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T. Rowe Price's Shift into Alternatives Highlights Headwinds
Facing Traditional Asset Managers
Analyst Note Greggory Warren, CFA, Sector Strategist, 1 Nov 2021

Having taken a deeper look at our long-term projections for wide-moat-rated T. Rowe Price following the

Risk and Uncertainty (1 Nov 2021)

company's release of third-quarter earnings, as well as news that it has acquired alternative credit

Capital Allocation (1 Nov 2021)

manager Oak Hill Advisors, we've raised our fair value estimate for the firm to $212 per share from $202.

Analyst Notes Archive

Most of the improvement came from the addition of the alternative asset platform (which we see

Financials
Research Methodology for Valuing Companies

diversifying the company's portfolio into less exposed areas of the market from a fee compression
perspective) to our longer-term forecasts for the company's AUM, revenue and profitability.
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Conduct Policy, Personal Security Trading Policy (or an equivalent of), and
Investment Research Policy. For information regarding conflicts of interest, please
visit: http://global.morningstar.com/equitydisclosures.
The primary analyst covering this company does not own its stock.

Our new outlook has the company overseeing close to $1.9 trillion ($2.7 trillion) in AUM by the end of
2025 (2030), period(s) that include equity market corrections midway through the five-year cycle. We
expect to see improvements in T. Rowe Price's annual organic growth profile, which we envision in a 0%
to positive 1% range over the next five years, with flows picking up after 2025 when fewer baby

The ESG Risk Rating Assessment is a representation of Sustainalytics’ ESG Risk

1

Rating.

boomers retiring and millennials starting to hit their peak earnings years puts less of a drag on flows.
Our five-year CAGR for overall AUM growth is in a range of 5%-8% annually during 2021-25 (up from
5%-7% previously).
Despite management fees continuing to be pressured by industry dynamics, we expect T. Rowe Price,
which is somewhat insulated due to its channel mix and already low-cost offerings, to generate a 8.4%
CAGR for revenue over our five-year forecast period (up from 7.7% previously), aided by the addition of
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Oak Hill Advisors to the mix. As for profitability, we expect to see adjusted operating margins of 47%49%, even as the firm invests in key regions and channels to drive additional growth. As such, T. Rowe
Price should be able to generate around $3.6 billion in free cash flow annually on average, with about
one third of that amount returned to shareholders as dividends and 25%-30% devoted to share
repurchases.

bond, and money market funds. At the end of September
2021, the firm had $1.612 trillion in managed assets,

Business Strategy & Outlook Greggory Warren, CFA, Sector Strategist, 1 Nov 2021

composed of equity (60%), balanced (28%), and fixed-

In an environment where active fund managers are under assault for poor relative performance and

income (12%) offerings. Approximately two thirds of the

high fees, we believe wide-moat-rated T. Rowe Price is the best positioned of the U.S.-based active

company's managed assets are held in retirement-based
accounts, which provides T. Rowe Price with a
somewhat stickier client base than most of its peers. The

asset managers we cover. The biggest differentiators for the firm are the size and scale of its operations,
the strength of its brands, its consistent record of active fund outperformance, and reasonable fees. T.

firm also manages private accounts, provides retirement

Rowe Price has historically had a stickier set of clients than its peers as well, with two thirds of its

planning advice, and offers discount brokerage and trust

assets under management derived from retirement-based accounts. At the end of 2020, 83%, 79%, and

services. The company is primarily a U.S.-based asset

77% of the company's fund AUM were beating peers on a 3-, 5-, and 10-year basis, respectively, with

manager, deriving just under 10% of its AUM from
overseas.

77% of AUM in the funds closing out the year with an overall rating of 4 or 5 stars, better than just
about every other U.S.-based asset manager. T. Rowe Price also has a much stronger Morningstar
Success Ratio--which evaluates whether a firm's open-end funds deliver sustainable, peer-beating
returns over longer periods--giving it an additional leg up.
While T. Rowe Price will face headwinds in the near to medium term as baby boomer rollovers continue
to affect organic growth in the defined-contribution channel, we think the firm and defined-contribution
plans in general have a compelling cost and service argument to make to pending retirees, which
should mitigate some of the impact. We also believe T. Rowe Price is uniquely positioned among the
firms we cover (as well as the broader universe of active asset managers) to pick up business in the
retail-advised channel, given the solid long-term performance of its funds and reasonableness of its
fees, exemplified by deals the past several years with Fidelity Investments' FundsNetwork and Schwab's
Mutual Fund OneSource platform. With the company likely to generate mid- to high-single-digit AUM
growth on average going forward (aided by 0%-3% annual organic growth), we see top-line growth
expanding at an 8.4% CAGR during 2021-25, with operating margins of 47%-49% on average.
Bulls Say Greggory Warren, CFA, Sector Strategist, 1 Nov 2021
u With $1.612 trillion in AUM at the end of September 2021, T. Rowe Price is one of the larger U.S.-based

asset managers. Retirement accounts and variable-annuity investment portfolios account for two thirds
of assets.
u At the end of the third quarter of 2021, 89%, 92%, and 81% of T. Rowe Price's multi-asset AUM was

beating passive peers on a 3-, 5-, and 10-year basis, respectively.
u Target-date retirement portfolios have been a significant source of organic growth, generating just

under $100 billion in net inflows (equivalent to an 8% rate of annual growth) for the firm the past 10
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Bears Say Greggory Warren, CFA, Sector Strategist, 1 Nov 2021
u The company's equity performance has weakened, with just 53%, 68%, and 68% of assets beating

passive peers on a 3-, 5-, and 10-year basis, respectively, at the end of September 2021.
u Fixed-income performance has stumbled as well, with 88%, 68%, and 57% of bond fund AUM beating

passive peers on a 3-, 5-, and 10-year basis, respectively, at the end of the third quarter of 2021.
u With a large portion of the firm's assets generating fees based on daily AUM levels rather than monthly

or quarterly averages, revenue will be more heavily affected during periods of extreme market volatility.
Economic Moat Greggory Warren, CFA, Sector Strategist, 1 Nov 2021

