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Generation Life Investment Bonds
Investment manager change - Australian Shares (UF20)
Generation Life APIR code - ALL0024AU

WHAT’S CHANGING?
The Generation Life Australian shares investment option (Fund Code UF20) is changing investment manager and strategy.
BlackRock Investment Management (Australia) Limited (BlackRock) is being replaced as the investment option’s manager with DNR Capital Pty Ltd (DNR Capital). As a result, the investment option’s strategy will now change from the BlackRock High Conviction Australian Equity Fund to the DNR Capital Australian Emerging Companies Portfolio strategy.
WHY IS IT CHANGING?
Generation Life conducts regular reviews of investment managers and investment strategies to determine whether performance of the underlying investment manager and strategy is in line with the stated investment objectives and is meeting investor and Generation Life’s required investment outcomes.
As part of their review, Generation Life has determined that a more appropriate investment strategy for the above-mentioned investment option is the DNR Capital Australian Emerging Companies Portfolio. Generation Life believes that the strategy is expected to deliver superior after-tax return outcomes over the long-term through the investment bond structure. 
Other factors that Generation Life has considered in making this change include:

1. BlackRock is restructuring its Australian equities business, and as a result the portfolio managers responsible for the investment strategy have departed the organisation.
2. BlackRock is not seeking to appoint replacement portfolio managers and is seeking to outsource their investment of the strategy to a third party.
3. The longer-term historical underperformance of the BlackRock investment strategy.



COMPARISON OF STRATEGIES
	
	BlackRock High Conviction Australian Equity Fund (OLD)
	DNR Capital Australian Emerging Companies Portfolio (NEW)

	Underlying strategy APIR code
	BLK0012AU
	PIM4357AU

	Sector
	Australian shares
	Australian shares – small companies

	Investment manager
	BlackRock Investment Management (Australia) Limited
	DNR Capital

	Objective
	Aims to deliver returns that are 4-6% p.a. (before fees and taxes) above those of the S&P/ASX 300 Industrials Accumulation Index ex top 5 stocks by market capitalisation over rolling 3-year periods.
	Aims to deliver returns (before fees and taxes) above those of the S&P/ASX Small Ordinaries Total Return Index over rolling 5-year periods by investing in a portfolio of Australian emerging companies.

	Investment approach
	The manager applies a fundamental approach that is focused on bottom-up analysis, where detailed research is conducted prior to any investment decision. It will invest in a concentrated portfolio of industrial shares generally excluding the top five shares by market capitalisation and resources shares. The fund will also generally not invest in any company that does not first pass the manager’s five quality filters at the core of the investment process. The fund focuses on stocks with attractive growth and value characteristics. The manager uses its experience to build a concentrated portfolio of 20-40 stocks that have a balance of risk across all sectors.
	The manager seeks to identify good quality emerging businesses that are mispriced by overlaying its quality filter, referred to as the ‘quality web’, with a strong valuation discipline. The manager’s security selection process has a strong bottom-up discipline and focuses on buying quality emerging businesses at reasonable prices. The portfolio construction process considers stock weightings based on the risk versus the expected return. It is also influenced by a top-down economic appraisal, sector exposures and liquidity considerations. The manager’s investment approach is intended to result in a concentrated portfolio that is high conviction and invests for the medium to long-term. The fund does not use derivatives and does not intend to borrow.

	Investment style
	Active, core, style neutral
	Active, smaller companies, style neutral

	Investment guidelines
	Cash (or cash equivalents) 0-10%
Australian shares 90-100%
	Cash 0-20%
Australian shares 80-100%

	Asset allocation
(31 December 2022)
	Cash (or cash equivalents) 10.1% 
Australian shares 89.9%
	Cash 19.5% 
Australian shares 80.5%

	Risk level[footnoteRef:1] [1:  The risk level is based on the Standard Risk Measure which allows investors to compare investment options (refer to the Product Disclosure Statement for more information about the risks of investing).] 

	6 – High
	6 – High

	Suggested minimum length of investment
	5 years
	5 years

	Buy/sell spread
	0.28%/0.28%
	0.25%/0.25%

	Investment management costs as at 30 June 2022 (estimated)
	ICR: 0.70% p.a.

Headline fee of 0.70% p.a. plus estimated performance fee of 0.46%
	ICR: 1.15% p.a.

