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Advising I1s much more than this
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Four common investment biases
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Overconfidence bias in action

Individual Investor Returns versus Portfolio Turnover
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Source: B. Barber and T. Odean, “Trading is Hazardous to Your Wealth”, 2000.
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Four common investment biases

CONFIRMATION
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Confirmation bias in action during the US election

facebook ‘
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Four common investment biases
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Recency bias in action with investment selection

@ Shares
‘ Bonds

When shown a distribution of 1-year When shown a distribution of 30-year
returns, investors allocated 40% to shares. returns, investors allocated 90% to shares.

Source: Shlomo Benartzi and Richard H. Thaler, “Risk Aversion or Myopia? Choices in Repeated Gambles and Retirement Investments,” March 1999.
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Four common investment biases
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Valuation-driven investing is about psychology

" e e 3 o ], S, 8 e 5 i i iy

e See page 31, “Resources to learn more” and page 8, “Our

e Investment Management group’s approach”
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A new guide for you to apply behavioural science

Simple but
Not Easy

Guide for Heiping Imvestors Overcome
Behavioral Obstackes

Attracting and Educating Potential Clients
= Why we shoot ourselves in the foot
* Three ways o do betier

* (ur Investment Management Group's approach
= Common investor biases and what to do about tham

10|
P |
L

Assessing Client Needs

= What to expect

= A holistic view of goals and finances

= |Inderstanding the total financial picture &
* Assessing a client’s financial type [

Analysing and Planning
= A letier to your future self @

Checking in and Responding to Reguests
* Special situations guide
* (uick response table

Appendix: Resources to Learn More

(BT T pe—
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Common investor biases can lead to:

1. Chasing short term returns
2. Abandoning long term plans
3. Not meeting one’s goals

o MCORNINGSTAR™



How you can help

. Explain the "ETISOPPO”
il.  Know client’s financial personality
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Financial Personality Quiz

1. Please mark on the line below how long a 1-year wait feels to you.

EXTREMELY EXTREMELY
SHORT LONG

See page 19, “Survey for clients”
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Financial Personality Quiz

2. When you think of your life 10 years from now, how clear and detailed is your mental picture?

EXTREMELY VAGUE EXTREMELY CLEAR
AND WITHOUT DETAIL AND VERY DETAILED

See page 19, “Survey for clients”
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Financial Personality Quiz

3. How far ahead do you tend to think and plan?
(1) Less than a month

(2) 1-6 months

(3) 6 months to a year

(4) 1-5years

(5) 5-10 years

(8) 10 years or more

See page 19, “Survey for clients”
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Interpreting your results

Mental Time Horizon

Question 1:
Score on a reverse scale of 5-1 (5 = Extremely short, 1 = Extremely Long)

Question 2:
Score on a scale of 1-5 (1 = Extremely vague and without detail, 5 = Extremely clear and detailed)

Question 3:
Score on a scale of 1-6 (1 = Less than a month, 6 = 10 + years) S

Add up the total scores for questions 1-3. Answers will range from 1 to 16.
Scores between 1 and 8 = Short-term focus (Bottom half of the matrix)
Scores between 9 and 16 = Long-term focus (Top half of the matrix)

See page 20, “Interpreting the results (Scoring)”
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Financial Personality Matrix

LONG-TERM FOCUS

SHORT-TERM FOCUS

Long-term focus,
Internal locus of control

People in this quadrant will tend toward good
savings habits and long-term investment
strategies. They will generally have a positive
emotional experience with their money.

Short-term focus,
Internal locus of control

May have generally positive feelings about their
finances, a short-term mental focus is inherently
problematic with respect to long-term planning.
Look for ways to lengthen their view in small
increments over time.

INTERNAL CONTROL

See page 21, “Financial Personality Matrix”

Long-term focus,
External locus of control

May have higher financial anxiety. Watch for signs

of passivity in financial decisions.

Short-term focus,
External locus of control

This is the most at risk type. The combination of

short-term focus and external locus of control can
result in high debt and high anxiety. Empower them
by working toward small, manageable savings goals

and building their financial skills over time.

EXTERNAL CONTROL

96
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Common investor biases can lead to:

1. Chasing short term returns
2. Abandoning long term plans
3. Not meeting one’s goals
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Acting on emotions can effect investment outcomes

Acting on emotions can affect investment outcomes: MOHNlN

Ending wealth values after a market decline
T

* H H ABOUT THE DATA
Investor stayed invested in stocks e T S T
which is an unmanaged group of securities and $-”] 7k
51 0k =—-—---—-=-=-=-=-=—====|=-  hut then reinvested in stocks a <hort tima later = =~===-= considered (o be representative of the Australianstock — _ _ ., _ .
B . ) market in general. Cash is reprasented by the UBS Bank
= Investor exited the stock market and invested in cash 0+ Years index. An investment cannot be made directly in

an index. Tha data assumes reinvestment of income and
does not account for tawes or ransaction costs.

