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Today’s presentations contain forward-looking statements. All state-

ments made that are not historical facts are subject to a number of 

risks and uncertainties, and actual results may differ materially. 

Please refer to our most recent earnings release and our most recent 

Form 10-Q or 10-K for more information on the factors that could 

cause actual results to differ.

Today’s presentations also contain non-GAAP financial measures. 

Please refer to the slides at the end of the presentations for a 

reconciliation to the applicable GAAP measures.
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Switching Costs Network Effect
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Key Objectives

Develop the next-
generation software for 
our investment
research platforms with 
an elegant and intuitive
user experience for 
our customers

.....

Deliver the most 
effective investment 
data, research, 
and ratings to help
investors reach their 
financial goals

.....

Be a world-class 
investment 
management 
organization based 
on our proprietary 
research

.....



Our Strategy

Advisor Asset
Management

Retirement Individual
Investor

Major Customer 
Groups

Key Objectives

Goal: Widen 
Economic Moat

.....

Network EffectSwitching CostsBrand/
Intangible Assets



Advisor Asset
Management

Retirement Individual
Investor

Four Major Customer Groups



Advisor Asset
Management

Retirement Individual
Investor

260,000
financial advisors

Four Major Customer Groups



Advisor Asset
Management

Retirement Individual
Investor

260,000
financial advisors

1,500
asset management 
firms

Four Major Customer Groups



Advisor Asset
Management

Retirement Individual
Investor

260,000
financial advisors

1,500
asset management 
firms

26 

plan providers

Four Major Customer Groups

237,000 

plan sponsors

24 million 

plan participants



260,000
financial advisors

1,500
asset management 
firms

9.3 million
individual investors

Four Major Customer Groups

26 

plan providers

237,000 

plan sponsors

24 million 

plan participants

Advisor Asset
Management

Retirement Individual
Investor



Morningstar’s Business Model

Advice

Information

Portfolio 
Management 

Model Portfolios 
Investment Strategies

Analyst Access
Research and Ratings

Software and Analytics

Data



Morningstar 
Data

Morningstar 
Advisor
Workstation

Morningstar 
Direct

Investment 
Advisory 
Services

Morningstar.com

Top Five Products 2013 

18.5% 13.3% 11.3% 8.5% 8.0%
% of Consolidated Revenue
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Generally Strong Equity Markets
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Estimated Net Flows ($bil)
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Estimated Net Flows ($bil)

Actively managed
Passively managed

Open End Funds and ETFs
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Passive Management Continues Gaining Share
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Client Regulatory Pressures Increasing

Dodd-Frank

Solvency II

UCITS IV

Future of Financial Advice

MiFID II

Retail Distribution Review



Increasing Investor Engagement

Aggregate data for finance/investment 
sites in 2013

Source: ComScore MediaMetrix

Page views Average time spent 
per visit 

Unique users Average pages viewed 
per visit
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Morningstar Managed Portfolios

+55.3% in 2013
Assets ($bil)
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Managed Retirement Accounts
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Morningstar Direct Licenses
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New iPad App



Research Innovation

General Electric Co GE
Last Close Quantitative Fair Value Estimate Market Cap (Bil) Sector Industry Country of Domicile

22.78 24.68 235.5 p Industrials Diversified Industrials USA United States

General Electric Co provides services ranging from aircraft

engines, power generation, water processing & household

appliances to medical imaging, business & consumer

financing, media content & industrial products.

Quantitative Scores Scores

All Rel Sector Rel Country

Quantitative Moat Wide 100 100 99

Valuation Fairly Valued 75 83 84

Quantitative Uncertainty Medium 91 89 83

Financial Health Moderate 62 58 62

p USA

GE

 Undervalued  Fairly Valued Overvalued 

Valuation
Current 5-Yr Avg

Sector
Median

Country
Median

Price/Quant Fair Value 0.92 0.74 0.97 1.03

Price/Earnings 15.9 13.9 15.2 18.2

Forward P/E 11.8 — 10.8 12.1

Price/Cash Flow 8.1 5.6 9.1 10.4

Price/Free Cash Flow 17.1 9.1 15.8 18.6

Dividend Yield % 3.16 4.19 2.24 2.22

Price/Book 1.9 1.6 1.3 2.0

Price/Sales 1.6 1.2 0.7 1.5

Profitability
Current 5-Yr Avg

Sector
Median

Country
Median

Return on Equity % 11.6 11.5 11.1 12.8

Return on Assets % 2.1 1.8 4.5 5.3

Revenue/Employee (K) 482.9 513.9 440.3 283.5

Quantitative Moat Score

100

0
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100

2006 2007 2008 2009 2010 2011 2012 2013

Financial Health
Current 5-Yr Avg

Sector
Median

Country
Median

Distance to Default 0.7 0.4 0.6 0.6

Solvency Score 772.5 — 541.3 575.4

Assets/Equity 5.6 6.5 1.8 1.7

Long-Term Debt/Equity 1.9 2.6 0.2 0.3

Price Versus Quantitative Fair Value

2009 2010 2011 2012 2013 2014

8

16

24

32

40

Quantitative Fair Value Estimate

Total Return

Sales/Share

Forecast Range

Forcasted Price

Dividend

Split

Momentum: Neutral

Standard Deviation: 26.02

18.02 52-Wk 23.90

5.73 5-Yr 32.72

-2.8 23.9 1.3 21.1 9.4 Total Return %

-31.3 7.1 -0.3 4.8 -5.7 +/– Market (Morningstar US Index)

4.03 2.52 3.41 3.33 3.16 Dividend Yield %

14.7 15.9 14.6 15.1 15.9 Price/Earnings

1.0 1.3 1.3 1.5 1.6 Price/Revenue

Overvalued 
 Fairly Valued
 Undervalued

467,885 Monthly Volume (Thousand Shares)

Liquidity: High

2008 2009 2010 2011 2012 TTM Financials (Fiscal Year in Mil)

