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Cost is a key consideration for investors. Morningstar research and academic studies have repeatedly
demonstrated that fees are a reliable predictor of the future success of a fund. One of the
enhancements we are making to the Morningstar Medalist Rating methodology in April 2026 is to make
it clearer how we evaluate expenses. We are introducing a Medalist Rating Price Score to illustrate
whether a fund’s fee is a competitive advantage or a significant headwind. The MPS will boost low-cost
funds' ratings while discounting those for expensive funds.

Qualitative factors such as the investment team, investment process, and parent organization are also
vital when determining a fund's outperformance potential. Still, lower-cost funds generally have a
greater chance of surviving and outperforming their more expensive peers. With the rollout of the
simplified Medalist Rating, we provide updated evidence to show the enduring predictive power of fees.
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The Test

We examined a pool of funds that investors would have had access to at the beginning of a given
historical period. That includes funds that no longer exist. In fact, that's a key part of the story because
higher-cost funds are much more likely to be liquidated or merged, as historical data has shown. If you
do not factor them in, you will see better performance from higher-cost funds than was the reality, as
those that survived naturally are more likely to have produced better performance while so many
failures have been culled. To ensure relevance to Australia-based investors, we included only share
classes that are domiciled in Australia.


https://assets.contentstack.io/v3/assets/blt9415ea4cc4157833/blt5820a2f56748ea50/Morningstar%20Medalist%20Rating%20Methodology.pdf
mailto:zunjar.sanzgiri@morningstar.com
http://global.morningstar.com/equitydisclosures

Page 2 of 9

The Enduring Predictive Power of Fees in Asia | See Important Disclosures at the end of this report.

For our test, we first grouped funds into sufficiently large and representative core asset classes. Within
equities, we combined the style-based Morningstar Categories to broad groupings: Australia large-cap
and global large-cap equities. Within fixed income, Australian and global bond categories were
combined into a single group. Allocation strategies were represented using the multisector growth
category.

After constructing these core asset-class groupings, the fund share classes within each grouping were
sorted into fee quintiles. We then examined the relationship between the average total returns and
average fees across the quintiles of these categories for the five years ended December 2025. For each
quintile, we further calculated a success ratio, which indicates the percentage of share classes that
survived and outperformed their category peers. Only share classes that did both count toward the
success ratio, as it is hard to argue that funds that no longer exist or underperformed were successful.
In other words, the success ratio factor in funds that were merged or liquidated over the ensuing period,
which investors may have invested in at the time.

We used "representative cost," a Morningstar proprietary data point, which indicates the recurring costs
for the share class as levied by the management group, calculated using the fee measure most relevant
to the local market. This measure does not include one-off costs nor costs levied by third parties such as
investment advisors or platforms.

The Result

Across nearly all major categories examined in this study, the lowest fee quintile achieved bath higher
success ratios and stronger average total returns than the highest fee quintile, underscoring the
pervasive influence of fees across asset classes. This pattern can be clearly seen within Australian
large-cap equities, where success ratios decline steadily as fees increase, indicating a simple yet
consistent inverse relationship between costs and investor outcomes.

In global large-cap equities, the results reflect the increasingly concentrated market environment
shaped by a technology-led rally. Over the five-year period ended December 2025, this market
environment posed significant challenges for active managers, particularly those employing
high-conviction, fundamentally driven strategies. Despite elevated volatility during 2025, low-cost index
funds and a small number of inexpensive systematic active strategies emerged as clear beneficiaries
within the global large-cap grouping. The cheapest fee quintile recorded a success ratio of 67%,
compared with just 29% for the most expensive quintile, while the intermediate quintiles produced
similarly weak results.

A contrasting pattern emerged within the fixed-income asset class. Market conditions were particularly
challenging over the period, with many strategies struggling to preserve capital, let alone generate
meaningful returns. It's clear that active management has its benefits here; the three middle Expense
Ratio quintiles—mainly active strategies with competitive pricing—performed favorably versus the
cheapest quintile, where passive strategies typically reside. The outperformance of active strategies in
this category was largely attributable to an ability to trim duration in a rising-yield environment or to go
overweight credit exposure as spreads narrowed—or both. Passive strategies, unable to take such active
tilts, contributed to a relatively low success ratio of 33% for the cheapest quintile. That said, it's also
evident that higher-fee fixed-income strategies do not necessarily beget superior performance;
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outcomes for the most expensive quintile—dominated by high-cost active strategies—were the worst,
with a success ratio of just 4%.

Broadly, these findings align with our view that active fixed-income managers can deliver stronger
outcomes over a full economic cycle, primarily through a persistent overweight to corporate credit
relative to benchmark indexes. That said, while active managers frequently outperform fixed-income
indexes on a gross-of-fees basis, these gains do not always translate into superior net outcomes once
fees are accounted for.

The divergence between low- and high-cost funds was most pronounced in the multisector growth
category. Here, the cheapest fee quintile achieved a success ratio of 87%, compared with just 14% for
the most expensive quintile. This result is consistent with the well-documented difficulties active
managers face in adding value through dynamic asset allocation, given the inherent challenges of
reliably forecasting market regimes. It was unsurprising that the most successful, lowest-cost quintile
was dominated by multisector strategies employing significant passive components. By contrast, the
weak outcomes observed among the most expensive funds were further exacerbated by the prevalence
of secondary fund distributions encumbered by inefficient legacy fee structures.