Oct'07 Oct'08 Oct'09 Oct'10 Oct'11 Oct'12 Oct'13

www.morningstarinvestments.com.au

indormation provid
of future perfoem
should seek advice

See page 2, Figure 1, “The Importance of Staying Invested”
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Change the narrative

VALUE
GREATER POTENTIAL LOWER POTENTIAL
FOR RETURNS FOR RETURNS

A

PRICE
(MR MARKET)

MARGIN OF SAFETY

v

LOWER POTENTIAL GREATER POTENTIAL
FOR LOSSES FOR LOSSES

TIME

See page 9, Figure 2, “We're valuation-driven investors”
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Write a letter to your future self

See page 23, “Letter to your future self”

The Personal Commitment Letter

Ta my future self,

| know you want to move your money right now. The market is going crazy. | am writing to
remind you that even though it is tempting, what you really want to do is stay the course.

You have planned well, and you can handle the storm. Remember how you felt when
you sat down with and talked about the reasons

for choosing your strategy.

Ride it out.

Sincerely,

Date

100
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Common investor biases can lead to:

1. Chasing short term returns
2. Abandoning long term plans
3. Not meeting one's goals
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Personal Economy Worksheet

See pages 14-17, “Understanding the total financial picture”

Personal Economy Worksheet

y Cashflow Worksh
Income Expenses
Salary 1 $ Credit Cards
Salary 2 3 Rent/Mortgage
Spousal &/0r Child Suppaort 1 Personal |
Bonuses/C: i 5 Car Loans
Income Support {Centrelink) § Business
Rental Income H Student Ld
Interest Income H
Dividends [] Investmen|
Distributions 5 CGroceries
Pension Payments § Utilities
(ther Income § Phong/Pay

Home &/0)
Health Ins|
Lite B/0r |
CarInsura
Car Relate|
Educations
Subscriprig
Hobbies
Pet
Entertainm|
Restauran
Memberst
Commutin
Clothing
Home Mai
Miscellang
Gifts/Dong
Child Care
Spousal &
Total Income § Total Expq
Mow that you've done & standard cash flow, the next Similarly)
step is to think about how your assets connect to your 0 your
day-to-day income. How are you using your resources day-to-d
0 build up a store of income-generating assets that meeting
will support you after you stap working?
s K
MONTHLY CHANGE IN NET WORTH
1 Landiord insueanee, stata, council & vester rales, fepais e1c
2 Rego, carinsursnes, acsessories, parking etz
16 Simple but Not Essy
U]

Simple but Nt Eazy

Personal Exonamics

.Understand the
cash flow

Z.ldentifty the needs

3.Change the
strategy, but meet
the need
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Summary of the practical tools you can use

1. Chasing short term returns — Financial Personality Quiz

2. Abandoning long term plans — Letter to Your Future Self
3. Not meeting one’s goals —> Personal Economy Worksheet
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MmHNlNHS.mH Introduction Client Engagement Information Library

Your Toolkit

An online resource providing you with ‘ready to go’, shareable and downloadable client materials,
educational tools and investment updates.

READ MORE

Please choose from the 3 steps:

&,

B [ STEPS |
Introduction Client Engagement Information Library

ACCESS HERE ACCESS HERE

W M ORNINGSTAR®



Client engagement tools to help in your advice process

C di ing: ~
H;jpmo‘t)t?gtli]ca:l?:\?:;z%nt in asset paying 7% each year MOHN'NBSTAH

$40,000
m Earnings on reinvested earnings A t t ﬂ t . t t t |
$35000  m Eamings on inital investment cting on emotions can affect investment outcomes: M OHNlNBS'mH
W Initial Investment Ending wealth values after a market decline
$30,000 STTK  —
$25,000 * Investor stayed invested in stocks ABQUTTHEDATA =~~~ IS
' * Investor e
310k S e 3 but then r . . |
e - Investor e Start investing early: M mHNlNBS'mH
Monthly savings needed to accumulate $1 million by age 65
$15,000 $9k
$7,000 $1,000,000
$10,000
$8k $6,000
$5,000
$750,000 $298,458
$7k $5,000
$0
1997 1998 1998 2000 2001 $701,542
$4,000
$527,127
$6k $500,000
www.morningstarinvestments.com.au $3,000 S $472.873
$5k $2,000 7
Oct'07 Oct'08 $250,000 i) $307,836
: . $1,000 $194,211
www.morningstarinvestments.com.au
$0 $0
25 yrs ald 35 yrs old 45 yrs old 55 yrs old 25 yrs old 35 yrs old 45 yrs old 55 yrs old
ABOUT THE DATA
The image represents the monthly savings necessary should the investor earn 7% per annum from a hypothetical asset. No adjustment has been made to account for inflation, fees, transaction costs, or taxes.

