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About this Review

ASSET CLASS SPECIALISED
SECTOR INVESTMENT BONDS
TOTAL ISSUERS RATED 5

About the Issuer

ISSUER CENTURIA LIFE LIMITED ('CENTURIA")

OWNERSHIP CENTURIA CAPITAL (ASX: CNI)
ASSETS MANAGED IN THIS SECTOR ~ $812M (31 DECEMBER 2022)
Investment Menu

NO. OF INVESTMENT OPTIONS 28
PASSIVE OPTIONS INCLUDED 7
ADDITIONAL FEATURES CHILD PLAN
MINIMUM INVESTMENT S500

* Aninvestment bond (insurance bond or growth
bond) is technically a life insurance policy that
combines features of a managed fund with an
insurance policy, with each investment bond having
an owner and at least one life insured. It is designed
as an investment that can be a tax-effective way to
invest if certain rules for making contributions and
withdrawals are followed.

¢ Investment bonds and their issuing entities
(insurance companies and friendly societies) are
regulated by APRA and ASIC.

¢ Investment bonds are ‘tax paid’ investments.

Investment earnings, including realised capital gains,

are taxed at a maximum rate of 30% when they are
received by the issuer and do not contribute to an
investor’s personal income. For some investment

options, the actual effective tax rate can be lower than

30% due to tax offsets, such as dividend imputation
or foreign tax credits.

* Investors may usually access their investments at any
time. However, withdrawals made within the first 10

years may attract personal tax liability, where some
or all of the earnings may be taxable at an investor’s
marginal tax rate depending on when the

withdrawals are made. However, due to the tax paid

status of investment bonds, taxable withdrawals are
usually eligible for a full 30% tax rebate from the
ATO, which can be used to offset against other
taxable income.

¢ Additional contributions of up to 125% of the
previous year’s contributions can be made into an
investment bond each investment year without
restarting the 10-year advantage period. However, if
a contribution is not made in one year, then any
contributions in subsequent years will restart the 10-
year period.

¢ If an investment bond is held for at least 10 years,
providing that the 125% additional contribution rule

Recommended

has been adhered to, then the investment will be
completely tax paid after 10 years.

Please refer to our important notice below and to the
PDS which contains further details on the features of
investment bonds and their taxation implications.

The ‘Recommended’ rating indicates that Lonsec
considers the investment bond to be a recommended
entry point to this sector. The issuer or structure of
the investment bond has competitive advantages in
several areas of assessment in people, process and
design.

The research process has included, but is not
restricted to, the Lonsec Ratings Process for
Investment Bonds. Lonsec has not sought legal
advice regarding the structure of the product or
engaged a taxation specialist; no assessment has been
made on the product’s tax effectiveness.

Centuria is an experienced and well-established
investment bond issuer.

A selective, ‘best-of-breed’ investment menu.

Robust and rigorous manager review, selection and
monitoring process supported by dedicated
investment resources.

Cheap and transparent fee structure.

Fewer additional features than Lonsec rated peers.

The tax treatment of the product is expected to
influence some benefits of the product. This Review
does not amount to tax advice and Lonsec has not
obtained specialist tax advice on the product. As
taxation implications may vary for each investor,
Lonsec strongly advises investors to consult a taxation
specialist before deciding to invest.

Lonsec notes that the product issuer has produced a
Target Market Determination (TMD) which forms part
of their Design and Distribution Obligations for the
product. Lonsec has collected the TMD that has been
provided and notes that this should be referred to for
further details on the Target Market Summary,
Description of Target Market and Review Triggers.

Investment bonds may be suited to investors:

As a tax effective long-term investment;

As a complement to superannuation;

As a way to invest for children; and

As an estate planning and wealth transfer solution.

We strongly recommend that potential investors read the product disclosure statement Lonsec Research Pty Ltd ABN 11 151 658
561 ® AFSL No. 421 445 e This information must be read in conjunction with the warning, disclaimer, and disclosure at the end of

this document. This report supersedes all prior reports.
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No key changes since Lonsec’s previous review.

Issuer experience

Centuria Life (‘Centuria’), an APRA regulated Life
Company, is a well-established and profitable
investment bond issuer. Having managed investment
bonds since 1981, Centuria is the fourth largest
player in the market, managing circa $812m of
investment bonds as at 31 December 2022. The
business is well resourced with 21 people involved
directly in investment bonds, covering investment
management, distribution, investor services, fund
accounting and compliance. Centuria will also
leverage off its parent company Centuria Capital in
areas such as business infrastructure, risk
management, operational support and marketing.