In our view, the asset-management business can be conducive to economic moats, with switching costs
and intangible assets the most durable sources of competitive advantage for firms operating in the
industry. Although the switching costs might not be explicitly large, inertia and the uncertainty of
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achieving better results by moving from one asset manager to another tend to keep many investors
invested with the same funds for extended periods of time. As a result, money that flows into assetmanagement firms tends to stay there. For the industry as a whole, the average narrow redemption
(retention) rate, which does not include exchange redemptions, has been 25% or less (75% or greater)
annually during the past 5-, 10-, 15-, 20-, 25-, and 30-year time frames. Including exchange
redemptions, the rate has been less than 30% (greater than 70%). Because T. Rowe Price does not break
out its net flows (which are gross sales less investor redemptions) we assume that, based on its
historical record of positive organic growth, the company's average annual redemption rate has been at
its worst no worse than the industrywide rate, especially given the tailwinds that have been provided at
times by defined contribution plans the past couple of decades--noting that redemptions have outpaced
inflows into 401(k) plans since the baby boomer retirement phase started in 2011. During the past 5 (10)
calendar years, T. Rowe Price's organic growth rate has averaged positive 0.9% (0.9%) with a standard
deviation of 0.8% (1.6%), which meant that the firm was in most years compensating for investor
redemptions with new flows into its products. We expect T. Rowe Price will generate at least 0.6%
average annual organic growth during 2021-25, with a standard deviation of 1.7%, and closer to 1.7%
on average during 2021-30, with a standard deviation of 1.8%, driven by recent large investments in
retail distribution, enhanced product/vehicles and technology, as well as the company's move into
alternatives. As a result, T. Rowe Price should continue to have a better-than-average switching cost
profile than its peers despite continuing to see redemption rates at or above the industry average due to
the continuation of the baby boomer retirement cycle.
We believe traditional asset managers like T. Rowe Price can improve on the switching cost advantage
inherent in their business models with organizational attributes (such as product mix, distribution
channel concentration, and geographic reach) and intangible assets (such as strong and respected
brands and manager reputations derived from successful, sustainable track records of investment
performance), which can provide them with a degree of differentiation from their peers. While the
barriers to entry are not all that significant for the industry, the barriers to success are extremely high,
as it not only takes time and skill to put together a long enough record of investment performance to
gather assets but even more time to build the scale necessary to remain competitive in the industry.
This has generally provided larger, more established asset managers with an advantage over smaller
players in the industry, especially when it comes to gaining cost-effective access to distribution
platforms. Competition for investor inflows can be stiff and has traditionally centered on investment
performance, especially in the retail channel. Although institutional investors and retail gatekeepers are
exerting pressure on pricing, competition based on price has been rare, aside from what we've seen in
the U.S. market for exchange-traded funds. While compensation remains the single-largest expense for
most asset managers, supplier power has been manageable as many firms have reduced their reliance
on star managers and have tied manager and analyst pay to both portfolio and overall firm performance.
Asset stickiness (the degree to which assets remain with a manager over time) tends to be a
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differentiator between wide- and narrow-moat firms, as those asset managers that have demonstrated
an ability to gather and retain investor assets during different market cycles have tended to produce
more stable levels of profitability, with returns exceeding their cost of capital for longer periods. While
the more broadly diversified asset managers are structurally set up to hold on to assets regardless of
market conditions, it has been firms with solid product sets across asset classes (built on repeatable
investment processes), charging reasonable fees, and with singular corporate cultures dedicated to a
common purpose that have done a better job of gathering and retaining assets. Firms offering niche
products with significantly higher switching costs--such as retirement accounts, funds with lockup
periods, and tax-managed strategies--have tended to hold on to assets longer.
T. Rowe Price, in our view, has a wide economic moat around its operations. We think the company's
size and scale, the strength of its brands, and its consistent record of active fund outperformance
provides the firm with a leg up over competitors. While T. Rowe Price's product mix is not overly diverse,
with 88% of its $1.612 trillion in AUM at the end of September 2021 dedicated to equity (60%) and
multi-asset/balanced (28%) strategies, the company derives a significant portion (just over two thirds) of
its AUM from defined contribution retirement assets and deferred annuity and direct retail retirement
assets. With the switching costs for these tax-deferred products being significantly higher than those
for most other accounts (the majority of which are non-tax-deferred), T. Rowe Price has traditionally had
a much stickier set of assets than its peers. Benefiting from a steady stream in investor inflows into
defined contribution and other retirement plans, the firm has recorded net long-term outflows in only 17
calendar quarters the past two decades (half of which have occurred during the past five years as the
company feels the brunt of the baby boom retirement phase). Furthermore, the firm's cost-conscious
culture and stable AUM and revenue levels have allowed it to consistently generate operating margins
of 40% or more (the highest among the traditional U.S.-based asset managers we cover). T. Rowe Price's
ability to generate more stable revenue, profitability, and cash flows than its peers has, in our view,
provided the company with more than enough excess capital to continue building on the competitive
advantages that it already possesses. The firm has been fairly effective managing its scale, with
adjusted operating margins of 43.0% (44.5%) on average during 2016-20 (2011-20), allowing it to
generate around $1.9 billion ($1.6 billion) in annual free cash flow on average, with adjusted ROICs
exceeding 60% (and ROICs with goodwill exceeding 45%).
T. Rowe Price has withstood the headwinds facing active managers with its rigorous research process,
strong performance across asset classes, and continued investment in its research team. At the end of
2020, the firm had 77% of its rated U.S. mutual funds (across primary share classes) rated 4 or 5 stars by
Morningstar, with 72% receiving gold, silver, or bronze medal ratings. As most broker/dealer and
advisory platforms tend to give deferential treatment to 4- and 5-star funds, T. Rowe Price is well
positioned. With solid three- and five-year relative investment performance generated on a consistent
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basis also tending to be an important benchmark for the gatekeepers of retail-advised and institutional
platforms, T. Rowe Price continues to hold its own, with 83%, 79%, and 77% of T. Rowe Price's
sponsored U.S. mutual funds beating their passively managed peers on a 3-, 5-, and 10-year basis,
respectively, at the end of 2020. Another measure that demonstrates the strength of T. Rowe Price's
investment acumen is the Morningstar Success Ratio, which measures the potential for a firm's funds to
generate sustainable, peer-beating returns over the long run. Morningstar calculates two different
success ratios--the Morningstar Success Ratio and the Morningstar Risk-Adjusted Success Ratio--over
3-, 5-, and 10-year time frames, with the former considering each fund's category rank based on total
return and the latter looking at a fund's category rank based on Morningstar Risk-Adjusted Return. The
higher the Success Ratio, the greater chance that investors will see sustainable, peer-beating returns.
By this measure, T. Rowe Price is the only winner among the U.S.-based asset managers we cover, with
a five-year Risk-Adjusted Success Ratio of 72.0 compared with a group average (median) of 41.1 (37.0).
Compared with the broader universe of fund families, T. Rowe also scores well, with its five-year RiskAdjusted Success Ratio beating the industry average (median) of 47.6 (45.5).
Much of the success T. Rowe Price has had historically has been built on the firm having a single
corporate culture dedicated to a common purpose, which has been reflected in the level and
consistency of its investment performance, the rate of organic growth the company has been able to
generate, and the relatively small amount of employee turnover through the years. Morningstar views
the management team at T. Rowe Price as being highly insular and very protective of the culture that
the firm has built--one that has cultivated a disciplined, risk-conscious investment process that has
consistently produced successful results across its fund lineup, often with less volatility than peers. As
part of ongoing efforts to enhance the company's competitive positioning, management has been
willing to evolve, though, focusing for much of the past several years on building additional scale
through new investment products, expanding the reach of its investment advisory business by further
penetrating domestic distribution channels (like the retail-advised channel) and moving into non-U.S.
markets (especially emerging and developing economies in the Asia-Pacific region), and bolstering
technology in an effort to improve performance outcomes, drive down incremental costs, and improve
product distribution. The company maintains an investment focus while recognizing that the business
must evolve to flourish in an industry that continues to gravitate toward passive investing. All of this
explains why T. Rowe Price receives some of the highest marks for corporate culture among the U.S.based asset managers we cover. Our manager research group has also consistently awarded it a
Positive Parent rating, owing not only to its ability to produce repeatable investment strategies but to
prudently adapt to the changing competitive landscape all while attracting and retaining quality
investment talent. We continue to believe that T. Rowe Price is well positioned to navigate the
headwinds that the U.S.-based asset managers will face during the next decade and expect it to be one
of the rare organic growth generators in the group.
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Fair Value and Profit Drivers Greggory Warren, CFA, Sector Strategist, 1 Nov 2021

