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Morningstar® X-Ray with Interpreter SM User’s Guide 
This guide will help you use the Morningstar® X-Ray with InterpreterSM to your full advantage.  Each section contains a brief overview 
of the respective features, and links to detailed Morningstar methodology documents.  

 

 
Pinpoint your portfolio's strengths and 
weaknesses 

Morningstar® X-Ray InterpreterSM provides 
investors with key insights by dissecting a 
portfolio for a concise view of all underlying 
holdings.  Data visualizations on Morningstar’s 
reports make data easy to understand by all levels 
of investors.  Morningstar X-Ray provides key 
metrics including overall asset allocation, 
underlying holdings including detailed security 
breakdown within funds, stock concentrations, 

portfolio performance & return, equity sectors & 
equity types, portfolio geographical breakdown, 
interest rate sensitivity, and credit quality. 

Morningstar® X-Ray Interpreter SM provides 
investors with the tools to identify areas in a 
holistic portfolio that may require attention and 
take actions to build a stronger portfolio. 

While the underlying calculations and 
methodology are quite sophisticated, 
Morningstar’s illustrations of results are easy for 

even novice investors to understand.  And, to 
make your portfolio analysis easier, Morningstar® 
X-Ray Interpreter SM provides plain-English 
explanation of what the data means and helps 
you identify areas that may require attention. 

There are a wide variety of financial terms used in 
this document.  If you are not familiar with a 
financial term in this document, please refer to 
the Morningstar Investment Glossary for 
clarification. K 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Asset Allocation 
Understand how your holdings are diversified across asset classes. 

For detailed information on Morningstar’s composite asset allocation 
illustrations, refer to section “How to use Morningstar’s Composition 
Graphics” below. 

For detailed methodology, refer to the “Morningstar Category 
Classifications” document. K 

World Regions 
Breakdown of your portfolio holdings across world regions.   

World regions are based on each fund’s registered domicile.  e.g. funds 
with a domicile in the United States are included in “North America”. 

For detailed methodology, refer to the “Morningstar Regions” 
documentation. K 

To access Frequently Asked Questions at any time, click the FAQ button 
 

To return to the beginning at any time, click the Home button:  

http://corporate.morningstar.com/
http://www.morningstar.com
http://www.morningstar.com/invglossary/Default.aspx
http://www.morningstar.com/
http://corporate.morningstar.com/us/documents/MethodologyDocuments/MethodologyPapers/MorningstarCategory_Classifications.pdf
http://corporate.morningstar.com/us/documents/MethodologyDocuments/MethodologyPapers/MorningstarCategory_Classifications.pdf
http://www.morningstar.com/
http://corporate.morningstar.com/US/documents/MethodologyDocuments/MethodologyPapers/MorningstarRegions.pdf
http://www.morningstar.com/
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Morningstar Sectors 
Morningstar determines how much of each stock portfolio is held in each of Morningstar’s 11 major 
industrial sectors, which roll up into 3 broader categories.  A portfolio with 25% or more of assets in 
any one sector is almost certainly taking on more risk than a portfolio that spreads itself more evenly 
among sectors. 

For detailed methodology, refer to the “Morningstar Global Equity Classification” documentation. K 

Morningstar Style Box 
The Morningstar Style Box is a visual tool that helps investors look past 
confusing fund names and descriptions to better understand the 
“investment style” of stocks and mutual funds 

See “How to use the Morningstar Style BoxTM” section below. 

For detailed methodology, refer to the Morningstar Style BoxTM 
Methodology Document. K 

Stock Statistics 
Price/Earnings 
Price/Book 
Return on Assets 
Return on Equity 

Average Market Cap 

http://corporate.morningstar.com/
http://www.morningstar.com
http://corporate.morningstar.com/us/documents/methodologydocuments/methodologypapers/equityclassmethodology.pdf
http://www.morningstar.com/
http://corporate.morningstar.com/US/documents/MethodologyDocuments/MethodologyPapers/MorningstarStyleBox_Methodology.pdf
http://corporate.morningstar.com/US/documents/MethodologyDocuments/MethodologyPapers/MorningstarStyleBox_Methodology.pdf
http://www.morningstar.com/
http://www.morningstar.com/invglossary/price_earnings_ratio.aspx
http://www.morningstar.com/invglossary/price_book_ratio.aspx
http://www.morningstar.com/invglossary/roa.aspx
http://www.morningstar.com/invglossary/roe.aspx
http://www.morningstar.com/invglossary/average_market_capitalization.aspx
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Top 10 Holdings 
Top 10 portfolio holdings as a percentage of the total 
portfolio. K 

Stock Type 
A proprietary Morningstar data point, Stock Type offers an easy way to narrow 
down the stock universe to certain types of companies. Stock Types also help 
you quickly determine the diversification level of portfolios. For instance, you 
might discover that most of your holdings are categorized as Speculative 
Growth. If you want to lessen your portfolio's risk, you could invest in other 
types of stocks. 