www.mDrningstarinvestments.cum.au
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M( |HN|NBSIAH Introduction Client Engagement Information Library

Access all of the following resources in
one single location:

ording for your SoA's/RoA’s

Information Library

Access our electronic library offering investment -
tools, reports and communications materials.

Don't have access? Click hera to request a login

e M ORNINGSTAR®



MmHNlNHS'mHR Information Library

Managed Accounts < Managed Funds
Trade Updates
Commentary & Articles
Maonthly Reports
Quarterly Reports
Tools & Resources
Marketing Collateral
Research Packs

Privacy Policy | Terms and Conditions | MmHN'N BSTAH*

Morningstar Distribution Team — Phaone: (02) 9276 4550 | Email; AUDistribution@morningstar.com | List of Contacts

Y M ORNINGSTAR®



ommentary & Articles

Month In Focus
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For Financial Advisar Usa Only

Understanding the Brexit Vote
A Viewpoint from the Investment Te

. On 2
Australia detel

Clint Abreham Unig

Partfalio Specialist “Leal
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For Financial Adviser & Currant Client Usa Only

Month In Focus

Revisiting Japanese Shares
A Viewpoint from the Investment Team

Mori ! . M Japanese shares have been, and continue to be a key holding in
Australia our portfolios. As valuation driven investors, we are often asked,
Clint Abraham what is it about Japanese shares that led us to such high levels

Portfulio Specialist of conviction? And impartantly, with the strength in Japanese
shares since we first initiated our position in 2012, does the

investment case for Japanese shares still stack up?

The Investment Case — 2012

We initiated a position in Japanese shares in 2012. At the time, we felt that:

+ Japanese shares offered attractive valuations. This followed a period of
sustained weakness in the Japanese share market, which coincided with the
European Financial Crisis and the aftermath of the Fukushima nuclear disaster
in 2011

» Earnings were at very depressed levels, with the potential for revenue and
profit margin improvement. This was due to Japanese company management
teams becoming more focused on delivering better return outcomes for
shareholders and no longer needing to repay historically high levels of
borrowings.

How has that played out?

Japanese shares have enjoyed a tremendous run. In the four years to June 30 2016, the
MSCI Japan Index with dividends reinvested) is up more than 70% in local curency
terms. Importantly, we have seen an improvement in profit margins and eamings —
cansistent with our initial investment case. In addition:

» Company eamnings have broadly kept pace with share price increases. This
differs to other regions (most notably the U.S.) where increases have largely
been driven by someone else paying a higher price for your shares, which have
had little to no increase in earnings. In other words, Japanese shares have
been backed by actual increases in company profitability.

» Dividends and buybacks in absolute terms have been increasing. To highlight
this point, dividends were more than 50% higher at June 2016 versus
December 2012,

~ 08 681, AFS iomnca b, 728586 | Vomingatar L.

MORNINGSTAR

Letter from
the CIO

Australia Limited

Andrew Lill
Chief Investment Officer, Asia-Pacific

20

For Financial Adviser & Capnt Olent Lise Doy

Outlook &
Perspective

Our view on current market opportunities

20

M a2 andl informarion as of 23 Sanuary 2917

Australia Limited

Clint Abraham
Partfolio Specialist

This report provides an overvigw of global
assaf classas, basad an our analysis of
absolte and relative valuation, assaf class
fundamentats and sentimant foward the
assal class.

