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Summary of Material Changes
The following is a summary of the material changes to this brochure since our 
last update dated January 29, 2010.

On July 28, 2010, the United States Securities and Exchange Commission (SEC) 
adopted amendments to Form ADV Part 2, the disclosure brochure we provide 
to clients and potential clients to supply important information about our quali-
fications and business practices. This Firm Brochure is prepared according to 
the SEC’s new guidelines, and thus is materially different in structure from our 
previous Form ADV Part II. While we suggest you read this entire document and 
contact us if you have any questions, we would like to make you aware that 
there have been no material changes to the content since our previous Form 
ADV Part II, updated in January 2010. 

In the future, on an annual basis, we will provide you with a Summary of 
Material Changes describing only material changes to our qualifications or busi-
ness practices since the last annual update. In addition, if material changes 
occur throughout the year, we will promptly furnish you with a summary of 
those changes. Any Summary of Material Changes will also include instructions 
for you to obtain a complete copy of the Firm Brochure if you wish. As an alter-
native to providing a Summary of Material Changes, in some circumstances we 
may opt to provide you with a complete copy of the Firm Brochure.

You may request a complete copy of our current Firm Brochure free of charge at 
any time by contacting our client service representatives at 877-626-3227 or 
mis@morningstar.com. Our Brochure is also available on our web site, 
www.mis.morningstar.com.

This brochure provides information about the qualifications and business prac-
tices of Morningstar Investment Services, Inc. If you have any questions about 
the contents of this brochure, please contact our Compliance Department at 
312 696-6000. The information in this brochure has not been approved or veri-
fied by the United States Securities and Exchange Commission or by any state 
securities authority. Morningstar Investment Services, Inc. is a registered 
investment advisor and wholly owned subsidiary of Morningstar, Inc. 
Registration does not imply a certain level of skill or training.
 
Additional information about Morningstar Investment Services, Inc. is also 
available on the SEC’s website at www.adviserinfo.sec.gov. 

Advisory Business
Morningstar Investment Services, Inc. (“MIS”), a Delaware corporation, was 
incorporated on December 20, 2000. MIS is a federally registered investment 
advisor and a wholly owned subsidiary of Morningstar, Inc., a publicly-traded 
company (Nasdaq Ticker: MORN).  Because our parent company is publicly traded, 
we should inform you that Joseph Mansueto, CEO of Morningstar, Inc., individu-
ally holds more than 25% of Morningstar, Inc.’s outstanding shares of stock.

MIS has made notice filings in all states, the District of Columbia, and Puerto 
Rico. The primary purpose of MIS’ investment advisor operations is to provide 
discretionary investment advice on portfolios consisting of securities such as 
no-load/load-waived open-end mutual funds, exchange-traded funds or com-
mon stocks.

As of December 31, 2010, MIS’ assets under management for discretionary 
accounts totaled $2,629,600,000 and for non-discretionary accounts totaled 
$27,800,000.

Morningstar® Managed PortfoliosSM Program
The Morningstar Managed Portfolios program (“Program”) is an investment 
advisory program available to individuals and institutions (collectively “you” or 

“your”) primarily through arrangements MIS has with various unaffiliated regis-
tered investment advisors (“Advisory Firm”). The Program includes various 
strategies consisting of mutual funds, exchange-traded funds, and equity 
securities.

Within the Program and under the direction of the Chief Investment Officer 
(CIO), MIS or an investment advisory affiliate, provides discretionary investment 
advisory services such as:

•	 constructing portfolios by analyzing a universe of available investments (e.g.,  
	 mutual funds, exchange-traded funds, equity securities) using quantitative  
	 and qualitative analyses and any investment restrictions placed by you; and

•	 continuously monitoring the portfolios within the Program, rebalancing and/ 
	 or reallocating when deemed necessary.

MIS delegates certain services to Advisory Firms such as:
• 	 assisting you in completing your profile and/or other applicable account 
	 opening forms;

• 	 determining suitability of the Program and your investment strategy and  
	 selected portfolio;

• 	 meeting at least annually with you to review any changes in your financial  
	 situation; and

• 	 acting as liaison between MIS and you.

For these services, MIS and your Advisory Firm will each receive a portion of 
the total Program fee paid by you. Please see the Fees and Compensation sec-
tion below for more information.

In certain situations, the Program is referred to as a wrap fee program in which 
MIS is the sponsor of the Program and provides the Program’s portfolio man-
agement services. More information about the wrap fee program can be found 
in the Brokerage Practices section below and within the attached Wrap Fee 
Program Brochure.
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Program Strategies
Mutual Fund Strategies
	 Asset Allocation Series—A range of portfolios consisting of mutual funds 
	 strategically built to meet different investment time horizons and risk levels  
	 (e.g. Conservative to Aggressive Growth).
 
	 Retirement Income Series—A range of portfolios consisting of mutual 
	 funds that are designed to address different distribution needs and risk  
	 tolerances during retirement.
 
	 Focused Allocation Series—A range of portfolios consisting of mutual 
	 funds that are aligned with a particular investment objective or are  
	 concentrated in a certain asset class.
 
Active/Passive Mutual Funds and ETF Strategies—A range of asset allocation 
	 portfolios consisting primarily of mutual funds and exchange-traded funds  
	 (“ETFs”) designed to meet given risk levels.
  
ETF Strategies 
	 Asset Allocation Series—A range of asset allocation portfolios consisting 
	 of ETFs targeting specified risk/reward profiles

	 Dynamic Series—A range of portfolios with flexible allocations consisting of 
	 ETFs; designed to take advantage of market opportunities as they arise.
 
Select Stock Basket Strategies
	 Custom Series—Customizable portfolios aligned with a particular invesment 
	 objective, consisting primarily of common stocks listed on U.S. stock exchanges.
 
	 Strategist Series—Customizable portfolios following a range of quality-
	 centric investing approaches based on Morningstar, Inc.’s equity research.  
	 They consist primarily of common stocks listed on U.S. stock exchanges. 
 
In determining whether to select one of these strategies, you and a representa-
tive of your Advisory Firm (“Financial Advisor”) should carefully consider the 
particular risks associated with each strategy as more fully explained in the 
Investment Risk section. In addition, the following Program products are avail-
able in conjunction with the Strategies described above:

Enhanced Cash Option—The Enhanced Cash Option (“ECO”) will typically con-
sist of money market and/or short-term fixed income mutual funds. Please note: 
money in the ECO is not a bank deposit and therefore is not insured or guaran-
teed by the Federal Deposit Insurance Corporation or any other government 
agency. MIS is only responsible for the selection of the funds underlying the 
ECO and may replace the funds at any time without prior approval from you or 
your Financial Advisor. The ECO is typically used by those who desire to system-
atically invest1 (e.g., dollar cost averaging) into the Program. 

Decisions relating to ECO, such as if or when to invest, withdraw, hold or trans-
fer to a portfolio are the sole responsibility of you and/or your Financial Advisor. 
All or a portion of the Program’s minimum account size may be placed in ECO. 
See the Fees and Compensation section for additional information on the MIS 
Net fees assessed for ECO.