 
For detailed methodology, refer to “Morningstar Stock Type” methodology. K 

Fees & Expenses 
Expense Ratio:  
Average Gross Expense Ratio 
Potential Capital Gains 

Bond Statistics 
Effective Duration 
Effective Maturity 

http://corporate.morningstar.com/
http://www.morningstar.com
http://www.morningstar.com/
http://www.morningstar.com/InvGlossary/stock_type.aspx
http://www.morningstar.com/
http://www.morningstar.com/InvGlossary/expense_ratio.aspx
https://admainnew.morningstar.com/webhelp/glossary_definitions/mutual_fund/Gross_Expense_Ratio.htm
http://www.morningstar.com/InvGlossary/potential_capital_gains_exposure.aspx
http://www.morningstar.com/invglossary/average_effective_duration_definition_what_is.aspx
http://www.morningstar.com/invglossary/average_effective_maturity_definition_what_is.aspx
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Stock Intersection 
Provides a view to the underlying stock holdings in your 
portfolio.  Stock intersection helps you to understand stock 
overlap, identify concentrations, and determine the 
weighting of each asset in your portfolio. 
 
Stock intersection aggregates equity holding for all funds 
and ETFs; including fund-of-funds or lifecycle funds.  Stock 
intersection identifies each equity and details the fund 
where that equity resides. 
 
Individual equities may be listed in multiple funds. 
 
If you own individual equities in your portfolio, those equities 
will be listed as an equity holding.  e.g. if you own General 
Electric stock, it will be listed as an equity holding, where 
“General Electric” is the underlying holding. 
 
Holdings may be sorted by any column by clicking the “Ö” 
symbol at the top of the column. K 

http://corporate.morningstar.com/
http://www.morningstar.com
http://www.morningstar.com/
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How to use the Morningstar Style BoxTM 
The Morningstar Style Box is a visual tool that helps investors look past confusing fund names and descriptions to better 
understand the “investment style” of stocks and mutual funds. 

 

Morningstar assigns each investment into one of 
nine “Style Box” squares by analyzing portfolio 
and determining the best fit.  The style box 
displayed in the Morningstar® X-Ray with 
Interpreter SM 

 represents all portfolio holdings. 

Things to remember about the Morningstar 
Style box 
Risk increases as you move down and to the 
right of the Morningstar Style Box.  Don’t put all 
of your eggs in one basket.  The returns of 
investments from different parts of the 

Morningstar Style Box probably won’t move in 
the same direction at the same time.  By 
combining investments from different part of the 
Morningstar Style Box, your portfolio’s overall 
returns will likely be more stable.  For more 
information, refer to the Morningstar Investing 
Classroom “Steps to a Suitable Portfolio”.  

What the Morningstar Style Box Does 
It paints a picture of what’s in your portfolio.  
Are the companies large or small?  Are the 
stocks cheap or expensive?  Do all the bonds 

have limited or extensive sensitivity to interest 
changes?  Are the bonds high or low quality?   

The Morningstar style box also provides a basis 
for Morningstar’s domestic fund categories.  
Similar investments are categorized together, 
and then rated on their ability to balance risk and 
reward relative to other investments in that 
same category. K

 

 

 

 

 

 

 

 

 

 

 

 

 

For more information, refer to the Morningstar Style BoxTM Methodology Document. K 

Within the stock grid, nine possible combinations exist, ranging from large cap value 

for the safest investments to small-cap growth for the highest risk. 
Within the bond grid, nine possible combinations exist, ranging from limited 
sensitivity to interest rate changes/high quality for the safest investments, to 
extensive sensitivity to interest rate changes/low quality for the greatest risk. 

http://corporate.morningstar.com/
http://www.morningstar.com
http://news.morningstar.com/classroom2/course.asp?docId=4427&CN=COM&page=1
http://www.morningstar.com/
http://corporate.morningstar.com/US/documents/MethodologyDocuments/MethodologyPapers/MorningstarStyleBox_Methodology.pdf
http://www.morningstar.com/
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How to use Morningstar’s Composition Graphics 
Morningstar’s Composition Graphics are tools that visually break down how a fund’s assets are invested. 