It is intended as a guide only, with portfolio
positioning being derenmined by each
portiolia’s investment alyectives, the
avanlable fnvestment universs, and the
overall reward for risk, amongst other
Consigaratons:

Asset Class Conviction Summary

Equities

Australian Equities
LS. Equities
Japanese Equities
Europa Ex UK. Equities
LLK. Equities

Emerging Market Equities

Bonds

Australian Bonds

US Bonds

Japanese Bonds

Europa Ex LK. Bonds

UK. Bonds

Emerging Market Bands (LC)
Emerging Market Bonds (HC)
Investmant Grade Credit
High-Yield Credit

Inflation-Linked Bonds

Property & Infrastructure

Australian REITs
Glabal REITs

Glabal Infrastructure

Alternatives

Australian Dollar

Cash

O Previous Dusrier's Conviction

Medium High

Caeriction Level e

McORNINGSTAR

MCORNINGSTAR™




Monthly and Quarterly Reports, and Trade Updates

Growth

Managed Account Portfolio

Monthly Performance Update

220
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Investment Objective

Growth

Managed Account Portfolio

Duartery Performance Update
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July 1012 . . P .
" ant Fae: 0 6% To achieve capital qmmhbvmvs:nng_madumﬁsd_ portfolia of
Investment Horizon: 7 Years orowih and defansive asset classes, with an emphasis an growth
‘asset classes. The portfalio aims to deliver a rate of retun that
exceeds inflation by at least 3.5% per annum over rolling 7 year
Investment Growth
periods.
‘Time Peried: 010272012 to 311212016
1800 Investment Strategy
1500 An actively managed diversified portiolio of securities across bath
1400 growth assat classes (such a5 Australian squities, property and
1300 global securities| and defensive asset dasses such as cash and fixed
interest securities).
1200 In general, the partfolio will have a long term average exposure of
1100 around 707% to growth assats and around 30% to defansive assets.
1000 hawever the allocations will be actively managed within the
012 014 016 sllowable ranges depending on market conditians. The portfalio is
designed far investors whose main abjective is to achieve balanced
ettt Ty N .
retums to meet their medium 1o long term financial goals.
Trailing Returns
I¥er Inep
IMeh  3Mth BMth 1 Year Mpal (3l
Growth Portinlin 2% 0@ 319 BN BBZ 95
CPl+ 350% oM 122 18 4 B0 OGS
Risk Since Inception Asset Clase Contribution Over the Month
I I —
S Dev Draudown Ratio At Plares
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Australian Pragerty "
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Growth

Managed Account Portfolio

Trade Update

02016 |

All data and of October 17, 7016

Morningstar lavestment Management Australia
For Firangial Adiser Usa Orly

Asset allocation themes'

Asset class Changs  New AR
Australn Equites 21 ur
Inemationsl Equilies 8 A%
Australian Progerty 25 4%
Asematives - 4%
Australin Bands 25 A%
Irsenasionsl Bonds 20 5%
Ifstionlinked Bonds 15 4%
Cash 22 s

Growth vs defensive splits'’
Rssats Changs  Mow Split
Eroth az BT%
Defersive 32 LEY
1. Maynot sum ta 100.0% due to rounding

About Momingstar Investment
Management Australia

Momingstar Investment Management

Australia is a global leader in asset
allocation and multi-asset portfalio
construction.

Morningstar's disciplined investment
approach delivers independent, cost
effective and holistic solutions for ou
clients — helping them reach their
financial goals. This longsterm,
valuation driven approach is
underpinned by an emphasis on
presenving capital and undertaking
comprehensive fundamental anslysis
global asset classes and securities.

Page 1010
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Valuations in a number of asset classes are expensive.
— It’s time to position the p it targated itie

FFor much of the past eight months, it's been relatively smooth sailing for growth and defensive —1
assets [that is, outside of Brexit and more recent volatility in the bond market). This has been

the result of accommeodative Central Bank policy around the world and a largely uneventful -

‘macroeconamic lendscape throughout that time.

Most investment markets have generally performed well, lzading to some significant changes in
«our future return expectations. In our view, a number of key asset classes are expensive. With
futer oty e'xpﬂ:tedas yubd CantralBank polcy plays o, slongside ather potential

ing U.S. presidential election and the ongoing
Bresit lBgrmamns, weheievelhat o i the time o be prudent through fine tuning the
portfolio’s positioning toward ities that offer the most i for risk.

We share the key themes of our asset allocation decisions below:

P Australian Equities: Decrease
We previously increased our weighting to Australian equities in Octaber 2015, aftera
period of market weakness follawing the surprise decision by the Chinese authorities to
devalue the Yuan versus the U.S. dollar. Notwithstanding market volatility in the interim,
Australian equities have: performed well since that time; with our tailored investments
focusing on “quality’ and ‘value’ further outperforming the index. With this strong
perfomance, Australian equities are now offering lower expected future returns and are

less to ather

Within the Australian equities allocation, we remove Crown Resorts Limited, InvoCare
Limited, Trade Me Limited and Woodside Petroleum Limited and add Spark Mew Zealand
Limited, Super Retail Limited and Virtus Health Limited. We further re-weipht the resultant
portfolia to position the portfolio to where we see the most attractive reward for risk.

