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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 2 - Traditional passive ETFs
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Learning objectives

1. Understand how to evaluate a traditional passive ETF and the different drivers of returns
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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 an index

An index measures the performance of a basket of securities intended to replicate a certain area
of the market...... the problem is that there are lots of indexes.

A traditional index aligns to John Bogle’s idea of
passive investing:

Buy and hold a broad index

Minimise cost

Minimise tax through low turnover

Simplicity

This differs from thematic or factor ETF that tracks a
specially designed index that is intended to represent
a certain investment characteristic or theme.
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Are you an actual passive investor?

“ETFs are what happens when you have marketing people instead of investment fiduciaries
running money. The ETF is the magic word of the day, the greatest marketing innovation of the
21st century. They are absolutely speculation, and they have hurt a lot of people.”

- John Bogle

* In a study called The Dark Side of ETFs they cite data from the Deutsche Borse that showed
ETFs were traded just as frequently as stocks by 2009.

» Professor French at Dartmouth did a study that indicated that the typical investor would
increase average annual returns by 0.67% over the 1980-2006 period by investing passively in
the way Bogle defined it.

» A study conducted by UTS in 2008 explored whether individual investors benefit from the use of
ETFs. The study found that portfolio performance when investors used ETFs was lower than
when they didn’t. It wasn’t a small loss. The study found that ETF portfolios underperformed
non-ETF portfolios by 2.3 per cent a year.
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Four step process for researching an ETF

1. Identify the exposure that you are interested in and a hypothesis of how this will help you achieve
your goals: You are answering the ‘what” and ‘why’. Ideally you define and understand your goal for
investing to find investments that align with your goal.

2. Assess the ETF to determine if it provides the desired exposure: This involves going beyond the name
and high-level description of an ETF and understanding the underlying index rules (passive) or the
investment process (active) and how those rules are implemented by exploring current holdings.

3. Review the drivers of end investor returns: Fees and taxes play an underappreciated role in the end
outcome for investors. Fees can be the tie breaker for two similar ETFs. Tax outcomes are driven by
high turnover and should be considered based on tax circumstances.

4. Distill the ETF performance drivers: This will help you understand why this ETF will perform in a certain
way going forward and can be compared to your original hypothesis.
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Example: Assess the ETF to determine if it provides the desired
exposure

1. Identify underlying index on ETF provider website

2. Go to index website to review index selection criteria which generally is based on company size or
certain fundamental / thematic criteria.

3. Review index weighting and rebalancing criteria. These are often related and come in three categories:

» Market capitalization weighted meaning the proportion of each constituent is based on the size of the
company (share price multiplied by shares outstanding). Constituents will be replaced as market
capitalization varies but no rebalancing and generally low turnover.

* Equal weighted where each constituent has the same weight. Rebalancing occurs at set intervals which
means higher turnover as shares with relative outperformance are sold for share with relative
underperformance.

« Fundamental weighted index where each constituent is weighted by a desired characteristic such as
dividend yield, valuation, etc. Rebalancing occurs at set intervals which may mean high turnover.
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Example: Global ETFs

iShares S&P 500 ETF IVV vs Vanquard MSCI International ETF VGS

Identify the exposure that you are interested in and a hypothesis of how this will help you achieve your

goals:

The goal is to earn the market return on global shares to diversify into companies, sectors and markets
that are not available from the narrowly focused Australian share market. The hypothesis is that the
diversification will be beneficial, and returns may be higher globally than in Australia given the different

mix of companies.

MORNINGSTAR
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Example: Global ETFs

iShares S&P 500 ETF IVV vs Vanquard MSCI International ETF VGS

Assess the ETF to determine if it provides the desired exposure:

IVV tracks the S&P 500 index which is the 500 VGS tracks the MSCI World ex-Australian Index
largest companies in the US weighted by which is the 1341 largest companies across 22
market capitalization. developed market countries.

On the surface these look to be very different exposure,

but we need to dig deeper to see the results of the
implementation.
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Example: Global ETFs

iShares S&P 500 ETF IVV vs Vanqguard MSCI International ETF VGS

Assess the ETF to determine if it provides the desired exposure:

IVV country exposure

VGS country exposure

Country
United States

Japan

Canada

United Kingdom
Switzerland
Germany
France
Netherlands
Spain

Sweden

Investment %
73.61

581
345
342
261
2.20
198
152
091
085

Index %
73.45

5719
340
337
267
214
218
1.70
0.94
0.82

Cat%
65.52

449
261
40
259
205
2.1
196
0.94
0.53
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Example: Global ETFs

iShares S&P 500 ETF IVV vs Vanqguard MSCI International ETF VGS

Assess the ETF to determine if it provides the desired exposure:

IVV sector exposure VGS sector exposure
Sectors Investment % Cat % Sectors Investment % Cat %
'S E31 Basic Materials 1.64 129 1 S [ Basic Materials 284 122 1l
;g-ﬂ Consumer Cyclical 9.4 1006 I gm Consumer Cyclical 927 898 M
£ Financial Services 11.85 875 N I Financial Services 1442 1699 M |
[ Real Estate 184 136 |l 7Y Real Estate 166 170 ||
:é IFl Comm. Services 1017 1217 1 | 2 ] Comm. Senvices 907 287
§m Energy 312 192 i ‘gm Energy 364 3 il
] Indusrils 521 73 I “ IS Industrials 112 1035
2] Technalogy i 3980 I | [=] Technology 193 2843 N
% =1 Consumer Def. 461 692 M| © [ Consumer Def e 503 [
ﬁﬂ e o ¢ I 5 [ Healthcare 871 1019 |
K7 utilities 220 148 || b £ viiies g 212 1
0% 25 50

