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This guide is intended to serve as an introduction to Morningstar, a description of our
investment philosophy, definitions of some key investing concepts and a guide on how to
use our website.

While we have made this guide publicly available, many of the links point to Premium
content on our website. Those links can be accessed by becoming a Morningstar Premium

member. If you're already a Premium member, please log in.

Non-Premium members can sign-up for a free 4-week trial.

© 2018 Morningstar, Inc. All rights reserved. Neither Morningstar, its affiliates, nor the content providers guarantee the data or content contained herein to be accurate, complete or
timely nor will they have any liability for its use or distribution. Any general advice or ‘class service” have been prepared by Morningstar Australasia Pty Ltd (ABN: 95 090 665 544, AFSL:
240892) and/or Marningstar Research Ltd, subsidiaries of Marningstar, Inc, without reference to your objectives, financial situation or needs. Refer to our Financial Services Guide (FSG)
for mare information at www.morningstar.com.au/s/fsg.pdf. You should consider the advice in light of these matters and if applicable, the relevant Product Disclosure Statement before
making any decision to invest. Our publications, ratings and products should be viewed as an additional investment resource, not as your sole source of information. Past performance
does not necessarily indicate a financial product’s future performance. To obtain advice tailored to your situation, contact a professional financial adviser. Some material is copyright and
published under licence from ASX Operations Pty Ltd ACN 004 523 782.


https://morningstar.com.au/Security/Login
http://subscribe.morningstar.com.au/site/MStar/trial

Investing product overview

Now that you have learned some of the foundational concepts of investing, you are ready to
continue your journey towards becoming a Morningstar investor.

Morningstar provides independent, fundamental analysis of a wide range of investments
including equities, managed funds, ETFs, and LICs. We have a dedicated team of over 30
equity, credit, and manager research analysts in Sydney covering the local market and a global
team of 270 analysts. Worldwide we cover 1,600 stocks, 700 debt issuers, and 4,380 funds
and ETFs.

We have provided a brief description of each asset class and described our research
methodology and where to access our research.
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Equities

Buying an equity gives you partial ownership of a
company. As a partial owner, you have a share of any
assets owned by the company, earnings generated by
selling products, as well as any liabilities the company
may have. If you owned Apple stock before they
invented the iPhone, you benefited from the resulting
success of the product. At the same time, if you invest in
a company that performs poorly or is adversely impacted
by global trends or events, you share in the downside. In
the case of the company you own going out of business,
this can result in a complete loss of your investment.

At Morningstar, we believe buying shares of superior
businesses and allowing them to compound over time

is the surest way to create wealth in the stock market.
The long-term fundamentals of businesses, such as cash
flow, competition, economic cycles, and stewardship,
are our primary focus areas because history has shown
that market sentiment is fleeting, momentum can quickly
reverse, and the herd is sometimes a dangerous crowd.

Our focus is on the intrinsic value of a security.
Occasionally, this approach causes our recommendations
to appear out of step, but willingness to be contrarian is
an important source of outperformance and a benefit of
Morningstar’s independence.

There are three key components that go into our
fundamental analysis of equity securities:

» Economic moat: The economic moat concept
is a cornerstone of Morningstar's investment
philosophy and is used to distinguish high-quality
companies. An economic moat is a structural
feature that allows a firm to sustain excess returns
on invested capital over a long period. Without a
moat, profits are more susceptible to competition.
We have identified five sources of economic
moats: intangible assets, switching costs, network
effect, cost advantage, and efficient scale.

> Fair value estimate: Our fair value estimate is
primarily based on Morningstar’s proprietary three-
stage discounted cash-flow model. We're looking
well beyond next quarter to determine the cash-
generating ability of a company’s assets because
history has shown the market price of a security will
migrate towards the firm’s intrinsic value over time.

> Uncertainty rating: The Morningstar uncertainty
rating demonstrates our assessment of a firm's
cash-flow predictability, or valuation risk. From
this rating, we determine appropriate margins of
safety: the higher the uncertainty, the wider the
margin of safety around our fair value estimate
before our recommendations are triggered.
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Our recommendations are based on the current share price relative to Morningstar’s fair value estimate after
adjusting for an appropriate margin of safety. Our equity research reports provide the following ratings:

P/FVE
UNDERVALUED FAIRLY VALUED OVERVALUED
* Significantly overvalued
175%+
155%+
%% Overvalued
135%+
125%+ 125%
. 110% R .
1334" Yk % Fairly valued
’ 90% 859
80% ‘ 80%
70%
60% %% %% Undervalued
50%
* %% %% Significantly undervalued
Low Medium High Very High

For more on our equity research methodology please see:
|  Methodology Click Here
| Morningstar Equities Valuation Click Here
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Managed funds, ETFs and LICs

Pooled investment vehicles offer a diversified range from simple, low-cost, index strategies all the
portfolio, managed by a professional fund manager, in way to higher cost, active approaches, and also include
a single investment. They come in three main types: some complex options that employ derivatives and
managed funds, exchange-traded funds (ETFs), and other methods. There is a huge array of investment
listed investment companies (LICs). choices, so Morningstar offers several tools to help
investors narrow down which investments may be
These vehicles cover various asset classes including appropriate for them, and just as importantly, which

bonds, property, and stocks. The investment strategies  investments should be avoided or treated with caution.

Bronze

il
EII"AHI
1
”iln“

Silver
%9 Gold
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Morningstar Analyst Rating and Morningstar Star Rating

The two most visible tools are the Morningstar Analyst
Rating (qualitative) and the Morningstar Star Rating
(quantitative).

The guantitative Star Rating analyses the historical
performance of a fund, looking backwards. It

ranks funds from one to five stars, based on past
performance--both return and risk (volatility). It uses
focused comparison groups to better measure fund
manager skill. As always, the Morningstar Rating is
intended for use as one step in the fund evaluation
process. A high rating alone is not a sufficient basis for
investment decisions.