 

Morningstar allocates stocks into one of five 
asset classes: U.S. Stocks, Non-U.S. Stocks, 
Bonds, Cash and Other. For each of these asset 
classes, Morningstar calculates portfolio 
statistics on the long and short positions and 
displays long, short, and net (long minus short) 
statistics as appropriate. Calculations are run on 
the most-recent portfolio available. 

Asset Allocation 
 The U.S. Stock data point indicates the 

percentage of the fund’s assets devoted to 
U.S.-domiciled equity investments.  

 The Non-U.S. Stock data point reflects only the 
percentage of a portfolio’s equity investments 
that are domiciled outside the United States.  

 The Bond data point identifies the percentage 
of the fund’s assets held in bonds and bond 
exposure gained from derivatives. Bonds 
include everything from government notes to 
high-yield corporate bonds.  

 The Cash data point identifies the percentage 
of the fund’s assets held in cash. Cash 

encompasses both actual cash and cash 
equivalents (fixed-income securities with a 
maturity of one year or less) held by the 
portfolio plus receivables minus payables. 

 Lastly, the Other data point includes positions 
in preferred stocks (equity securities that pay 
dividends at a specific rate) as well as 
convertible bonds and convertible preferreds. 
Derivatives and unidentified holdings are also 
grouped in this asset class. 
 
Using the Bar Chart 
The x-axis of this chart represents the 
percentage each investment group holds, with 
the y-axis representing a zero value. Values to 
the right of the y-axis represent positive, or 
“long”, security positions, while values to the 
left of the y-axis represent negative, or “short”, 
security positions. The table to the right of the 
bar chart sums these two values to present 
the “net” emphasis of each investment group. 
For example, a bar representing Cash 
Allocations that extends left of the y-axis 

indicates negative percentages of cash in 
which the portfolio is leveraged, meaning it has 
borrowed against its own assets to buy more 
securities or that it has used other techniques 
to gain more than 100% exposure to the 
market. 

Over 100% 
Long or short positions in any asset class that 
are greater than 100% are indicated by a line 
break.  

Where are the Shorts? 
Sometimes the amount of shorts in a portfolio 
is so small the bar chart cannot visually 
represent the miniscule amount. For example, 
if a portfolio has a –0.01% position in Cash, 
the bar chart appears, though the green to 
the left of the y-axis may not be visible. K  

Morningstar® X-Ray Interpreter SM   displays a horizontal bar chart when a fund’s 

portfolio contains short and derivative positions of which the net sum, including 
any offsetting long positions in that asset class, is greater or less than 100%. 

When a fund’s portfolio takes only long positions in securities, Morningstar 
represents the portfolio’s asset allocation in a pie chart that sums to 100% 

http://corporate.morningstar.com/
http://www.morningstar.com
http://www.morningstar.com/
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Frequently Asked Questions 

1. What is Morningstar® X-Ray InterpreterSM 

2. What is Asset Allocation? 

3. What do 'Non-Classified' and ‘Other’ categories in Asset allocation stand for? 

4. What does ‘BMark’ in Asset allocation table indicate? 

5. What is ’Show short Position’ used for? 

6. What does the ‘World region’ chart show? 

7. What does the bar under ‘World Region’ indicate? 

8. What does ‘Proxy’ in ‘World Region’ table refer to? 

9. What does “Rel Cat” in Morningstar Sectors mean? 

10. How to you classify assets into ‘Cyclical’, ‘Defensive’ and ‘Sensitive’ super sectors?  Is it purely based on the Industry 
sectors under which the asset falls into? 

11. Are these super sectors purely Morningstar terms 

12. How do I know which of my assets are under the above 3 sectors?  Is there any way for me to find out my assets mapping 
to these super sectors, using the Morningstar® X-Ray InterpreterSM without having to analyze the sectors manually? 