Michael Blake is Head of Centuria Life and oversees
the investment team responsible for LifeGoals. Prior
to joining Centuria in April 2018, Blake held senior
positions in Heine Funds Management, Mercantile
Mutual, Zurich, HSBC Asset Management and
Cromwell Property Group. Blake has a strong
understanding of the investment bond landscape and
played a pivotal role in the design and
implementation of the LifeGoals product. Blake is
supported by Investment Analyst Thomas Nielsen.

Centuria operates a committee-based decision-
making structure with the Investment Sub-
Committee ('ISC’) responsible for the operational,
quantitative and qualitative selection, and review
aspects of LifeGoals. The ISC meets weekly to
analyse incumbent funds, discuss market
movements, present new ideas and managers, and
review performance. Blake, Nielson and John Slater
(External Consultant and Non-executive Director)
comprise the ISC. The ISC will put forward
recommendations to the Investment Committee (‘IC")
for consideration.

The IC is ultimately accountable for manager
selection and performance monitoring. The IC
consists of Blake, Slater, John McBain (CEO of
Centuria Capital) and Peter Done (Non-Executive
Director). It meets monthly and is responsible for
approving all investment decisions.

Centuria aims to select only ‘best-of-breed”
underlying managed funds ("UMFs’) and is guided
by strategies rated ‘Recommended’ or “Highly
Recommended’ by the major research houses. The
ISC conducts its own qualitative and quantitative
analysis, including face-to-face meetings with the
UMFs. Centuria’s proprietary ‘Traffic Light” model
forms an important part of the process which allows
for a repeatable and consistent framework for
assessing and comparing UMFs.

Centuria considers a broad range of qualitative and
quantitative factors when selecting UMFs
appropriate for the Investment Bond. These include,
but are not limited to:

— Suitability of the UMF to the investment menu;

— Consistent, true to label, investment strategy;

— Staff experience and track record;
— Funds under management;
— Performance through different market cycles;

— Superior risk statistics and risk-adjusted statistics;
and

— A competitive fee structure.

Lonsec considers Centuria’s manager selection
process to be both rigorous and robust. Pleasingly,
the investment menu’s construction does not appear
to be influenced by UMF rebates, in-house product or
distribution deals.

Centuria has built custom models to quantitively
assess and monitor the risk adjusted performance of
UMFs on an ongoing basis to ensure the investment
menu retains its best-of-breed characteristics. Being
one of the larger players in the market, Centuria has
good access to the key decision makers of the UMFs.
UMFs are monitored for ratings changes initiated by
research houses, extended period(s) of
underperformance, style drift and staff turnover.
Centuria also employs a range of external tools to
assist in the monitoring process, including iRate and
Bloomberg.

The IC/ISC may recommend the termination of a
manager if it does not meet its investment objective
over the medium and longer term, or if its
investment capability is believed to be impaired (e.g.
departure of a senior investment professional). Back-
up managers are in place for each asset class, which
is important for the prompt replacement of managers
no longer considered desirable.

Investment menu
¢ Centuria manages a selective investment menu

comprising 28 options across 16 high quality
managers. Investors can choose from 21 active and 7
low-cost index strategies. Centuria intends to keep
the menu relatively compact, with circa 30 options.
All major asset classes are covered, including
diversified options (‘Balanced” and ‘Growth’ risk
profiles), Australian and international shares,
property and infrastructure funds, domestic fixed
interest and cash. Although considerably smaller
than some investment menus offered by peers and
lacking investment options in the alternatives asset
class, Lonsec considers the LifeGoals investment
menu to offer investors good breadth to select and
manage their desired exposures.

All investment options are managed by external
UMFs, which is viewed positively by Lonsec as it
removes any potential conflicts of interest.
Furthermore, all UMF recommendations must be
approved by the IC, which is considered robust from
a governance standpoint.

The UMFs are generally low to moderate turnover
strategies. This is preferred when owned within an
investment bond structure where realised capital
gains are taxed at the life company rate of 30% (no
capital gains discount available). High turnover
funds (i.e. small caps and alternatives) are generally
not as advantageous in an investment bond
structure.

Lonsec Research Pty Ltd ¢ ABN 11 151 658 561 ® AFSL 421 445 e This information must be read in conjunction with the warning,
disclaimer, and disclosure at the end of this document. This report supersedes all prior reports.
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Fees

® The average net administration fee (after a 30% tax
rebate is applied) charged by Centuria is 0.30% p.a.,
which is attractive compared to Lonsec rated peers.

¢ The UMFs will also charge management fees (set out
later in the report). Centuria actively negotiates fee
rebates with UMFs and passes those rebates back to
investors entirely. Each investment option also
receives a 30% tax deduction on the management fee,
resulting in net management fees that are 30% lower
than the standard rate.