182,515 156,783 150,211 147,300 147,359 147,289 Revenue

5.7 -14.1 -4.2 -1.9 0.0 0.0  % Change

19,141 10,344 14,208 20,098 17,406 17,598 Operating Income

-63.8 -46.0 37.4 41.5 -13.4 1.1  % Change

17,410 11,025 11,644 14,151 13,641 14,134 Net Income

48,601 24,593 36,123 33,359 31,331 29,475 Operating Cash Flow

-16,010 -8,634 -9,800 -12,650 -15,126 -15,484 Capital Spending

32,591 15,959 26,323 20,709 16,205 13,991 Free Cash Flow

17.9 10.2 17.5 14.1 11.0 9.5  % Sales

1.72 1.01 1.06 1.23 1.29 1.34 EPS

-20.7 -41.3 5.0 16.0 4.9 4.2  % Change

3.23 1.50 2.47 1.95 1.53 1.53 Free Cash Flow/Share

1.24 0.61 0.46 0.61 0.70 0.72 Dividends/Share

10.51 11.00 11.20 11.03 11.82 11.83 Book Value/Share

10,663 10,615 10,573 10,406 10,340 10,340 Shares Outstanding (Mil)

Profitability

15.7 9.7 9.6 11.2 11.4 11.6 Return on Equity %

2.2 1.4 1.5 1.8 2.0 2.1 Return on Assets %

9.5 6.8 7.6 8.9 9.3 9.6 Net Margin %

0.23 0.20 0.20 0.20 0.21 0.21 Asset Turnover

7.6 6.7 6.3 6.2 5.6 5.4 Financial Leverage

54.1 51.6 52.3 53.7 49.6 49.9 Gross Margin %

10.5 6.6 9.5 13.6 11.8 12.0 Operating Margin %

330,067 338,215 323,383 272,717 236,084 234,299 Long-Term Debt

104,665 117,291 118,936 116,438 123,026 123,714 Total Equity

2.3 2.1 2.2 2.2 2.2 2.2 Fixed Asset Turns

Growth Per Share
1-Year 3-Year 5-Year 10-Year

Revenue % 0.1 -1.7 -3.1 1.1

Operating Income % -14.1 20.3 -19.9 -5.1

Earnings % 12.1 11.6 -8.8 -0.8

Dividends % 14.8 4.7 -9.5 -0.4

Book Value % 7.4 2.4 0.4 6.3

Stock Total Return % 24.3 13.4 -4.0 0.7

Quarterly Revenue & EPS

Revenue (Bil) Mar Jun Sep Dec Total

2013 35.0 — — — —

2012 35.2 36.5 36.3 39.3 147.4

2011 38.4 35.6 35.4 38.0 147.3

2010 36.6 37.4 35.9 40.3 150.2

Earnings Per Share

2013 0.34 — — — —

2012 0.29 0.29 0.33 0.38 1.29

2011 0.31 0.35 0.22 0.35 1.23

2010 0.17 0.28 0.18 0.42 1.06

Revenue Growth Year On Year %

5.0
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Quantitative Equity Report | Release Date: 10 May 2013 | Reporting Currency: USD | Trading Currency: USD

©2013 Morningstar. All Rights Reserved. Unless otherwise provided in a separate agreement, you may use this report only in the country in which its original distributor is based. Data as originally reported. The information
contained herein is not represented or warranted to be accurate, correct, complete, or timely. This report is for information purposes only, and should not be considered a solicitation to buy or sell any security. Redistribution
is prohibited without written permission. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. ß

®

Page 1 of 1

General Electric Co GE
Last Close Quantitative Fair Value Estimate Market Cap (Bil) Sector Industry Country of Domicile

22.78 24.68 235.5 p Industrials Diversified Industrials United States

General Electric Co provides services ranging from aircraft

engines, power generation, water processing & household

appliances to medical imaging, business & consumer

financing, media content & industrial products.

Quantitative Scores Scores

All Rel Sector Rel Country

Quantitative Moat Wide 100 100 99

Valuation Fairly Valued 75 83 84

Quantitative Uncertainty Medium 91 89 83

Financial Health Moderate 62 58 62

p USA

GE

 Undervalued  Fairly Valued Overvalued 

Valuation
Current 5-Yr Avg

Sector
Median

Country
Median

Price/Quant Fair Value 0.92 0.74 0.97 1.03

Price/Earnings 15.9 13.9 15.2 18.2

Forward P/E 11.8 — 10.8 12.1

Price/Cash Flow 8.1 5.6 9.1 10.4

Price/Free Cash Flow 17.1 9.1 15.8 18.6

Dividend Yield % 3.16 4.19 2.24 2.22

Price/Book 1.9 1.6 1.3 2.0

Price/Sales 1.6 1.2 0.7 1.5

Profitability
Current 5-Yr Avg

Sector
Median

Country
Median

Return on Equity % 11.6 11.5 11.1 12.8

Return on Assets % 2.1 1.8 4.5 5.3

Revenue/Employee (K) 482.9 513.9 440.3 283.5

Quantitative Moat Score

100

Financial Health
Current 5-Yr Avg

Sector
Median

Country
Median

Distance to Default 0.7 0.4 0.6 0.6

Solvency Score 772.5 — 541.3 575.4

Assets/Equity 5.6 6.5 1.8 1.7

Long-Term Debt/Equity 1.9 2.6 0.2 0.3

Price Versus Quantitative Fair Value

2009 2010 2011 2012 2013 2014

Sales/Share

Forecast Range

Forcasted Price

Dividend

Split

Momentum: Neutral

Standard Deviation: 26.02

-2.8 23.9 1.3 21.1 9.4 Total Return %

-31.3 7.1 -0.3 4.8 -5.7 +/– Market (Morningstar US Index)

4.03 2.52 3.41 3.33 3.16 Dividend Yield %

14.7 15.9 14.6 15.1 15.9 Price/Earnings

1.0 1.3 1.3 1.5 1.6 Price/Revenue

Monthly Volume (Thousand Shares)

Liquidity: High

2008 2009 2010 2011 2012 TTM Financials (Fiscal Year in Mil)

182,515 156,783 150,211 147,300 147,359 147,289 Revenue

5.7 -14.1 -4.2 -1.9 0.0 0.0  % Change

19,141 10,344 14,208 20,098 17,406 17,598 Operating Income

-63.8 -46.0 37.4 41.5 -13.4 1.1  % Change

17,410 11,025 11,644 14,151 13,641 14,134 Net Income

48,601 24,593 36,123 33,359 31,331 29,475 Operating Cash Flow

-16,010 -8,634 -9,800 -12,650 -15,126 -15,484 Capital Spending

32,591 15,959 26,323 20,709 16,205 13,991 Free Cash Flow

17.9 10.2 17.5 14.1 11.0 9.5  % Sales

1.72 1.01 1.06 1.23 1.29 1.34 EPS

-20.7 -41.3 5.0 16.0 4.9 4.2  % Change

3.23 1.50 2.47 1.95 1.53 1.53 Free Cash Flow/Share

1.24 0.61 0.46 0.61 0.70 0.72 Dividends/Share

10.51 11.00 11.20 11.03 11.82 11.83 Book Value/Share

10,663 10,615 10,573 10,406 10,340 10,340 Shares Outstanding (Mil)