13. What does ‘Stock Style’ depict? 

14. How do I use the data provided by ‘Stock Style’ / ‘Bond Style’? 

15. What does Price/Earnings mean? 

16. What does Price/Book mean? 

17. What does Return on Assets Mean? 

18. What does Return on Equity Mean? 

19. What does Average Market Cap mean? 

20. What does Effective Duration mean? 

21. What does Effective Maturity mean? 

22. What do the different stock types mean? 

23. What does Expense Ratio refer to? 

24. What does Average Gross Expense Ratio mean 

25. What does Potential Capital Gains refer to? 

  

http://corporate.morningstar.com/
http://www.morningstar.com
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What is Asset Allocation? 

Asset Allocation is your portfolio’s blend of stocks, bonds, and cash; mutual funds and ETFs may contain any combinations of stocks bonds or cash.  
Finding the best asset allocation is crucial if you want to meet your goals.  In fact, most financial advisors agree that setting up the right asset mix 
is more important that choosing great investments.   

For more details on the importance of asset allocation, refer to Morningstar article “Asset Allocation is King”, and the Financial Analysts Journal 
article “The Importance of Asset Allocation” 

For more training on asset allocation, refer to the Morningstar Classroom. 

Refer to “Asset Allocation” section of this document. 

What do 'Non-Classified' and ‘Other’ categories in Asset allocation stand for? 

“Other” data point includes positions in preferred stocks (equity securities that pay dividends at a specific rate) as well as convertible bonds and 
convertible preferreds.  Derivatives and unidentified holdings are also grouped in this asset class 

“Non-Classified” data point refers to an asset which Morningstar is unable to identify in any database.   

Refer to “Asset Allocation” section of this document. 

 How broad is Morningstar’s data coverage?  See illustration below: 

 

http://corporate.morningstar.com/
http://www.morningstar.com
http://corporate.morningstar.com/ib/documents/MethodologyDocuments/IBBAssociates/AssetAllocationIsKing.pdf
http://corporate.morningstar.com/us/documents/MethodologyDocuments/ResearchPapers/ImportanceOfAssetAllocation.pdf
http://news.morningstar.com/classroom2/course.asp?docId=4434&CN=COM&page=1


F T

Morningstar® X-Ray with InterpreterSM User’s Guide 

©2014 Morningstar.  All rights Reserved.   -9-  
Morningstar® X-Ray InterpreterSM User’s Guide v7.0 09152014 

 

What does ‘BMark’ in Asset allocation table indicate? 

“BMark” is an abbreviation for “Bench Mark” which represents a market index such as the S&P 500® or the BARCAP Average. 

What is ’Show short Position’ used for? 

“Show Short Position” allows you to see short positions held by the portfolio manager.  A “short position” or “short sale” is the sale of a security 
that the seller does not own. This is a highly speculative form of trading where the seller believes that the price of a security is going to fall and they 
will be able to cover the sale by buying back the security at a lower price. 

The profit would, therefore, be the difference between the initial selling price and the subsequent purchase price. It is an illegal practice not to 
declare the trade a short sale when the order is placed. 

Refer to “Asset Allocation” section of this document. 

What does the ‘World region’ chart show? 

World regions chart illustrates your equity positions across world regions.  World region for each holding is based on each fund’s registered 
domicile.   

Refer to “World Regions” section of this document. 

For detailed methodology, refer to the “Morningstar Regions” documentation. 

What does the bar under ‘World Region’ indicate? 

The shaded bar directly below the world regions map illustrates the %concentration in a region.  The sum of all shaded regions equates to 100% of 
your portfolio.   

Refer to the “World Regions” Section of this document. 

For detailed methodology, refer to the “Morningstar Regions” documentation 

What does ‘Proxy’ in ‘World Region’ table refer to? 

“Proxy” refers to the benchmark /index used for comparison. 

Refer to the “World Regions” Section of this document 

For detailed methodology, refer to the “Morningstar Regions” documentation 

What does “Rel Cat” in Morningstar Sectors mean? 

“Rel Cat” is an abbreviation for “Relative to Category” which defines how closely your portfolio aligns with other portfolios in the same category.  
e.g. if your portfolio is predominantly large-cap blend, the category used for comparison is large cap blend. 