¢ The management fees shown do not include
estimated performance fees and, as such, the actual
management fees incurred may be materially higher
than stated.

¢ Lonsec is pleased to note that Centuria passes all
UMF rebates and tax benefits back to investors. In
Lonsec’s observation, this has not always been the
case with some peers assessed. Lonsec considers
Centuria’s fee structure to be fair and transparent.

Additional features

® The number of additional features offered by
LifeGoals is below the peer average. LifeGoals offers
a Child Plan, but currently does not provide a loan
facility, bonds custodian trust or death benefit
guarantees. Centuria has reviewed the relevance of
such features and is of the view that they are of
limited benefit for its target market, particularly in
light of the additional associated administrative
costs. Lonsec recognises these features may not be
valued by all investors but believes they provide a
layer of flexibility that can enhance an investment
bond’s appeal.

* Pleasingly, Centuria has sought to improve the
online experience for investors and advisers over the
past year. This included developing the Lifegoals
Investments Forecasting Tool, an online application
tool and an online switching tool.

* Furthermore, Centuria continues to assess future
enhancements and is currently considering
additional features.

¢ Lonsec has maintained a ‘Recommended’ rating on
the Centuria LifeGoals investment bond at its latest
review. Centuria is a well-established player in the
investment bond market and has dedicated
significant resources to bringing LifeGoals to the
market. Centuria’s manager selection and monitoring
processes are both robust and rigorous, the result of
which is a tightly constructed, ‘best-of-breed’
investment menu. While in terms of size, the
LifeGoals investment menu may appear modest
compared to some peers assessed, Lonsec considers it
to offer investors good breadth to select and manage
their desired exposures.

Centuria is one of Australia’s largest friendly societies
and has been managing investors’ funds since 1981.

Centuria is a wholly owned subsidiary of Centuria
Capital, an Australian Stock Exchange (ASX: CNI) listed

entity. The Group has funds under management of
more than $21.2bn (as at 31 December 2022) split across
property funds management and investment bonds.

Centuria and the investment bonds offered are subject
to regulation by APRA and ASIC.

More information on Centuria LifeGoals is available
from

Please refer to the Lonsec Product Review of the
underlying investment options for Lonsec’s opinion of
the UMFs.

Centuria charges a gross administration fee of 0.42%
p-a. but this is reduced by a 30% tax deduction benefit
allocated by Centuria to each investment option. On a
net of tax basis therefore, this fee is generally 0.30% p.a.

The UMFs will also charge management fees (set out
later in the report). Centuria passes on any UMF fee
rebates negotiated with managers back to investors,
which at times, can be up to 20bps lower than the
headline fee. Management fees are further reduced by a
30% tax rebate. The management fees set out in the table
are net of any applicable rebates but exclude estimated
performance fees. Performance fees, when charged, can
result in a materially higher UMF management fee than
stated.

Further, investors may also incur transaction costs (i.e.
buy/sell margin) when investing, switching or
withdrawing from an investment option. Lonsec is not
aware of any other transaction and operational costs
borne by investors.

Please refer to the latest PDS (dated October 2021) for
further details of fees and costs that may apply.

These are features beyond a “vanilla’ investment bond
offering and are considered by Lonsec to sufficiently
differentiate the Investment Bond from some or all its
Lonsec rated peers.

Child Plan. The Centuria LifeGoals Child Plan can be
established for children below the age of 16 years as an
endowment. Ownership, control and access rights to the
Investment Bond are retained by the owner but are
automatically transferred to the selected child once the
nominated vesting age (must be between 10 and 25
years) is reached. Importantly, the Centuria LifeGoals
Child Plan retains its original commencement date.

Please refer to the latest PDS (dated October 2021) and
subsequent Product Updates for further details.

Centuria operates a dedicated Risk and Compliance
function and has implemented a broad range of policies
and Committee structures (IC, ISC, Risk & Compliance
Committee, Audit Committee) to manage and monitor
risk across various levels of the firm.

The ISC continually monitors the performance of the
UMFs. On an ongoing basis, a range of risk and return
metrics of the investment managers are considered,
which include:

Lonsec Research Pty Ltd ¢ ABN 11 151 658 561 ® AFSL 421 445 e This information must be read in conjunction with the warning,
disclaimer, and disclosure at the end of this document. This report supersedes all prior reports.
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® Various risk or volatility measures such as standard
deviation, beta, downside deviation and/or
maximum drawdown analysis;

* Risk adjusted return metrics, such as Sharpe ratio,
Information ratio and Sortino ratio.