The qualitative Morningstar Analyst Rating is the
summary of our forward-looking view of a fund. It
is the outcome of a collaborative process based on
a site visit, manager questionnaire, quantitative
and holdings-based analysis of the portfolio, and an
assessment of key issues identified by our analysts.

Morningstar's qualitative manager research aims to
determine which investments deserve the attention
of investors and which do not. Morningstar assesses
investment managers based on how we believe

they will perform in the future over an economic
cycle, against both peers and accepted benchmarks.
Our model rewards managers that are open and
transparent, have a well-run investment process and,
importantly, are good fiduciaries of investors” monies.

We have identified five areas that we believe are
crucial to predicting the future success of funds:
People, Parent, Process, Performance, and Price.
Based on our evaluation of these components, our
analysts assign a Morningstar Analyst Rating to
funds using a five-point scale ranging from “Gold”
to "Negative”. The top three ratings of Gold,
Silver, and Bronze all indicate that our analysts
think highly of a fund; the difference between
them corresponds to differences in the level of
analyst conviction in a fund's ability to outperform
its benchmark and peers through time, within

the context of the level of risk taken. The Analyst
Rating does not express a view on a given asset
class or peer group; rather, it seeks to evaluate
each fund within the context of its objective, an
appropriate benchmark, and peer group.

We publish Star ratings on ETFs and managed
funds (as the returns are calculated using the
same methodology) but not LICs, which have

a unique methodology for calculating their
performance. We publish Analyst Ratings on ETFs,
managed funds, and LICs.

In essence, think of the Star Rating as a report
card of past performance, the Analyst Rating as an
aptitude test of its future performance.
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Morningstar's manager research team
Morningstar has a network of more than 110 manager
research analysts located across the firm's offices in
Sydney, Chicago, London, and Hong Kong. In Sydney,
our team of more than 10 manager research analysts
have more than a decade of experience on average.
These analysts share global insights, analysis, and
investment data.

ETFs

ETFs share three qualities: they're pooled investment
vehicles, their shares trade on stock exchanges, and
they have a daily share creation and redemption
mechanism. An ETF can be thought of as a managed
fund whose shares happen to trade on stock
exchanges. The largest and oldest ETFs are passive
investments, which merely try to replicate the
behaviour of a market or market segment.

For more on our ETF research methodology please see:
|  Exchange Traded Fund Methodology Click Here

Managed funds

Managed funds pool the money of individuals for
investment by a professional fund manager. They are
not listed on the exchange, and investors apply to
invest or redeem directly with fund managers, or via
investment platforms or the ASX's mFunds service.
Investments in managed funds are processed through

the creation and redemption of fund shares at the end
of each trading day. Through this process the managed
fund will always trade at the net asset value of the
underlying assets within the fund.

For more on our manager research methodology
please see:

| Manager Research Methodology Click Here

Listed investment companies (LICs)

LICs are a form of managed investments that allow
investors to access a diverse and professionally
managed portfolio of assets which can include

shares, property, and interest-bearing deposits. The
fundamental difference between a LIC and a managed
fund is that the LIC trades on an exchange rather than
issuing and redeeming shares at the end of the trading
day. This difference means LICs can trade at prices that
are higher or lower than the underlying value of the
assets in the portfolio.

For more on our LIC research methodology please see:

|  LICs Research Methodology Click Here
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How we can help you achieve your financial goals

Morningstar's core mission is to help individual investors make better financial decisions.

The following section outlines how we help investors achieve better financial outcomes.
These links can be accessed by becoming a Morningstar Premium member. If you're already a
Premium member, please log in. Non-Premium members can sign-up for a free 4-week trial.
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Discover new investments

Morningstar provides a variety of ways that you can discover new investments including
screening tools, reports on our top rated investment ideas and model portfolios.

Stock Screener

The Morningstar Stock Screener is a tool that can be used to search for stocks by sector, market cap, and key
criteria including performance figures and valuation ratios. For Premium members, you can also include criteria
such as our analyst recommendations, economic moat, stewardship rating, fair value uncertainty or three analyst

pre-defined searches. Try it now ~

Stock Screener

AU Stocks NZ Stocks Analyst Picks

Reset filters
Analyst Recommendation : Buy;Accumulate 3¢

~ Snapshot

~ Analyst Recommendation

Buy Overview  Analyst Ratings  Performance  Growth
Accumulate
=
Ticker Company Name Analyst
Sell A Recommendation
» Sector Name AHG  Automotive Holdings Accumulate
Group Ltd
» Industry Name
AMP  AMP Ltd Accumulate
» Equity Style Box™
» Market Cap <Any AOG  AVEO Group Accumulate
API Australian Accumulate
Pharmaceutical Industries
» Rating Ltd
» Returns AWE  AWE Ltd Accumulate
BXB  Brambles Ltd Accumulate
» Valuation

CBA Commonwealth Bank of  Accumulate

alia

1-20 of 26

Industry

Auto & Truck
Dealerships

Insurance - Life

Real Estate - General

Medical Distribution

Oil & Gas E&P
Business Services

Banks - Global

Valuation and Profitability

- -

Sector

Consumer
Cyclical

Financial
Services

Real Estate

Healthcare

Energy
Industrials

Financial

Show 20 Rows v

Market Equity
Cap  Style

1.18il

14.5Bil

1.4Bil

778.8m

2748m @
14.981 [

137.18il [
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Fund Screener
The Morningstar Fund Screener is a tool that can be used to find investment trusts, superannuation funds,

pensions and annuities by fund manager, category, assets, minimum investment and returns criteria. For Premium

members we also include the Morningstar Rating as a search criteria. Try it now ~

Fund Screener

AU Funds NZ Funds
Reset all filters
~ Snapshot
Universes Analyst Rating : Bronze, Silver, Gold 3¢

AU Investment Trusts, AU Invest +
Overview  Performance  Fees & Expenses  Prices & Distribution  Category Ranking ~ Operation