Refer to the “Morningstar Sectors” section of this document. 

http://corporate.morningstar.com/
http://www.morningstar.com
http://us.spindices.com/indices/equity/sp-500
https://ecommerce.barcap.com/indices/show?url=Home
http://corporate.morningstar.com/US/documents/MethodologyDocuments/MethodologyPapers/MorningstarRegions.pdf
http://corporate.morningstar.com/US/documents/MethodologyDocuments/MethodologyPapers/MorningstarRegions.pdf
http://corporate.morningstar.com/US/documents/MethodologyDocuments/MethodologyPapers/MorningstarRegions.pdf
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How to you classify assets into ‘Cyclical’, ‘Defensive’ and ‘Sensitive’ super sectors?  Is it purely based on the Industry sectors under which the asset falls into? 

Each asset is mapped into 1 of 148 industries, the one which most accurately reflects the underlying business of that company.  The mapping is 
based on publically available information about each company and uses annual reports, Form 10-K, and Morningstar Equity Analyst inputs as the 
primary source.  Industries are consolidated into 11 Industry groups, and categorized under 1 of 3 super sectors. 

Cyclical Super Sector: The Cyclical Super Sector is part of Morningstar's global equity classification structure and includes industries significantly 
impacted by economic shifts. When the economy is prosperous these industries tend to expand, and when the economy is in a downturn these 
industries tend to shrink. In general, the stocks in these industries have betas of greater than 1. 

Defensive Super Sector: The Defensive Super Sector is part of Morningstar's global equity classification structure and includes industries that are 
relatively immune to economic cycles. These industries provide services that consumers require in both good and bad times, such as health care 
and utilities. In general, the stocks in these industries have betas of less than 1. 

Sensitive Super Sector: The Sensitive Super Sector is part of Morningstar's global equity classification structure and includes industries that ebb 
and flow with the overall economy, but not severely so. Sensitive industries fall between the defensive and cyclical industries as they are not 
immune to a poor economy, but they also may not be as severely impacted by a poor economy as industries in the Cyclical Super Sector. In 
general, the stocks in these industries have betas that are close to 1. 

Refer to the “Morningstar Sectors” section of this document 

For detailed methodology, refer to the “Morningstar Global Equity Classification” documentation 

Are these super sectors purely Morningstar terms?  

“Super Sectors” are not purely a Morningstar term, but are common industry classifications for equities.  Morningstar’s classification scheme for 
categorizing assets into sectors is proprietary.   

For detailed methodology, refer to the “Morningstar Global Equity Classification” documentation 

How do I know which of my assets are under the above 3 sectors?  Is there any way for me to find out my assets mapping to these super sectors, using the 
Morningstar® X-Ray InterpreterSM without having to analyze the sectors manually? 

The Morningstar Sectors table illustrates the holistic investor portfolio; details are provided for individual securities in the “Stock Intersection” table.  
Stock intersection lists the sector for individual equities and the overall exposure in your portfolio. 

What does ‘Stock Style’ depict? 

Stock style refers to the Morningstar Style Box.  The Morningstar Style BoxTM was introduced in 1992 to help investors determine the investment 
style of a portfolio.  Different investment styles often have different levels of risk and lead to differences in returns.  Therefore, it is crucial that 
investors understand style and have a tool to measure their style exposure.  The Morningstar Style BoxTM provides an intuitive visual representation 
of style that helps investors build better portfolios and monitor them more precisely.   

Refer to “Morningstar Style Box” section of this document. 

Also, refer to  “How to use the Morningstar Style BoxTM” section of this document. 

For detailed methodology, refer to the Morningstar Style BoxTM Methodology Document. 

How do I use the data provided by ‘Stock Style’ / ‘Bond Style’? 

Refer to  “How to use the Morningstar Style BoxTM” section of this document 

http://corporate.morningstar.com/
http://www.morningstar.com
http://www.morningstar.com/InvGlossary/cyclical_super_sector.aspx
http://www.morningstar.com/InvGlossary/defensive_super_sector.aspx
http://www.morningstar.com/InvGlossary/sensitive_super_sector.aspx
http://corporate.morningstar.com/us/documents/methodologydocuments/methodologypapers/equityclassmethodology.pdf
http://corporate.morningstar.com/us/documents/methodologydocuments/methodologypapers/equityclassmethodology.pdf
http://corporate.morningstar.com/US/documents/MethodologyDocuments/MethodologyPapers/MorningstarStyleBox_Methodology.pdf
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What does Price/Earnings mean? 

The Price/Earnings Ratio or P/E Ratio is a stock's current price divided by the company's trailing 12-month earnings per share from continuous 
operations. 