Profitability

15.7 9.7 9.6 11.2 11.4 11.6 Return on Equity %

2.2 1.4 1.5 1.8 2.0 2.1 Return on Assets %

9.5 6.8 7.6 8.9 9.3 9.6 Net Margin %

0.23 0.20 0.20 0.20 0.21 0.21 Asset Turnover

7.6 6.7 6.3 6.2 5.6 5.4 Financial Leverage

54.1 51.6 52.3 53.7 49.6 49.9 Gross Margin %

10.5 6.6 9.5 13.6 11.8 12.0 Operating Margin %

330,067 338,215 323,383 272,717 236,084 234,299 Long-Term Debt

104,665 117,291 118,936 116,438 123,026 123,714 Total Equity

2.3 2.1 2.2 2.2 2.2 2.2 Fixed Asset Turns

Growth Per Share
1-Year 3-Year 5-Year 10-Year

Revenue % 0.1 -1.7 -3.1 1.1

Operating Income % -14.1 20.3 -19.9 -5.1

Earnings % 12.1 11.6 -8.8 -0.8

Dividends % 14.8 4.7 -9.5 -0.4

Book Value % 7.4 2.4 0.4 6.3

Stock Total Return % 24.3 13.4 -4.0 0.7

Quarterly Revenue & EPS

Revenue (Bil) Mar Jun Sep Dec Total

2013 35.0 — — — —

2012 35.2 36.5 36.3 39.3 147.4

2011 38.4 35.6 35.4 38.0 147.3

2010 36.6 37.4 35.9 40.3 150.2

Earnings Per Share

2013 0.34 — — — —

2012 0.29 0.29 0.33 0.38 1.29

2011 0.31 0.35 0.22 0.35 1.23

2010 0.17 0.28 0.18 0.42 1.06
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Target-Date Series Research Paper
2013 Survey

Executive Summary
As the target-date industry continues to mature, it is displaying both predictable and surprising 
attributes. Predictably, its organic growth rate is slowing as target-date series have become  
established fixtures in defined-contribution plans. Fees in the series continue to fall as assets flow in, 
and post-2008 returns have been strong, reflecting broad market trends.

Surprisingly, some of the industry’s debate over how to best manage target-date series’ asset 
allocation may be overdone. A Morningstar analysis of the average industry glide path shows it will 
meet most retirees’ spending needs, and funds with significantly different asset allocations have 
delivered similar returns in recent years. 

Other factors may contribute to these investments’ relative success over the long term. A new 
Morningstar study of data on the firms offering the target-date series suggests a tie between better 
stewardship practices and stronger risk-adjusted performance.

Here are some specific findings from Morningstar’s annual study:
Target-date series assets crossed the $500 billion mark in 2013’s first quarter, marking strong  
growth in a maturing industry.

The industry’s market leaders—Vanguard, Fidelity, and T. Rowe Price—maintain their hold on the 
industry. The three still control about three fourths of the industry’s assets, despite impressive 
growth from some of the industry’s smaller players.

Morningstar’s analysis of target-date glide paths showed most should deliver similar results that 
should sufficiently support retiree spending to age 85. Results begin to notably diverge beyond  
that age, however, with glide paths with less exposure to stocks carrying increased risk that retirees 
will outlive their savings. 

Glide paths that shift their asset allocation to retirement and those that continue to shift after 
retirement are likely to produce similar outcomes for investors up to age 85, Morningstar found. 
Beyond that age, however, results diverge.

Rising markets in 2012 and early 2013 helped target-date series turn in strong absolute returns,  
with equity-heavy series faring particularly well overall. But glide paths that emphasize equities 
tend to produce more-volatile returns. 

Josh Charlson, Ph.D.  
Fund of Funds Strategist
+1 312 696-6564
josh.charlson@morningstar.com

Laura Pavlenko Lutton
Director, Fund of Funds Research; 
Editorial Committee Chair
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laura.lutton@morningstar.com
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Mutual Fund Analyst
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Mutual Fund Analyst
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Target-date funds continued to collect retirement investors’ assets at an impressive clip in 2012, 
whether viewed on an absolute or relative basis. Target-date mutual funds took in $54.8 billion  
in net new flows last year, reaching a total of $484.8 billion. The first quarter of 2013 saw  
an additional $23 billion in new assets, and target-date assets as of March 31, 2013, stood at  
$508 billion.

On an organic growth basis, flows remained healthy, but as has been the case over the past several 
years, the growth rate for target-date funds is leveling off. As shown in Exhibit 1, growth rates  
have been declining steadily since 2007, immediately following the passing of the Pension 
Protection Act of 2006, though 2012’s 15% organic growth rate nearly matched 2011’s 16% rate.  
This slowing growth rate is in some ways inevitable, as a large percentage of retirement  
plans already have begun defaulting investors into target-date investments; much of the new growth 
comes from younger investors with lower balances and salaries. In addition, some portion of  
the slowing growth may reflect companies switching to CIT or custom target-date structures, and 
while those assets are still technically within target-date designs, they are not captured in  
Morningstar’s mutual fund database. (Morningstar had more than $229 billion in CIT target-date 
assets voluntarily reported to its database in May 2013.)

Still, as noted in Exhibit 2, the industry’s growth rate remains more than competitive with other 
broad mutual fund asset classes. Indeed, over the past three years, target-date funds have  
grown faster than other core asset classes, surpassed only by commodities and alternatives, which 

Target-Date Asset Flows

500 Bil USDNet Assets and  
Organic Growth Rates,  
U.S. Target-Date 
Mutual Funds,  
2005–2012 
 
Data through 12/31/2012.
Source: Morningstar, Inc.
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Executive Summary
The Global Fund Investor Experience report was designed to encourage a dialogue about global best 
practices for mutual funds from the perspective of fund shareholders. This biennial report  
measures the experiences of mutual fund investors in 24 countries in North America, Europe, Asia, and 
Africa. Morningstar researchers evaluated countries in four categories—Regulation & Taxation, 
Disclosure, Fees & Expenses, and Sales & Media—with greater weight given to factual, empirical 
answers as well as the high-priority issues of fees, taxes, and transparency.