In the Australian mid- and small-cap equity segment, the fee-performance relationship exhibits greater
variability, reflecting the inherent inefficiency of the asset class and the widespread use of
performance-based fee arrangements, both of which complicate the linkage between headline fees and
realized returns. Notwithstanding this variability, fees remain a central determinant of investor
outcomes. The lowest-cost quintile outperformed the highest-cost quintile by almost 200 basis points
per year, providing strong evidence that lower-fee products materially enhance investor outcomes, even
in less efficient market segments.

In summary, the relationship between fees and future performance is more consistently observable in
some asset classes than in others. Nevertheless, fees are certain, persistent, and deducted directly from
returns, imposing a commensurately higher performance hurdle that managers must overcome. The
findings reinforce the importance of fee discipline for investors, ensuring that fees are supported by a
durable and repeatable source of value.

Morningstar's updated Medalist Rating methodology highlights that fees remain one of the most
reliable predictors of a fund's long-term success. Il
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Exhibit 2 Low Costs Are Key to Success
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Source: Morningstar Direct. Data as of Dec. 31, 2025.
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Appendix

Appendix1 Performance Statistics by Expense Quintile for All Share Classes

5-Year Average—All Share Classes

(01/01/2021 to0 12/31/2025) Australia Large-Cap Equity Global Large-Cap Equity
Expense Ratio Quintile B B =5 BB B E B B BE =
Average Expense Ratio 044 087 105 155 252 040 087 112 150 297
# Share Classes 5-Year Return Statistics 106 90 96 100 94 85 88 87 81 84
Average Total Return (Annualized, in AUD) 985 900 834 830 6.82 1458 11.64 11.61 11.69 1017
Success Ratio 68% 52% 45% 27% 13% 67% 28% 36% 37% 29%
Fixed Income Multisector Growth
Expense Ratio Quintile B B B B =H E B B B H
Average Expense Ratio 021 038 053 077 184 044 085 109 162 283
# Share Classes 5-Year Return Statistics 48 44 48 44 46 30 33 2 29 29
Average Total Return (Annualized, in AUD) -0.76  -019 -020 -030 -1.29 803 760 697 682 583
Success Ratio 33% 1% 42% 34% 4% 8% 719% 35% 48% 14%

Source: Morningstar Direct. Data as of Dec. 31, 2025.
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General Disclosure

“Morningstar” is used throughout this section to refer to Morningstar, Inc., and/or its affiliates, as applicable. Unless otherwise
provided in a separate agreement, recipients of 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 USA-domiciled
financial institution.

This report is for informational purposes only, should not be the sole piece of information used in making an investment decision,
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 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., nor the 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 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 Research Group encourages
recipients of this report to read all relevant issue documents—a prospectus, for example—pertaining to the security concerned,
including without limitation, information relevant to its investment objectives, risks, and costs before making an investment
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 that 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., nor the 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 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 of third-party research reports.

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.

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.
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Morningstar's overall earnings are generated in part by the activities of the Investment Management and Research groups,
and other affiliates, who provide services to product issuers. Morningstar does not receive commissions for providing
research and does not charge issuers to be rated.

Morningstar employees may not pursue business or employment opportunities outside Morningstar within the investment
industry (including, but not limited to, working as a financial planner, an investment professional or investment professional
representative, a broker/dealer or broker/dealer agent, a financial writer, reporter, or analyst) without the approval of
Morningstar's Legal and, if applicable, Compliance teams.

Certain managed investments use an index created by and licensed from Morningstar, Inc. as their tracking index. We
mitigate any actual or potential conflicts of interests resulting from that by not producing qualitative analysis on any such
managed investment as well as imposing information barriers (both technology and no-technology) where appropriate and
monitoring by the compliance department.

Neither Morningstar, Inc., nor the Research Group is a market maker or a liquidity provider of the securities noted within this
report.

Neither Morningstar, Inc., nor the 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 has arrangements with financial institutions to provide portfolio
management/investment advice, some of which an analyst may issue investment research reports on. In addition, the
Investment Management group creates and maintains model portfolios whose underlying holdings can include financial
products, including securities that may be the subject of this report. However, analysts do not have authority over
Morningstar's Investment Management group's business arrangements or 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: 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, section “Security Ownership of Certain Beneficial Owners and Management,” at
https://shareholders.morningstar.com/investor-relations/financials/sec-filings/default.aspx. A security's holding of
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Morningstar, Inc. may provide the product issuer or its related entities with services or products for a fee and on an arm’s-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's conflict-of-interest policies is available at http://global. morningstar.com/equitydisclosures.
Please note analysts are subject to the CFA Institute’s Code of Ethics and Standards of Professional Conduct.

For a list of securities the Research Group currently covers and provides written analysis on, or for historical analysis of covered
securities, including fair value estimates, please contact your local Morningstar office. Morningstar Research methodologies can
be found at Investor Relations | Morningstar, Inc.