+ Morningstar Rating

p 1-20 of 1888 - - Show 20 Rows ~
~ Analyst Rating
Under Review Name A APIR Morningstar Analyst Rating  Morningstar® Global
Rating™ Cat Cal
Nof Ratable y teory tesory
Negative AB Managed Volatility ACMOOOSAU 4 k4 - Bronze Equity Australia  Australia
Neutral Equities Large Blend Equity
Bronze Aberdeen Actively Hedged  CRSO005AU 4o & Silver Equity World Large  Global Equity
mb Intl Equities Growth Large Cap
‘m_ Aberdeen Asian EQID028AU sk sk Bronze Equity Asia Pacific  Asia ex-Japan
Opportunities w/o Japan Equity
b Net Assets < Any Aberdeen Emerging ETLO032AU sk ks © Silver Equity Emerging Emerging
Opportunities Markets. Markets Equity
+ Fund Company -
Aberdeen Fully Hedged CSAD135AU & © Silver Equity World - Global Equity
+ Morningstar® Category Internaticnal Eq Currency Hedged
Aberdeen International EQIO015AU &k © Silver Equity World Large  Global Equity
+ Closed to new investors
Equity Value Large Cap
Closed to all investors Aberdeen Select Inv Act CSADT14AL & % S Equity World Large  Global E
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Global Equity Best Ideas

Morningstar's monthly Global Equity Best Ideas is a compilation of stock ideas sourced from Morningstar’s global
equity research team. Coverage includes companies based in Australia & New Zealand, Asia, the Americas and
Europe, which are currently trading at significant discounts to our assessed fair values. Try it now #

MORNINGSTAR
Global Equity Best Ideas

Table of Contents Company Morningstar Fair Value Discount/ Economic Uncertainty
Rating Estimate (Premium) Moat Rating
to FV
2 Best Ideas RECENT ADDITIONS
Shire PLC (SHPG) ok ok ok X 218 33%  Narrow Medium
6 Best Ideas Rationale
Hostess Brands Inc (TWNK) * Kk x 15.3 24%  Narrow Medium
ional
3 Removals Rationale Enbridge Inc (ENB) ok 64 23%  Wide High
32 Research Methodology Telstra Corp Ltd (TLS) * ok ok ok 46 23%  Narrow Medium
wire Software Inc (GWI * Kk kX 95 9%  Wide Vediu
3 Research Disclosure Guidewire Software Inc (GWRE) 95 19 ide Medium
AVEO Group (AQG) * ok k% 3.1 18%  None Medium
36 About the Best Ideas
Enterprise Products Partners LP (EPD) * ok kK 30 17%  Wide Low
Vertex Pharmaceuticals Inc (VRTX) Kok Kok 175 15%  Narrow Medium
Michael Holt, CFA Crown Resorts Ltd (CWN) * %k % % 135 14%  Narrow High
Head of Global Equity Research Royal Philips NV (PHIA) * ok Kk 40 13% Namow  Medium
Elizabeth Collins, CFA
RECENT REMOVALS

Director of Equity Research, Americas

Adam Fleck, CFA

MAORNINGSTAR
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Morningstar's Model Income Portfolio
Morningstar's Model Income Equity Portfolio is an actively managed concentrated portfolio consisting of stocks in the
S&P/ASX 200 Index. Model holdings primarily consist of companies with greater than average sustainable net yield

expectations. Try it now ~

Morningstar Model Income Equity Portfolio
Performance and Allocation as at 30 September 2017

Morningstar Model Income

080620

Al data and nformation as of June 7, 2017

provide attractive net and gross dividend yields while autperforming the SSP/ASX 200 Accumulation
Indox veracompleto eyl Theporflio s atily managed and concentated, sty conssing of

and trading at discounts to intrinsic value
according to our large research team. Al e\se equa\ we also strive to own companies with economic

and dividend

yield, as is our constant goal. Expected return improves sightly as ndicated by a geater discount to

ourfirvclue stnates, and qualt inproves s the sare of maatand e ncertay companes
at yild at 6.2%, both

sustainable than the bank-dominated payout of the benchmark. Our general aim when trading is to

Infrastructure, and Woohworths) and initated one (Westield). We also increased our position sizes in
three companies {Coca-Cala Amatil, Scentre Group, and Vicinity Centres). Taking al o this together,
our cash position remains about 10% which is our maximum, indicating we stil see the Australian

Qur motivation for transactions in this portfolo is always bottoms-up, fundamentally-driven analysis
of individual companies. But as a check, it’s instructive to consider any set of trades together and be
mindiul of thematics that emerge to ensure they seem sensical and more importantly don't overly

Total Return (x) Portfolio Distributions" (%) Style Bre
rortolo_— SS/ASK200Acom ndex Voat Rating Unceraity Rating v 04 - H
&)
Z TN N Equity Portfolio
@ Narrow y Medium
o = Nore Transaction Alert
"
W
= Top Five
= — PricoFair Vaus'
R &2 Fef
@ =, soen — - Trade Summary Portfolio Objective
Stantrd FiyVae )
[S— 61) ron B oy hon Tader T New - Thotiasof e Vg ot sty Pt sl o et
et i bl | R EIZTR S
ot 1 o oo . iox . emove -
CAGR oot 1 Yarand VIO [ A B Cont R
o 0% 38 Inciease_COLAU____ 2089 500
1 Year 28 ggs  Wehied exeash hence <100% Increase SCG-AU 2506 4500 moats, as high quality companies tend to provide atractive returns with reduced volatlty. Total
3Year a5 208 Romove SKFAD 381 0000 return vl generally be iven more by ncome than capita apprecition, although both are
SVear 109 1008 Incease VOXAU 3467 a5 e
10¥ear a7 300 A WAU__ 0000 3500 Trade Analysis
Since Inception 118 %8 flemave WOWAU 2411 0000 Yo mads a few trades in the partfli tht improve it overal valuation, qual
*based on prices as of June 7, 2017
Net dividend yield
hondof o SEPASK 200 e Imprant, o bl e y\eld is more diversfed and
Portfolio Holdings Morningstar Ratings @« Shaos Added_©=Srares o %=New an o i
Sockare PSR ——— [T———— Uiy g it g s tapor are based on the ful esearch report avalable  methodicaly otat from expensiv to attactively priced stocks while sustaining an atractve
a " dhvidond yield and being mindful of tax implication, and that's rue of this update.