Key Take-Aways
Investors in the United States are treated the 
best, while South Africans face the  
most dif!cult fund investing environment. 

Commission bans are spreading around the 
world. By mid-summer, Australia and the 
United Kingdom will have restricted commis-
sions with more in the pipeline. This will 
prevent many con"icts of interest, but it is still 
to be seen if investors will fare better with 
fewer avenues to pay advisors. 

Despite the comparable size of the UCITS 
market to the U.S. fund market, investors in 
Europe (and other countries where UCITS 
are sold) do not receive the economies of scale 
that bene!t U.S. investors with lower fees. 

The United States is one of only a handful of 
countries where fund investors are 
responsible for annual taxes on capital gains 
earned by funds. 

Funds in most countries continue to treat the 
names of portfolio managers as trade 
secrets. Investors have no way to determine 
if the current manager is responsible for  
a fund's success or failure.

To coincide with UCITS IV implementation, 
we've expanded the importance and depth of 
our point-of-sale document evaluation. 

Thailand falls from an A- overall to a B 
because of the length and comprehensiveness 
of its simpli!ed prospectus.

South Africa falls below average in almost 
every area, failing Disclosure outright with an F. 

Australia and New Zealand do not require 
funds to publicly disclose full portfolio holdings, 
leaving investors to guess at the source 
of fund returns. Additionally, France, Korea, 
South Africa, and the United Kingdom 
only disclose full holdings to current owners. 
This lack of transparency is disappointing. 
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Next-Generation Software



Next-Generation Software
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New Organizational Structure

Client

Multiple points of contact for 
multiple capabilities

All of our capabilities represented in 
one  point of contact

TextMorningstar Clientvs.



New Organizational Structure
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Investment Advisory

Revenue 2013 vs. 2012 AUA 2013 vs. 2012



Operating Expense Growth ($mil)

Q1 2013

$131.8

$128.9

$138.6

$128.3

Q2 2013 Q3 2013 Q4 2013



Clients Remain Cautious on Spending

Source: Burton-Taylor International Consulting LLC

2013 global spend on market data/analysis in 2013
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Investing for the Future

Morningstar Employees



Investing for the Future / Recent Hiring Activity*

*Graph shows net new hires by job function for six months ended March 31, 2014
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Re-platforming major software products
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Mobile
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Data aggregation/integration
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Advisor Asset
Management

Retirement Individual
Investor
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Database and platform infrastructure

Data Collection Data Storage Calculations
& Services

Data Governance, 
Delivery & Support

Dissemination
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Investing for the Future / Major Initiative Themes
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Strategies:
Investment Research

Financial-services firms have been a hard  
sell since they found themselves at the center 
of the 2008 downturn and embroiled in  
other messes, such as Europe’s sovereign debt 
crisis. Slowly, though, the world’s banks  
have been improving their balance sheets and 
getting control of troubled loans. Investors have 
noticed the progress. Shares of J.P. Morgan 
Chase JPM, Bank of America BAC, and 
Citigroup C have doubled the past 18 months.
 
That’s not to say all of the world’s financial 
institutions find their share prices heading 
toward new highs. Indeed, Australia’s wide 
moat-rated major banks appear to be 
good values after a recent dip in global equity 
markets, with most trading below Morning-
star’s fair value estimates. Other metrics 
support a favorable view, with price/earnings 
ratios of 12 times and 5.3% dividend yields. 

We expect solid underlying earnings growth at 
these institutions to continue, though headline 
growth should slow in the medium term as 
the strong tailwind of declining bad debts 
eases. The major banks’ solid earnings growth 
and sustainable dividends should appeal 
to investors in periods of moderate economic 
growth. But unlike most relatively defensive, 
high-yielding investments, bank earnings have 
substantial longer-term upside, being leveraged 
to the economy. Credit growth is a function  
of consumer and business confidence, so when 

labor markets stabilize, we expect the pickup in 
credit growth to strengthen.

We prefer Australia and New Zealand Banking 
Group ASX:ANZ, National Australia Bank 
ASX:NAB, and Westpac Banking Corp.  
ASX:WBC. These banks are well managed, 
highly profitable, and diverse businesses, with 
strong competitive advantages. Asset 
quality continues to improve in Australia, while 
the threat of bad loans recedes as interest 
rates remain low, the economy continues 
to grow, and low-risk mortgages make up an 
increasing share of loan portfolios. Their capital 
surpluses underpin dividend sustainability. 

Appealing Dividend Growth
The potential for bank dividends to grow ahead 
of the economy is an important differentiator 
compared with other higher-yielding 
securities. Global and domestic interest rates 
are near historical lows, with the 20-year 
bull market in U.S. long-term bonds appearing 
to have run its course. Global central banks 
eased monetary policy for a long time and have 
hit a threshold. In all likelihood, interest rates 
will increase during the next several years. 
When interest rates rise, bonds and income 
stocks, which can’t grow dividends sufficiently, 
lose value. The beauty of bank stocks is 
their growing dividend streams, which reduce 
the likelihood that they’ll lose value because of 
rising rates.

 Asset Quality and Bad Debts
Loan impairment costs are probably close to 
cyclical lows in Australia. However, asset 
quality continues to improve, and bad debt 
expenses could actually surprise in 2014.  
The low level of new impairments is one of the 
most pleasing parts to the major banks’ profit  
profile. Despite large home loan portfolios, the 
risk of higher bad debts resides almost entirely 
in the business and commercial loan books.

Increasing numbers of bank customers are, in 
fact, shifting away from periods of loan 
stress. This is due, in part, to more cautious 
households and businesses, historically 
low interest rates, and a moderately improving 
economy. Mortgage loan/valuation ratios  
(LVRs) are edging below 50%, with Westpac 
reporting a peer-leading 46% as of September. 
The average LVR of new loans in 2013’s  
second half is about 70%. We know a greater 
proportion of home loan customers have 
increased loan prepayments, pushing them well 
ahead of repayment schedules. Recent 
increases in average house prices will likely 
lower portfolio LVRs further, reducing the risk of 
potential future loan losses.