We've increased our fair value estimate for T. Rowe Price to $212 per share from $202 to account for
adjustments we've made to our own near- to medium-term forecasts for the firm, which includes the
company's purchase of alternative credit manager Oak Hill Advisors. Our new fair value estimate implies
a price/earnings multiple of 16.6 times our 2021 earnings estimate, 15.7 times our 2022 earnings
estimate and 16.2 times our 2023 earnings estimate. For some perspective, during the past five (10)
years, the company's shares have traded at an average of 16.0 (17.5) times trailing earnings. We use a
26% U.S. statutory corporate tax rate and a 9% cost of equity in our valuation.
T. Rowe Price closed out September 2021 with $1.612 trillion in managed assets, up 23.0% on a yearover-year basis. Net outflows of $6.4 billion were on par with the $5.8 billion in outflows that the firm
posted in the prior year's period and marks only the seventeenth time that T. Rowe Price has reported
quarterly outflows in the past two decades (half of which have occurred during the past five years as
the company feels the brunt of the baby boom retirement phase). Going forward, we expect to see
improvements in T. Rowe Price's annual organic growth profile, which we envision in a 0% to positive
1% range over the next five years, with flows picking up after 2025 when fewer baby boomers retiring
and millennials starting to hit their peak earnings years puts less of a drag on flows. Our five-year CAGR
for overall AUM growth is in a range of 5%-8% annually during 2021-25 (up from 5%-7% previously).
Despite management fees continuing to be pressured by industry dynamics, we expect T. Rowe Price,
which is somewhat insulated due to its channel mix and already low-cost offerings, to generate an 8.4%
CAGR for revenue over our five-year forecast period (up from 7.7% previously), aided by the addition of
Oak Hill Advisors to the mix. As for profitability, we expect to see adjusted operating margins of 47%49%, even as the firm invests in key regions and channels to drive additional growth. As such, T. Rowe
Price should be able to generate around $3.6 billion in free cash flow annually on average, with about
one third of that amount returned to shareholders as dividends and 25%-30% devoted to share
repurchases.
Risk and Uncertainty Greggory Warren, CFA, Sector Strategist, 1 Nov 2021

Our uncertainty rating for T. Rowe Price is medium. We don't consider any environmental, social, or
governance issues to be material enough to affect our uncertainty rating or fair value estimate. With
more than 80% of annual revenue derived from management fees levied on AUM, dramatic market
movements, shifts in product mix, and/or changes in fund flows can have a significant impact on
operating income and cash flows. T. Rowe Price's investment offerings are overwhelmingly tied to U.S.
equity markets, with close to 90% of its AUM invested in equity (60%) and balanced (28%) strategies.
Additionally, 10 T. Rowe Price funds--Blue-Chip Growth, Growth Stock, Capital Appreciation, Mid-Cap
Growth, New Horizons, Value, Emerging Markets Stock, Overseas Stock, Equity Income, and Institutional
Large-Cap Growth--accounted for just over 20% of the firm's AUM at the end of 2020, as well as 30% of
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the company's investment advisory revenue during the year. As T. Rowe Price increases its investment
in overseas asset managers, especially in emerging and developing economies like China and India, it is
exposing itself to myriad cultural, economic, political, and currency risks that exist in the markets these
managers serve. The company is, however, at a lower risk of experiencing material financial impacts
from ESG factors, due to its low exposure to risks that are inherent to the industry, as well as its own
operations, offset by the firm's strong management of its material ESG issues (considered to be an
industry leader in the area of corporate governance).
Capital Allocation Greggory Warren, CFA, Sector Strategist, 1 Nov 2021

T. Rowe Price is unique among the publicly traded U.S.-based asset managers in that it has traditionally
been run by a group of top officers (the management committee) who consult one another before
making major decisions. Chairman and CEO Bill Stromberg will be stepping down from his chief
executive role at the end of 2021, with current president and CIO Rob Sharps becoming president and
CEO, as well as chairman of the management committee. Stromberg, who will continue to serve on T.
Rowe Price's board as non-executive chairman, has been with the firm for 35 years (rising from an initial
role as an analyst to chairman and CEO) and is sticking to a fairly typical retirement time frame for the
firm's executives. Sharps, meanwhile, is following a similar career track, having started with T. Rowe
Price as an analyst some 24 years ago before going on to become a well-regarded portfolio manager
and eventually president and CIO. His responsibilities and influence have broadened significantly in
recent years as he has taken a more active role in corporate strategy, product development, and other
enterprise initiatives, basically prepping him for the top job at the firm.
Our capital allocation rating for T. Rowe Price is exemplary. This rating focuses on the three key areas
we look at to assess management efficacy: balance sheet health, investment efficacy, and shareholder
distributions. Given that a firm's financial health directly affects its ability to invest in future growth
opportunities, return cash to shareholders, or even remain a going concern, it is important to pay
attention to its balance sheet strength. Asset managers, in particular, have a high degree of revenue
cyclicality and operating leverage (with results tending to be impacted by the vagaries of the equity and
credit markets) and are generally asset light. As such, they should not maintain more than low to
moderate levels of financial leverage. T. Rowe Price, in our view, has maintained a very sound balance
sheet, exemplified by $3.4 billion in cash and equivalents, $3.3 billion in investments, and no debt on its
books at the end of the third quarter of 2021. The firm has historically maintained extremely low debt to
total capital and debt to EBITDA levels (due primarily to the fact that it has had no debt on its books
since 2002). Going forward, we expect net debt to adjusted EBITDA (as well as to enterprise value) to
remain extremely low.
We feel that the company's management committee, which is responsible for guiding, implementing,
and reviewing major policy and operating initiatives, has done an exemplary job over the years. Capital
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allocation has been prudent, with the company carrying little to no debt on its books, engaging in very
little acquisition activity, and tending to return cash to shareholders as share repurchases and
dividends. Compensation, which tends to be the biggest cost center for asset managers, has tended to
be reasonable at T. Rowe Price, with executive pay being in line with most of the larger asset managers
we cover. The only issue we have with the firm is that it has been a heavy user of stock options over the
years, which dilutes existing shareholders and blunts the impact of share repurchases.
As part of ongoing efforts to enhance the company's competitive positioning, management has been
focused on building additional scale through new investment products, expanding the reach of its
investment advisory business by further penetrating domestic distribution channels and moving into
non-U.S. markets (especially in emerging and developing economies), and investing in technology and
business transformation aimed at improving client experiences and delivering operating efficiencies
across the enterprise.
On the distribution front, T. Rowe Price has generally returned excess capital to shareholders as share
repurchases and dividends. During the past 10 years, the firm repurchased (net of share issuances) $5.3
billion of common stock and paid out $6.2 billion as dividends. Management remains committed to
repurchasing shares opportunistically when they are trading at a significant discount to intrinsic value
(as well as on a more regular basis to offset dilution from stock-based compensation). The company
remains comfortable with the 35%-40% payout ratio we've seen for the dividend over the past five
years.
Analyst Notes Archive
Oak Hill Acquisition Overshadows Weaker Q3 From T. Rowe Price; Increasing FVE to $211 Greggory

Warren, CFA, Sector Strategist, 28 Oct 2021
While there was little in wide-moat-rated T. Rowe Price's third-quarter results that would alter our longterm view of the firm, we expect to increase our fair value estimate to $211 per share from $202 to
account for adjustments to our near- to medium-term forecasts, including the company's announced
purchase of alternative credit manager Oak Hill Advisors.
T. Rowe Price closed the September quarter with $1.612 trillion in managed assets, down 0.7%
sequentially but up 23.0% year over year. Net outflows of $6.4 billion were on par with the $5.8 billion
in outflows in the prior-year period and marked only the 17th time that T. Rowe Price has reported
quarterly outflows in the past two decades (half of which have occurred during the past five years as
the company feels the brunt of the baby boom retirement phase).
With average assets under management up 27.5% year over year during the third quarter, T. Rowe Price
reported a 22.5% increase in net revenue from the prior-year period, owing to product mix shift and a
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slight decline in the effective fee rate. Year-to-date top-line growth of 27.6% was slightly above our fullyear forecast, but we expect things to moderate some in the fourth quarter. Adjusted operating margins
of 49.9% during the first nine months of 2021 were 540 basis points higher than the year-ago period and
in line with our projections.
With regard to the Oak Hill Advisors acquisition, it looks as if T. Rowe Price is paying a decent premium
(midteens enterprise value/EBITDA multiple) for a firm that will contribute $53 billion in primarily
alternative credit AUM earning fees (including performance fees) of around 100 basis points on average.
The deal will not only offer some diversification away from the fee pressures from low-cost passive
funds but also expand T. Rowe Price's global reach. Management expects it to be slightly accretive to
2022 earnings, which we expect to reflect in our modeling of the deal.
Market Gains Offset Outflows to Lift T. Rowe Price's AUM to Record $1.623 Trillion in June Quarter