Tash Acount 1228
Medibank Private 588 Hold ' Medium Narrow ‘The total number of holdings falls to 22 from 24, as we exited three holdings (BWP Trust, Spark
Syiney Aipor S8 Hold 2 Medium Nartow
Telstra 581 Accumulate " Medium Narrow
Westarners 519 Hold s Medium Nartow
o e : & e equity maket as generally o the expensive sice.
Vicinity Centres. 440 Hold i Medium Narrow
Platinum Asset Mngment 438 Reduce LE Medium Narrow
National Australia Bank 438 Hold f Medium Wide

435 Hold L) Medium Narrow

expose the portiolo o cancentrated risks. Probably the largest thematic of the portiolo tody, at
least relatve to the benchmark index, i that we have no exposure to basic materials. We simply see
the space as expensive and generally unfitfor income. By not owning an expensive sector, the
portiolio s more ikely to deviate from benchmark performance, but we believe drawdown fisk is
teduced, a rade-off we'e happy to accept

Another theme to highlight is we've shifted some of our interest-sensitive exposure to retail property
hose stocks have underperformed their office and industry pmpevw peers as well asmur'mhn
 their spending, have too much debt

Consumers havi
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Morningstar's ETF Model Portfolios
Morningstar's ETF Model Portfolios are a series of diversified, model portfolios that are designed for varying
investor risk and return profiles. Asset allocations have been devised using Morningstar’s strategic asset
allocation framework and long-term capital market assumptions. ETF selection relies on Morningstar’s
qualitative and quantitative ETF research.

Try it now 2

Morningstar ETF Growth Model Portfolio

Portfolio Date: 30/06/2017 p
Risk Profile Growth of $10,000 (after fees, before |
Thi a timeframe or  Time Period: 7
those who are willng to accept higher levels of investment
value volatilty in retur for higher potential investment 13,0000
‘performance. Some capital stability is stil desired, but the
primary concer s  higher etum, hance the 700 percent 12,5000
‘exposure to growth assets (shares and listed property).
12,000.0
11,500.0
Overview 110000
‘The Morningstar ETF Model Portfolios are constructed using
the risk and return attributes of the Momingstar Risk Profiles.  10,500.0
Underpinning these attributes is a set of investment.
‘objectives and time horizons that differentiate the three 10,000.0
‘model portfolios across the risk/retum spectrum. 12/2014 06/2015
Each of the Morningstar ETF Made! Portfolios aims to be.
t class while *
adhering to along-ter strategic asset alocation seting Portfolio Returns’
‘This setting has been devised using Momingstar's strategic
asset allocation ramework and ong-term capital market ™
assumptions.
Morningstar ETF Growth Model Portfolio -1
Australia Fund Multisector Growth (index) 0

Asset Allocation

~Inematora Exuty a0

~Austlin ity zo
Food sest )
taen )
Ausioton st Progory 60
arataralUsied Fropery 70
Toal 100

Sice espton Dt 0052014

Contribution
Time Period: /0472017 to 30/06/2017

IntenationelEquity Fixed nterest  ntematior
Fropery

[ ————
" 1
Holdings?

Eqity
St 0
St g

Objective

Time Horizon  Growth/Defensive

Morningstar ETF Balanced Model Portfolio

Portfol

Date: 30/06/2017

Risk Profile

This suits nvestors with a minimum five-year timeframe or
those who seek both ncome and capitalgrowth. This
portfoi sits investors who desite a modest level of capital
stabilty but are willng to accept moderate investment value
voltiy inreturnfor commensurate potential nvestment
performance, hence the 50.0 percent exposure t0 growth
{shares and isted property) and 50.0 percent exposure to
income (cash and fxed interest] assets.

Overview

The Momingstar ETF Model Portfiios are constructed using
the isk and return attibutes of the Moringstar Risk Profes.
Underpinning these attibutes s a set of investment
objectives and time horzons that diferentiate the thiee.
model portiolios across the isk/retum spectrum.

Each of the Moringstar ETF Model Partolos aims o be
approprately diversiied b ETF issuer and asset ciass while
adhering o along-ter stiategic asset alcation seting
This setting has been devised using Moringstar's strategic
asset allocation framework and long-ter capitl market
assumptions.

Asset Allocation
s
st w0
ey @
o B
sy 50
Aty 70
s sedropeny 40
To e
Equity Sectors (GICS)
s
- 50

Growth of $10,000 (after fees, |
Tims Pt 07720140 30082017

12,5000

12,0000

11,500.0

11,0000

10,500.0

10,0000

1272014 0620

= NomingstarETF Balanced Model Porfoli

Portfolio Returns’

Morningstar ETF Balanced Model Patioia
Australia Fund Multisector Balanced findex)
Sece apton Dt 0672014

Contribution |
Tims o Y0V2017 0 0052017
0

" .

Intrnatonal Equity  Fod Interest
Comsbuton s aciuts el e of oo

Holdings®

Objective Time Horizon

Growth/Defensive

Morningstar ETF Moderate Model Portfolio

Portfolio Date: 30/06/2017

Risk Profile

This suits investors with a minimu three-year timeframe or
those who primary seek income with some potential or
capitalgrowth. This partfolio aso suis nvestors seeking a
low levelofinvestment value voltiiy, and therefore willng
to.acoept lower potentialinvestment performance, hence the
70,0 percent exposure to income assets (cash and fxed
interest).

Overview

The Morringstar ETF Model Prtolos ae constructed using
the risk and retur attributes ofthe Moringstar Risk Profies
Underpinning these attibutes is  set of nvestment
objectives and time horizons that diffrentite the three
model portfoios acass the iskreturn spectrum.