Near-Term Earnings Not Under Threat
We’re confident that our short-term earnings 
forecasts are not under any pressure. We 
anticipate major Australian banks’ earnings per 
share growth will be between 5.5% and 7.5% 

Wide-Moat Deals Down Under
By David Ellis

Strong earnings and improving balance sheets make these  
Australian banks attractive.

© 2013 Morningstar. All rights reserved. The information, data, analyses, and opinions contained herein (1) are proprietary to Morningstar, Inc. and its affiliates (collectively, “Morningstar”), (2) may not be copied or redistributed,  
(3) do not constitute investment advice offered by Morningstar (4) are provided solely for informational purposes and therefore are not an offer to buy or sell a security, and (5) are not warranted to be accurate, complete, or  
timely. Morningstar shall not be responsible for any trading decisions, damages, or other losses resulting from, or related to, this information, data, analyses or opinions or their use. Past performance is no guarantee of future results.

Morningstar Fund Research Target-Date Series Research Paper 2013 Survey Page 16 of 69

How Specific Series Fare
The look at the industry averages is helpful, but we also extended it to some of the largest individual 
series to anticipate how successful retirement savers will be in these investments. We looked  
at the glide paths for series offered by Vanguard, Fidelity, T. Rowe Price, American Century,  
and BlackRock. The Vanguard, Fidelity and T. Rowe Price series have market shares that represent 
the vast majority of the industry’s target-date mutual fund assets; they also happen to be  

“through” glide paths. American Century and BlackRock, in contrast, represent some of the industry’s 
largest target-date series with “to” glide paths. Exhibit 11 graphically depicts each of these  
series’ glide paths, along with the industry average of all glide paths for comparison.

The results in Exhibit 12 largely mirror the industry glide-path results: More equities generally 
correspond with a lower probability of outliving savings, particularly in the more advanced  
years. T. Rowe Price, for instance, has a notably higher allocation to equities compared with Fidelity. 
At age 85, investors in the former have a 22.7% chance of depleting their savings, while  
investors in the latter have a 24.2% chance of doing so. The difference is small, but it is stable. 
Similar to results for the industry glide paths, the relationship widens over time. At age 95,  

0

100%Selected Target-Date 
Series Glide Paths 
Data through 12/31/2012.
Source: Morningstar, Inc.

 Vanguard
 Fidelity
 T. Rowe Price
 American Century
 BlackRock LifePath

 Industry Average, All

Exhibit 11

Probability of $0 
Balance: Industry 
Average and Selected 
Target-Date Series 
Glide Paths
 
Data as of 12/31/2012.
Source: Morningstar, Inc.

Exhibit 12
Average Equity Allocation Probability of $0 Balance at Age

Glide Path Total Glide Path
%

Pre-Retirement
%

Post-Retirement
%

75
%

85
%

95
%

All

Industry Average 59.7 76.6 35.2 3.3 23.9 42.0

Through

Vanguard 61.4 80.8 33.5 4.0 23.4 40.1

Fidelity 57.0 75.6 30.2 3.0 24.2 43.0

T. Rowe Price 63.3 81.2 37.6 3.8 22.7 38.2

To

American Century 60.5 70.5 46.2 3.4 24.3 41.9

BlackRock LifePath 61.1 77.1 38.2 3.5 24.3 43.2

2055 2045 2035 2025 2015 2005 1995 1985

Equity Allocation %

75

50

25

Analyst research and other proprietary tools/content
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Incorporate aggregation capabilities 
from ByAllAccounts
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Launch Direct 4.0 and map out user workflows
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Spotlight

Morningstar April/May 201442

Disenchanted with high fees and unreliable 
performance from professional security 
selectors, investors have increasingly adopted 
index funds over the years. But because  
most assets in the investing world are still 
actively managed, it is clear that many 
investors are not ready to settle for “average” 
performance. Strategic beta funds attempt  
to improve upon the risk-return characteristics 
of traditional index funds, while retaining 
benefits such as transparency, tax efficiency, 
and low fees. However, a healthy dose  
of skepticism is in order. If a simple formulaic 
approach works well without increasing  
risk, investors may crowd the trade, reducing 
its effectiveness. 

A fund sponsor would not bring a new strategic 
beta product to market if it did not have  
appealing back tests. But the results of these 
back tests may be no more than an exercise  
in data mining, with no validity out of sample. 
Consequently, it is prudent to discount back- 
tested performance. Investors should demand 
a plethora of evidence from independent 
sources, such as academic research, that a 
strategy has worked consistently across 
different markets and time periods in the past 
and solid economic intuition about why it 
should continue to work in the future. There are 
only a handful of equity strategies that meet 
this hurdle: value, momentum, quality/
profitability, and low volatility. While some 

researchers may also include a small-cap 
strategy in this group, the small-cap premium 
has diminished in recent decades and is 
unreliable at best. However, a small-cap tilt 
may still be useful when combined with 
another strategy. 

There are three possible reasons each of these 
strategies has worked: they may collect a risk 
premium, harness behavioral biases, or exploit 
institutional frictions. While investor behavior 
is not likely to change overnight, strategies  
that work primarily as a result of behavioral 
biases, such as momentum, may become 
less effective as more investors adopt them.

Dig Deep
Of course, no strategy will work in every 
market environment. Each carries unique risks. 
Investors should be comfortable with 
these active bets and the intuition behind them. 
But even if a strategy is theoretically sound, 
not all funds that purport to harness it 
are. Funds with similar names can behave very 
differently from one another. It is necessary 
to evaluate the portfolio-construction 
methodology, portfolio characteristics, and 
sources of past returns to assess whether a 
fund can meet its stated objective and gauge 
how it may perform in the future. 

To give an example of the type of analysis that 
is needed to research these funds, let’s study 

PowerShares S&P 500 High Quality SPHQ. The 
exchange-traded fund targets stocks in the 
S&P 500 Index with above-average growth and 
stability of earnings and dividends per share 
over the most recent trailing 10 years. It assigns 
its holdings one of three quality grades. Those 
with the highest grade receive the greatest 
weights in the portfolio. However, the 
fund assigns equal weights to all stocks with 
the same grade, which gives it a smaller- 
cap tilt than that of the S&P 500 Index. While it 
would be reasonable to expect that a portfolio 
of high-quality stocks would have held up 
better than the market during the 2008 financial 
crisis, PowerShares S&P 500 High Quality 
lagged the S&P 500 Index by 8.8% that 
year and by 2.8% annualized from its inception 
in December 2005 through January 2014. 
A closer look at the fund’s performance reveals 
that it has not effectively captured a 
quality premium. It illustrates that investors 
cannot judge a fund on its name alone. 
 