1 	 Systematic investing does not ensure a profit, nor does it protect you against a loss in a declining 

market. Also, systematic investing will not keep you from losing money if you decide to sell your 

shares when the market is down. You should evaluate your financial ability to continue purchases 

through periods of volatile price levels before deciding to invest this way.

Enhanced Portfolio Service—If your initial account size is at least $1 million 
dollars, you may elect MIS’ Enhanced Portfolio Service (“EPS”). EPS is part of 
the Program, but is separate from the above-mentioned strategies. EPS is 
intended for those that are seeking a portfolio strategy that is tailored around 
their total current holdings, not just the holdings in their Program account. 

The portfolio strategy will be designed specifically with a view towards  
your investment objectives, limitations, and/or guidelines and may consist of a 
variety of Mutual Funds, ETFs, and Stocks.

Individual 401(K) Account—If you are establishing an individual defined contri-
bution plan and wish to use the Program as the investment option, you will be 
presented for review various items, including a defined contribution plan custo-
dial agreement. The plan custodial agreement, among other things, appoints a 
custodian for the 401(k) plan. That agreement is necessary to meet applicable 
tax requirements and will disclose fees charged by the custodian for setting-up 
and administering the plan which are in addition to the Program fee. The plan’s 
custodian is not affiliated with MIS and the custodian takes full responsibility 
for administering the plan in accordance with the plan custodial agreement

Pre-Account Opening
Before opening a Program account, you and your Financial Advisor will fill out a 
client profile (“Profile”). This Profile helps in determining such things as your 
risk tolerance, investment objectives, and financial goals as well as identifying 
any reasonable restrictions you wish to place on the management of your 
account assets. Your Financial Advisor will review your Profile responses and 
assist you in determining an appropriate strategy from the various strategies 
offered by MIS and within the selected strategy determining an appropriate 
portfolio from those constructed by MIS.

If a Select Stock Basket Strategy is selected, you and your Financial Advisor 
will also fill out a Select Stock Basket Specification worksheet (“Specification 
Sheet”). This Specification Sheet allows you to choose the specific Select Stock 
Basket strategy from our Strategist Series and Custom Series offerings. The 
Specification Sheet allows you to indicate exclusions for individual stocks, sec-
tors, industries, master limited partnerships, and foreign companies. For 
Custom Series only, the Specification Sheet allows you to indicate any stocks 
transferred-in-kind that you’d like to retain in your portfolio. For taxable 
accounts in Custom Series only, you may also indicate the number of years 
(ranging from 1 to 4) over which you’d like to realize an existing portfolio’s net 
capital gain. MIS will then construct a portfolio that is aligned with your Profile 
and Specification Sheet.

As a reminder, you may impose reasonable restrictions on the investments 
made in your account as well as retain the right to withdraw securities or cash 
from the account, the right to vote or delegate the authority to vote proxies, and 
the right to be provided written trade confirmations for all securities transac-
tions made within your account.

Account Set-Up
Once an appropriate strategy, portfolio, and if applicable, Clearing Firm has 
been selected, you and your Advisory Firm and/or Financial Advisor will review 
the disclosure documents and complete applicable account set-up documents. 
Account set-up documents may include an Investment Management Agreement 
with MIS and a brokerage application with the Clearing Firm you selected. 
Please note, the selected Clearing Firm is unaffiliated with MIS and will charge 
you Clearing Fees as a result of investment decisions made by MIS for your 
account that are in addition to the Program fees described more fully below. 
Please refer to the Brokerage Practices section below for important information 
regarding your Clearing Firm and Clearing Fees.

Investment Management Agreement
The Investment Management Agreement is an agreement between you, your 
Advisory Firm and MIS (in some cases the agreement may be between you and 
MIS only; please see the section titled Client Referrals and Other Compensation 
for more information about these and other arrangements) and is presented to 
you during the account opening process. The agreement may be terminated at 
any time (including within 5 business days of entering into the agreement) with-
out the imposition of any penalty on written notice by you, your Advisory Firm, 
or MIS to the other and termination will become effective on receipt of such 
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notice. Any termination by MIS, your Advisory Firm, or you will not, however, 
affect the liabilities or obligations of the parties incurred or arising from trans-
actions initiated under the Agreement before such termination. Upon receipt of 
your notice of termination, MIS will have no obligation to continue to provide 
the agreed upon services to your account.

Pursuant to the discretionary authority granted within the Investment 
Management Agreement, MIS initiates transactions in a portfolio’s underlying 
holdings to rebalance and/or to reallocate the account assets to be consistent 
with your selected portfolio strategy and any noted reasonable restrictions. 
Such rebalancing and/or reallocations are done as frequently as MIS deems 
necessary. Please note, in certain situations, MIS’ decision to rebalance and/or 
reallocate your account may result in you incurring a redemption fee imposed 
by one or more of the mutual funds underlying the Program’s portfolios or other 
fees/commissions charged to you by your Clearing Firm.

MIS also offers Morningstar® Managed Plan SolutionsSM 

Morningstar Managed Plan Solutions is a service intended for employers 
responsible for establishing and maintaining the Plan (“Plan Sponsor”) and 
employees of an employer who participate in the employer’s defined contribu-
tion plan (“Participant”). Features within the Managed Plan Solutions service 
are as follows:

Model Asset Allocation Portfolios—Under the direction of the firm’s CIO, MIS 
or an investment advisory affiliate, constructs model asset allocation portfolios 
covering various risk levels (e.g., conservative, aggressive, etc.) (each a 

“Portfolio,” collectively, “Portfolios”). Each Portfolio strives to achieve long-term 
risk and return objectives through diversification among multiple asset classes 
using mutual funds available to a participant-directed defined contribution plan. 
The Portfolios are intended for Participants who are employees of an employer 
who maintains a participant-directed defined contribution plan (each a “Plan,” 
collectively “Plans”).

Risk Tolerance Questionnaire—MIS makes available to Participants a risk toler-
ance questionnaire. The questionnaire’s sole purpose is to provide Participants 
with general assistance in terms of identifying their risk tolerance and invest-
ment objectives and, based on this, which model asset allocation portfolio is 
most aligned with that risk tolerance/investment objective. 

Investment Policy Statement (Offered under ERISA Plans only)
MIS may also work with Plan Sponsor in developing an Investment Policy 
Statement (“IPS”). The purpose of the IPS is to provide guidelines for the invest-
ment and management of assets held for the benefit of Participants and 
beneficiaries of the Plan. The primary intent of the IPS is to:

• 	 Establish a framework for structuring a retirement savings program for Plan 	
	 Participants by making available diversified investment options that support  
	 a range of long-term needs, goals and risk tolerances. 

• 	 Provide participants with investment options which, when prudently used,  
	 will diversify portfolio risks and better accommodate the range of risk/ 
	 return preferences they may have. 

• 	 Establish careful procedures for monitoring and evaluating the performance 
	 of the investment options within the Plan. 