P International Equities: Increase
The fallout from Brexit has been most acutely felt by the British Pound, which has fallen
more than 18% since the 23 June referendum. At this level, following manths of volatility
and negative sentiment amid fears of a hard Brexit, it now presents a compeliing lang
‘term investment opportunity, in our view. We loak to capture this opportunity through the:
BetaShares British Pound ETF.

We make no change to the remainder of the intemational equities companent of the
partiolio at this time. Although intemational share markets have performed well, our key
unsmnns in Emevgmg Makal m.nhes lespecially those in Taiwan & South Korea),

continue to be compelling valuations, wihilst
our strategy in- investing inquality’ stacks in the global universe also remains attractively
priced relative to other apportunities.

MORNINGSTAR
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Bringing Managed Fu

nds to Life

Growth Real Return Fund

Quarterly Performance Update

0420

4 i and mbormion a1 of Oncemter 31, 400

APIR Code [Class A} INTOOGBAL Mmmumnmmmsuwmmmmmm
P 11 May 2001 Donald Tramp' 135 LS. President
Sues$m A dominaied Mmmﬁw oy dgeest what his peniactionist
— : views and polarising apini for the LS, fand
Usit Pricing Dy anmiwuhhmmmwmdlh last quarter, that had
istributi Ouarierly significant and asssi class valuations,
[ Fea LUp 1o D.70% appmmmhm-b-nmhohdngnm Ir-snnmhrmmm
Buy/Sell Spread 0.16% / 0.15% changs i tactcs by he ks
— . - that they have reached, uammumlbummnlm
Minimum Investment 520,000 abikity

Tatal Return Against Objective®

— Fund — P 1
e

£ e
£
B
e
o
el DeB  Gefl Gl Gl G Gen  Gel
Total Retums % Incaption
Jm 6m 1y 3 Sy W dpal
Fund ™ 355 645 1045 B2S 1120 783 588
CPl+35%pa 140 300 498 503 547 A 60S

Ouiperdormance 115 345 547 313 573 2M OO0

Curvent Asset Allocation %

stimudrs. This was highlighted by the

Bank ad , reduced,
albeit piolenged, suppait from mzmnmu Banik and the LS.
Federal Feserve raising interest rates, whilst signalling that inflation and
interest rases will prabably rise faster than current exgeciations.

P . —_— P -
performed well. This was partly due to investors taking the view that,
daspite the lack of clarity, Trump's policies sheuld on halanca be good for
growth, This may well be e casa, but a5 long-term, wiluation driven
imvesiors, we mmmmmnmmu than captured

in the price of ULS, aguities, whi highs du
quarter. Energy stocks were sionger, Bwemh'm Eww&mm
v pos u mmmlﬁ

highs,
cut il prodecion. mmmmmmnmum

mmﬁmhuﬁﬂmhﬂwum&nﬂlm.um that
higher interest rates should make it easier for banks to make money.
tha ioned ch
resuhied in such a3 berds
andlistod progerty. ﬂupﬂhhlﬁ:mﬁwﬂdmh
these assets, given our valuation concenns, with our pasiticning tailored
towatd specific secinrs whete we taw the bes: relatvg orpenunites.
Plaasingly. this saw us largely yisld
sansiwe asset dasses. Indeed our bend alocation actualy conwibuted
stivedy to the portioke’s return. Th lervels s
i:rnd us to take adwantage of selective apportunities that emerged in
bond markets.

What happened to valuatioes and how is the portfalio positiened?

Ceitically naw, valuation prasss es cantinu 1o mount in many key
markets, creating & growing sense of caution that we think is both
prudent and warransed. This is kading 13 10 increasa our facus an the

= Laitriliee Shiris ] presarvation of capital. whilst stil thoughtiuly allocating assets towards

= Ingerrutienal Sares 415 pockets of cop y that cffer cempelling

= Pgaesy [IE] w:n;memlnmm“mmafh

0 Globel eak wsirurctume 3 latm wa have aliocations 1o bath A ha

- AR ] Jr—ry ‘aiven pur "

o —— mlmmﬂnm'r#f ions in band d to lagk

-:::I:':"x‘m :. almialwsamm This: has seen us add to our Australian and US.