A fund's price/earnings ratio can act as a gauge of the fund's investment strategy in the current market climate, and whether it has a value or 
growth orientation. 

The (P/E) ratio of a fund is the weighted average of the price/earnings ratios of the stocks in a fund's portfolio. The P/E ratio of a company, which is 
a comparison of the cost of the company's stock and its trailing 12-month earnings per share, is calculated by dividing these two figures. 

At Morningstar, in computing the average, each portfolio holding is weighted by the percentage of equity assets it represents, so that larger 
positions have proportionately greater influence on the fund's final P/E. 

A high P/E usually indicates that the market will pay more to obtain the company's earnings because it believes in the firm's ability to increase its 
earnings. Companies in those industries enjoying a surge of popularity (e.g.: telecommunications, biotechnology) tend to have high P/E ratios, 
reflecting a growth orientation. (P/Es can also be artificially inflated if a company has very weak trailing earnings, and thus a very small number in 
this equation's denominator.) 

A low P/E indicates the market has less confidence that the company's earnings will increase; however, a fund manager or an individual with a 
'value investing' approach may believe such stocks have an overlooked or undervalued potential for appreciation. More staid industries, such as 
utilities and mining, tend to have low P/E ratios, reflecting a value orientation. 

Refer to “Stock Stats” section of this document. 

What does Price/Book mean? 

The Price/Book (P/B) ratio of a fund is the weighted average of the price/book ratios of all the stocks in a fund's portfolio. Book value is the total 
assets of a company, less total liabilities (sometimes referred to as carrying value). A company's book value is calculated by dividing the market 
price of its outstanding stock by the company's book value, and then adjusting for the number of shares outstanding (Stocks with negative book 
values are excluded from this calculation.). 

In computing a fund's average P/B, Morningstar weights each portfolio holding by the percentage of equity assets it represents, so that larger 
positions have proportionately greater influence on the final P/B. 

The price/book ratio can tell investors approximately how much they're paying for a company's assets, based on historical, rather than current, 
valuations. Historical valuations generally do not reflect a company's current market value. Value investors frequently look for companies that have 
low price/book ratios. 

Refer to “Stock Stats” section of this document. 

What does Return on Assets mean? 

This figure is the percentage a company earns on its assets in a given year (Year 1, 2, etc.). 

Return on Assets is calculated as net income divided by average total assets. The resulting figure is then multiplied by 100. ROA shows how much 
profit a company generates on its asset base. The better the company, the more profit it generates as a percentage of its assets. The company's 
net income is found in the annual income statement. The company's total assets are found in the annual balance sheet. 

For example, a major software company was earning more than 20% on its assets-an incredible level of profitability. For every $1 of assets, the 
company was able to produce more than $0.20 of profits. 

Refer to “Stock Stats” section of this document. 

http://corporate.morningstar.com/
http://www.morningstar.com
http://www.morningstar.com/InvGlossary/price_earnings_ratio.aspx
http://www.morningstar.com/InvGlossary/price_book_ratio.aspx
http://www.morningstar.com/InvGlossary/roa.aspx
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What does Return on Equity mean? 

Return on Equity is the percentage a company earns on its total equity in a given year (Year 1, 2, etc.). The calculation is return on assets times 
financial leverage. 

Return on equity shows how much profit a company generates on the money shareholders have invested in the firm. The mission of any company is 
to earn a high return on equity. The company's net income is found in the annual income statement. The company's net worth is taken from the 
company's annual balance sheet. 

For example, a major pharmaceutical company earned an incredible 37% on its shareholders' equity. For every $1 shareholders had invested in the 
company, the company produced $0.37 worth of profit. 

Refer to “Stock Stats” section of this document. 

What does Average Market Cap mean? 

The average market capitalization of a fund's equity portfolio gives you a measure of the size of the companies in which the fund 
invests. Market capitalization is calculated by multiplying the number of a company's shares outstanding by its price per share. At 
Morningstar we calculate this figure by taking the geometric mean of the market capitalizations of the stocks a fund owns. 

Refer to “Stock Stats” section of this document. 

What does Effective Duration mean? 

Average effective duration provides a measure of a fund’s interest-rate sensitivity. 

The longer a fund’s duration, the more sensitive the fund is to shifts in interest rates. 

The relationship among funds with different durations is straightforward: A fund with duration of 10 years is expected to be twice as 
volatile as a fund with a five-year duration. 

