Product Sector 
Avg. 

Up-front1 2.2 1.9 
Ongoing2 n/a 1.7 
Exit3 0.22 0.20 
1Assumes maximum advisor commission. Actual 
commissions may be less. 
2This is a set-and-forget product. As such, there are no 
explicit ongoing fees incurred by investors. 
3Exit fees include the delivery deduction fee at maturity. 
Note, if investors elect to receive cash settlement at 
maturity, an additional 0.22% fee will be incurred. In the 
event of an early withdrawal by an investor, a fee of 1.10% 
of the greater of the aggregate investment amount or the 
early withdrawal amount will be incurred. 

Total Fees, % of Expected Total Return* 

 
Product Sector 

Avg. 
Up-front  3.4 2.9 
Ongoing  0.0 14.2 
Exit  0.0 0.3 
Total  3.4 16.7 

*Based on an average return of 13% p.a.  

Performance Fees 

n/a 

Indirect Fees/Product Costs 

Product costs include those associated with 
the options to provide the participation rate 
and the costs associated with providing the 
capital protection. In addition, investors 
forego the dividends and associated franking 
credits issued by companies in the index for 
capital protection.  

Fee Commentary 

Transparency of fees is poor, given a lot of 
the fees/costs associated with the product 
are implicit in the option pricing. The cost to 
investors represents the opportunity cost of a 
lower participation rate than would otherwise 
be determined in the absence of the Issuer 
taking a profit margin. The extent of the 
opportunity cost is unknown, given the 
pricing structure is not disclosed by the 
Issuer. 

 

 

Portfolio Diversification 
By Strategy By Financial Instrument (Indicative) 

 

Strategy A 

 

Strategy B 
S&P/ASX 

200 
100%

Fees 
2.2%

ZCB 
70.4%

Options 
27.4%

Fees 
2.2%

ZCB 
52.8%

Options 
45.0%
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2. Structure 

Product Overview 
Westpac Maximiser (the product) is issued by Westpac Banking 
Corporation (the Issuer). The product is structured as a DPA providing 
exposure to the performance of the S&P/ASX 200 Index over a five-
year period. Upon issue, fees are deducted from the investment 
amount and the remaining funds are notionally invested in two asset 
classes (the amount depending on the respective strategy and market 
conditions at the time of investment): (1) a ZCB for capital protection 
and (2) an option providing exposure to the performance of the 
S&P/ASX 200 Index. 

The product offers two strategies from which investors can select. 
Strategy A has unlimited return potential and will have a participation 
rate of between 85% and 100%. Strategy B will have a participation 
rate of between 175% and 200%, with the participation in the 
movement of the index capped at 100%. Participation rates will be 
determined on the issue date and fixed for the investment term. Both 
strategies offer capital protection. Strategy A offers 100% capital 
protection and Strategy B offers 75% capital protection. Investors are 
not eligible to receive any dividends paid out by companies within the 
S&P/ASX 200 over the investment term. It should be noted that the 
capital-protected amount will be equal to the initial investment amount
minus the up-front fee. For example, if maximum fees were incurred, 
a A$10,000 investment in Strategy A would result in A$9,780 being 
protected while a A$10,000 investment in Strategy B would result in 
A$7,335 being protected. In addition, delivery deductions and/or cash 
settlement fees will be incurred upon maturity. 

At maturity, investors will receive the greater of the capital-protected 
amount or the performance of the product as calculated by the Issuer, 
less delivery deductions or cash settlement fees. The calculation 
method used to determine the performance of the product is detailed 
in Section 4. Investors may elect to receive the delivery asset or cash 
at maturity. The delivery asset will be one of the following stocks 
selected by the Issuer: Telstra Corporation Limited (TLS), BHP Billiton 
Limited (BHP), Woolworths Limited (WOW), Commonwealth Bank of 
Australia (CBA) or SPDR S&P/ASX 200 Fund (STW).  

There is no secondary market for the product. For early withdrawal 
requests, see Exit Details. 

  
Key Exposure 

Underlying 
Exposure: 

Performance is linked to the 
S&P/ASX 200 Index. Return at 
maturity is determined by the 
product performance 
calculation. 

FX Exposure: None  
 

 

Exit Details 

Exit Facility: The product is expected to be 
held to maturity. Investors may 
submit an early withdrawal 
request to the Issuer prior to 
the maturity date; however, 
acceptance of the request is at 
the discretion of the Issuer. 
Early withdrawal requests will 
be processed at the end of each 
calendar quarter.  