. = ts, taking & new position in local currency Emerging
MUMMWWW|MMWIWMMM:
effect of ‘saen cash d s L“ ‘Wﬂ

remains elevatied 1 what we might normally expect
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Portfalio Holdings
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Asset Class Allocation (%]  Type of Holdings Manager
Australian Shares 19 Managed Fund Allan Gray Australia
JCP Investment Partners
Omega
Platypus
Vinva
International Shares 45 Direct Shares [
ETF Stata Street
Managed Fund Altrinsic
Axiom
Masathon
Omega
Sands Capital
Property 09 Managed Fund Omega
(Global 1.6 Managed Fund Omnega
Altarmath 1.0 Managed Fund Mo
Australian Bonds 41 Managed Fund Metrics
Omega
International Bands a0 ETF Wisdom Tree
Managed Fund ‘Ashmare
Colchestar
Omega
Shenkman
Standish
T Rowe Price
Inflation Linked Bonds s Managed Fund Dmega
Cash 03 Institutional Cash Account J.P. Morgan
Managed Fund Omega

Transactions over the quarter

(Quarterly Performanca Repart 04 2016
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Australian Equitios Assat Allocation Decision: Docrease
The Momingstar Australizn Shares Fund is & diversified portfobia of Australian securities
— selected in accordanca wish Mamingstar's disciplined investment approach 1o idantitying
. 5 - M”'“'m'h'g undervalued, under-owned and guality securities. Following streng# in Austrakian eguities in
SI‘HHF:\d (03 2016 that extendad into the fourth quartes, we have reduced the allocation to the assat
class in the porticlia, given that axpected returns are now much less attractive, both in
ahsalute tarms and relative to ather investment opportunities.
International Equities Asset Allocation Decision: Mo Changs
Global Property Securitiss Asset Allocation Decision: _Decrease
st Following 2 period of sustzined strength in Austraian ksted praperty, we are becoming
.ﬂumalag increasingly concermed that valuations in the asset class are unsustainabla. Indead, we
+ Decreased  INTODS4AL " believe there to b the sk of material capta loses from these evels, particulaly shoud
. interest from here. Given this, dy ellocatian, in
Secuities FUnd 4o of ivestments with more appesiing vations.
Global Infrastructurs Asset Allocation Decision: Mo Changs
Australian Bonds Assat Allocation Decision:  [ncreass
The partfolio halds a relatrely low alocation to Australian bonds given owr cancems that the
asset class is overvalued. This is particulrly tha case for longes dated Australian bonds,
Mamingstar which are most expasd to changes in interest raie expectations. Following & recent rise in
+ incrazsed  INTOO20AU  Australian ghabial bond mxmmmmmmmnpmpaumwmnmmmmx
Bonds Fund well as the likslibaod of C they hava in recent years,
amm;emmuermmwmnmmmwmmm
pesrs.
Bonds Asset Allocation Decision:  lncrease
mmmmmlmmmmﬂ]mammmmdmm
Moamingstar income securities. As with relaively i
A e Wroogpay  Imemationsl usmwnmmwmusmmnummmm
aasad Bonds Fund said, following the recent sl cifin global bonds, especially those in the LS. in responsa to
{Hedged) changes in inflation and intevest rate expectations, the rewand for risk i§ pow much mare
atiractive.
‘WisdomTree Amangst the cumant global bond universa, Emerging Market Bonds look to offer some of the
Emerging more aMtrECtive retum opporunities, paniculady where they are issued in the cumancy of the
+ Added EUS  Maketlocel  Emerging Market country. Accordingy, we inraduced the WistomTree Emerging Markst
CurencyDebt  Local Cumancy Debt Fund ETF into the portiolio, which we baliars will complement our
Fund ETF existing Emerging Market Dabt investments.
Glohal Inflation-linkad Bonds Assat Allocation Dacision:  Increase
glla. anﬁmm:mmdhmﬂmmhﬂﬂmemnlﬁm
StotalInfzion araund the word means current infatin-
T Incraased  INTOO9ZAU  Linksd ¥ means
3 Fund linked bord after an attractive longe:
'H"“"’u protection to porticiios.
Cash Asset Allocation Decision: Decrease
I INTDOED Mamingstar Cash lewels fell aver the quarter as we took advantzge of favourable valuations in the bond
v ! u Cash Fund asset classes to selectivaly increase our bond allocatians.