• 	 Describe the investment process used to select the Plan’s investment  
	 options and the asset allocation portfolios available in the Plan. 

• 	 Describe the roles and responsibilities of the various parties that may be  
	 involved in the oversight of Plan investment activities. 

Plan’s Investment Lineup—Additionally, MIS may assist Plan Sponsor in deter-
mining the mutual funds available under the Plan (each a “Fund”, collectively 
the “Funds”). MIS selects the appropriate Funds primarily through the use of a 
proprietary fund rating system that is based on key factors. Such key factors are 
defined later, in the Methods of Analysis, Investment Strategies and Risk of 
Loss section of this brochure.

Fees—The Plan Sponsor, Plan, or Participant will pay to MIS an annual basis 
point fee (“Fee”). Depending on what services (as described above) the Plan 
Sponsor or Plan chooses and the complexity involved in providing those ser
vices, the Fee typically ranges from 25–35 basis points (0.25% to 0.35%) and is 
based on the Plan’s assets. The Fee is typically remitted quarterly to MIS by 
either the Plan Sponsor or the Plan’s record keeper. 

In addition to the Fee, a Participant will also incur advisory and other fund-
related expenses imposed by the Funds in which their Plan assets are invested. 
This may include redemption fees that a Fund may impose as a result of a trans-
action-related request. Also, fees related to recordkeeping and certain other 
administrative services for the Plan may be charged to a Participant’s Plan 
account. Lastly, the Plan Sponsor or Participant may also secure the services of 
a financial advisor who may receive distribution, marketing and/or shareholder 
servicing fees from fund companies within the Plan. All of the fees and 
expenses described in this paragraph are separate from the above-mentioned 
Fee and MIS has no control, influence or involvement in them.

Fees and Compensation
An annual Program fee is charged to your account quarterly either in advance 
based on the prior period’s ending balance or in arrears based on the average 
daily balance for the applicable period. In the event that the Program fee is 
charged in advance, and the Investment Management Agreement is terminated, 
by either you, your Advisor, or MIS, you will be rebated a portion of the Program 
fee based on the number of days in the final quarter in which your account was 
closed. 

The Program fee consists of two parts (collectively Annual Program Fee):

• 	 MIS Fee—A fee relating to services performed or provided by MIS and/or an  
	 investment advisory affiliate, including discretionary investment manage- 
	 ment services, communications to you and your Financial Advisor, marketing  
	 activities and services provided by its service provider; and

• 	 Advisory Firm Fee—A fee covering the services performed by your Advisory  
	 Firm and/or Financial Advisor.

For a more detailed explanation of the Annual Program Fee applicable to your 
Program account, please review your account-opening documents.

MIS Fee 
The standard fee schedule for the Mutual Fund Strategies including the 
Active/Passive Mutual Funds and ETF Strategies1 is: 
		  First	 Next	 Next	 Over
		  $500K	 $500K	 $1MM	 $2MM

MIS Net Fee 2, 3, 4		  0.40%	 0.35%	 0.30%	 0.20%

Annual Minimum MIS Net Fee5:	 $200

1 	 The portfolios may contain exchange-traded funds whose investment objective is to track indexes 

created and maintained by MIS’ parent, Morningstar, Inc. In those cases, the sponsor of the 

exchange-traded funds (“ETF Sponsor”) enters into a licensing agreement with Morningstar, Inc. 

To mitigate any conflict of interests arising from MIS’ usage of such exchange-traded funds, 

Morningstar, Inc.’s compensation from the ETF Sponsor will not be based on nor will it include 

assets that are a result of a Participating Client’s investment in those exchange-traded funds. In 

addition, Morningstar, Inc. does not and will not have any input into MIS’ investment decisions, 

including what exchange-traded funds will be recommended for its Portfolios.

2 	 The Portfolios’ underlying mutual funds incur their own internal expenses such as management, 

transfer agent, shareholding servicing, and 12b-1 fees. In certain situations, MIS receives an 

indirect benefit from those mutual funds who pay MIS’ back-office service provider (“Provider”) 

shareholding servicing fees directly. The Provider, in turn, reduces the monthly fee payable by MIS 

to it (in accordance with the agreement between the Provider and MIS) by the amount of 

shareholding servicing fees it receives relating to the clients’ assets in the Program. To mitigate 
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the conflict of interest this may present (e.g., incentive to select mutual funds with shareholder 

servicing fees), MIS deducts from its gross advisory fee at each tier a flat credit amount that is an 

amount equal to the greater of 25 basis points (i.e., .25%) or the aggregate fees received by MIS’ 

Provider from the mutual funds. The result—gross advisory fee minus the credit amount—is the 

MIS Net Fee listed above.

Example:	 First	 Next	

	 $500K	 $500K

Gross MIS Fee	 0.65%	 0.60%
Credit Amount	 (0.25%)	 (0.25%)
MIS Net Fee	 0.40%	 0.35%

3	 The MIS Net Fee for ECO will be assessed a fee of 20 bps across all break points. 

4	 The Annual Minimum MIS Net Fee is applied to those accounts at a Clearing Firm only.

5	 Does not include fees/commissions associated with executing transactions nor the internal 

expenses of exchange-traded funds. It also does not include the Advisory Firm Fee. Additionally, 

this fee covers costs associated with MIS’ service provider services such as a trading 

infrastructure and client accounting and reporting

The standard fee schedule for the ETF Strategies1 is:

		  First	 Next

		  $1MM	 $4MM          	Thereafter3 

MIS Fee 2	  	 31bps	 25bps	 20bps 
 
Annual Minimum MIS Fee:		  $ 310

1 	 The portfolios may contain exchange-traded funds whose investment objective is to track indexes 

created and maintained by MIS’ parent, Morningstar, Inc. In those cases, the sponsor of the 

exchange-traded funds (“ETF Sponsor”) enters into a licensing agreement with Morningstar, Inc. 

To mitigate any conflict of interests arising from MIS’ usage of such exchange-traded funds, 

Morningstar, Inc.’s compensation from the ETF Sponsor will not be based on nor will it include 

assets that are a result of a Participating Client’s investment in those exchange-traded funds. In 

addition, Morningstar, Inc. does not and will not have any input into MIS’ investment decisions, 

including what exchange-traded funds will be recommended for its Portfolios.

2	 Does not include fees/commissions associated with executing transactions nor the internal 

expenses of exchange-traded funds. It also does not include the Advisory Firm Fee. Additionally, 

this fee covers costs associated with MIS’ service provider services such as a trading 

infrastructure and client accounting and reporting.

