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Important Information

© 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. No part
of this document may be reproduced or distributed in any form without the prior written consent of Morningstar. This
presentation has been prepared for clients of Morningstar Australasia Pty Ltd (ABN: 95 090 665 544, AFSL: 240892) and/or
New Zealand wholesale clients of Morningstar Research Ltd, subsidiaries of Morningstar, Inc.

Any general advice has been provided without reference to your financial objectives, situation or needs. For more
information refer to our Financial Services Guide 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.
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This presentation may contain certain forward-looking statements. We use words such as “expects”, “anticipates”, “believes”,
“estimates”, “forecasts”, and similar expressions to identify forward-looking statements. Such forward-looking statements
involve known and unknown risks, uncertainties and other factors which may cause the actual results to differ materially
and/or substantially from any future results, performance or achievements expressed or implied by those projected in the
forward-looking statements for any reason.

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. Morningstar’s full
research reports are the source of any Morningstar Ratings and are available from Morningstar or your adviser. To obtain
advice tailored to your situation, contact a financial adviser. Some material is copyright and published under licence from ASX
Operations Pty Ltd ACN 004 523 782. .
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Morningstar retirement bootcamp

Webinar 4 — Building an ETF portfolio
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Learning objectives

1. Understand the process of building a portfolio
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Getting the foundations right

MARK LAMONICA . Thg biggest issue many mve;stors fage is gndermlnlng
SHANI JAYAMANNE their own outcomes by letting emotions influence
A e At i decision making and making mistakes

Investing Compass podcast

nve St * ETFs exacerbate these tendencies given the ease of
trading, the proliferation of new ETFs and compelling
‘( marketing based on recent performance

HOWTO
GROW YOUR WEALTH
ON YOUR TERMS

McORNINGSTAR WILEY

* The key is adding structure to decision making by
establishing goals, setting an investment strategy and
developing a process to guide decision making
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What is a portfolio?

A portfolio is a carefully selected group of assets that are
managed together to achieve a specific goal.

Therefore, to create a portfolio you need to understand what you are trying to
accomplish and the specific role each asset plays in the portfolio.
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Why do we define goals?

Setting goals allows us to focus on risk capacity as opposed to risk tolerance and acknowledges
that the point of investing is to achieve something tangible.
 Arisk tolerance assumes the biggest risk in investing is volatility. Morningstar believes the real

risk is not achieving your goal.

«  Many people do not have stability in their perception of risk as market conditions evolve. In

these cases, the so-called ‘behavioural’ benefits of a risk tolerance approach don’t materialise.

Humans have difficulty assessing how they will react during stressful situations.

v/] Risk capacity is the amount of risk that an investor needs to take on to achieve a goal

v/] Risk tolerance is the amount of risk an investor is comfortable taking
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How to define goals

1.  How much will your goal cost? (remember inflation!)
2.  When do you want to achieve your goal?
3.  How much have you saved for your goal?

4. How much can you save in the future for your goal?

Answering these four questions allows you to
calculate the return needed to achieve your goal

Perfection is the enemy of progress. The specifics of your goals can be adjusted over time.

Even a high-level estimate will get you thinking about the trade-offs inherent in investing.

i MORNINGSTAR



What does your goal tell you?

Goal component How this informs your portfolio Why this is important

Asset allocation is the largest

Required rate of return Informs asset allocation .
driver of long-term returns

A trade-off is often required
Denotes if volatility is a concern | between volatility and the level
of expected long-term returns

When you want to achieve your
goal

Use your goal and the parameters for success into a high-level
investment strateqgy that defines success and how will you will
achieve it
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Principles for building a portfolio

Much of the focus on building a portfolio centres around how many ETFs you should hold. There is
no correct answer as it is dependent on the goals, temperament, knowledge and desired effort of

each investor. Instead, investors should consider the following principles:

* Get your asset allocation right: Asset allocation is by far the biggest driver of long-term returns and if you
don’t get the right mix of growth & defensive assets you won’t achieve your desired return over the long-
term

* There is a benefit from simplicity: If your portfolio is simple, you are less likely to constantly check and
adjust it which generally leads to worse outcomes. A portfolio could be as simple as a single or handful of
ETFs.

* You don’t need to own everything: Diversification does not mean owning every asset class and sector.
Remove single security risk and concentrated exposures but only own investments aligned to your goals
that you understand.

* Beware of overlap: Overlapping ETFs can result in concentration risk / the illusion of diversification, an
overly complex portfolio and additional fees.
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Core / satellite portfolio

A popular approach for investors is a core / satellite portfolio.

Core: This is the foundation of the portfolio and traditionally is a passive approach but could also
be aligned with the specific goals of an investor — examples include income, low volatility, etc. The
core is intended to do most of the heavy lifting.

Satellite: The satellite offers the opportunity to tilt a portfolio in a certain direction to achieve a
desired outcome. For instance, a passive core could be tilted in a way designed to outperform the
overall market. Each part of the satellite should have specific purpose.

Potential challenges to this strategy:

* OQver time the satellite becomes the portfolio through a lack or rebalancing or investor overconfidence /
performance chasing

* The core and satellite start to overlap if the passive portion of the portfolio becomes overly concentrated
in a certain theme

* The satellite portion is used for speculative behaviour which increases behavioural risk
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