Each of the Mormingstar ETF Model Porfols aims to be
approprately diversified b ETFissuer and asset class while
adhering o along-ter srategic asset allocation seting
This setting has been devised using Moringstar'sstrategic
asset alocation framework and long-term capital market
assumptions

Asset Allocation
.
st a0
o 0
e o
pr—— %
om0
s ogey 30
Toat 0
Equity Sectors (GICS)

Objective Time Horizon  Growth/Defensive
CPl+ 1.0% pa 3 Years 3070

Growth of $10,000 (after fees, before tax)'
Time Prot: 0772014 to 300672017
120000
11,7500
11,5000
11,2500
11,0000
107500
105000
102500
100000

122014 072015 122015 0672016 1272016 0872017
= Woingstr ETF Moderte Model Pl =Austrla Fd Mutisctor Moderate
Portfolio Returns'

W% aMGS  BMBG V% Icp%pa

Momingstar ETF Moderate Model Potfolio 082 058 187 348 550
Australa Fund Muttisector Moderate (index) 048 081 22 376 0

Sie spton it 0062014

Contribution
Time Perio: 1/04/2017 to 30/06/2017

05
N N I

Frodiaest  atonEqy Cash taton ised  Austoln Eqty Austaln sted
Prpery [
Holdings?
v v
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How to evaluate investments

As a leading independent provider of investment research, Morningstar provides our readers
with support in assessing new investment ideas, reviewing current portfolio holdings and / or

validating third-party advice.

Morningstar's Equity Research Reports
Morningstar's Equity Research Reports provide a comprehensive view of each security that we cover. We provide
an overall recommendation based on our calculated intrinsic value compared to the current price of the security.
The key to our evaluation of each security is our assessment of the four key components of our fundamental
analysis: the fair value estimate, uncertainty rating, economic moat and stewardship rating. Our analyst report
also includes, our full investment thesis and comments on the valuation and risk of the security.

Research Reports ~ |

Recommendation Changes »

Equity Research Methodology

We believe that a company’s intrinsic worth results from the future
Morningstar Rating for stocks identifies stocks trading at a discoun
worth--or fair value estimate, in Morningstar terminology. Five-sta
the biggest risk-adjusted discount to their fair values, whereas 1-5
premiums to their intrinsic worth.

Four key components drive the Morningstar rating:

our assessment of the firm’s economic moat;

our estimate of the stock’s fair value;

our uncertainty around that fair value estimate, and;
the current market price.

SN

This process ultimately culminates in our single-point star rating. U

tally focused and a robust, standardized se
valuation tools used by Morningstar’s equity analysts. In this docul
overview of how the Morningstar Rating for stocks is derived, and |

that feeds into our coverage of stocks.

Exhibit 1: Morningstar Research Methodology

’F

Macquarie Group Limited MQG

Research Publication Date: 27 Oct 2017 | 4:10PM | Macquarie’s Diversified Business Delivers Again with Strong 1H18 Profits. FVE

Increased to AUD 96

Morningstar Recommendation: Hold

Yor.75
[ By | accum HoLD REDUCE
$ &7.20 86.40 105.60 120.60
Note: marker indicates price of 97.75 at publication date
Morningstar Analyst Ratings
Fair Uncertainty Moat Stewardship
value Rating Rating ¥ Rating ¥
$96.00 Medium None Standard

Analyst Note | Analyst Report | Analyst Valuation/Risk

Macquarie’s Diversified Business Delivers Again with
Strong 1H18 Profits. FVE Increased to AUD 96

David Ellis Ancther strong result for
Morningstar Australia’s largest global
Analyst asset manager and

investment bank, with no-

moat Macquarie Group’s

first-half fiscal 2018 profit

up 19% and 7%

sequentially to AUD 1.2
billion. Fiscal 2018 earnings guidance is upgraded “to be slightly
up on FY17* from “broadly in line with FY17.” In Macquarie
speak, “slightly up” means anything up to 10% and we increase
our fiscal 2018 NPAT forecast modestly to AUD 2.42 billion,
reflecting a lower tax rate and higher performance fees. We now
expect total dividends of AUD 5.00 per share up from AUD 4.50
previously. If achieved, our forecast fiscal 2018 NPAT s 9%
higher than fiscal 2017. The combination of stronger near-term
earnings and a mare positive medium-term outlook increases our
fair value estimate 3% to AUD 96 per share.

Higher performance fees from Macquarie Asset Management, or
MAM, offset the lower-than-expected profit contributions from
the two capital markets-facing busines:

Print this page [

Earnings = Momingstar Analyst numbers at the time of publication

03/16(a) 03/17(a) 03/18(e) 03/15(e)
NPAT ($m) * 2,063.0 2,217.0 2,417.6 2,529.3
EPS (¢) © 619.0 6445 7103 7432
EPS Change (%) © 23.2 4.1 10.2 4.6
Div Payout Ratio % 64.6 72.9 70.4 68.6
DPS (c) * 4000 4700  500.0 5100
Franking (%) ™ 40.0 45.0 45.0 45.0
Grossed-Up DPS (c) * 468.6  560.6 5964  608.4
Grossed-Up Yield % 6.1 71 6.1 6.2
Dividend Yield % * 5.2 6.0 5.1 5.2
PE Ratio (x) © 125 122 138 13.2
Avg. Price/Price ($) 77.34 7881 97.75 9775

Source: Morningstar analysts

Investment Perspective (Last Updated: 11-Sep-2017)
Macquarie's global business model has successfully navigated the
operational and capital market headwinds affecting other larger
investment banks. Despite Macquarie being subscale compared
with global peers, the firm has successfully replaced the
significant revenue streams previously sourced from the highly
profitable satellite-fund business model. Long-held strengths of
adaptability, variable costs, a solid balance sheet, and capable
management offset volatile market conditions and place the
group in a strong position to leverage the market rebound.
Funds management, corporate lending, and asset financing are
strong performers, delivering lower-risk income at the same time
that Macquarie's market-dependent businesses start to recover.
Further growth in global capital markets and increased
transactional volumes are needed to Increase earnings,
particularly in the market-facing investment banking businesses.
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Morningstar's Manager Research
Morningstar's Manager Research covers LICs, ETFs and Managed Funds. We provide our forward looking
qualitative Morningstar Analyst Rating along with a detailed research reports. Our full analyst report includes our

view of the role that the fund or ETF can play in a diversified portfolio as well as our assessment of the investment
team, investment process and the various fees that investors are charged.