3 	 For clients with account assets of $5 million or above, MIS Fee is negotiable.

The standard fee schedule for the Select Stock Basket Strategies1 is:

		  First	 Next

		  $1MM	 $4MM	          Thereafter 3

MIS Fee 2	  	 55bps	 50bps	 45bps

Annual Minimum MIS Fee-Custom:			   $1,375
Annual Minimum MIS Fee-Strategist:		  $550

1 	 The Select Stock Basket Strategy invests primarily in common stocks listed on U.S. stock 

exchanges, which are a type of equity security that represents an ownership interest in a 

corporation. Common stocks are subject to greater fluctuations in market value than other asset 

classes as a result of such factors as a company’s business performance, investor perceptions, 

stock market trends and general economic conditions. Stocks of small and mid-cap companies 

tend to be more volatile and less liquid than stocks of large companies. Small and mid-cap 

companies, as compared to larger companies, may have a shorter history of operations, may not 

have as great an ability to raise additional capital, may have a less diversified product line making 

them susceptible to market pressure, and may have a smaller public market for their shares. 

Stock Basket Strategy may also invest in American Depositary Receipts (“ADRs”) or foreign 

stocks listed on an U.S. exchange. There are investment risks associated with ADRs and foreign 

stocks including, but not limited to, currency exchange-rate, inflationary, and liquidity risks as 

well as the risk of adverse political, economic and social developments taking place within the 

underlying issuer’s home country. In addition, the underlying issuers of certain ADRs are under no 

obligation to distribute shareholder communications to ADR holders, or to pass through to them 

any voting rights with respect to the deposited securities. 

2	 Does not include fees/commissions associated with executing transactions nor the Advisory Firm 

Fee. Additionally, this fee covers costs associated with MIS’ service provider services such as a 

trading infrastructure and client accounting and reporting.

3 	 For clients with account assets of $5 million or above, MIS Advisory Fee is negotiable. In certain 

situations, MIS and the Advisory Firm may negotiate the MIS Fee amount and/or breakpoints 

applicable to your account. The above-mentioned credit amount under the Asset Allocation, 

Focused Allocation, and Retirement Income Strategies will be deducted from any negotiated MIS 

fee. For those employees of MIS and its affiliates and their immediate families, MIS may waive 

the entire MIS fee. 

Advisory Firm Fee—The Advisory Firm Fee portion of your Annual Program Fee 
is solely determined by your Advisory Firm and/or Financial Advisor. Their deter-
mination of what the Advisory Firm Fee will be for you will be noted within the 
Program Fee Schedule presented to you as part of your account opening docu-
ments. As always, MIS encourages you to review the Program Fee Schedule as 
well as all of your account opening documents carefully. Please note, MIS 
does not determine the fee that your Advisory Firm will charge you.

Supplemental Fee Information—Please note that in certain situations, the 
Annual Program Fee may be based on your account’s asset value as well as the 
value of your related accounts. Such aggregation of accounts may result in a 
lower Annual Program Fee compared to an Annual Program Fee calculated on 
each account separately.

Because the Program is not exclusive to your Advisory Firm and/or Financial 
Advisor, the fee for the services described in this brochure may be higher than 
fees charged by other financial advisors who sponsor programs similar to MIS’ 
or if you paid separately for investment advice and other services. In addition, 
because the underlying holdings of the Program’s portfolios are not exclusive to 
the Program, you may buy securities (e.g., mutual funds, exchange-traded funds, 
common stock, etc.) outside of this Program without incurring the Annual 
Program Fee.

In addition to the Annual Program Fee described above, you may pay advisory 
and other fund-related expenses in mutual funds in which your account assets 
are invested. This includes redemption fees that an open-end mutual fund 
underlying your account or Clearing Firm may impose as a result of a transac-
tion-related request you initiated (i.e., partial or complete liquidation of your 
account). In addition, in certain situations, MIS’ decision to rebalance and/or 
reallocate your account may result in you incurring a redemption fee imposed 
by one or more of the open-end mutual funds underlying your account. In both 
such cases, any such redemption fee charged to your account by the underlying 
mutual fund or Clearing Firm will be reflected on your quarterly account statement.

As the result of MIS’ discretionary authority, investment decisions made for 
your account set-up through a Clearing Firm will result in you incurring a 
Clearing Fee imposed by your Clearing Firm. Please ask your Financial Advisor 
for information about the Clearing Fee applicable to your account. The payment 
of the Clearing Fee to your Clearing Firm is solely your responsibility. Typically, 
your Clearing Firm will charge your account directly for any applicable Clearing 
Fee. The Clearing Fee is in addition to the above-mentioned Annual Program 
Fee. When securities can be traded in more than one marketplace, your 
Clearing Firm will use its discretion in selecting the market in which such orders 
are entered. Please be aware that your Clearing Firm may receive remuneration, 
compensation or other consideration for directing orders to particular broker/
dealers or market centers for execution (i.e., payment for order flow) and that 
MIS does not participate in such arrangements. 

Exchange-traded funds have their own internal fees and expenses such as 
investment advisory, administration, and other fund-level expenses and by 
investing in them you incur a proportionate share of those fees and expenses. 



©2011 Morningstar Investment Services, Inc. All rights reserved.  033011 

Page 6 of 11

Those fees and expenses are in addition to the above-mentioned Annual 
Program Fee and Clearing Fee.

You may also incur certain charges by your Clearing Firm or its affiliates related 
to retirement plan accounts such as IRAs. You understand that these charges 
are in addition to the above-mentioned Annual Program Fee and Clearing Fees.

American Depository Receipts (“ADRs”) are typically created, organized and 
administered by a U.S. bank. Generally, these banks charge a fee for their ser-
vices (e.g., custody) and may deduct these fees from the dividends and other 
distributions generated from the ADR shares. In addition, banks incur expenses, 
such as converting foreign currency into U.S. dollars, and as a result may pass 
those expenses on to the ADR shareholder. You understand that these fees and 
expenses are in addition to the above-mentioned Annual Program Fee and 
Clearing Fees.

Performance-Based Fees and Side-by-Side Management
MIS does not charge any performance-based fees (fees based on a share of 
capital gains or on capital appreciation of the assets in your account). Therefore, 
we do not manage any performance-based fee accounts side-by-side with non-
performance based fee accounts.

Types of Clients
The Morningstar Managed Portfolios program is an investment advisory pro-
gram available to individuals and institutions, whose initial investment meets 
the minimum account size noted below. This program is primarily offered 
through arrangements MIS has with various unaffiliated registered investment 
advisors and is intended for citizens or legal residents of the United States or 
its territories. This program can only be offered by a registered investment advi-
sor or investment advisor representative. 

Minimum Account Size/Fees
The minimum initial account size for each strategy is as follows:
Mutual Fund Strategies including the Active/Passive 			   $50,000 
Mutual Funds and ETF Strategies		   	
Enhanced Portfolio Service						     $1,000,000
Individual 401(k) Account							      $40,000
	 For each of the above:
	 Minimum subsequent investment						      $500
	 Minimum subsequent investment–IRA Accounts			   $250 
ETF Strategies							       $100,000
Select Stock Baskets—Custom Strategies				    $250,000
Select Stock Baskets—Strategist Strategies				    $100,000
 
At MIS’ sole discretion, an initial or subsequent funding of less than the above stated 
minimums may be allowed. This may include a lower minimum relating to a Financial 
Advisor’s own personal program account or multiple Program accounts. 
 