Asset Allocation Decision: Mo Changs
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Defensive & Conservative
Dear <Client>

The last quarter of 2016 was indeed an eventful finish to an extraordinary year. Whilst the election

of Trump dominated headlines, something h d early in the quarter that was at

least as important but was largely missed by the mainstream media, given their focus on the circus
that was the U.S. Presidential Election. I'm referring to the huge sell off in Australian and global
bonds. Indeed, November was the warst month ever for global bonds, prompting one local pundit to
coin the term “Bondcano”

Why did this happen? In shert, investors havk been pricing in interest rate and inflation expectations
that are just too low. Why this is important now is that it is becoming increasingly clear that Central
Banks are starting to run out of puff with regard to their ability to provide monetary support, not to
menticn the impact on inflation should Trump be able to get all of his tax cutting and big spending
policies through. From our point of view, whilst you can never predict the timing or the catalyst of
these things, the outcome itself is nat that surprising because bonds were just too expensive. This is
why we have been holding a lower allocation to bonds than normal and targeting specific areas
where we see value. An example of this i the inflation-linked bonds holding, which helps protect the
portfalio from the scourge of inflation. Nenetheless, broader weakness in the asset class impacted
fixed interest returns in the portfolio

By contrast, share markets did pretty well, even though changes in interest rate expectations flow
into how shares are valued. Banks were strong, globally, whilst shares in European and Japanese
energy companies rallied as the oil priced rose toward 2016 highs, following confirmation of an
agreement between OPEC members to cut il production. All in all, we still see opportunities in
Emerging Market, Japanese and Eurcpean shares, whilst being increasingly cautious on Australian
and U5 shares.

The events of Q4 2016 reiterate the importance of having a disciplined valuation-driven investment
approach to navigate this tricky world that we find ourselves in. My advice is to stay focused on the
long term, and try and ignore the noise that invariably accompanies financial markets in the
knowledge that your money is being invested where it makes sense to do so. With this, we are
comfartable with how your portfolia is positioned and, whilst we might see ongoing volatility, we
believe that we are well positioned to take advantage of any opportunities that may arise, with the
portfolio remaining on track to meet its stated objective over the longer term.

As always, | am more than happy to discuss your pertfolio in more detail.

<Your Adviser>
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Growth
Dear {Client}
If you've been watching the markets, you would agree that it's been a roller coaster ride over the past few months.

‘With the ongoing Brexit talks, Saudi Arabia leading the OPEC “cartel’ in slashing oil production {which I'm sure you've
noticed at the petrol pumpl!), back and forth concerns about whether the U.S. will raise interest rates, along with
their scary clown circus of an election process {not like ours has been much betterl), we saw ups and downs in
financial markets over the September quarter.

Despite all this short-term ‘nolse’, your portfolio is up 3.16% over the quarter and more importantly, has posted
impressive performance over longer time periods.

But it's not all smooth sailing... while streng returns are welcome, we're increasingly concerned that valuations in a
number of investment areas are getting stretched. As we have a long-term, valuation driven investment approach
with a focus on preserving capital, now is the time to be careful in not holding overvalued investments.

Accordingly, your portfolio has been fine-tuned by positioning toward opportunities that offer the most attractive
reward for risk. These changes can be categorised into a number of key themes:

1) Reduce Australian shares and adjust remaining holdings — we previcusly increased your holdings in
Australian shares, which have done well. Your portfolio’s specific focus on ‘quality’ (for example companies
with low borrowing and reliable earnings) and ‘value’ meant that these holdings outperformed the local
share market. With this strong performance, Australian shares are no longer as attractive, so it was time to
take some profits off the table. We also took the opportunity to replace shares that had run toc hard or
where there were more attractive opportunities avejlable.

~

Position for currency increases in the British Pound — we see value in the British pound, which has fallen
near 20% since the ‘Brexit’ decision. As such, we've added an allocation to a ‘British Pound’ fund,

3) Continue to monitor international shares holdings — although internaticnal share markets have performed
well, the business case for shares in the emerging markets (especially those in Taiwan & South Korea), Japan
and Europe continues to stack up, as further supported by compelling valuations. Your holdings in “quality”
Elobal stocks also remain attractively priced relative to other opportunities. We're happy with how you're
invested.

4) Reduce Australian listed property — these investments have had an extracrdinary run [up ~20% in the last
12 months) and are becoming more and more expensive. It's time to take some further profits off the table
and invest in other opportunities.

w

Adjust Australian and global bond holdings — following RBA rate cuts, Australian bonds are more expensive.
As such, we've switched into inflation linked bonds, which help protect the value of your portfolio when
inflation starts to tick up again. We alsc invested in corporate bonds of companies such as Apple, Microsoft,
J.P. Morgen and Bank of America, which will add a bit of extra income to your portfolio.

As previously mentioned, strong performance in many investments has made them less compelling frem a valuation
perspective. Your portfalio continues to hold higher than narmal levels of cash in wait for better buying
opportunities, rather than to risk losing money by staying invested in overvalued assets (when prices don’'t make
sense to do sc). This, combined with the changes outlined above, makes me confident that we're well positicned to
meet your longer term objectives.