Greggory Warren, CFA, Sector Strategist, 29 Jul 2021
While there was little in wide-moat-rated T. Rowe Price's second-quarter results that would alter our
long-term view of the firm, we expect to raise our fair value estimate to $202 per share from $193 to
account for continued improvements in the company's assets under management, as well as
adjustments to our own near- to medium-term forecasts since our last update.
T. Rowe Price closed the June quarter with a record $1.623 trillion in managed assets, up 6.9%
sequentially and 33.0% year over year. Net outflows of $600 million during the quarter were slightly
worse than our expectations of being more on par with the $1.9 billion quarterly run rate for inflows
we've seen from the firm the past five years. It also marks only the 16th time that T. Rowe Price has
reported quarterly outflows in the past two decades. Even so, we still see the firm generating flattish
organic AUM growth this year as it moves closer to the period when retiring baby boomers are less of a
drag on flows.
With average AUM up 39.0% year over year during the June quarter, T. Rowe Price reported a 36.3%
increase in net revenue when compared with the prior-year period (owing to product mix shift and a
slight decline in the firm's effective fee rate). First-half top-line growth of 30.5% was stronger than our
full-year forecast, and while we do expect revenue growth to come down to more normal levels in the
back half of the year, we have revised our full-year forecast to around 25% (from 22.5%).
Adjusted operating margins of 49.3% during the first half of 2021 were 560 basis points higher than the
year-ago period. Much as with revenue, we see operating profits normalizing more in the back half of
the year, with full-year profitability looking to be 47%-48% (compared with the 44.2% that the firm put
up in 2020), which represents a slight increase in our operating margin projection for 2021.
Solid Flows and Market Gains Continue to Lift T. Rowe Price's AUM; Raising FVE to $193 Per Share
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Greggory Warren, CFA, Sector Strategist, 28 Jun 2021
We've increased our fair value estimate for wide-moat rated T. Rowe Price to $193 per share from $170
to account for ongoing improvements in the company's AUM, as well as our own near-to-medium term
forecasts for the firm, since our last update. T. Rowe Price closed out May 2021 with a record $1.593
trillion in managed assets and will likely close out the June quarter with an equivalent amount of AUM,
which would be reflective of a 6% sequential (and 31% year over year) increase in the company's total
AUM.
Estimated net inflows of more than $10 billion during the June quarter were driven primarily by the
firm's multi-asset and fixed-income offerings, with equities seeing modest flows during the period. We
expect to see continued stability in T. Rowe Price's annual organic growth profile, which we envision in
a 0% to positive 3% range over the next five years (compared with 0% to positive 2% during fiscal 201620), with flows likely picking up after 2025, when millennials start to hit their peak earnings years.
Our five-year CAGR for overall AUM growth is 5%-7% annually during 2021-25 (compared with 4%-6%
previously). Despite management fees being pressured by industry dynamics, we expect T. Rowe Price,
which is somewhat insulated due to its channel mix and already low-cost offerings, to generate a 7.3%
CAGR for revenue over our five-year forecast period (up from 5.1% previously). As for profitability, we
expect adjusted operating margins of 46%-48% (up from 44%-46% previously), even as the firm invests
in key regions and channels to help drive growth. As such, T. Rowe Price should be able to generate
around $3.2 billion in free cash flow annually on average, with about one third of that amount returned
to shareholders as dividends and 25%-30% devoted to share repurchases.
Positive Flows and Market Gains Lift T. Rowe Price's AUM to Record $1.518 Trillion in First Quarter

Greggory Warren, CFA, Sector Strategist, 29 Apr 2021
There was little in wide-moat rated T. Rowe Price's first-quarter results that would alter our long-term
view of the firm. We are leaving our $170 per share fair value estimate in place. T. Rowe Price closed
out the March quarter with a record $1.518 trillion in managed assets, up 3.2% sequentially and 52.6%
on a year-over-year basis. Net inflows of $1.2 billion during the first quarter were slightly worse than our
expectations, which we had expected to be more on par with the $2.1 billion quarterly run rate we've
seen from the firm the past five years. Even so, we still see the firm generating low-single-digit organic
AUM growth this year as the company moves closer to the time when retiring baby boomers are less of
a drag on its flows.
While average AUM was up 29.8% year over year during the March quarter, T. Rowe Price reported a
24.9% increase in revenue when compared with the prior-year's period, due to product mix shift and a
slight decline in the firm's effective fee rate. We still envision full-year top-line growth coming in at a
low-double-digit rate this year, with revenue expanding at a mid-single-digit rate during 2021-25. As for
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profitability, adjusted GAAP operating margins of 48.9% during 2021 were 50 basis points higher than
the year-ago period, as expenses rose at a slightly slower rate than revenue. Full-year profitability still
looks on course to end up the year at around 45% (compared with the adjusted GAAP operating margin
of 44.2% that T. Rowe Price put up in 2020). Our five-year forecast calls for operating margins in a 44%
to 46% range, as the firm continues to invest in key regions and channels to help drive growth.
T. Rowe price increased its quarterly dividend 20% to $1.08 during the first quarter, which implies a
yield of 2.4% based on today's trading price on the shares. The company also repurchased 1.6 million
shares for $268 million during the March quarter.

T. Rowe Price Enters 2021 With Record $1.470 Trillion in AUM; Increased FVE to $170 Greggory

Warren, CFA, Sector Strategist, 28 Jan 2021
We've increased our fair value estimate for T. Rowe Price to $170 per share from $125 to account for the
continued recovery in the equity, credit, and currency markets following the steep COVID-19-induced
sell-off in the March quarter of 2020. Roughly half the change comes from our belief that T. Rowe Price
will have more in assets under management during 2021-25 than we previously forecast (especially
after adjusting for the timing and severity of near-term market corrections), with the remainder coming
from a slightly better fee and margin outlook as well as a slightly lower statutory tax rate (we had
expected to see a greater push to increase the U.S. corporate tax rate in the near term). Our fair value
estimate implies a P/E multiple of 15.0 times our 2021 earnings estimate and 14.8 times our 2022
earnings estimate, which on a multiple basis is in line with our previous fair value estimate.
T. Rowe Price closed out 2020 with a record $1.470 trillion in managed assets, up 12.2% sequentially
and 21.9% year over year. Net inflows of $2.2 billion during the fourth quarter were better than our
expectations and on par with the $2.3 billion quarterly run rate we've seen from the firm since the end
of the 2008-09 financial crisis. While average AUM was up 20.0% year over year during the December
quarter, T. Rowe Price reported an 18.0% increase in fourth-quarter revenue compared with the prioryear period due to product mix shift and a slight decline in the firm's effective fee rate. Full-year top-line
growth of 10.5% was better than our forecast of mid- to high-single-digit growth. Adjusted GAAP
operating margins of 44.2% during 2020 were 170 basis points higher than the year-ago period, as
expenses rose at a slower rate than revenue. Our new five-year forecast calls for margins of 44%-46%
even as the firm invests in key regions and channels to help drive growth.
T. Rowe Price's New Entity Brings Opportunities and Trade-Offs; No Change to Moat or FVE