Methods of Analysis, Investment Strategies and Risk of Loss
MIS constructs its Asset Allocation Series Retirement Income Series, and ETF 
Strategies to achieve diversification across many asset classes to produce the 
long-term risk and return characteristics that are intended to be appropriate 
based on your goals, risk tolerance and time horizon. It does this by combining 
quantitative analysis and screening methods with fundamental and qualitative 
evaluations of investment portfolios and individual investments. MIS evaluates 
various combinations of securities seeking characteristics that interact in an 
optimal way with the goal of developing diversified portfolios that offer a long-
term stable performance solution within a controlled level of risk.

Portfolios within the Focused Allocation Series are constructed to invest in 
securities in a narrow capital market segment, such as value, growth, real 
estate, natural resources or foreign equity segments, or securities which, when 
combined, are designed to accomplish a specific narrow investment strategy. 
As part of this line up, we also offer the Enhanced Cash and Tax Advantaged 

Income portfolios, both short-term strategies meant to preserve capital; as well 
as the Absolute Return portfolio, which aims to provide modest, equity-like 
returns that are not overly dependent on market movements, and the Global 
Allocation and Global Opportunities portfolios that offer a broadly diversified 
and an equity-centric approach to global investing, respectively.

Select Stock Basket Strategy portfolios are based on Morningstar, Inc.’s propri-
etary equity research. This equity research forms the basis of the equity 
securities underlying the portfolio. For Custom Series portfolios, MIS will nar-
row that universe of equity securities and select specific holdings by using 
quantitative and qualitative screening techniques, which include Morningstar, 
Inc.’s equity data and research. The Tortoise, Hare, and Dividend Strategist 
Series portfolios are patterned after the Morningstar, Inc. Newsletter portfolios 
of the same name, and the U.S. Wide Moat Focus Strategist Series is based on 
the Morningstar Wide Moat Focus Index.

The primary sources of information used by MIS are from interviews it conducts 
with fund managers and the extensive databases and products of its parent, 
Morningstar, Inc. Other sources include financial newspapers and magazines, 
annual reports, prospectuses, filings with the Securities and Exchange 
Commission, and press releases. MIS may also use statistical or other data 
sources from various vendors in its manager research process.

Security Selection Process/ Due Diligence
MIS’ investment team uses various Morningstar, Inc. databases and tools and 
also subscribes to a number of outside sources of information and portfolio 
management tools. The investment team also peruses various investment-
related periodicals, newsletters, and web sites on a regular basis, and also 
relies on information provided by mutual fund companies and regularly conducts 
interviews and on-site visits with investment professionals at fund companies.

Mutual Funds—MIS’ fund evaluation process is guided by its proprietary fund 
rating system, which combines quantitative analysis with a qualitative assess-
ment of a fund’s management team and investment process. The rating 
represents MIS’ overall level of conviction in a fund based on various factors 
that MIS believe are important in determining which have the best chance of 
delivering above average risk-adjusted performance in the future. These factors 
include the following:

Process—MIS strives to identify fund managers who employ a disciplined and 
prudent investment process that has proven to be successful in the past and 
have executed in a consistent fashion. MIS favors attributes such as insightful 
security analysis, a robust valuation discipline, and sound risk management and 
portfolio construction.

People—MIS judges the depth and capabilities of the fund’s investment team 
and stability of the organization. MIS also places emphasis on stewardship by 
favoring funds where the team has shown the tendency to act in the best inter-
ests of shareholders and where the portfolio managers invest in the fund and 
have their incentives aligned with fund shareholders.

Performance—MIS strives to identify funds that have shown the ability to 
deliver solid risk-adjusted performance over time. MIS evaluates the fund’s 
reported performance from several angles and over various time periods. MIS 
favors managers that have added value over an appropriate benchmark or peer 
group in a consistent manner.

Capacity—MIS considers whether the investment strategy that a fund’s invest-
ment team runs is constrained by size, and if so, what steps the team has taken 
to address the issue. All else being equal, funds with small asset bases can be 
more nimble and flexible in their approach, while the opposite is typically the 
case for funds with large asset bases.
Expenses—MIS believes expenses are one of the most important factors in 
predicting mutual fund performance. While a lower expense ratio is always 



©2011 Morningstar Investment Services, Inc. All rights reserved.  033011 

Page 7 of 11

better, MIS puts expenses into the proper context and consider factors such as 
the size of the fund, trend in expenses, and investment strategy.

Once MIS identifies the funds it has a high level of conviction in, it then deter-
mines what Program portfolio each fund is best suited for and the appropriate 
allocation. In doing this, MIS considers how various funds interact with each 
other in a given portfolio by examining their investment strategies, risk profiles, 
and holdings overlap. The goal is to construct portfolios that are well-diversi-
fied across asset classes, investment styles, and strategies.

Exchange-Traded Funds (ETFs)—MIS’ evaluation of ETFs typically involves 
four steps. First, MIS evaluates the index that a given ETF tracks, its diversifica-
tion, and its relevance to the Program portfolio’s objective. Second, MIS 
evaluates the ETF’s expense ratio and trading costs, typically favoring very low-
cost ETFs (in attempt to mitigate the ‘drag’ such expenses can have on its 
investment returns). Third, MIS considers the track record of the ETF sponsor 
concerned as well as the reported performance of the ETF, typically opting for 
ETF sponsors that have an established track record in the business and a repu-
tation for capably managing the strategies in their line-up. To that end, MIS will 
consider how long a sponsor has been operating, as well as salient factors like 
their success in tracking the benchmark. Fourth and finally, MIS considers the 
fundamental attractiveness of an ETF’s underlying holdings.

MIS’ tactical ETF investments can follow several approaches. For ETFs that 
invest primarily in U.S. stocks, MIS employs a proprietary valuation approach, 
whereby the fair value estimates that Morningstar, Inc.’s ETF analysts have 
placed on ETFs constituent stock holdings are rolled-up. By comparing that 
aggregate fair value estimate to an ETF’s price (similar to the approach we 
employ when assessing individual stocks), MIS strives to gauge its fundamen-
tal attractiveness. MIS is typically most bullish on U.S. stock ETFs that are 
trading at marked discounts to fair value. (This is not to be confused with pre-
miums or discounts to an ETF’s net asset value; those premiums and discounts 
simply reflect the divergence of a stock’s market price from the sum-of-the-
parts prices of its underlying holdings.)

In addition to this proprietary valuation approach, MIS will typically compare 
the aggregate price multiples and growth rates of a stock ETF’s holdings with 
those of other ETFs. MIS scores ETFs based on this research and then ranks 
them on that basis.

MIS’ strategic investments in bond and foreign stock ETFs take a different tack, 
more closely resembling that described above for our mutual fund strategies. 
Generally speaking, in these cases, MIS strives to make judicious investments 
in areas that look mispriced based on our macroeconomic analysis or other funda-
mental factors.