 If an early withdrawal request 
is accepted, then the 
withdrawal amount will be 
determined by the Issuer. The 
amount received will be the fair 
economic value of the 
underlying investment, as 
determined by the Issuer, 
minus any costs associated 
with terminating the 
investment. Early withdrawal 
invalidates capital protection 
and may result in the investor 
receiving an amount lower than 
the initial investment amount. 

Issuer Early 
Redemption: 

The Issuer may terminate the 
investment if an early 
termination event occurs (see 
PDS for a list of early 
termination events). The 
amount received will be the fair 
economic value of the 
underlying investment minus 
any costs associated with the 
termination of the investment, 
including break costs, funding 
costs and administrative costs. 

  

Investment Structure 

 

Investors

Westpac Maximiser
Zero 

Coupon 
Bond

Option providing exposure  to 
the performance of the 
S&P/ASX 200 Index

Fees & 
Commission

Min. Investment 
amount $10,000

Fixed Participation 
Rate upon Issue

Delivery Asset or 
Cash upon 
maturity

http://www.fundsfocus.com.au/managed-funds/westpac/
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Product Leverage  

Used: Leverage is implicit in the option structure and is reflected in the participation rate.   

Cost (incl. Fees): The cost of leverage is not separately disclosed. The cost of leverage is implicit in the margin 
between the fair market value of the options and the actual pricing of the options. The cost to 
investors, therefore, is represented by the opportunity cost of a lower participation rate than would 
otherwise be determined in the absence of a profit margin to the Issuer. 

Recourse: n/a 

Capital Protection  

Method: ZCB (notional) – The benefit of the ZCB method of capital protection in comparison to the CPPI 
method for this product is that a ZCB is not adversely affected by market volatility or a market 
correction. That is, the ZCB method does not expose the investor to being less than 100% exposed to 
the underlying strategy as a consequence of deleverage events. The disadvantage of the ZCB method 
is the lack of entitlement to dividend income. 

Conditions: Must be held to maturity. 

Cost: Opportunity cost embedded in the ZCB. 

Counterparty Risk: The risk that Westpac Banking Corporation (S&P: AA) fails in its obligation to provide capital 
protection at maturity. 

Tax  

Disclaimer: Tax consequences depend on individual circumstances. Investors must seek their own taxation 
advice. The following comments show Aegis’ expectation of tax for ordinary Australian taxpayers, but 
cannot be considered tax advice. 

Capital gains: A capital gains tax (CGT) event is likely to apply upon both the maturity of the product and the sale 
of the delivery asset if the investor elects to accept the delivery asset at maturity, given a capital 
gain is made. The cost base for the CGT calculation will likely be reduced after the CGT event at the 
maturity of the product and so investors will not be double-taxed for capital gains upon the sale of 
the delivery asset post maturity. Investors will likely be eligible for the CGT discount (50% for 
individuals and 33.3% for super funds) at the maturity of the product if the delivery asset is 
redeemed and upon the sale of the delivery asset post maturity, given the delivery asset has been 
held for greater than 12 months post maturity of the product. Note that investors who elect to take 
cash at maturity may not be eligible to receive the CGT discount on any gain made upon the disposal 
of their securities by Westpac.   

Distributions: Dividends will not be received by investors and investors will not be eligible for franking credits issued 
by companies in the S&P/ASX 200 Index over the investment term.  

Interest deductibility: No  

Foreign Income Fund (FIF): No  

Legal Structure  

Wrapper: Deferred Purchase Agreement  

Custodian: n/a 

Trustee: n/a 

Offer Document: The Product Disclosure Statement (PDS), dated 16 April 2010, has not been lodged with the 
Australian Securities Investment Commission (ASIC) and is not required by the Corporations Act 
2001 to be lodged with ASIC.  

Returns  

Capital vs. Income: Returns will be on capital account, with returns linked to the capital growth of the S&P/ASX 200 
Index over the five-year investment term (minus associated costs and fees).  

Income Frequency: Investors will not receive any dividends distributed by companies in the S&P/ASX 200 Index. 

Foreign Currency Risk: No 

Investor Leverage  

Available: n/a 

Cost (incl. Fees): n/a 

Recourse: n/a 

Risks Investments in structured products are subject to a range of risks, including general market risks and 
risks specific to the product. Refer to the PDS for a full list of risks associated with this product.  

http://www.fundsfocus.com.au/managed-funds/westpac/


 

Westpac Maximiser April 2010 

 

 page 7 of 16 Copyright © 2010 Aegis Equities Research Pty Limited. All Rights Reserved. 
Aegis has been commissioned to produce this report. 