Greggory Warren, CFA, Sector Strategist, 19 Nov 2020
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moat-rated T. Rowe Price following the company's announcement that it will be splitting its investmentresearch organization in two--leading to the launch of T. Rowe Price Investment Management in the
second quarter of 2022. Six constrained or closed investment strategies and their supporting analytical
resources will be moving over to the new entity. T. Rowe Price Investment Management is expected to
be completely separate from legacy T. Rowe Price Associates, with the two teams expected to no longer
share research and investment resources and corporate not providing much in the way of assets under
management, flow, or fee data for the new entity.
Our initial thoughts here are that the move adheres to our longstanding argument about increased size/
scale not necessarily being a benefit for active managers (exemplified by T. Rowe Price's long-running
practice of closing funds once they get too large). Those attributes are great for index fund or exchangetraded fund shops where increased size/scale doesn't affect performance and allows those firms to
drive down costs/fees but can be detrimental for active performance. Where increased size/scale works
for active managers is where they've decided to run certain funds for cash, expecting to continue to lose
AUM at a low- to mid-single-digit range annually to outflows and need the added AUM from
consolidation to offset fee/margin pressure.
This move will create additional costs for T. Rowe Price, primarily over the next couple of years as things
get set up. However, the firm has enough leeway with its operating margins (which we had expected to
be 40%-44% during 2020-24 before this announcement) relative to peers (expected to post margins
below 30% longer term) to sacrifice some in the pursuit of organic growth, especially in strategies
where it may have been capacity-constrained in the past. K
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Competitors Price vs. Fair Value
Affiliated Managers Group Inc AMG
Fair Value: 200.00
4 Nov 2021 16:13, UTC
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Last Close: 185.13
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Under Valued
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2016
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0.79

1.00

0.65

0.71

1.30

0.93

Price/Fair Value

-9.05

41.81

-51.94

-11.72

20.43

82.06

Total Return %
Morningstar Rating

Total Return % as of 8 Nov 2021. Last Close as of 8 Nov 2021. Fair Value as of 4 Nov 2021 16:13, UTC.

Invesco Ltd IVZ
Fair Value: 28.00
27 Jul 2021 17:19, UTC
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Last Close: 26.26
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0.87

0.91

0.60

0.86

1.34

0.94

Price/Fair Value

-6.06

24.23

-50.93

14.76

1.25

53.50

Total Return %
Morningstar Rating

Total Return % as of 8 Nov 2021. Last Close as of 8 Nov 2021. Fair Value as of 27 Jul 2021 17:19, UTC.

© Morningstar 2021. 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. The information, data, analyses and
opinions presented herein do not constitute investment advice; are provided solely for informational purposes and therefore are not an offer to buy or sell a security; and are not warranted to be correct, complete or
accurate. The opinions expressed are as of the date written and are subject to change without notice. Except as otherwise required by law, Morningstar shall not be responsible for any trading decisions, damages or
other losses resulting from, or related to, the information, data, analyses or opinions or their use. The information contained herein is the proprietary property of Morningstar and may not be reproduced, in whole or in
part, or used in any manner, without the prior written consent of Morningstar. Investment research is produced and issued by subsidiaries of Morningstar, Inc. including, but not limited to, Morningstar Research
Services LLC, registered with and governed by the U.S. Securities and Exchange Commission. To order reprints, call +1 312-696-6100. To license the research, call +1 312-696-6869. Please see important disclosures at
the end of this report.

®

ß

Page 15 of 20

Morningstar Equity Analyst Report | Report as of 9 Nov 2021 18:17, UTC | Reporting Currency: USD | Trading Currency: USD | Exchange: NASDAQ - ALL MARKETS

T. Rowe Price Group Inc TROW QQQ 8 Nov 2021 22:45, UTC

BlackRock Inc BLK
Last Close: 965.87
Fair Value: 910.00
14 Oct 2021 00:07, UTC
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14.44
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Total Return %
Morningstar Rating

Total Return % as of 8 Nov 2021. Last Close as of 8 Nov 2021. Fair Value as of 14 Oct 2021 00:07, UTC.
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Last Price

Fair Value Estimate

Price/FVE

Market Cap

Economic Moat

221.29 USD

212.00 USD

1.04

49.74 USD Bil

8 Nov 2021

1 Nov 2021 22:45, UTC

TM

Wide

Moat Trend

TM

Stable

Uncertainty

Capital Allocation

ESG Risk Rating Assessment1

Medium

Exemplary

;;;;;

8 Nov 2021
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Morningstar Historical Summary
Financials as of 30 Sep 2021
Fiscal Year, ends 31 Dec

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

YTD

TTM

Revenue (USD Mil)
Revenue Growth %

2,747
16.1

3,023
10.0

3,484
15.3

3,982
14.3

4,201
5.5

4,285
2.0

4,855
13.3

5,373
10.7

5,618
4.6

6,207
10.5

5,710
27.6

7,443
25.3

EBITDA (USD Mil)
EBITDA Margin %

1,299
47.3

1,445
47.8

1,728
49.6

2,003
50.3

2,025
48.2

1,933
45.1

2,202
45.4

2,506
46.6

2,578
45.9

2,935
47.3

2,999
52.5

3,800
51.1

Operating Income (USD Mil)
Operating Margin %

1,227
44.7

1,364
45.1

1,637
47.0

1,891
47.5

1,899
45.2

1,800
42.0

2,059
42.4

2,346
43.7

2,387
42.5

2,746
44.2

2,848
49.9

3,603
48.4

Net Income (USD Mil)
Net Margin %

773
28.2

884
29.2

1,048
30.1

1,230
30.9

1,223
29.1

1,215
28.4

1,498
30.2

1,838
33.4

2,131
37.0

2,373
37.2

2,342
39.9

3,126
40.9

Diluted Shares Outstanding (Mil)

263

261

266

267

261

250

245

247

239

231

229

229

Diluted Earnings Per Share (USD)

2.92

3.36

3.90

4.55

4.63

4.75

5.97

7.27

8.70

9.98

9.94

13.26

Dividends Per Share (USD)

1.24

1.36

1.52

1.76

2.08

2.16

2.28

2.80

3.04

3.60

3.24

4.14

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020 Recent Qtr

TTM

5.5
19.5
15.7
2.18
4.4
10.3

5.6
19.4
18.8
2.09
4.4
11.0

6.6
22.6
18.5
1.81
4.8
11.7

5.9
19.3
17.8
2.05
4.3
10.4

4.5
15.4
13.0
2.91
3.8
8.3

4.5
17.0
49.8
2.87
3.8
8.8

5.6
17.2
101.0
2.17
4.7
10.7

4.3
12.8
16.8
3.03
3.4
7.9

5.4
15.4
17.9
2.5
4.2
10.3

5.9
17.0
18.2
2.38
4.8
11.1

6.4
15.5
21.7
2.1
5.6
0.0

6.7
16.4
16.1
1.91
5.9
0.0

Valuation as of 29 Oct 2021
Price/Sales
Price/Earnings
Price/Cash Flow
Dividend Yield %
Price/Book
EV/EBITDA

Operating Performance / Profitability as of 30 Sep 2021
Fiscal Year, ends 31 Dec

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020

YTD

TTM

ROA %
ROE %
ROIC %
Asset Turnover

20.9
23.0
23.0
0.7

22.2
24.3
24.3
0.8

22.7
24.2
24.2
0.8

23.0
24.1
24.1
0.7

22.8
24.1
24.1
0.8

21.4
24.9
24.9
0.8

21.3
27.0
27.0
0.7

23.6
30.0
30.0
0.7

24.4
31.4
31.1
0.7

23.1
31.2
30.5
0.6

—
—
—
—

28.2
39.5
38.7
0.7

Fiscal Year, ends 31 Dec

2011

2012

2013

2014

2015

2016

2017

2018

2019

2020 Recent Qtr

TTM

Debt/Capital %
Equity/Assets %
Total Debt/EBITDA
EBITDA/Interest Expense

—
90.7
—
—

—
91.5
—
—

—
95.7
—
—

—
95.6
—
—

—
93.2
—
—

—
80.5
—
—

—
77.3
—
—

—
79.6
0.0
—

2.0
76.1
0.1
—

2.0
72.3
0.1
—

1.7
72.2
0.0
—

—
—
—
—

2019

2020

Estimates
2021

2022

2023

5.1
14.0
12.7
2.50
—
10.3

5.6
15.2
13.8
2.38
—
11.1

6.5
17.3
12.3
3.31
—
11.8

5.9
16.4
14.5
2.10
—
11.1

6.2
16.8
15.6
2.25
—
11.4

Financial Leverage

Morningstar Analyst Historical/Forecast Summary as of 01 Nov 2021
Financials
Fiscal Year, ends 31 Dec