Stocks—With respect to Select Stock Baskets, MIS strives to identify 25–45 
stocks that it believes are most compelling on a risk-adjusted basis. These 
stocks are derived from approximately 1,800 stocks under coverage by its par-
ent company—Morningstar, Inc. 

MIS focuses on stocks that the Morningstar, Inc.’s stock analysts (“Analysts”) 
have identified as trading at marked discounts to the Analysts’ estimate of the 
firm’s intrinsic worth. In estimating a firm’s intrinsic worth per share, Analysts 
forecast the cash flows that they believe a business is likely to generate over a 
multi-year time horizon and discount those cash flows back to the present. The 
size and durability of those cash flows depends largely on the Analysts’ assess-
ment of a firm’s competitive standing. The more dominant a firm, the more 
durably profitable it is likely to remain, and vice versa. Thus, the Analysts tend 
to place greater worth on more-entrenched firms that routinely throw-off cash 
flows and lesser worth on those in commoditized industries that fail to earn 
back their cost of capital.

MIS’ purchase decisions are influenced both by a stock’s valuation as well as 
its risk. Generally speaking, the cheaper a stock’s price relative to the Analyst’s 
estimate of its fair value, the more interested MIS is likely to be in it. However, 
MIS also considers a stock’s risk before buying. Specifically, MIS looks for a 
steeper discount to the Analyst’s fair value estimate for riskier stocks and a 
smaller discount for less-risky names. In that way, MIS affords itself a margin 
for error in the event that our Analysts’ estimate proves too optimistic.

MIS generally sells a stock in three situations. First, when the stock is no longer 
attractively valued. This can occur, for instance, when a stock appreciates to a 
level that approximates the Analysts’ fair value estimate. Second, when a com-
pany’s fundamentals change. For instance, if new information emerges that 
may negatively impact the firm’s fundamentals. Third, when other opportunities 
emerge such as when another stock whose fundamental merit surpasses that 
of an existing holding.

MIS cannot guarantee that the objectives of its advisory services will be 
achieved. Investments in securities involve risk, including the loss of principal.
 
Investment Risk and Disclosure
It is important to note that investments in securities (e.g., mutual funds, 
exchange-traded funds, common stocks) involve risk and will not always be 
profitable. MIS does not guarantee that the results of its advice, recommenda-
tions, or the objectives of your portfolio will be achieved. This includes the 
Absolute Return portfolio whose goal is to seek modest positive returns with an 
emphasis on limiting volatility in various market environments. MIS does not 
guarantee that negative returns can or will be avoided in this portfolio or any of 
its portfolios. An investment made in a security may differ substantially from its 
historical performance and as a result, you may incur a loss. Past performance 
is no guarantee of future results. 

Portfolios whose strategies invest in a narrow capital market segment, such as 
natural resources or foreign equity segments or fixed income segments such as 
municipal bonds, are designed to accomplish a specific narrow investment 
strategy and will typically be more sensitive to the volatility of those market 
segments than an account investing in accordance with a broader asset alloca-
tion approach. In addition, investing in a narrow market segment and/or in 
accordance with a narrow investment strategy typically will mean that the port-
folio developed by MIS pursuant to such a strategy will hold fewer and 
potentially more concentrated investments than a portfolio more broadly diver-
sified. It is important that you and your Financial Advisor discuss these and 
other risks associated with a focused investment approach and determine 
whether it is appropriate and consistent with your risk tolerance, investment 
objectives and overall financial situation.

Select Stock Basket Strategy portfolios will be invested primarily in common 
stocks listed on U.S. stock exchanges, which are a type of equity security that 
represents an ownership interest in a corporation. Please be aware that com-
mon stocks are typically subject to greater fluctuations in market value than 
other asset classes as a result of such factors as a company’s business perfor-
mance, investor perceptions, stock market trends and general economic 
conditions. Stocks of small-cap and mid-cap companies tend to be more volatile 
and less liquid than stocks of large companies. Small-cap and mid-cap compa-
nies, as compared to larger companies, may have a shorter history of operations, 
may not have as great an ability to raise additional capital, may have a less 
diversified product line making them susceptible to market pressure, and may 
have a smaller public market for their shares.

In addition, Select Stock Basket Strategy assets may also be invested in 
American Depositary Receipts (“ADRs”) or foreign stocks listed on an U.S. 
exchange. An ADR is typically created by a U.S. bank and allows U.S. investors 
to have a position in the foreign company in the form of an ADR. Each ADR 
represents one or more shares of a foreign stock or a fraction of a share (often 
referred as the ‘ratio’). The certificate, transfer, and settlement practices for 
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ADRs are identical to those for U.S. securities. Generally, the price of the ADR 
corresponds to the price of the foreign stock in its home market, adjusted for 
the ratio of ADRs to foreign company shares. There are investment risks associ-
ated with ADRs and foreign stocks including, but not limited to, currency 
exchange-rate, inflationary, and liquidity risks as well as the risk of adverse 
political, economic and social developments taking place within the underlying 
issuer’s home country. In addition, the underlying issuers of certain ADRs are 
under no obligation to distribute shareholder communications to ADR holders, or 
to pass through to them any voting rights with respect to the deposited securities.

ETF Strategy portfolios will be invested in exchange-traded funds (“ETFs”) 
whose investment objective is to track that sector. ETFs are traded on national 
exchanges and therefore are subject to similar investment risks as common 
stocks. Additionally, exchange traded funds are subject to such things as:

•	 The market price of an ETF may be at, above or below its net asset value 
(“NAV”). The ETF’s NAV will fluctuate as a result of changes in the market 
value of its underlying holdings whereas the market price will fluctuate  
in accordance with changes in the NAV plus the ETF’s market supply  
and demand.

•	 An ETF’s performance may not be exactly that of its underlying index. This 
may be due to imperfect matches between the ETF’s underlying investments 
and those of the underlying index. In addition, differences also arise due to the 
fact that an ETF incurs fees and expenses while its underlying index does not.

MIS’ parent, Morningstar, Inc. offers equity research services to institutional 
investors (e.g., portfolio managers). This service includes Morningstar, Inc.’s 
analysts’ valuation models and written analysis on U.S. listed and global  
equities for more than 2,000 companies domiciled in nearly 50 countries. The goal 
of the service is to provide the institutional investor with insightful equity 
research services. Through a contractual arrangement with Morningstar, Inc., 
MIS intends to use this research service as a basis for making investment  
decisions for certain portfolios under the Program. The services provided to MIS 
are based on Morningstar Inc.’s documented methodology and/or standard pro-
cess for researching, analyzing, and ranking common stocks and are not 
individualized based on the specific circumstances of a Program client. To miti-
gate conflicts this arrangement may present, MIS does not allow Morningstar, 
Inc. to have direct involvement in MIS investment decisions, does not provide 
or give them access to specific information on a Program client, and does not 
allow Morningstar, Inc. to communicate with a Program client directly  
about their specific needs and circumstances. MIS pays Morningstar, Inc. for 
this equity research service. 