F
o

r 
A

d
v
is

e
rs

 O
n

ly
 

3. Management & Corporate Governance 
 

Board of Directors 
 The directors of Westpac Banking Corporation are not directly involved in the product; 

however, they are involved in determining the overall strategy of the Westpac Group. The 
group has board-approved corporate governance principles, which include maintaining a 
board that consists of a majority number of independent directors. 

 

Management Team 
 The product will be managed by the Westpac Structured Investments team, which sits within 

the Equities Division of Westpac Institutional Bank. Westpac has been issuing structured 
products to the Australian retail market for 10 years. The product is essentially a ‘set and 
forget’ product. With the derivative structures being entered into on day one, the 
management team has limited involvement in the product beyond the issue date. 

 

Information Flow 
 Indicative values of the product will be published on the Westpac website 

(www.westpac.com.au/structuredinvestments) on a monthly basis. The indicative value will 
reflect the fair economic value of the product at that point in time. A statement providing the 
details of an individual’s investment will be provided on an annual basis. At least 20 business 
days prior to maturity, investors will be issued with a Settlement Election Form, in which 
investors nominate either physical settlement or cash settlement. 

  

http://www.fundsfocus.com.au/managed-funds/westpac/
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4. Investment Process 
 

Investment Philosophy/Objective 
 The objective of the product is to provide capital-protected exposure to the S&P/ASX 200 

Index. The product is intended to provide a choice to investors with differing risk-return 
appetites. This is achieved by offering two strategies that provide differing levels of capital 
protection and differing levels of participation at maturity. 

The Issuer has chosen to utilise a ZCB to provide capital protection for the product. Given the 
recent volatility in the market, Aegis views ZCB as the most appropriate capital-protection 
mechanism for the product. The Issuer has selected the S&P/ASX 200 Index as the basis for 
the product’s return, as this index is commonly used to represent the performance of the 
domestic market.  

 

Return Calculation Methodology 
 Return at maturity is calculated using the following methodology for the respective strategies:

 Strategy A – The greater of the capital-protected amount or an amount equal to       
 A + [A x B x (D-C)/C] 

Strategy B –  The greater of the capital-protected amount or the lesser of  

 A x 0.75 + [A x B x Cap Level] and 

 A x 0.75 + [A x B x (D-C)/C]. 

Where: 

A = The Investment Amount 

B = The Participation Rate 

C = The Index level on the Issue Date 

D = The Index level at the Maturity Date 

Cap Level = 100% (returns will be capped at this amount). 

Figure 1 below provides an example of the calculation methodology. For illustration purposes, 
we have used the minimum possible participation rate. Please note that this example is for 
illustration purposes only and does not reflect in any way the potential outcomes of the 
product. 

 
Figure 1. Example of Return Calculation 

  Strategy A Strategy B 

Investment Amount $10,000 $10,000 

Participation Rate 85% 175% 

Cap Level 0% 100% 

Index level at Issue Date 4,000 4,000 

Index level at Maturity Date 6,000 6,000 

   

Return 10,000+[10,000 x 85% x  

(6,000-4,000)/4,000] =              
$14,250 

10,000 x 75%+[10,000 x  
175% x (6000-4000)/4000]= 

$16,2501 

Return (%) 42.50% 62.50% 

Return (p.a.) 7.34% 10.20% 

1  The latter of the two calculation methods was used for this calculation. The former of the two calculations 
listed will only be used if the index level at maturity is greater than 100% above the index level at the issue 
date. 

 Source: Aegis Equities Research 

http://www.fundsfocus.com.au/managed-funds/westpac/
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5. Performance Analytics 
 The key points of the performance analysis are as follows: 

  The historical market data used by Aegis in the analysis were provided by Westpac and 
have not been verified by Aegis; 

  Note that calculations do not take into consideration product fees. Therefore, the results 
for the two strategies may be slightly overstated. In addition, the analysis is based on the 
historical performance of the index and the strategies to provide some direction for 
investors; however, it should be noted that past performance does not reflect future 
performance; 

  Strategy A outperformed the index only 2.63% of the time on a rolling five-year basis 
from January 1980 to March 2010 with a 100% participation rate. Outperformance of the 
strategy occurred when the index generated negative returns over the five-year period. 
The return was the same in all other observations less fees. With the minimum 
participation rate of 85%, Strategy A outperformed the index only 2.63% of the time on a 
rolling five-year basis; and 

  Strategy B outperformed the index 69.11% of the time on a rolling five-year basis from 
January 1980 to March 2010 with a 200% participation rate. Periods of underperformance 
occurred when the index level fell by less than 25% and increased by less than 25% or the
returns were in excess of the cap level. With the minimum participation rate of 175%, 
Strategy B outperformed the index only 53.8% of the time over the same period. 
Outperformance over the index was reduced with the lower participation rate because the 
return required for the strategy to outperform increased from 25% to about 33.3%.    