Headline fee of 1.15% p.a. plus estimated performance fee of 2.64%

	Indirect transactional & operational costs (estimated)
	0.31% p.a.
	0.26%

	Underlying strategy returns (pre-tax and after investment fees) as at 31 December 2022
	1 year: -26.57%
3 years: -10.38% p.a.
5 years: -5.69% p.a.
	1 year: -6.73%
3 years: 14.41% p.a.
5 years: Not applicable

	Zenith rating
	Under Review
	Recommended

	Lonsec rating
	Under Review
	Recommended

	Morningstar rating
	Under Review
	Silver

	
	
	


ABOUT THE DNR CAPITAL AUSTRALIAN EMERGING COMPANIES PORTFOLIO
What is the strategy?
The DNR Capital Australian Emerging Companies Portfolio (’the Portfolio’) applies a ‘quality’ investment process to build a portfolio of small cap companies trading at attractive valuations.

The Portfolio is a reasonably concentrated, ‘long only’ Australian equities strategy managed by DNR Capital. DNR Capital’s expectation is for a relatively style neutral outcome over time. The underlying investment philosophy centres on five ‘quality’ factors which DNR Capital believes contributes to medium-to-long term outperformance: earnings strength; superior industry position; a sound balance sheet; strong company management; and low ESG risk.

The objective of the Portfolio is to outperform the S&P/ASX Small Ordinaries Accumulation Index (before fees and taxes) over rolling five years. The Portfolio will hold between 20 and 45 stocks and must not exceed a cash weight of 20%. Tracking error is expected to range between 4.0 and 8.0% p.a. while equities allocation aims to be higher than 80%. Portfolio turnover is targeted to range between 40 and 80% p.a.

On a pre-fees and tax basis, the Portfolio has generated over 10% p.a. of excess returns above the S&P/ASX Small Ordinaries Accumulation Index to 31 December 2022 since the inception of the strategy on 10 January 2018.

Who is it suitable for?
The Portfolio is suitable for investors seeking to invest in a concentrated portfolio of small capitalisation Australian equities. The Portfolio is subject to equity market risks and movements (both positive and negative). Investors should be aware of, and comfortable with, the potential for the Portfolio to experience periods of negative returns. The Portfolio is designed for investors seeking a portfolio focused on providing capital growth with less focus on generating income and are prepared to accept higher volatility in pursuit of higher growth. 
About the manager
Founded in 2001, DNR Capital is an Australian investment management company that delivers client-focused, quality, investment solutions to institutions, advisers, and individual investors. DNR Capital believes a focus on investing in quality companies will enhance returns through economic cycles when combined with a thorough valuation overlay. 
RECOMMENDATION
I have recommended including the DNR Capital Australian Emerging Companies Portfolio in your investment bond portfolio which Generation Life will be using as a replacement for the BlackRock High Conviction Australian Equity Fund strategy. 



Important information
The product description and sample wording above have been prepared by Generation Life Limited (‘Generation Life’) ABN 68 092 843 902 AFSL 225408 as a guide only to assist you in developing your own Statement of Advice (SoA) or Record of Advice (RoA) when providing advice about Generation Life investment bond products to your clients. 
This information may not be considered complete as it does not consider your clients’ personal situation, needs or objectives – it is your responsibility to consider these aspects when formulating the SoA or RoA for your clients. Before making an investment decision or tendering of advice based on anything in this document, you need to consider whether any general advice in this document is appropriate to the particular investment needs, objectives and financial situation of the person(s) making the investment and/or receiving the advice. 
This document may contain general advice in relation to financial products. Generation Life is not authorised to provide personal advice and accordingly has not considered any individual person’s financial situation, needs or objectives. Generation Life is not responsible for any personal advice you provide, even if it is based on this document. 
It is important to note that some product features may not be fully explained, some words or phrases have a specific meaning and rules may apply to the availability of certain features and options. For these reasons, this SoA or RoA should be used in conjunction with the terms and conditions set out in the Generation Life Investment Bonds Product Disclosure Statement (PDS). 
Should you choose to use all or part of this template to fit with your SoA or RoA, this is at your discretion. The law applying to SOAs and RoAs is subject to amendment and reinterpretation at any time. This document is based on information from the PDS.
The document contains references to financial products issued by Generation Life in its capacity as a life insurance company under the Life Insurance Act 1995 and as the issuer of the interests in Generation Life Investment Bonds. This document does not constitute an offer of interests in the Investment Bonds. Such offers will only be made in a copy of the PDS and anyone wishing to acquire interests in the Investment Bonds will need to complete the application form accompanying the PDS.
Generation Life believes that any advice and information in this document is accurate and reliable, but no warranties of accuracy, reliability or completeness are given (except insofar as liability under any statute cannot be excluded). No responsibility for any errors or omissions or any negligence is accepted by Generation Life or any of its directors, employees, or agents.











	Contact us
	
	
	

	Phone 
Email
	1800 333 657
enquiry@genlife.com.au
	Postal Address 
	GPO Box 263 Collins Street West 
Melbourne VIC 8007
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