Exhibit 1 displays the results of a regression 
analysis of the fund’s returns against the 
following factors: market risk (beta), value (high 
minus low), size (small minus big), momentum,  
and quality (quality minus junk). We also ran 
the same regression analysis with some  
of the fund’s peers. While these explanatory 
variables are not necessarily investable 
portfolios, they reflect how researchers have 
measured these factors in the literature that is 

Being Smart About Strategic Beta
By Alex Bryan

Even if a strategy is theoretically sound, not all funds that purport 
to harness it are.

Strategic Beta
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Expand regulatory thought leadership
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Expand equity and credit research business

Analysts per region
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Build awareness of manager research globally

Five Pillars of Morningstar Manager Research

Fund results are hard to predict, but fund  
fees are not.
Christopher Traulsen
Fund Analyst since 1997

Morningstar wants investors to pay fair prices.
Of all the factors that determine a fund’s 
performance, its cost is the only one that’s 
certain. That is why “price” is the most 
measurable of Morningstar’s five pillars of 
fund analysis. Expense ratios shouldn’t be 
an adviser’s sole focus, but they are a 
strong predictor of fund performance, and 
poor fee structures can negate any benefits 
that active fund management can provide. 
Understanding price gives advisers a 
measure of control over their outcomes. 

Morningstar analysts dig into the fee 
structure of every fund they rate to identify 
which are significantly cheaper or more 
expensive than their peers. If performance 
fees are charged, we investigate whether 
these charges support the investment 
process or if they enrich the management 
team at investors’ expense.
 
This research combines with four other 
pillars to form the comprehensive frame-
work of the Morningstar® Analyst Rating™ 

and Report. Advisers use this report see the 
true cost of investing and find funds that are 
truly suitable for a client’s objectives. 

Hear more from our analysts and 
download a research report
global.morningstar.com/UKPrice

People Process PricePerformanceParent
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Build awareness of manager research globally

Five Pillars of Morningstar Manager Research

We like fund managers who never forget that 
their fund’s money comes from investors.
Jackie Beard
Fund Analyst since 1999

Morningstar knows the people behind every fund we rate.
In order to have conviction in a fund’s future 
performance, you have to be confident  
in the fund management team running the 
money. That is why “people” is one of  
the five pillars of Morningstar’s approach 
to fund analysis. It is at the core of a 
consistent process which leads to clear 
opinions on the funds we cover. 
 
Morningstar has one of the largest,  
most experienced fund analyst teams in  
the industry. Our analysts get to know  

the people behind the funds through regular 
face-to-face meetings. When managers 
move firms, our analysts’ deep knowledge 
of the managers and team members 
involved lends insight into how they might 
thrive (or struggle) within the new 
environment. 

This research into the people running a 
fund combines with four other pillars  
to form the comprehensive framework of 
the Morningstar© Analyst Rating™ and 

Report. Advisers use this report to look at 
what’s behind our analyst ratings and really 
understand why a fund may be more or less 
suitable for a client.

Hear more from our analysts and 
download a research report
global.morningstar.com/UKPeople

People Process PricePerformanceParent
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Build awareness of manager research globally

Five Pillars of Morningstar Manager Research

If you have a great fund offered by a bad fund 

house, the fund will ultimately suffer.

Oliver Kettlewell

Fund Analyst since 2008

Morningstar believes investors deserve funds with good parents.

A fund can have the best managers and 

researchers but still falter if the firm 

offering the fund doesn’t properly support 

it. That’s why “parent” is one of the five 

pillars of Morningstar’s approach to fund 

analysis. Good corporate parents know that 

successful funds can flourish when 

corporate interests are aligned with those 

of end investors. 

It is easy for investors to overlook 

neglectful parent firms if a fund is doing 

well, but good short-term performance can 

conceal deep structural problems. 

Morningstar’s global team of fund analysts 

examine whether a firm’s corporate culture 

is conducive to long-term success, and if 

succession plans are in place when 

managers move firms. 

This research into a fund’s parent firm 

combines with four other pillars to form the 

comprehensive framework of the 

Morningstar© Analyst Rating™ and Report. 

Advisers use this report to look at how a 

fund’s parent firm may change whether a 

fund may be more or less suitable for a 

client. 

Hear more from our analysts and 

download a research report  

global.morningstar.com/UKParent

People Process PricePerformanceParent
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Build awareness of manager research globally

Five Pillars of Morningstar Manager Research

A fund’s outperformance can be just as  

concerning as its underperformance.

Muna Abu-Habsa

Fund Analyst since 2006

Morningstar investigates the ‘why’ behind performance.
Short-term bursts of fund outperformance 
may look good, but numbers are ultimately 
meaningless if investors can’t rely upon 
them. That’s why “performance” is one of 
the five pillars of Morningstar’s approach to 
fund analysis. We believe a fund’s gains 
and losses should predict how market 
conditions will affect its returns in the 
future. 

Morningstar analysts examine a fund’s 
performance through the lens of its 

investment process to provide clear, 
forward-looking guidance. They sift through 
the numbers to help investors understand 
whether a fund’s past performance shows 
signs of a repeatable strategy, if market 
conditions belie the fund’s true volatility, or 
if its size has hindered or helped long-term 
returns. 

Our research into a fund’s performance 
combines with four other pillars to form the 
comprehensive framework of the 

Morningstar® Analyst Rating™ and Report. 
Advisers use this report to look past the 
performance numbers to find a fund that’s truly 
suitable to meet a client’s objectives.

Hear more from our analysts and 
download a research report
global.morningstar.com/UKPerformance

People Process PricePerformanceParent
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Build awareness of manager research globally

Five Pillars of Morningstar Manager Research

Fund managers should be able to justify every 
transaction in a portfolio.
Karine Nowak
Fund Analyst since 2011

Morningstar favours a clear process over fickle profits.

If a fund’s holdings don’t match its strategy, 

then it’s nearly impossible to have 

reasonable expectations for long-term 

performance. That’s why “process” is one 

of the five pillars of Morningstar’s approach 

to fund analysis. Investors deserve to know 

how a fund fits within a diversified 

investment portfolio.