Risk management within the investment options
themselves is delegated to the UMFs. Each UMF is
managed to a set of risk limits that is subject to regular
monitoring by the ISC.

An investment in the Investment Bond carries a
number of standard investment risks associated with
investment markets. These include economic,
political, legal, tax and regulatory risks. These and
other risks are outlined in the PDS and should be read
in full and understood by investors. Lonsec considers
the major risks to be:

Market risk

Investment returns are influenced by the performance
of the market. This means investments can be affected
by, for example, changes in interest rates, investor
sentiment and global events depending on which
markets or asset classes invested in and the timeframe
chosen.

Regulatory risk

Changes to the government fiscal, monetary and
regulatory policies (including changes to the taxation
laws in relation to investment bonds) or statutory
changes may affect the investment bonds.

Other risks
Please refer to the latest PDS for other key risks.

Lonsec Research Pty Ltd ¢ ABN 11 151 658 561 ® AFSL 421 445 e This information must be read in conjunction with the warning,
disclaimer, and disclosure at the end of this document. This report supersedes all prior reports.
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Analyst remuneration is not linked to the rating
outcome. The analyst(s) may hold the financial
product(s) referred to in this document, but Lonsec
considers such holdings not to be sufficiently material to
compromise the rating or advice. Analyst(s) holdings
may change during the life of this document. The
analyst(s) certify that the views expressed in this
document accurately reflect their personal, professional
opinion about the financial product(s) to which this
document refers.

Date issued
February 2023

Analyst
Hewad Safi

Release authorised by
Balraj Sokhi

LONSEC STRONGLY RECOMMENDS THIS DOCUMENT BE READ IN CONJUNCTION WITH THE RELEVANT
PRODUCT DISCLOSURE STATEMENT IMPORTANT NOTICE. Issued by Lonsec Research Pty Ltd ABN 11 151 658 561 AFSL 421
445 (Lonsec). Lonsec receives a fee from the fund manager or financial product issuer(s) for researching the financial product(s),
using objective criteria and for services including research subscriptions. Lonsec’s fee is not linked to the rating(s) outcome. Lonsec
Investment Solutions Pty Ltd ABN 95 608 837 583 CAR (CAR: 001236821) of Lonsec receives fees under separate arrangement for
providing investment consulting advice to clients, which includes model portfolios, approved product lists and other financial
advice and may receive fees from this fund manager or financial product issuer for providing investment consulting services. Refer
to the Conflicts of Interest Statement at Lonsec does not hold the financial product(s)
referred to in this document. Lonsec’s representatives and/or their associates may hold the financial product(s) referred to in this
document, but details of these holdings are not known to the Analyst(s). Warnings: In line with industry practice returns may be
estimated, to access verified returns please refer to the product provider. Past performance is not a reliable indicator of future
performance. Any advice is General Advice based on the investment merits of the financial product(s) alone, without considering
the investment ogjectives, financial situation and particular needs of any particular person. It is not a recommendation to purchase,
redeem or sell the relevant financial product(s). Before making an investment decision the reader must consider his or her financial
circumstances or seek personal financial advice on its appropriateness. Read the Information Memorandum for each financial
product before making any decision about whether to acquire a financial product. Lonsec’s research process relies upon the
participation of the fund manager or financial product issuer(s). Should the fund manager or financial product issuer(s) no longer
participate in Lonsec’s research process, Lonsec reserves the right to withdraw the document at any time and discontinue future
coverage. The product rated in this publication may have related financial Froducts or be associated with other financial products
and platforms. The rating may only be applied to the financial product outlined in this publication at first instance, seek
lrjnrofessional advice before you make an investment decision on related or associated financial products and platforms. You should

e aware that the mandate, fees, underlying investments, the issuers of the related and associated financial products and platforms
may be different from the financial product specified in this publication. Disclaimer: This document is for the exclusive use of the
person to whom it is provided by Lonsec and must not be used or relied upon by any other person. No representation, warranty or
undertaking is given or made in relation to the accuracy or completeness of the information presented in this document, which is
drawn from public information not verified by Lonsec. Financial conclusions, ratings and advice are reasonably held at the time of
completion but subject to change without notice. Lonsec assumes no obligation to update this document following publication.
Except for any liability which cannot be excluded, Lonsec, its directors, officers, employees and agents disclaim all liability for any
error or inaccuracy in, misstatement or omission from, this document or any loss or damage suffered by the reader or any other
person as a consequence of relying upon it. ©2023 Lonsec. All rights reserved. This report may also contain third party material
that is subject to copyright. To the extent that copyright subsists in a third party it remains with the original owner and permission
may be required to reuse the material. Any unauthorised reproduction of this information is prohibited.
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