For those portfolios consisting of open-end mutual funds, there may be  
situations where one or more of these funds own shares in Morningstar, Inc. 
Such an investment in Morningstar, Inc. is solely the decision of the fund’s 
portfolio manager. MIS has no input into a fund’s investment decision nor  
does it require that the funds underlying its portfolios own shares of 
Morningstar, Inc. Whether or not a fund has a position in Morningstar, Inc. has 
no impact on MIS’ fund selection process.

In addition, Morningstar, Inc. provides its subscribers various services including 
information about open-end mutual funds, exchange-traded funds, and equity 
securities; in some cases, this information includes written analysis of the 
security. While MIS does utilize Morningstar, Inc.’s databases for statistical 
information and may meet periodically to discuss changes to the methodology 
and development of such statistical information, it does not participate in or 
have any input in the written analyses Morningstar, Inc. provides to its sub-
scribers. MIS and its employees are separate and distinct from Morningstar, Inc. 
and as such conducts its own research and analysis of the securities used 
within the Program.

In certain situations, MIS may recommend an exchange-traded fund(s) whose 
investment objective is to track indexes created and maintained by Morningstar, 
Inc. In those cases, the sponsor of the exchange-traded fund (“ETF Sponsor”) 

enters into a licensing agreement with Morningstar, Inc. To mitigate any con-
flicts of interest arising from MIS’ usage of such ETFs, Morningstar, Inc.’s 
compensation from the ETF Sponsor will not be based on nor will it include 
assets that are a result of your investment in those ETFs. In addition, 
Morningstar, Inc. does not and will not have any input into MIS’ investment 
decisions, including what ETFs will be recommended for its portfolios.

MIS’ affiliates are sub-advisors to registered fund-of-funds. To mitigate any 
conflicts of interests, MIS will not include in any of its portfolios those regis-
tered fund-of-funds that MIS’ affiliates are a sub-advisor to.

Additional Risks and Disclosure 
As with any investment decision, you should consider the impact it may have on 
your tax situation. Please note, unless your investment is in a tax-deferred 
account, there are possible tax consequences when a mutual fund makes a 
distribution or you sell fund shares as a result of withdrawing or liquidating 
your investment from the Program. MIS encourages you to consult with your tax 
professional about these and other tax consequences related to an investment 
in the Program.

If you are redeeming, surrendering or otherwise selling an existing security 
position to fund your Program’s account’s initial investment, you should fully 
understand the ramifications of such a redemption, surrender or sale including, 
but not limited to, potential tax liabilities and fees/charges that you may incur 
such as redemption fees, contingent deferred sales charge(s), and/or brokerage 
commissions.

If you fund a Select Stock Basket Strategy account with existing security posi-
tions, you understand MIS will sell most, if not all, of those positions and invest 
the proceeds in securities that are consistent with your Specification Sheet. In 
this case, you understand that you will incur tax consequences as a result of 
MIS selling these positions. You may also fund your account with stock that 
has a low tax basis (so called “legacy stock”) and, as an accommodation (as 
described on your Specification Sheet), MIS will sell the legacy stock positions 
for you over your designated Phase-In Period and reinvest the proceeds in 
accordance with your Specification Sheet. In this case as well, you understand 
that (1) you will experience a tax consequence as a result and (2) MIS will not 
be liable to you if the ultimate proceeds from its sale of part or all of the legacy 
stock positions is not as profitable to you as might have been the case had the 
legacy stock been sold at any other time from the date of your deposit of the 
legacy stock in your Stock Basket Strategy account. 

Additionally, if on your Specification Sheet you instructed MIS to include Master 
Limited Partnerships (“MLPs”) in the universe of investments available for your 
Stock Basket Strategy account, you understand that there are advantages/dis-
advantages associated with MLPs including, but not limited to, MLPs’ net 
income being passed through to the investor, which is then taxed at the inves-
tor’s individual tax rate and certain distributions being deemed as return of 
capital. For the avoidance of doubt, you recognize that MIS does not provide tax 
advice and therefore MIS strongly encourages you to consult with your 
Financial Advisor and/or tax accountant about this and other tax issues relating 
to your Account.

MIS, as owner-of-record, maintains various portfolios containing the same 
holdings as those available to you. However, any potential conflict arising from 
this is mitigated by the fact that any rebalancing and/or reallocating instruction 
sent to the Provider is executed for all eligible accounts (i.e., both client and 
MIS accounts). 

From time to time, Advisory Firms may request that MIS pay to sponsor a mar-
keting event or provide marketing support as it relates to the Program. These 
requests are reviewed on a case-by-case basis. For marketing events, such 
monetary support will only be provided if a representative or representatives of 
MIS attend, including being a speaker, and/or is provided booth space.
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Disciplinary Information
Neither Morningstar Investment Services nor its employees have been involved, 
or are currently involved in any litigation, arbitration, or SRO / regulatory violations.

Other Financial Industry Activities and Affiliations
MIS is also registered as a broker-dealer with the SEC and is a member of the 
Financial Industry Regulatory Authority (“FINRA”). MIS’ broker registration 
gives MIS the ability to receive fees directly from those mutual funds underly-
ing a Program portfolio whose 12b-1 plans are for distribution only. Therefore, 
some MIS employees maintain the FINRA security licenses required with MIS 
broker dealer registration and associated with their current job responsibilities. 

MIS may present the various products and services offered by its parent 
Morningstar, Inc. or its indirect investment advisory affiliates Morningstar 
Associates, LLC, Ibbotson Associates, Inc., and Ibbotson Associates Advisors, 
LLC. In certain situations, MIS may receive compensation from its affiliates in 
bringing these potential opportunities to them. 

In addition, MIS may work with one or more of its affiliates in providing prod-
ucts/services intended for the affiliate or the affiliate’s clients. In these 
arrangements, MIS is typically compensated for its work either by MIS’ affiliate 
or the affiliate’s client. 

Code of Ethics
MIS is dedicated to providing effective and proper professional investment 
management services to its clients including protecting their sensitive  
information. MIS’ reputation is a reflection of the quality of its employees and 
their dedication in supporting the ethical culture of the firm. Because this  
culture is of critical importance, MIS has adopted a Code of Ethics that all 
employees must adhere to. Every MIS employee is expected to demonstrate the 
highest standards of moral and ethical conduct including placing client’s inter-
ests ahead of their own and those of MIS. MIS’ Code of Ethics covers such 
topics as:

•	 fiduciary responsibility to our clients,
•	� prevention of client’s non-public personal information being disclosed,
•	 giving and receiving of gifts,
•	 mitigating and disclosing conflicts of interests,
•	� reporting and monitoring employees’ personal security transactions, and
•	 insider trading prohibitions.