Duration also gives an indication of how a fund’s net asset value (NAV) will change as interest rates change. A fund with a five-year 
duration would be expected to lose 5% of its NAV if interest rates rose by 1 percentage point, or gain 5% if interest rates fell by 1 
percentage point. Morningstar surveys fund companies for this information. 

Refer to “Bond Stats” section of this document. 

What does Effective Maturity mean? 

Average effective maturity is a weighted average of all the maturities of the bonds in a portfolio, computed by weighting each bond’s 
effective maturity by the market value of the security. 

Average effective maturity takes into consideration all mortgage prepayments, puts, and adjustable coupons. (Because Morningstar 
uses fund company calculations for this figure and because different companies use varying interest-rate assumptions in determining 
call likelihood and timing, we ask that companies not adjust for call provisions.) 

Longer-maturity funds are generally considered more interest-rate sensitive than their shorter counterparts. 

Refer to “Bond Stats” section of this document. 

http://corporate.morningstar.com/
http://www.morningstar.com
http://www.morningstar.com/InvGlossary/roe.aspx
http://www.morningstar.com/InvGlossary/average_market_capitalization.aspx
http://www.morningstar.com/invglossary/average_effective_duration_definition_what_is.aspx
http://www.morningstar.com/invglossary/average_effective_maturity_definition_what_is.aspx
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What do the different stock types mean? 

A proprietary Morningstar data point, Stock Type offers an easy way to narrow down the stock universe to certain types of companies. Stock 
Types also help you quickly determine the diversification level of portfolios. For instance, you might discover that most of your holdings are 
categorized as Speculative Growth. If you want to lessen your portfolio's risk, you could invest in other types of stocks. 

Morningstar places stocks into eight type designations: Distressed, Hard Asset, Cyclical, Speculative Growth, Aggressive Growth, Classic 
Growth, Slow Growth and High Yield-Each designation defines a broad category of investment characteristics.  Stocks are assigned to a type 
based on objective financial criteria and Morningstar's proprietary algorithm, so stocks of the same type have similar economic fundamentals. 
Every stock has individual idiosyncrasies, but in general, when evaluating investments, many of the same concerns and evaluation methods will 
apply across the stocks in one type. 

Calculated in-house using Morningstar's proprietary algorithm. You may notice that some stocks in our database do not have Stock Types. This is 
only because they do not meet the criteria needed to fit into any of the Stock Type categories. A listing of N/A (Not Applicable) under Stock Type 
is no reflection on the performance or underlying value of the stock itself. 

Distressed 
These companies are having serious operating problems. This could mean declining cash flow, negative earnings, high debt, or some 
combination of these. Such "turnaround" stocks tend to be highly risky but also harbor some intriguing investments. 

Hard Asset 
These companies’ main businesses revolve around the ownership or exploitation of hard assets like real estate, metals, timber, etc. Such 
companies typically sport a low correlation with the overall stock market and investors have traditionally looked to them for inflation hedges. 

Cyclical 
Cyclical companies core businesses can be expected to fluctuate in line with the overall economy. In a booming economy such companies will 
look excellent; in a recession, their growth stalls, and they might even lose money. 

Speculative Growth 
Don't expect consistency from speculative growth-companies. At best their profits are spotty. At worst they lose money. In fact, many 
companies never make it beyond speculative growth, going instead to bankruptcy court. That's why they're speculative. But current profitability 
isn't what makes speculative-growth companies interesting. Its future profits. Hopefully, a speculative-growth company will eventually blossom 
into a world-class company. 

Aggressive Growth 
Aggressive-growth companies show a bit more maturity than their speculative-growth counterparts: They post rapid growth in profits, not just in 
sales-a sign of more staying power. At this point, it's time to make some money. 

Classic Growth 
These firms are in their prime and have little left to prove. The best classic growers have blossomed into money machines, churning out steady 
growth, high returns on capital, positive free cash flows, and rising dividends. The catch is, their growth is nowhere near that of the aggressive-
growth group. 

Slow Growth and High Yield 
The growth of these companies is a fading memory. Having run out of attractive investment opportunities, most of them pay out the bulk of their 
earnings in dividends-expect high payout ratios-rather than plow the profits back into their businesses. 

While there may be an aging process for companies, there's not one for stocks. Investors like Warren Buffet have focused on finding great stocks 
in and around the classic-growth category. Peter Lynch was more eclectic, investing in everything from speculative growth to slow growth. Most 
of us would want a smattering of companies from across the spectrum. By putting each company in context and paying special attention to how 
it measures up against others in its age bracket, you can do just that. 