Please let me know if you would like to discuss these changes in more detail.
Sincerely,

{Adviser Signature}
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Explaining Asset Allocation Variance
Recommended Products

Momingstar's disciplined approach te asset allocation and focus on preserving capital (i e selecting
assets that offer the most attractive reward for risk) ensures that your portfolio is best positioned to
meet your objectives over the longer term. As part of Momingstar's valuation driven approach, they
may use market weakness/strength to increase/decrease your allocation to selected asset classes
when the difference between an assets actual value and their view of ‘intrinsic’ or fundamental value
is altractive/unattractive.

Your portfolio will normally be allocated and remain within the benchmark asset allocation ranges for
each asset class, applicable to your risk profile. At times however, as a result of Momingstar's
investment decisions, allocations to ene or more asset classes may materially deviate from your
benchmark assel allocation ranges.

‘With this in mind, following our discussion(s), you stated that you are comfortable and happy with a
proposed asset allocation that matches the investment strategy to deliver/outperform a CPI+ objective
over the investment horizon, notwithstanding that at times it may fall outside your benchmark asset
allocation ranges. Accordingly the recommended portfolio is:

Australian Property

- Overweight in Australian Property due to Morningstar's view that the asset class is atiractively
priced at this level. In particular, Morningstar acknowledge the ability of this asset class to
generate stable. consistent and contracted inflation-linked lease income in a [IGWinterestand
fiBIEtilE] environment; or

- Underweight in Australian Property due to Morningstar's view that the assel class has
become increasingly expensive in light of the sector's strong relative performance in recent
times. Hence, its relative iveness as an income assel has diminished.

- Owerweight in Cash in recognifion of the increasingly expensive valuations on offerin a
number of key asset classes. Morningsiar expects Cash o remain an attractive option for
investors, both in terms of it being the only asset class that can protect capital with near 100%
certainty, but also because it provides investors with a liquid option to park their capital, in
wait for more compelling investment opportunities in other asset classes, as they arise; or

- Undenweight in Cash as Morningstar's believes that attractive valuations in a number, of asset

classes offers sufficient reward for risk to jusfify moving ‘Underweight’ the Cash asset class.

Alternatives

- Overweight in Alternatives due to Morningstar’s less favourable outiook for ‘growth’ assets.
Alternative investments remain a key part of your portfolio given that returns from this asset
class have little relationship with the performance of traditional asset classes like equities and
bonds, and thus are instrumental in helping to grow your investment balance and protect
your wealth; or

- Underweight in Alternatives due to Momingstar's more favourable outlook for ‘growth’ assets.
Nonetheless, Alternative investments still remain an important part of your portfolio given that
returns from this asset class have little relationship with the performance of fraditional asset
classes like equities and bonds

Australian Equities
- Owerweight in Australian Equities due to aftractive valuations and supportive fundamentals of
the Australian market, both in absolute terms and relative to other asset classes; or
- Underweight in Australian Equities due to the deterioration in fundamentals and increasingly
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Three easy ways to register:

1. Circle@on your feedback form

2. (o to : morningstarinvestments.com.au/register-infolibrary

3. Speak to your local Relationship Manager
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I[mportant information

This document is issued by Morningstar Investment Management Australia Limited (ABN 54 071 808 501, AFS Licence No. 228986) (‘Morningstar’).
Morningstar is the Responsible Entity and issuer of interests in the Morningstar investment funds referred to in this report.

© Copyright of this document is owned by Morningstar and any related bodies corporate that are involved in the document’s creation. As such the
document, or any part of it, should not be copied, reproduced, scanned or embodied in any other document or distributed to another party without the
prior written consent of Morningstar. The information provided is for general use only.

In compiling this document, Morningstar has relied on information and data supplied by third parties including information providers (such as Standard
and Poor’s, MSCI, Barclays, FTSE). Whilst all reasonable care has been taken to ensure the accuracy of information provided, neither Morningstar nor its
third parties accept responsibility for any inaccuracy or for investment decisions or any other actions taken by any person on the basis or context of the
information included.

Past performance is not a reliable indicator of future performance. Morningstar does not guarantee the performance of any investment or the return of
capital. Morningstar warns that (a) Morningstar has not considered any individual person’s objectives, financial situation or particular needs, and (b)
individuals should seek advice and consider whether the advice is appropriate in light of their goals, objectives and current situation. Before making any
decision about whether to invest in a financial product, individuals should obtain and consider the disclosure document. For a copy of the relevant
disclosure document, please contact our Adviser Distribution Team on 02 9276 4550.
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