Funds Research » |

ETFs Research 2 |

Listed Investrent Company Research Report

Milton Corporation Limited MLT
Analyst: Ross MacMillan | 25 Oct 2017 |

| Incn
Page 1 of 2 |

Morningstar Take
Milton Carparation (MLT) is a listed Investment
company possessing four solid characteristics
in stability, reliability, consistency and low fees,
attributes which we appreciate. Seasoned
investor and CEQ Frank Gooch plays the long
game when It comes to Milton’s investment
philosophy and approach. The investment
pracess, which has changed little aver more
than 50 years, Is focused on Milton being a
long-term investor while paying higher
dividends annually to shareholders. The
investment team comprises the highly capable
Gooch and three Investment managers. In
addition, Gooch leverages the knowledge and
experience of Milton's board of directors, via
the investment committee, to review stock
recommendations. The investment team's role
is to monitor the portfolia while searching for
well-managed companies which have a history
of established earnings, increasing dividend
payments and maintaining balance sheet
strength. During the year ended 30 June 2017,
Charter Hall Group, Janus Henderson Group,
and Charter Hall Long Wale REIT were all
added to the portfolio after comprehensive
assessment by the team. While stockbroker
research plays an important role in the
process, pasitively, in the past few years, the
investment team has also increased the level of
independent analysis undertaken. The diligent

of the i and
process has resulted in a portfolio of 90-100
stocks, not aligned to any index or style, but
containing significant active pasitions in many
familiar names including Westpac, Wesfarmers,
and Woolworths. We appreciate the

LICs Research »

ETF Research Report

Vanguard US Total Market Shares Index ETF VTS | I3 Gold

01 Nov 2016 | Alexander Princas
CRsP|

Morningstar Take
Vanguard US Tatal Market Shares Index VTS defies just al
managers have failed to outdo U.S. equity benchmarks, ai
change that. Exchange-traded funds are known for low col
0.05% makes VTS one of the cheapest ETFs in the worid.
which is more diversified, extending to mid-caps and smal
restricted to the largest 00 names. Vanguard uses optim|
to cupliicate the benchmark. This reduces transaction cost!
far less-liquid small-cap names. Bestowing confidence, VT
listed VTI which they have managed since 2001, They hay
1970s. The cross-listing structure may lead to estate tax b
though. Despite Vanguard's scale, the bid-ask spread has
rival IvV. Still, this spread Is 5o low enough that long-tem
diversified exposure to some of the world's best and most
US equities have a low correlation to Australian equities, 3
offering ample diversification. The smail-cap exposure hag
tum into a headwind should small caps underperform. Wh
footprint, this single-country ETF will depend on the US eq
their ups and downs. Like any passive strategy, VTS offery
dip. Many investors won't need this vehicle as they alread)
or diversified funds. But for those who want dedicated US
and low costs make VTS virtually unrivalled.

Fundamental View
The US stock market is the most liquid and deep in the we
as measured by overall market capitalisation. The S&P 501
benchmark, which sticks mainly to larger caps with some |
US Total Market Index Is a broader alternative, holding alr
consequently having a mare discernible expasure ta midsi
US Total Markets ETF VTS tracks this CRSP index. The U.§
relatively diverse. IT, financials, and healthcare were the {
farming nearly haif of the CRSP index. Diversity is also ev
stocks are less than 2% each. This Is in marked contrast §
which Is dominated by a handful of financial and resource
correlated ta that of a typical Australian equity portfolio, B
for Australian investors. The global footprint of many largg
trait. By some estimates, neariy haif of the revenue of con
e the US. So while the domestic US economy remait

Manager Benchmark

B ula

B8 ndd to Portfolio

Market Index

Fund Research Report

Platinum Global Fund | £2 Silver
International Equities - Large Caps | Tim Wong, CFA

Analyst Report | 16 May 2017

Role in Portfolio

Platinum Global’s benchmark-agnostic approach and thematic tendencies typically result in 2
portfolio that looks very little like its average rival. Platinum is happy to accumulate exposure in

regions or sectors it thinks will benefit from valuation normalisation or changing industry dynamics.

To mitigate the risks associated with such portfolic biases, manager Kerr Neilson likes to diversify
across stocks extensively and manage currency exposure actively. This portfolio should, and does,
look very similar to Platinum’s long-running flagship strategy, Platinum International. At 31 March
2017, this portfolio was still quite small, with only about $32 million in assets, which prevented
Neilson from diversifying as extensively as he otherwise might. Still, the portfolio’s overarching
views are the same. It had about 20% exposure to the United States, while most rivals had
50%-60%. Instead, it favoured Asian companies, arguing that selected opportunities in China and
India offer far greater value, even considering country-specific risks. Currency exposures helped
offset those risks. The U.S. dollar exposure was reduced in 2015-16, but it was still 41% (including
10% in Hong Kong dollar) and the portfolio was modestly short the Chinese yuan. This strategy’s
diversification and risk management makes it a suitable Core global equities holding.

Morni Take

market, there's throug|
means US equity market indexes can act s proxies for wi
h a non-US-oriented strategy if investors wil
of a truly globally diverse portfolio. The av

Platinum Global’s exceptionally thorough and distinct investing approach remains intact. Launched
in September 2014, it is very similar to Platinum International but cannot take short exposure to
indexes or stocks (as per mFund guidelines). Its small asset base (about AUD 32 million in March
2017) prevents manager Kerr Neilson from diversifying as broadly as he otherwise might, but that
will change if assets grow. Questions about Neilson’s long-term involvement loom large, but we're

heartened by proactive moves. Platinum stalwart Andrew Clifford is prominent and has the standing

to sustain the high-performance culture. The firm has promoted promising staff astutely. Neilson is
still in charge here and clearly in tune with the portfolio. Meanwhile, in 2016, Platinum bumped up
staff remuneration with restricted stock to strengthen potential long-term incentives. To be fair,
this hasnt been wholly smooth sailing. We felt that the departure of portfolio manager Simon
Trevett was a loss, and other c most notably deputy CIO Jacob Mitchell (in late 2014)

partures
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Morningstar's Credit Research
Morningstar's Credit Research covers Hybrid securities. We provide full research reports including
recommendations on new issues and on-the-run Hybrid securities.