Through face-to-face meetings with fund 

management teams, Morningstar’s global 

analyst team scrutinise the processes 

behind every fund covered. We want to 

know what managers are trying to 

accomplish, why they hold investments and 

how much risk is involved. Through this 

analysis we gain a clear understanding of 

whether a strategy is repeatable and how it 

might perform in a variety of market 

conditions.  

This research into a fund’s investment 

process combines with four other pillars to 

form the comprehensive framework of the 

Morningstar© Analyst Rating™ and Report. 

Advisers use this report to look at how a 

portfolio manager’s process may make a 

fund suitable for a client. 

Hear more from our analysts and 

download a research report

global.morningstar.com/UKProcess

People Process PricePerformanceParent
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Deepen data set on top global equities

Current 
Equity Database

Proposed Morningstar 
Institutional Coverage

Depth

36,00030,0004,000 
Issuers
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3
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4
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New Stock Overview Concept

Apple Inc  AAPL | QQQ

Moat 

 Narrow

Moat Trend

Stable

Day Change

-3.94  |  -0.74%B
Stewardship 

Good Is this stock cheap or expensive right now?

9:30 10 11 12 1 2 3

Strength
    Fair Value

Valuation Price

0.85

$527.21$570.00
    Latest Price

Forward  
P/E  
11.0

Price/ 
Book 
3.7 

Price/ 
Sales  
2.9

Price/ 
Cash Flow 
9.4

Yield
2.27% 

Market  
Cap   
479.4 bil 

Today’s
Volume
7.9 mil 

Avg  
Volume 
11.5 mil 

Open  
Price  
$539.76 

Day  
Range 
535.12 – 541.50 

52-Week  
Range 
385.10 – 575.14 

Morningstar Analysis

Apple will have to fend off increased  
competition from Android-based competitors  
in the years ahead.

We believe Apple’s strength lies in its experience and expertise in inte-
grating hardware, software, services, and third-party applications into 
differentiated devices that allow Apple to capture a premium on hardware 
sales. Although Apple has a sterling brand, robust product pipeline,  
and ample opportunity to gain share in ...

by Brian Colello, CPA

...

...... ...

Apple Inc designs, manufactures, and markets personal computers, mobile communication de-
vices, media devices personal computers, and portable digital music players, and sells various 
related software, services, peripherals and networking solutions. 

Company Profile

Sector
Technology

Stock Type 
Cyclical

Industry
Consumer Electronics 

Employees 
84,400 

Fiscal Year Ends 
2013-09-28 

Stock Style
Large Core

...

Financials
...

Income Statement

Revenue

Operating Income

Net Income

Earnings Per Share

Shares Outstanding

Balance Sheet

Current Assets

Non Current Assets

Total Assets

Current Liabilites

Total Liabilities

Stockholder’s Equity

Cash Flow

Cash From Operations

Capital Expenditures

Free Cash Flow

2013/09

170,910

48,999

37,037

39.75

932

73,286

133,714

207,000

43,658

83,451

123,549

53,666

-9,076

44,590

2012/09

156,508

55,241

41,733

44.15

945

57,653

118,411

176,064

38,542

57,854

118,210

50,856

-9,042

41,454

2011/09

108,249

33,790

25,922

27.68

937

44,988

71,383

116,371

27,970

39,756

76,615

37,529

-7,452

30,077

2013/12

57,594

17,463

13,072

14.50

901

80,347

144,837

225,184

53,769

95,500

129,684

22,670

-2,044

20,626

2012/12

54,512

17,210

13,078

13.81

947

72,348

123,740

196,088

46,879

68,742

127,346

23,426

-2,455

20,971

In millions except “EPS”. Currency in USD.

Dividends
...

Declared Date  01/27/2014

Ex-Dividend Date  02/06/2014

Latest Indicated Dividend Amount  3.0500

Yield  2.27%

Projected Yield  2.27%

Recent Dividends

Date Type Amount

02/06/2014 Cash Dividends 3.0500

11/06/2013 Cash Dividends 3.0500

08/08/2013 Cash Dividends 3.0500

05/09/2013 Cash Dividends 3.0500

Purchase Options

Direct Investment  No

Dividend Reinvestment Plan  No

Key Stats
...

 Stock Industry Avg.

Price/Earnings TTM 13.3 13.7

Price/Book 3.7 2.8

Price/Sales 2.8 1.7

Revenue Growth (3yr avg) 37.9 9.9

Net Income Growth (3yr avg) 38.3 24.3

Operating Margin %TTM 28.3 18.8

Net Margin %TTM  21.3 12.1

ROA TTM 17.6 9.0

ROE TTM 28.8 20.9

Debt/Equity 0.1 0.2

Apple Inc  AAPL 

Is this stock cheap or expensive right now?

Our Fair Value Estimate for Apple is $570 per share. After a successful launch, follow-up sales of new  
devices in the March 2014 quarter were below our expectations. Apple has taken the strategy  
of maintaining premium pricing, which may support gross margins but also weigh on future revenue growth.

    Fair Value 

$570.00
    Consider Buy     Consider Sell

$342.00 or below $883.50 or above

...

For each company we cover, we forecast future sales growth, margins,  
and cash flows to calculate a present Fair Value Estimate (FVE) for  
the stock. Calculating FVEs is not an exact science, so we won’t rate a stock  
as Undervalued or Overvalued until the market price falls below or  
rises above our fair value estimate by a specific amount, determined by our 
Valuation Uncertainty rating.

Fair Value Estimate

...

This rating indicates our analysts’ level of certainty about the Fair Value  
Estimate and considers the following factors: The firm’s Economic  
Moat rating, sales predictability, operating leverage, financial leverage,   
and exposure to contingent events, 

Valuation Uncertainty

Low Medium Very High ExtreameHigh

    Latest Price 

$527.21
Day Change 

-3.94    |    -0.74%

52-Week Range

$385.10   $575.14

Latest Price 

Price To Earnings 13.1Apple 
TTM

13.7Industry
TTM

17.9S&P
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How strong is this company? 

Apple Inc  AAPL 

Three analyst-driven ratings determine the fundamental, sustainable strength of a business, in our view: 
> Economic Moat, or the strength of its long-term (20+ years) competitive advantages, if any 
> Moat Trend, which explains whether the competitive position is improving or deteriorating 
> Stewardship, which measures the quality of management. 

Strong and Stable

...... ...