Forward Valuation

Estimates
2019

2020

2021

2022

2023

Revenue (USD Mil)
Revenue Growth %

5,618
4.6

6,207
10.5

7,634
23.0

8,428
10.4

8,001
-5.1

EBITDA (USD Mil)
EBITDA Margin %

2,578
45.9

2,935
47.3

3,931
51.5

4,176
49.6

4,069
50.8

Operating Income (USD Mil)
Operating Margin %

2,387
42.5

2,746
44.2

3,688
48.3

3,924
46.6

3,809
47.6

Net Income (USD Mil)
Net Margin %

2,076
37.0

2,307
37.2

2,926
38.3

3,107
36.9

2,996
37.4

Diluted Shares Outstanding (Mil)

239

231

229

231

227

Diluted Earnings Per Share(USD)

8.70

9.98

12.77

13.46

13.17

Dividends Per Share(USD)

3.04

3.60

7.32

4.64

4.99

Price/Sales
Price/Earnings
Price/Cash Flow
Dividend Yield %
Price/Book
EV/EBITDA
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Research Methodology for Valuing Companies
Overview
At the heart of our valuation system is a detailed projection of a company’s future cash flows, resulting from our
analysts’ research. Analysts create custom industry and
company assumptions to feed income statement, balance
sheet, and capital investment assumptions into our globally standardized, proprietary discounted cash flow, or
DCF, modeling templates. We use scenario analysis, indepth competitive advantage analysis, and a variety of other
analytical tools to augment this process. Moreover, we
think analyzing valuation through discounted cash flows
presents a better lens for viewing cyclical companies,
high-growth firms, businesses with finite lives (e.g.,
mines), or companies expected to generate negative
earnings over the next few years. That said, we don’t dismiss multiples altogether but rather use them as supporting cross-checks for our DCF-based fair value estimates.
We also acknowledge that DCF models offer their own
challenges (including a potential proliferation of estimated inputs and the possibility that the method may miss
shortterm market-price movements), but we believe these
negatives are mitigated by deep analysis and our
longterm approach.
Morningstar’s equity research group (”we,” “our”) believes that a company’s intrinsic worth results from the
future cash flows it can generate. The Morningstar Rating
for stocks identifies stocks trading at a discount or premium to their intrinsic worth—or fair value estimate, in
Morningstar terminology. Five-star stocks sell for the
biggest risk adjusted discount to their fair values, whereas 1-star stocks trade at premiums to their intrinsic worth.
Four key components drive the Morningstar rating: (1) our
assessment of the firm’s economic moat, (2) our estimate
of the stock’s fair value, (3) our uncertainty around that
fair value estimate and (4) the current market price. This
process ultimately culminates in our singlepoint star rating.
1. Economic Moat
The concept of an economic moat plays a vital role not
only in our qualitative assessment of a firm’s long-term
investment potential, but also in the actual calculation of
our fair value estimates. An economic moat is a structural
feature that allows a firm to sustain excess profits over a
long period of time. We define economic profits as returns on invested capital (or ROIC) over and above our es-

timate of a firm’s cost of capital, or weighted average
cost of capital (or WACC). Without a moat, profits are
more susceptible to competition. We have identified five
sources of economic moats: intangible assets, switching
costs, network effect, cost advantage, and efficient scale.
Companies with a narrow moat are those we believe are
more likely than not to achieve normalized excess returns
for at least the next 10 years. Wide-moat companies are
those in which we have very high confidence that excess
returns will remain for 10 years, with excess returns more
likely than not to remain for at least 20 years. The longer
a firm generates economic profits, the higher its intrinsic
value. We believe low-quality, no-moat companies will
see their normalized returns gravitate toward the firm’s
cost of capital more quickly than companies with moats.
When considering a company's moat, we also assess
whether there is a substantial threat of value destruction,
stemming from risks related to ESG, industry disruption,
financial health, or other idiosyncratic issues. In this context, a risk is considered potentially value destructive if its
occurrence would eliminate a firm’s economic profit on a
cumulative or midcycle basis. If we deem the probability
of occurrence sufficiently high, we would not characterize
the company as possessing an economic moat.
To assess the sustainability of excess profits, analysts perform ongoing assessments of the moat trend. A firm’s
moat trend is positive in cases where we think its sources
of competitive advantage are growing stronger; stable
where we don’t anticipate changes to competitive advantages over the next several years; or negative when
we see signs of deterioration.
2. Estimated Fair Value
Combining our analysts’ financial forecasts with the
firm’s economic moat helps us assess how long returns
on invested capital are likely to exceed the firm’s cost of
capital. Returns of firms with a wide economic moat rating are assumed to fade to the perpetuity period over a
longer period of time than the returns of narrow-moat
firms, and both will fade slower than no-moat firms, increasing our estimate of their intrinsic value.
Our model is divided into three distinct stages:
Stage I: Explicit Forecast

Morningstar Equity Research Star Rating Methodology

In this stage, which can last five to 10 years, analysts
make full financial statement forecasts, including items
such as revenue, profit margins, tax rates, changes in
workingcapital accounts, and capital spending. Based on
these projections, we calculate earnings before interest,
after taxes (EBI) and the net new investment (NNI) to derive our annual free cash flow forecast.
Stage II: Fade
The second stage of our model is the period it will take
the company’s return on new invested capital—the return on capital of the next dollar invested (“RONIC”)—to
decline (or rise) to its cost of capital. During the Stage II
period, we use a formula to approximate cash flows in
lieu of explicitly modeling the income statement, balance
sheet, and cash flow statement as we do in Stage I. The
length of the second stage depends on the strength of
the company’s economic moat. We forecast this period to
last anywhere from one year (for companies with no economic moat) to 10–15 years or more (for wide-moat companies). During this period, cash flows are forecast using
four assumptions: an average growth rate for EBI over the
period, a normalized investment rate, average return on
new invested capital (RONIC), and the number of years
until perpetuity, when excess returns cease. The investment rate and return on new invested capital decline until a perpetuity value is calculated. In the case of firms
that do not earn their cost of capital, we assume marginal
ROICs rise to the firm’s cost of capital (usually attributable to less reinvestment), and we may truncate the
second stage.
Stage III: Perpetuity
Once a company’s marginal ROIC hits its cost of capital,
we calculate a continuing value, using a standard perpetuity formula. At perpetuity, we assume that any
growth or decline or investment in the business neither
creates nor destroys value and that any new investment
provides a return in line with estimated WACC.
Because a dollar earned today is worth more than a dollar
earned tomorrow, we discount our projections of cash
flows in stages I, II, and III to arrive at a total present
value of expected future cash flows. Because we are
modeling free cash flow to the firm—representing cash
available to provide a return to all capital providers—we
discount future cash flows using the WACC, which is a
weighted average of the costs of equity, debt, and preferred stock (and any other funding sources), using expected future proportionate long-term, market-value
weights.
3. Uncertainty Around That Fair Value Estimate
Morningstar's Uncertainty Rating captures a range of
likely potential intrinsic values for a company and uses it
to assign the margin of safety required before investing,
which in turn explicitly drives our stock star rating system.
The Uncertainty Rating represents the analysts' ability to
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Research Methodology for Valuing Companies
bound the estimated value of the shares in a company
around the Fair Value Estimate, based on the characteristics of the business underlying the stock, including operating and financial leverage, sales sensitivity to the overall economy, product concentration, pricing power, exposure to material ESG risks, and other company-specific
factors.

