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SPREAD BETTING

UNDERSTANDING SPREAD BETTING

HOW SPREAD BETTING WORKS

1. Know your spread

2. Decide which way you
want to bet

3. Decide how much you
want to bet per point

4. Closing your bet and
calculating your return

We will quote you two prices for any underlying
instrument, for example shares, indices or
currencies.

The lower ‘selling’ price is called the bid and the
higher ‘buying’ price is called the offer.

The difference between these is called the
spread.

If you think prices will rise you place a buy bet
and if you think prices will fall you place a sell
bet.

The movement of the underlying share or index
is measured in points.

For every point up or down you can choose to
bet an amount.

To close the bet you simply place an opposite
bet for the same amount per point.

We quote 299-300 for Barclays.
299 is the sell/bid price
300 is the buy/offer price

If you think prices will rise you bet that the Barclays share
price will move higher than 300.

If you think prices will fall you bet that the Barclays share
price will move lower than 299.

You decide to bet £20 per point at 300.

With this bet you will make £20 for every point that the
bid price (the price at which you can close the position)
rises above 300 and lose £20 for every point the bid
price falls below 299.

After one week the Barclays price has risen to 368-369
and you decide to take your profit. You close your bet by
‘selling’ £20/point at 368, the bid price.

You have made (368 — 300) x £20 = £1,360. And with
no tax to pay!

Of course, had the price moved against you, you could
have lost more than your initial deposit.



COMPARING COSTS

Using the example outlined opposite, we can show that your initial
outlay to open your spread bet is much less than that required to
purchase conventional shares which give you the same return.

Your £20/point bet produces a result equivalent to buying 2,000
Barclays shares. With a conventional share holding at this level, each
penny movement in the price would also be worth £20 to you.

2,000 x 300p = £6,000

Please be aware that your maximum potential loss is the same
whether you spread bet or buy the equivalent shares and margin
rates vary on different stocks and markets.

However with spread betting, you pay:
No commission
No broker fees
No capital gains tax*

No stamp duty*

The only charge is the spread.

However, for the same return the cost of buying conventional
shares is much more.

5% deposit calculated as
£20x 300 = £6,000 x 5% = £300

Therefore the margin requirement is £300.

Where can | find out more?

Your Rowan Dartington Investment Executive will be happy to
speak to you about spread betting. Their contact details can

be found on the business card attached to the folder in this
information pack. For further information, please visit www.rowan-
dartington.co.uk.

* Under current tax legislation all profits are free from any UK
taxation. Please note that tax laws are subject to change.
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