Credit Research ~

MORNINGSTAR
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NABPA NAB Convert

Security Investment Risk
Medium

Issuer Name
National Australia Bank Limited

Issuer Economic Moat Rating
Wide

Issuer Stewardship Rating
Standard

Sector
Banks

Issue Date
20 March 2013

Issue Size
AUD 1,541 million

Call Date
20 March 2019

Scheduled Conversion
22 March 2021

Leader
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yield of ¢
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WBCPC Westpac Convertible Preference Shares

Security Investment Risk
Medium

Issuer Name
Westpac Banking Corporation

Issuer Economic Moat Rating
Wide

Issuer Stewardship Rating
Exemplary

Sector
Banks

Issue Date
23 March 2012

Issue Size
AUD 1,189 million

Call Date
31 March 2018

Scheduled Conversion Date
31 March 2020

Retain Hold as Reset Date Approaches

Recommendation: Hold

At current prices, we believe WBCPC is fairly valued, with a 5.14% running yield and 2.17%
gross yield to reset. We remain confident that WBCPC will be redeemed at the reset date
of 31 March 2018. With only five months until this date, we recommend investors Hold to
redemption.

Investment Summary

WBCPC are fully-paid, subordinated, convertible, perpetual, transferrable, redeemable,
unsecured preference shares with an AUD 100 face value and scheduled conversion date
of 31 March 2020. This is subject to exchange conditions, unless it is exchanged earlier
because of a trigger event or Westpac exercising an option to call the security two years
early on 31 March 2018. Distributions are discretionary, noncumulative and fully franked
with a dividend stopper. Dividends are paid semi-annually in arrears, based on the 180-
day bank bill swap, or BBSW, rate plus a margin of 3.25% per year.

Issuer Description

Westpac is Australia's oldest bank and financial services group, with a significant franchise
in Australia and New Zealand in the consumer, small business, corporate, and institutional
sectors, in addition to its major presence in wealth management. Westpac is among a
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Morningstar's Special Reports
Morningstar publishes a number of special reports that provide in-depth analysis of individual securities, sectors
and assets classes. Our special reports include monthly reports on the credit market, small-cap stocks and ETFs
and our bi-annual earnings season insights and forecast reports.
| Credit Monthly #

Special Reports » |

Australian Credit Monthly

October 2017

- "
3 November 2017

John Likos, CFA

Director, Eoity & Credit Research, Austialia
61292764444
john ikos@morningstar.com

Ela McAlister

Associate Analyst, Austraia
+612.9276.0444
ellamealistermoringstar.com

Bond & Money Markets
Amixed bag of data among leading developed ec:
month with respect to global bond yields. The ex
of 2.20% and the lowest jobless rate since 200
tightening trajectory. Discussion around the next
markets as speculation of the possible appointrt
rise. At the time of wiiting, Federal Reserve Bo
barely moving yields in the process. Powell is
pursued by Janet Yellen.

In Australi, strong employment data was overs!
again puta halt to near term cash rate increase ¢
to these inflaion numbers by pushing their next ¢
2018. We have even seen renewed discussion if
base case scenario. The Reserve Bank of Austra
maintain their optimistic tone and leave the cash

Exhibit 1: ASX 30 Day Interbank Cash Rate Futures In

ETF Investor ~
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ETFInvestor

Aplethora of cash, short-term and floating rate ETFs launched
recentl, al offering parking spots for your money. Is tempting to
simply pick the fund with the highest yield, but the products are
ot interchangeabe. Fees and investments vary, and the old e

of “the higher the retur, the igher the risk” emains relevant.

new that there is no tack 1
cross-check, with the excep
Cash ETF AAA, which launt
managers quoted net figue

didn'tincluge fees in their ca

18 August 2017

Morningstar Equities Research | September 2017

Earnings Season Insights | September 2017

One-stop shop for over 90 results

These fund dated bond allandy
ETFs, but even so, investors need to know what they'e getting  clarification
into, Let's take a look. atogm] Iron ore miners feature in a lacklustre reporting season — some big names disappoint

Don't Compare Apples with Oranges or Yields
Exhibit 1 offers a snapshat of each of the new products. However
we take yield figures with a grain of salt because the numbers
quoted by fund managers are often not directly comparable. We.
checked the factsheets and found some quoted “running yield,”
‘while others quoted “yield to maturity”. There shouldn't be much
difference because the funds are extremely low duration and high
credit qualty, but even so we are wary, because the funds are so
Exhibit 1 - Cash and Yield' ETFs

‘Source: Momingstar Direct and Fund Manager Factsheets and
Correspondence.
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Despite some upbeat comments on the reporting
season, with a focus on 60% of companies
increasing dividends, overall results were mildly
disappointing. Certainly, if the three major iron ore
miners, BHP Billiton (BHP), Rio Tinto (RIO), and
Fortescue (FMG) were excluded, overall profit
growth was mid-single-digit at best. The adjusted
profits of the three major miners increased by a
whopping US$3bn (A$11.7bn based on a 30 June
A$/US$ exchange rate of 0.769).

While there were distractions, mostly of a
geopolitical nature, during August the S&P/ASX
200 Index was flat and the Accumulation Index was
up 0.7%. The Australian Bureau of Statistics
revealed June quarter company profits fell 45% on
the March quarter as commodity prices eased. The
total adjusted NPAT of Australian listed companies
covered by Morningstar totalled $78.3bn. This
figure excludes those companies with non-30 June
or 31 December balance dates, for example, the
three major banks—Australian and New Zealand
Banking Group (ANZ), National Australia Bank
(NAB), and Westpac (WBC)--and Macquarie
(MQG). BHP, FMG and RIO (half year) contributed
$18.6bn or 24% of the total.