Refer to “Stock Type” section of this document. 

For detailed methodology, refer to “Morningstar Stock Type” methodology 

http://corporate.morningstar.com/
http://www.morningstar.com
http://www.morningstar.com/invglossary/stock_type.aspx
http://www.morningstar.com/InvGlossary/stock_type.aspx
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What does Expense Ratio refer to? 

The expense ratio is the annual fee that all funds or ETFs charge their shareholders. It expresses the percentage of assets deducted each fiscal year 
for fund expenses, including 12b-1 fees, management fees, administrative fees, operating costs, and all other asset-based costs incurred by the 
fund. 

Portfolio transaction fees, or brokerage costs, as well as initial or deferred sales charges are not included in the expense ratio. The expense ratio, 
which is deducted from the fund's average net assets, is accrued on a daily basis. 

If the fund's assets are small, its expense ratio can be quite high because the fund must meet its expenses from a restricted asset base. 
Conversely, as the net assets of the fund grow, the expense percentage should ideally diminish as expenses are spread across the wider base. 
Funds may also opt to waive all or a portion of the expenses that make up their overall expense ratio. 

Refer to the “Fees & Expenses” section of this document. 

What does Average Gross Expense Ratio mean? 

Average Gross Expense Ratio represents the total gross expenses (net expenses with waivers added back in) divided by the fund's average net 
assets. If it is not equal to the net expense ratio, the gross expense ratio portrays the fund's expenses had the fund not waived a portion, or all, of 
its fees. Thus, to some degree, it is an indication of fee contracts. Some fee waivers have an expiration date; other waivers are in place indefinitely. 

Refer to the “Fees & Expenses” section of this document. 

What does Potential Capital Gains refer to? 

Potential capital gain exposure (PCGE) is an estimate of the percent of a fund's assets that represent gains. PCGE measures how much the fund's 
assets have appreciated, and it can be an indicator of possible future capital gain distributions. 

Morningstar calculates potential capital gain exposure (PCGE) to give investors some idea of the potential tax consequences of their investment in a 
fund. PCGE measures the gains that have not yet been distributed to shareholders or taxed. It is especially relevant for investors who are 
considering a new purchase of a fund. If there are a lot of gains embedded in the fund, the investor may potentially receive capital gain distributions 
for gains that happened before they purchased the fund. 

A positive PCGE means that the fund's holdings have generally increased in value. For example, if a fund started with $2,000, gained $500 and lost 
$100, the fund's PCGE would be 17%, i.e. the net $400 gain divided by the total net assets of $2,400. The fund can either continue to hold the 
securities that appreciated or it can sell them. When a fund sells a security at a gain, it must distribute substantially all of those gains to 
shareholders that year. Investors then must pay taxes on those gains. So, a high PCGE can indicate the potential for upcoming capital gain 
distributions. 

A negative PCGE means that the fund has reported losses on its books. For example, if a fund started with $2,000, gained $100 and lost $500, the 
fund's PCGE would be -25%, i.e. the net $400 loss divided by the total net assets of $1,600. The fund may be able to use those losses to offset 
future gains, thereby reducing the possibility of a capital gain distribution. Thus, investors should expect funds with negative capital gain exposure 
to be highly tax-efficient going forward. 

Because the fund's asset base serves as the denominator in this calculation, a change in assets from the sale or redemption of shares can greatly 
influence a fund's potential capital gain exposure. As a fund's asset base grows, the tax impact of previous gains to shareholders is diminished. 
Conversely, a shrinking asset base amplifies the tax impact of past performance. 

Refer to the “Fees & Expenses” section of this document. 

http://corporate.morningstar.com/
http://www.morningstar.com
http://www.morningstar.com/InvGlossary/expense_ratio.aspx
https://admainnew.morningstar.com/webhelp/glossary_definitions/mutual_fund/Gross_Expense_Ratio.htm
http://www.morningstar.com/InvGlossary/potential_capital_gains_exposure.aspx

	Morningstar® X-Ray with Interpreter SM User’s Guide
	Pinpoint your portfolio's strengths and weaknesses

	How to use the Morningstar Style BoxTM
	How to use Morningstar’s Composition Graphics
	Frequently Asked Questions