BMoat Sources
 Intangible Assets
 Switching Costs
 Network Effect
 Cost Advantage
 Efficient Scale

Moat Narrow Moat Trend Stable Stewardship Good

We believe Apple has a narrow economic moat 
based on modest, but not insurmountable,  
customer switching costs. Companies with narrow 
economic moats have strong competitive  
positions, but we don’t expect their advantages to 
last as long as those of wide-moat companies.

Apple’s Moat Trend is Stable. The moat trend rating 
describes how a company’s competitive position  
is changing over time, and can be either “positive,” 
indicating the competitive position is strengthening; 
“negative,” indicating the competitive position is 
weakening; or “stable.” 

We view Apple as a good steward of shareholder 
capital. The firm maintains sterling brand recognition 
and has hundreds of millions of loyal followers,  
but it has made a couple of missteps under CEO Tim 
Cook that, some would argue, would have never 
happened under Steve Jobs.

None Narrow Wide

Moat Rating

Negative Stable Positive

Moat Trend Stewardship
A B C D F

Key Measures

AA-
AAA  /  AA  / A  / BBB  / BB  / B  / CCC  / CC  / C  / D

Morningstar  
Corporate  
Credit Rating

• Apple  vs  • Industry Avg.• Apple  vs  • Industry Avg.• Debt  vs •Equity

USD Mil  
Year to Date

25.337.4 Return  
on  
Invested  
Capital %

Gross  
Margin %

......... • Apple  vs  • Industry Avg.

28.3 Operating  
Margin %

...
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2014 Initiatives

Tom Idzorek
President, Morningstar Investment Management



Advisor Asset
Management

Retirement Individual
Investor

Advisor: Key Initiatives



Advisor: Key Initiatives

Enhance Morningstar Managed 
Portfolios platform 



Advisor: Key Initiatives

Enhance Morningstar Managed 
Portfolios platform 

One account One reportOne proposal Multiple strategies 



Advisor Asset
Management

Retirement Individual
Investor

Asset Management: Key Initiatives



Asset Management: Key Initiatives

Expand Index business

Now

Global Markets
Analyst 
Advantage

Factor-Based
Multi-Asset 
Multi-Asset



Asset Management: Key Initiatives

Expand Index business

Future

Global Markets
Analyst 
Advantage

Factor-Based
Multi-Asset 
Multi-Asset

Volatility



Advisor Asset
Management

Retirement Individual
Investor

Retirement: Key Initiatives



Retirement: Key Initiatives

Update Managed Accounts platform



Update Managed Accounts platform

User interface Advice engine Portfolio construction

Retirement: Key Initiatives



Financial Highlights

Stéphane Biehler
Chief Financial Officer 



2013 Highlights

First-Quarter 2014

Capital Allocation



2013  Highlights



Operating Income Free Cash Flow* 
  

Revenue

*Free Cash Flow is considered a non-GAAP financial measure under SEC regulations. 

$150.7 $170.7

1312

$153.1$116.0

＋6.1%

＋13.3% ＋32.0%

1312

$658.3 $698.3

1312

2013  Key Metrics ($mil)
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Morningstar Revenue 

5-YR Compound Annual Growth Rate

6.8%



85 90 95 00 05 10

Morningstar Revenue 

10-YR Compound Annual Growth Rate

17.5%



Top Five Products

2013 Revenue
($000)

2013 Revenue
($000) % Change  

Morningstar Data $ 129,262 12.1%

Morningstar Advisor Workstation $ 93,059 8.1%

Morningstar Direct $ 79,358 21.6%

Investment Advisory $ 59,187 (10.8%)

Morningstar.com $ 55,637 3.7%



Revenue by Region



Operating Margin

26.0%

21.8% 21.9%
24.4%22.9%

09 10 11 12 13



First-Quarter 2014



Operating Income
 

Free Cash Flow* Revenue

*Free Cash Flow is considered a non-GAAP financial measure under SEC regulations. 

$40.6 $38.5

1413

($8.9)$17.6

＋7.3%

–5.0%
NMF

1413

$168.9 $181.2

1413

First Quarter 2014  Key Metrics ($mil)



First-Quarter 2014 Balance Sheet

($mil)
March 31

 2014
March 31

 2014

December 31
2013

Cash, cash equivalents, and investments $iiii264.0 $iiii298.6

Working capital $iiii177.1 $iiii177.3

Total assets $i1,007.4 $i1,030.7

Deferred revenue $iiii159.6 $iiii149.2

Long-term liabilities $iiiiii62.8 $iiiiii69.8

Total equity $iiii696.7 $iiii691.3





Free Cash Flow* and Acquisitions 

Acquisition spending as a 
% of FCF ($mil)

09 12 1310 11

$88.9

$74.2

$108.6

$102.3

$141.7

$—

$116.0

$—

$153.1

$11.1

FCF

Acq.

*Free Cash Flow is considered a non-GAAP financial measure under SEC regulations. 

83.5% 94.2% N/A N/A 7.2%%



Potential Uses of Cash

176

Balance sheet strength

organic expansion

acquisitions

stock buyback 

dividend

＋



Dividends and Share Repurchases ($mil)

12 Q1 1411

Share repurchases

Dividends paid

$40.7

$10.0

$251.8

$25.5

$21.7

$7.6

13

$153.5

$17.4

$277.3

$50.7

$170.9

$29.3



Share Repurchases

Period
Total  amount

purchased
Average price 

per share
*

Through Dec. 31, 2013 $w449.8 mil $w63.64

Year to date through April 30, 2014 $gw21.7 mil $w76.85



Shares Outstanding (mil)

＋0.4%
–7.1% –0.5%–3.4%

11 12 13 Q1 14 

50.0 46.5 45.0 44.7



Reconciliation of Non-GAAP Measure
with the Nearest Comparable GAAP Measure

*Free Cash Flow is considered a non-GAAP financial measure under SEC regulations. 

2013 2012
March 31

2014 
March 31

2013

Cash provided by operating activities $w186.7 $i146.0 $ii11.9 $i26.7

Less: capital expenditures ($gw33.6) ($iii30.0) i($i20.8) ($ii9.1)

Free cash flow* $w153.1 $i116.0 ($iii8.9) $i17.6

($mil)



To send in a question for the Q&A session,

please visit:

http://morningstar.socialqa.com

http://morningstar.socialqa.com
http://morningstar.socialqa.com
http://morningstar.socialqa.com
http://morningstar.socialqa.com