Morningstar Equity Research Star Rating Methodology

Analysts consider at least two scenarios in addition to
their base case: a bull case and a bear case. Assumptions
are chosen such that the analyst believes there is a 25%
probability that the company will perform better than the
bull case, and a 25% probability that the company will
perform worse than the bear case. The distance between
the bull and bear cases is an important indicator of the
uncertainty underlying the fair value estimate. In cases
where there is less than a 25% probability of an event,
but where the event could result in a material decline in
value, analysts may adjust the uncertainty rating to reflect the increased risk. Analysts may also make a fair
value adjustment to reflect the impact of this event.
Our recommended margin of safety widens as our uncertainty of the estimated value of the equity increases. The
more uncertain we are about the estimated value of the
equity, the greater the discount we require relative to our
estimate of the value of the firm before we would recommend the purchase of the shares. In addition, the uncertainty rating provides guidance in portfolio construction
based on risk tolerance.
Our uncertainty ratings for our qualitative analysis are
low, medium, high, very high, and extreme.
Margin of Safety
Qualitative Analysis
Uncertainty Ratings QQQQQRating

QRating

Low
Medium
High
Very High
Extreme

25% Premium
35% Premium
55% Premium
75% Premium
300% Premium

20% Discount
30% Discount
40% Discount
50% Discount
75% Discount

4. Market Price
The market prices used in this analysis and noted in the
report come from exchange on which the stock is listed
which we believe is a reliable source.
For more details about our methodology, please go to
https://shareholders.morningstar.com.
Morningstar Star Rating for Stocks
Once we determine the fair value estimate of a stock, we
compare it with the stock’s current market price on a
daily basis, and the star rating is automatically re-calculated at the market close on every day the market on
which the stock is listed is open. Our analysts keep close

tabs on the companies they follow, and, based on thor
ough and ongoing analysis, raise or lower their fair value
estimates as warranted.
Please note, there is no predefined distribution of stars.
That is, the percentage of stocks that earn 5 stars can
fluctuate daily, so the star ratings, in the aggregate, can
serve as a gauge of the broader market’s valuation. When
there are many 5-star stocks, the stock market as a whole
is more undervalued, in our opinion, than when very few
companies garner our highest rating.
We expect that if our base-case assumptions are true the
market price will converge on our fair value estimate over
time generally within three years (although it is impossible to predict the exact time frame in which market
prices may adjust).

QQQQ We believe appreciation beyond a fair risk-adjusted return is likely.
QQQ Indicates our belief that investors are likely to receive a fair risk-adjusted return (approximately cost of
equity).
QQ We believe investors are likely to receive a less than
fair risk-adjusted return.
Q Indicates a high probability of undesirable risk-adjusted returns from the current market price over a multiyear
time frame, based on our analysis. Scenario analysis by
our analysts indicates that the market is pricing in an excessively optimistic outlook, limiting upside potential and
leaving the investor exposed to Capital loss.
Other Definitions

Our star ratings are guideposts to a broad audience and
individuals must consider their own specific investment
goals, risk tolerance, tax situation, time horizon, income
needs, and complete investment portfolio, among other
factors.
The Morningstar Star Ratings for stocks are defined below:
QQQQQ We believe appreciation beyond a fair risk adjusted return is highly likely over a multiyear time frame.
Scenario analysis developed by our analysts indicates
that the current market price represents an excessively
pessimistic outlook, limiting downside risk and maximizing upside potential.

Last Price: Price of the stock as of the close of the market of the last trading day before date of the report.
Capital Allocation Rating: Our Capital Allocation (or
Stewardship) Rating represents our assessment of the
quality of management’s capital allocation, with particular emphasis on the firm’s balance sheet, investments,
and shareholder distributions. Analysts consider companies’ investment strategy and valuation, balance sheet
management, and dividend and share buyback policies.
Corporate governance factors are only considered if they
are likely to materially impact shareholder value, though
either the balance sheet, investment, or shareholder distributions. Analysts assign one of three ratings: "Exem-
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Research Methodology for Valuing Companies
plary", "Standard", or "Poor". Analysts judge Capital Allocation from an equity holder’s perspective. Ratings are determined on a forward looking and absolute basis. The
Standard rating is most common as most managers will
exhibit neither exceptionally strong nor poor capital allocation.
Capital Allocation (or Stewardship) analysis published prior to Dec. 9, 2020, was determined using a different process. Beyond investment strategy, financial leverage, and
dividend and share buyback policies, analysts also considered execution, compensation, related party transactions, and accounting practices in the rating.
Capital Allocation Rating: Our Capital Allocation (or
Stewardship) Rating represents our assessment of the
quality of management’s capital allocation, with particular emphasis on the firm’s balance sheet, investments,
and shareholder distributions. Analysts consider companies’ investment strategy and valuation, balance sheet
management, and dividend and share buyback policies.
Corporate governance factors are only considered if they
are likely to materially impact shareholder value, though
either the balance sheet, investment, or shareholder distributions. Analysts assign one of three ratings: "Exemplary", "Standard", or "Poor". Analysts judge Capital Allocation from an equity holder’s perspective. Ratings are determined on a forward looking and absolute basis. The
Standard rating is most common as most managers will
exhibit neither exceptionally strong nor poor capital allocation.
Capital Allocation (or Stewardship) analysis published prior to Dec. 9, 2020, was determined using a different process. Beyond investment strategy, financial leverage, and
dividend and share buyback policies, analysts also considered execution, compensation, related party transactions, and accounting practices in the rating.
Sustainalytics ESG Risk Rating Assessment:The ESG
Risk Rating Assessment is provided by Sustainalytics; a
Morningstar company.
Sustainalytics’ ESG Risk Ratings measure the degree to
which company’s economic value at risk is driven by environment, social and governance (ESG) factors.
Sustainalytics analyzes over 1,300 data points to assess a
company’s exposure to and management of ESG risks. In
other words, ESG Risk Ratings measures a company’s unmanaged ESG Risks represented as a quantitative score.
Unmanaged Risk is measured on an open-ended scale
starting at zero (no risk) with lower scores representing
less unmanaged risk and, for 95% of cases, the unmanaged ESG Risk score is below 50.
Based on their quantitative scores, companies are
grouped into one of five Risk Categories (negligible, low,

medium, high, severe). These risk categories are absolute,
meaning that a ‘high risk’ assessment reflects a comparable degree of unmanaged ESG risk across all subindustries covered.
The ESG Risk Rating Assessment is a visual representation of Sustainalytics ESG Risk Categories on a 1 to 5
scale. Companies with Negligible Risk = 5 Globes, Low
Risk = 4, Medium Risk = 3 Globes, High Risk = 2 Globes,
Severe Risk = 1 Globe. For more information, please visit
sustainalytics.com/esg-ratings/
Ratings should not be used as the sole basis in evaluating
a company or security. Ratings involve unknown risks and
uncertainties which may cause our expectations not to
occur or to differ significantly from what was expected
and should not be considered an offer or solicitation to
buy or sell a security.
Risk Warning
Please note that investments in securities are subject to
market and other risks and there is no assurance or guarantee that the intended investment objectives will be
achieved. Past performance of a security may or may not
be sustained in future and is no indication of future performance. A security investment return and an investor’s
principal value will fluctuate so that, when redeemed, an
investor’s shares may be worth more or less than their
original cost. A security’s current investment performance
may be lower or higher than the investment performance
noted within the report. Morningstar’s Uncertainty Rating
serves as a useful data point with respect to sensitivity
analysis of the assumptions used in our determining a fair
value price.