 Historical Performance 
 Figure 2 illustrates the historical performance of the S&P/ASX 200 Index compared to the two 

strategies on a five-year rolling basis (annualised) from January 1980 to March 2010 
incorporating the maximum participation rates for the two strategies. The S&P/ASX 200 Index
excludes dividends. As the Index has only been in existence since 31 March 2000, Index 
performance between 1 January 1980 and 28 May 1992 has been simulated with reference to 
the All Ordinaries Index and performance between 29 May 1992 and 30 March 2000 has been 
simulated with reference to the S&P/ASX 200 calculation methodology. Had the S&P/ASX 200 
Accumulation Index been used, it is likely that both strategies would not have performed as 
well, as the accumulation index includes dividends paid. As can be seen in the figure, 
Strategy B outperformed both the index and Strategy A for a large portion of the period; 
however, it underperformed both the index and Strategy A when the market surged 
throughout the 1982 to 1987 period, resulting in returns well in excess of the cap level of 
Strategy B. Strategy B also underperformed the market during those periods when the index 
decreased by less than 25% or increased by less than 25% over the investment term. 
Strategy A performed largely in line with the index, with the only difference occurring when 
the index generated a negative return over the five-year period. Over the observation period, 
Strategy A outperformed the index 2.63% of the time. 

http://www.fundsfocus.com.au/managed-funds/westpac/
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Figure 2.  Historical Performance of S&P/ASX 200 Index vs. Strategies With Maximum  

 Participation Rates (January 1980 to March 2010) 

 

 
 

Source: Westpac Banking Corporation/Aegis Equities Research 

 Figure 3 illustrates the historical performance of the S&P/ASX 200 Index compared to the two 
strategies on a five-year rolling basis (annualised) from January 1980 to March 2010 using 
the minimum participation rates for the two strategies. Strategy B continued to outperform 
both the index and Strategy A for a majority of the observation period; however, the strategy 
outperformed to a lesser extent. One of the main reasons for the reduced level of 
outperformance over the index was that the amount required for Strategy B to increase over 
the index increased from 25% to 33.3%. Strategy A underperformed the index over the 
observation period 97.37% of the time due to the reduced participation rate. As with the 
maximum participation rate, Strategy A outperformed only when the index generated a 
negative return over the five-year period. 

 
Figure 3.  Historical Performance of S&P/ASX 200 Index vs. Strategies with Minimum 

 Participation Rates (January 1980 to March 2010) 

 

 
 

Source: Westpac Banking Corporation/Aegis Equities Research 
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 Figure 4 provides a summary of the five-year rolling returns analysis over the observation 
period (January 1980 to March 2010). The capital protection offered by the two strategies 
ensured that the losses made by the strategies were restricted compared to those of the 
Index. The cap level imposed on Strategy B resulted in the maximum return observed being 
significantly less than that of the Index and Strategy A, which is not capped. The figure shows
the impact on the returns of the two strategies when the participation rate is lowered. The 
volatility of Strategy A over the observation period is less than that of the Index, whereas the 
volatility of Strategy B is greater than that of the Index. This is expected, given the inherent 
leverage in the strategy. 

 
Figure 4. Summary of Five-year Rolling Returns (January 1980 to March 2010) 

  S&P/ASX 
200 

Strategy A Strategy B 

  Minimum 
Participation 
Rate (85%) 

Maximum 
Participation 
Rate (100%) 

Minimum 
Participation 
Rate (175%) 

Maximum 
Participation 
Rate (200%) 

Min. Return1 -36.55% 0.00% 0.00% -25.00% -25.00% 

Max. Return1 358.23% 304.49% 358.23% 150.00% 175.00% 

Average Return (p.a.) 
annualised 

9.43% 7.93% 9.17% 9.49% 11.12% 

Outperformance of Strategy 
as a % of observations2 

 2.63% 2.63% 53.8% 69.11% 

Underperformance of Strategy 
as a % of observations2 

 97.37% 97.37% 46.2% 30.89% 

1 For each of the Strategies the minimum and maximum returns are calculated on the investment amount to 
give the maturity amount (product fees and deductions are excluded). 

2 Figures reflect percentage of time the two strategies outperformed/underperformed the Index over the 
observation period after accounting for the advisor deduction and delivery deduction, but excluding any cash 
settlement fees. 

 
Source: Westpac Banking Corporation/Aegis Equities Research 
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