0% 25 50
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Example: Global ETFs

iShares S&P 500 ETF IVV vs Vanqguard MSCI International ETF VGS

Assess the ETF to determine if it provides the desired exposure:

IVV top 10 holdings

Holdings

NVIDIA Corp

Apple Inc

Microsoft Corp
Amazon.com Inc

Alphabet Inc Class A
Broadcom Inc

Alphabet Inc Class C

Meta Platforms Inc Class A
Tesla Inc

Micron Technology Inc

% Portfolio
Weight

783
709
438
3.68
321
290
251
2.25
1.76
1.69

VGS top 10 holdings (31/1)

Holdings

NVIDIA Corp

Apple Inc

Microsoft Corp
Amazon.com Inc

Alphabet Inc Class A
Broadcom Inc

Alphabet Inc Class C

Meta Platforms Inc Class A
Tesla Inc

Micron Technology Inc

% Portfolio
Weight
550
517
3.58
295
244
227
203
1.56
138
124
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Example: Global ETFs

iShares S&P 500 ETF IVV vs Vanquard MSCI International ETF VGS

Review the drivers of end investor returns: Neither ETF will have significant turnover given the market
capitalization weighted nature of the index. VGS charges 0.18% and IVV charges 0.04%.

If an investor started with $10,000 and invested $10,000 a year for 20 years and earned an 8% pre-fee
return they would end up with $957,459 in IVV and $942,273.99 in VGS.
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Example: Global ETFs

iShares S&P 500 ETF IVV vs Vanguard MSCI International ETF VGS

Distill the ETF performance drivers:

¥ Analysis ~ Chart

(Q Compare ) DataType v FEvents v Indicators v Fundamentals v Display v
START DATE [END DATE FREQUENCY
L L . 1510772026 Monthly v =
— VGS +63.65 | +65.67% % — IW +33.80 | +88.51% AUD v
10000

. %

. N\
/\/\J

2500

000

-25.00

201 202
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Morningstar Gold Medallist Rated passive ETFs

ETF
iShares Core Composite Bond ETF (ASX: IAF)

iShares S&P 500 AUD Hedged ETF (ASX: IHVV)

iShares S&P 500 ETF (ASX: IVV)

iShares S&P Mid-Cap ETF (ASX: IJH)

State Street SPDR S&P 500 ETF (ASX: SPY)

State Street SPDR S&P/ASX 200 Listed Property (ASX: SLF)
Vanguard Australian Fixed Interest ETF (ASX: VAF)
Vanguard Australian Property ETF (ASX: VAP)

Vanguard MSCI International ETF (ASX: VGS)

Vanguard MSCI International (hedged) ETF (ASX: VGAD)
Vanguard MSCI International Small Cap ETF (ASX: VISM)
Vanguard US Total Market Shares ETF (ASX: VGTS)

Australian Bonds

US Shares

US Shares

US Shares

US Shares

Australian Real Estate
Australian Bonds
Australian Real Estate
Global Shares

Global Shares

Global Small-cap Shares

US Shares
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Morningstar Silver Medallist Rated passive ETFs

ETF

iShares S&P Small-Cap ETF (ASX: IJR) US Small-cap Shares
iShares US Treasury Bonds (hedged) ETF (ASX: IUSG) Global Bonds

18

MORNINGSTAR



Morningstar Bronze Medallist Rated passive ETFs

ETF
BetaShares Australia 200 ETF (ASX: A200)

BetaShares MSCI Emerging Market Complex ETF (ASX: BEMG)
iShares Core Global Corp Bond (hedged) ETF (ASX: IHCB)
iShares Core S&P/ASX 200 ETF (ASX: 1QZ)

iShares MSCI EAFE ETF (ASX: IVE)

iShares S&P/ASX 20 ETF (ASX: ILC)

State Street SPDR S&P/ASX 200 ETF (ASX: STW)

State Street SPDR S&P/ASX 50 ETF (ASX: SFY)

VanEck FTSE Global Infrastructure (hedged) ETF(ASX: IFRA)
VanEck FTSE International Property (hedged) ETF (ASX: REIT)
VanEck S&P/ASX MidCap ETF (ASX: MVE)

Vanguard All-World ex-US Shares ETF (ASX: VEU)

Australian Shares
Emerging Market Shares
Diversified Credit
Australian Shares
Global Equity
Australian Shares
Australian Shares
Australian Shares
Global Infrastructure
Global Real Estate
Australian Equity

Global Equity
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Morningstar Bronze Medallist Rated passive ETFs

ETF
Vanguard Australian Corporate Fixed Interest ETF (ASX: VACF)

Vanguard Australian Government Bond ETF (ASX: VGB)
Vanguard Australian Shares ETF (ASX: VAS)

Vanguard FTSE Asia ex-Japan Shares ETF (ASX: VAE)

Vanguard FTSE Emerging Markets Shares ETF (ASX: VGE)
Vanguard Global Aggregate Bond (hedged) ETF (ASX: VBND)
Vanguard Global Infrastructure ETF (ASX: VBLD)

Vanguard International Credit Securities (hedged) ETF (ASX: VCF)
Vanguard International Fixed Interest (hedged) ETF (ASX: VIF)
Vanguard MSCI Australian Large Coms ETF (ASX: VLC)

Diversified Credit
Australian Bonds
Australian Shares

Global Shares

Emerging Markets Shares
Global Bonds

Global Infrastructure
Diversified Credit

Global Bonds

Australian Shares
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