General Disclosure
Unless otherwise provided in a separate agreement, recipients accessing this report may only use it in the country in which the Morningstar distributor is based. Unless
stated otherwise, the original distributor of the report is
Morningstar Research Services LLC, a U.S.A. domiciled
financial institution.
This report is for informational purposes only and has no
regard to the specific investment objectives, financial
situation or particular needs of any specific recipient. This
publication is intended to provide information to assist institutional investors in making their own investment decisions, not to provide investment advice to any specific
investor. Therefore, investments discussed and recommendations made herein may not be suitable for all investors: recipients must exercise their own independent
judgment as to the suitability of such investments and recommendations in the light of their own investment objectives, experience, taxation status and financial position.

The information, data, analyses and opinions presented
herein are not warranted to be accurate, correct, complete or timely. Unless otherwise provided in a separate
agreement, neither Morningstar, Inc. or the Equity Research Group represents that the report contents meet all
of the presentation and/or disclosure standards applicable in the jurisdiction the recipient is located.
Except as otherwise required by law or provided for in a
separate agreement, the analyst, Morningstar, Inc. and
the Equity Research Group and their officers, directors
and employees shall not be responsible or liable for any
trading decisions, damages or other losses resulting from,
or related to, the information, data, analyses or opinions
within the report. The Equity Research Group encourages
recipients recipients of this report to read all relevant issue documents (e.g., prospectus) pertaining to the security concerned, including without limitation, information
relevant to its investment objectives, risks, and costs before making an in vestment decision and when deemed
necessary, to seek the advice of a legal, tax, and/or accounting professional.
The Report and its contents are not directed to, or intended for distribution to or use by, any person or entity who
is a citizen or resident of or located in any locality, state,
country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or
regulation or which would subject Morningstar, Inc. or its
affiliates to any registration or licensing requirements in
such jurisdiction.
Where this report is made available in a language other
than English and in the case of inconsistencies between
the English and translated versions of the report, the English version will control and supersede any ambiguities
associated with any part or section of a report that has
been issued in a foreign language. Neither the analyst,
Morningstar, Inc., or the Equity Research Group guarantees the accuracy of the translations.
This report may be distributed in certain localities, countries and/or jurisdictions (“Territories”) by independent
third parties or independent intermediaries and/or distributors (“Distributors”). Such Distributors are not acting as
agents or representatives of the analyst, Morningstar,
Inc. or the Equity Research Group. In Territories where a
Distributor distributes our report, the Distributor is solely
responsible for complying with all applicable regulations,
laws, rules, circulars, codes and guidelines established by
local and/or regional regulatory bodies, including laws in
connection with the distribution third-party research reports.
Conflicts of Interest
u

No interests are held by the analyst with respect to the
security subject of this investment research report.
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Morningstar, Inc. may hold a long position in the security subject of this investment research report that
exceeds 0.5% of the total issued share capital of the
security. To determine if such is the case, please click
http://msi.morningstar.com and
http://mdi.morningstar.com.
Analysts’ compensation is derived from Morningstar,
Inc.’s overall earnings and consists of salary, bonus
and in some cases restricted stock.
Neither Morningstar, Inc. or the Equity Research Group
receives commissions for providing research nor do
they charge companies to be rated.
Neither Morningstar, Inc. or the Equity Research Group
is a market maker or a liquidity provider of the security
noted within this report.
Neither Morningstar, Inc. or the Equity Research Group
has been a lead manager or co-lead manager over the
previous 12-months of any publicly disclosed offer of
financial instruments of the issuer.
Morningstar, Inc.’s investment management group
does have arrangements with financial institutions to
provide portfolio management/investment advice some
of which an analyst may issue investment research reports on. However, analysts do not have authority over
Morningstar’s investment management group’s business arrangements nor allow employees from the investment management group to participate or influence the analysis or opinion prepared by them.
Morningstar, Inc. is a publicly traded company (Ticker
Symbol: MORN) and thus a financial institution the security of which is the subject of this report may own
more than 5% of Morningstar, Inc.’s total outstanding
shares. Please access Morningstar, Inc.’s proxy statement, “Security Ownership of Certain Beneficial Owners and Management” section https://
shareholders.morningstar.com/investor-relations/financials/sec-filings/default.aspx
Morningstar, Inc. may provide the product issuer or its
related entities with services or products for a fee and
on an arms’ length basis including software products
and licenses, research and consulting services, data
services, licenses to republish our ratings and research
in their promotional material, event sponsorship and
website advertising.

Further information on Morningstar, Inc.’s conflict of interest policies is available from https://
shareholders.morningstar.com. Also, please note analysts
are subject to the CFA Institute’s Code of Ethics and
Standards of Professional Conduct.
For a list of securities which the Equity Research Group
currently covers and provides written analysis on please
contact your local Morningstar office. In addition, for historical analysis of securities covered, including their fair
value estimate, please contact your local office.

and distributed in Australia by Morningstar Australasia
Pty Ltd (ABN: 95 090 665 544; ASFL: 240892). Morningstar Australasia Pty Ltd is the provider of the general advice (‘the Service’) and takes responsibility for the production of this report. The Service is provided through the research of investment products.

For recipients in Japan: The Report is distributed by Ibbotson Associates Japan, Inc., which is regulated by Financial Services Agency. Neither Ibbotson Associates Japan, Inc., nor its representatives, are acting or will be
deemed to be acting as an investment professional to any
recipients of this information.

To the extent the Report contains general advice it has
been prepared without reference to an investor’s objectives, financial situation or needs. Investors should consider the advice in light of these matters and, if applicable, the relevant Product Disclosure Statement before
making any decision to invest. Refer to our Financial Services Guide (FSG) for more information at http://
www.morningstar.com.au/fsg.pdf.

For recipients in Singapore: For Institutional Investor
audiences only. Recipients of this report should contact
their financial professional in Singapore in relation to this
report. Morningstar, Inc., and its affiliates, relies on certain exemptions (Financial Advisers Regulations, Section
32B and 32C) to provide its investment research to recipients in Singapore.

For Recipients in Hong Kong: The Report is distributed
by Morningstar Investment Management Asia Limited,
which is regulated by the Hong Kong Securities and Futures Commission to provide services to professional investors only. Neither Morningstar Investment Management Asia Limited, nor its representatives, are acting or
will be deemed to be acting as an investment professional to any recipients of this information unless expressly
agreed to by Morningstar Investment Management Asia
Limited. For enquiries regarding this research, please contact a Morningstar Investment Management Asia Limited
Licensed Representative at https://shareholders.morningstar.com.
For recipients in India: This Investment Research is issued by Morningstar Investment Adviser India Private
Limited. Morningstar Investment Adviser India Private
Limited is registered with the Securities and Exchange
Board of India (Registration number INA000001357) and
provides investment advice and research. Morningstar Investment Adviser India Private Limited has not been the
subject of any disciplinary action by SEBI or any other legal/regulatory body. Morningstar Investment Adviser India
Private Limited is a wholly owned subsidiary of Morningstar Investment Management LLC. In India, Morningstar
Investment Adviser India Private Limited has one associate, Morningstar India Private Limited, which provides
data related services, financial data analysis and software
development. The Research Analyst has not served as an
officer, director or employee of the fund company within
the last 12 months, nor has it or its associates engaged in
market making activity for the fund company.
*The Conflicts of Interest disclosure above also applies to
relatives and associates of Manager Research Analysts in
India # The Conflicts of Interest disclosure above also applies to associates of Manager Research Analysts in India. The terms and conditions on which Morningstar Investment Adviser India Private Limited offers Investment
Research to clients, varies from client to client, and are
detailed in the respective client agreement.
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