(RHC), and ResMed Inc. (RMD the Healthcare
trifecta, and Telstra (TLS) and Vocus (VOC) the
telecommunications quinella. Other large
companies to join the band of disappointments
included BlueScope Steel (BSL), James Hardie
{JHX), REA Group (REA), and News Corporation
(NWS). Positive results from large companies were
few, including Cochlear (COH) and Origin Energy
(ORG). Medium-sized disappointments included
Domino’s Pizza (DMP), IRESS (IRE), Pact Group
(PGH), and Automotive Holdings (AHG). Positives
included ARB Corporation (ARB), Aveo (AOG),
Bendigo & Adelaide Bank (BEN), Breville (BRG),
G8 Education (GEM), I0OF (IFL), Medibank
Private (MPL), Monadelphous (MND), Orora
(ORA), Perpetual (PPT), Platinum Asset
Management (PTM), and Super Retail (SUL).

CBA met expectations but was subsequently
overwhelmed by deficiencies in reporting cash
transactions. ANZ and NAB reported 2017 trading
updates which generally satisfied investors

REITs were solid with most meeting guidance.
Non-cash revaluations were a highiight, benefiting
from lower capitalisation rates. The consensus is

| bottomed

Peter Warnes
Head of Equities
Research

Contact Details
Tel: 1800103 44 55
Email: help au@morningstar com
Address: Lv1 36, 264 George St
Sycney NSW 2000
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Track and monitor your investments

Avoidance is the one financial strategy that is guaranteed to fail. We have the tools,
commentary and insights to allow our readers to stay on top of their investment portfolios.

Portfolio Manager

Morningstar's Portfolio Manager allows users to create multiple watch lists and transaction portfolios to track
security prices, company news and investment performance. The tool is fully integrated with Morningstar’s data
and research and allows users to easily obtain the latest analyst reports on holdings.

Try it now 2

Portfolio Manager

ﬂ- IIncome Portfolio v Create Modify Views Help

Tracking l £ My View My Performance £2 Portfolio X-Ray £ Reports

Snapshot News & Opinions  Intraday  Gain/Loss £ Fundamental £ Insights

Current Day Day
Name Ticker Price(s) Change($) Change (%)
AGL Energy Ltd AGL 25.160 0.220 0.88
AMP Ltd AMP 5.055 0.035 0.70
APA Group APA 8.670 0.000 0.00
Charter Hall Retail REIT CQR 4.050 0.030 0.75
Commonwealth Bank of Australia CBA 77.780 0.370 0.48
National Australia Bank Ltd NAB 31.880 -0.070 -0.22
News Corp DR NWS 18.270 0.080 0.44
Platinum Asset Management Ltd PTM 7.270 0.010 0.14
Scentre Group SCG 4.030 0.030 0.75
Sonic Healthcare Ltd SHL 21.760 0.060 0.28
Spark New Zealand Ltd SPK 3.280 -0.030 -0.91

MAORNINGSTAR


https://www.morningstar.com.au/Portfolio

Portfolio X-Ray

Morningstar's Portfolio X-Ray provides advanced analysis of portfolios through detailed reporting on asset
allocation across markets, sectors and styles.

Try it now 2

Portfolio Manager

ﬁ My Growth Portfolio v Create Modify  Views Help

Tracking & My View My Performance ’ & Portfolio X-Ray \ & Reports Sh

Overview Details Stock Intersection

Asset Allocation | Holdings Detail »» Stock Style Diversification| Holdings Detail »»

Portofolio% valuation
Value Core Growth

Domestic Equity 78.88 T oo
Int'l Equity 8.21 192314 &%
Listed Propert .00 7
isted Property 0 5 6 s [T
Unlisted Property 0.00 -
Mortgages 0.00 1 0 0 ;
Dom Fixed Interest 7.66

Intl Fixed Interest 0.00 i\lof Ciassiﬁed 410%
Cash 5.25

Other 0.00

Not Classified 0.00

MORNINGSTAR

20


http://portfolio.morningstar.com.au/RtPort/Reg/XRayOverview.aspx?ViewPage=11

Stock Intersection

Morningstar's Stock Intersection is a tool that is specially designed for managed fund investors. A key input into
portfolio construction decisions, the tool provides a look through to the underlying holdings in each managed fund

to enable investors to track asset allocation across a portfolio.
Try it now 2

Portfolio Manager

MAORNINGSTAR

# | My Growth Portfolio v | Create Modify Views Help
Tracking £ My View My Performance l £ Portfolio X-Ray k> Reports =l
Overview Details | Stock Intersection
% Fund Underlying Stocks Ticker % of Portfolio
Assets Holdings Symbol Net Assets  Sector Country Data as at
BHP Billiton Ltd BHP 7.62 E AUS
7.79  Ausbil Australian Active Equity 6117 2.84 30-09-2017
100.00 BHP Billiton Ltd BHP 2.83
5,99  Schroder Australian Equity Fund 794 1.95 31-05-2017
Rio Tinto Ltd RIO 6.04 = AUS
100.00 Rio Tinto Ltd RIO 4.49
4.78  Schroder Australian Equity Fund 794 1.56 31-05-2017
Westpac Banking Corp WBC 4.99 AUS
8.57  Ausbil Australian Active Equity 6117 3.13 30-09-2017
5.73  Schroder Australian Equity Fund 794 1.87 31-05-2017
National Australia Bank Ltd NAB 4.90 AUS
8.14  Ausbil Australian Active Equity 6117 2.97 30-09-2017
5.85  Schroder Australian Equity Fund 794 1.90 31-05-2017
100.00  National Australia Bank Ltd NAB 0.02
Commonwealth Bank of Australia CBA 4.45 m AUS
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