For current Morningstar clients, please reach out to your respective Client Success Manager for more information on how you can
best leverage this research within your firm. For all others, please reach out to our business development team at
dtainsidesales@morningstar.com to learn more about Morningstar's various offerings and more details about how you can
leverage this research.

For recipients in Australia: This report has been issued 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. 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 for more information at
http://www.morningstar.com.au/s/fsg.pdf.

For recipients in New Zealand: This report has been issued and distributed by Morningstar Australasia Pty Ltd and/or
Morningstar Research Ltd (together “Morningstar”). This report has been prepared and is intended for distribution in New Zealand
to wholesale clients only and has not been prepared for use by New Zealand retail clients (as those terms are defined in the
Financial Markets Conduct Act 2013).

The information, views, and any recommendations in this material are provided for general information purposes only, and solely
relate to the companies and investment opportunities specified within. Our reports do not take into account any particular
investor's financial situation, objectives, or appetite for risk, meaning no representation may be implied as to the suitability of any
financial product mentioned for any particular investor. We recommend seeking financial advice before making any investment
decision.

For recipients in Canada: This research is not prepared subject to Canadian disclosure requirements.
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investment research data. The analyst/s involved in the creation of the report do not take into account any particular investor's
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Morningstar Investment Adviser India Private Limited). Morningstar Investment Research India Private Limited is registered with
SEBI as an Investment Adviser (Registration number INAO00001357), as a Portfolio Manager (Registration number INPO00006156)
and as a Research Entity (Registration Number INH000008686). Morningstar Investment Research India Private Limited has not
been the subject of any disciplinary action by SEBI or any other legal/regulatory body. Morningstar Investment Research India
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Research 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.

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 investment research and investment advisory 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 advisor to any recipients of this information unless expressly agreed to by Morningstar
Investment Management Asia Limited.

For Recipients in Japan: This report is distributed by Morningstar Japan, Inc. for informational purposes only. Neither
Morningstar Japan, Inc. nor its representatives are acting or will be deemed to be acting as an investment advisor to any
recipients of this information.

For recipients in Korea: The report is distributed by Morningstar Korea Ltd., which has filed to Financial Supervisory Service, for
informational purposes only. Neither Morningstar Korea Ltd., nor its representatives, are acting or will be deemed to be acting as
an investment advisor to any recipients of this information.

For recipients in Singapore: This report is distributed by Morningstar Investment Adviser Singapore Pte Limited, which is
licensed and regulated by the Monetary Authority of Singapore to provide financial advisory services in Singapore. Recipients of
this report should contact their financial advisor in Singapore in relation to this report. Morningstar, Inc., and its affiliates rely on
certain exemptions (Financial Advisers Regulations, Section 27(1)(e), Section 32, Band 32C) to provide its investment research to
recipients in Singapore.

For recipients in the United Kingdom: This report is distributed by Morningstar UK Ltd, a wholly owned subsidiary of
Morningstar, Inc. Morningstar UK Ltd. is not required to be registered nor authorized by the Financial Conduct Authority for the
distribution of investment research data. The analyst/s involved in the creation of the report do not take into account any
particular investor's financial situation, objectives, or appetite for risk, meaning no representation may be implied as to the
suitability of any financial product mentioned for any particular investor. There are information barriers in place between
Morningstar UK Ltd and Morningstar regulated entities based in the UK. Registered address: 1 Oliver's Yard 55-71 City Road
London EC1Y 1HQ.
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About Morningstar Manager Research

Morningstar Manager Research provides independent, fundamental analysis on managed investment
strategies. Morningstar views are expressed in the form of Morningstar Medalist Ratings, which are
derived through research of three Fundamental Pillars—People, Process, and Parent and a quantitative
assessment of costs in the form of the Medalist Rating Price Score. The Morningstar Medalist Rating is
the summary expression of Morningstar's forward-looking analysis of investment strategies as offered
via specific vehicles using a rating scale of Gold, Silver, Bronze, Neutral, and Negative. A global research
team issues detailed research reports on strategies that span vehicle, asset class, and geography.

Medalist Ratings are not statements of fact, nor are they credit or risk ratings, and should not be used
as the sole basis for investment decisions. A Medalist Rating is not intended to be nor is a guarantee of
future performance.

About Morningstar Manager Research Services

Morningstar Manager Research Services combines the firm's fund research reports, ratings, software,
tools, and proprietary data with access to Morningstar's manager research analysts. It complements
internal due-diligence functions for institutions such as banks, wealth managers, insurers, sovereign
wealth funds, pensions, endowments, and foundations. Morningstar's manager research analysts are
employed by various wholly owned subsidiaries of Morningstar, Inc. including but not limited to
Morningstar Research Services LLC (USA), Morningstar UK Ltd, and Morningstar Australasia Pty Ltd.

For More Information

For current Morningstar clients, please reach out to your respective Client Success Manager for more
information on how you can best leverage this research within your firm. For all others, please reach out
to our business development team at dtainsidesales@morningstar.com to learn more about
Morningstar's various offerings and more details about how you can leverage this research.
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