At a minimum, on an annual basis, MIS’ Code of Ethics is distributed to all 
employees. In conjunction with this, the Chief Compliance Officer reminds the 
employees of the key points of the Code as well as points out and discusses 
any new or modified provisions that have been put in place since the last  
time the Code was distributed to them. Upon their review of the Code and the 
aforementioned communication by the Chief Compliance Officer, the employee 
will be required to provide the Chief Compliance Officer with a written acknowl-
edgement indicating that they have read, understood, and will adhere to the 
Code of Ethics. At any time you may request MIS’ Code of Ethics policy by:

•	 Calling 877-626-3227
•	� Sending an e-mail to mis@morningstar.com   Subject Line: Code of Ethics
•	� Writing:	 Morningstar Investment Services, Inc. at 22 West Washington 

Street, Chicago, IL 60602  ATTN: Chief Compliance Officer 

Participation or Interest in Client Transactions
MIS personnel may purchase or sell for their own accounts the same or differ-
ent investments from those recommendations made to its clients. However, 
MIS personnel cannot transact in securities listed on its parent com¬pany’s 
restricted list. Also, all MIS employees are required to submit to the compli-
ance department an initial and annual holdings report as well as quar¬terly 
transaction reports. These prohibitions are intended to mitigate any appearance 
of conflicts of interest for MIS. MIS seeks to ensure that potential or actual 
conflicts of interests are appropriately addressed, putting Program account 
holders’ interests ahead of its own.

MIS has adopted policies to prevent employees from trading on the basis of 
material nonpublic information. Employees in possession of material, nonpublic 
information may not trade in securities to which the information relates or tip 
such information to others. In certain instances, the firm will employ informa-
tion blocking devices, such as, watch lists and restricted lists as a means of 
preventing illegal insider trading.

Brokerage Practices 
If your appropriate strategy consists of either ETFs and/or common stocks, your 
Advisory Firm and/or Financial Advisor must select a clearing/custody provider 
(e.g. brokerage firm). This provider must have the appropriate technical and 
operational connections with MIS’ service provider, and will effect, clear, and 
settle transactions MIS places on behalf of your account and will act as your 
account custodian (your “Clearing Firm”). 

If you and your Financial Advisor select an Asset Allocation, Focused Allocation 
or Retirement Income Series Strategy, you, your Advisory Firm and/or Financial 
Advisor have the option of either using a Clearing Firm or MIS’ service provider.
 
If your Advisory Firm does not have an existing relationship with a clearing/
custody provider, MIS will provide a list of those providers that have the appro-
priate technical and operational connections with MIS’ service provider. From 
that list, you and your Advisory Firm will be responsible for selecting a clearing/
custody provider. 

Please note, MIS does not receive compensation, research, or soft dollar ben-
efits from the clearing firm selected by your Advisory Firm and/or Financial 
Advisor nor are MIS and the Clearing Firm affiliated.

Your Advisory Firm is solely responsible for deciding whether to negotiate with 
its selected Clearing Firm the clearing/custody fees to be charged to your 
Account or where applicable, to use the clearing/custody fee schedule MIS has 
in place with that Clearing Firm (“Clearing Fee”). Please note, if your Advisory 
Firm chooses to use the clearing/custody fee schedule MIS has secured with 
your Clearing Firm, it may be higher than a clearing/custody fee schedule you 
and/or your Advisory Firm may be able to negotiate. 

Your Financial Advisor is solely responsible for determining whether your 
Clearing Fee is charged to your Account on an “asset” or “per transaction” 
basis. If ‘asset’ basis is selected, your Account will be charged a fee every 
quarter based on the market value of your Account at a calendar quarter-end 
(“Asset Based Clearing Fee”) Please see additional information about the Asset 
Based Clearing Fee in the Wrap Fee Program Brochure. If ‘per transaction’ basis 
is selected, you understand your Account will be charged a transaction fee in 
the calendar quarter the transactions are made based on a specific rate per 
trade (“Transaction Based Clearing Fee”).

Please consult with your Financial Advisor on the advantages/disadvantages of 
each method and the Clearing Fee associated with each. Asset Based Clearing 
Fee may not be appropriate for everyone and should be based an individual’s 
particular circumstances and any other relevant factors. You should note that if 
the number of transactions in your Account is low enough or if you have no 
transactions in any given quarter, the Asset Based Clearing Fee you pay your 
Clearing Firm may/will exceed the transaction costs that would otherwise be 
charged for transactions effected in that quarter. 

Your Clearing Firm will deduct Clearing Fees from your Account in accordance 
with the Clearing Fee schedule (i.e., Asset Based or Transaction Based Clearing 
Fee) presented to you during the account-opening application. As a result of 
your Clearing Fee being pre-determined, neither MIS nor your Advisory Firm will 
negotiate trading fees (e.g., brokerage commissions) each and every time a 
transaction is placed with your Clearing Firm. Please note, the Clearing Fee 
imposed by your Clearing Firm may be different, including higher, than those of 
other available brokerage firms. 
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The payment of the Clearing Fee is solely your responsibility; MIS will not be 
obligated to pay the Clearing Fees incurred by your Account. You understand 
that these Clearing Fees are in addition to the Annual Program Fee described in 
the Fees and Compensation section below.

Additionally, your Clearing Firm may impose a fee based on their short-term 
trading policies. If these fees are imposed, the appropriate amount will be 
charged to your Account, which is separate and distinct from the Annual 
Program Fee and Clearing Fees.

In setting up a brokerage account with your Clearing Firm you may be required 
to produce a government-issued identification number (e.g., U.S. driver’s 
license number) and other personal, non-public information. MIS’ discretionary 
authority will not become active until all necessary agreements have been 
executed and accounts established.

Trade Aggregation and Allocation—MIS, at its discretion, may aggregate pur-
chase or sale orders for your Program account with purchase and sale orders for 
the same security for other clients’ accounts MIS has been granted discretionary 
authority over (“Participating Clients”). This aggregation is intended to facilitate 
the trade execution process and is designed so that no one client or group of 
clients is favored over another. Participating Clients will receive the security’s 
average share price for that order. When faced with a security with limited 
supply or demand (“Partial Fill”), MIS intends to allocate that Partial Fill among 
Participating Clients on a pro-rata basis. When prevailing market conditions are 
such that it is not possible to obtain the same price or time of execution for 
Participating Clients, MIS will also allocate those securities on a pro-rata basis. 
MIS may, depending on the circumstances, increase or decrease the amount of 
securities allotted to each Participating Client by applying deminimis standards 
(e.g., avoid odd-lot or small number of securities for a client). Additionally, if MIS 
deems it impractical or inappropriate to allocate securities among the Participating 
Clients on a pro-rata basis, it may allocate such securities in some other equita-
ble manner. Allocations generally are made prior to or at the time of execution. 
Subsequent reallocations may be made in unusual circumstances such as, but 
not limited to, recognition of new account restrictions or availability of cash.

Review of Accounts
As noted previously, your Financial Advisor will review your responses to the 
questionnaire and assist you in determining if a Program strategy is appropriate 
for you and if it is, making a final determination as to the most appropriate 
portfolio for you from among the portfolios available within the Program. In 
addition, your Financial Advisor agrees to meet with you at least annually to 
discuss and review any changes in your financial situation

Client Referrals and Other Compensation
In addition to our typical Program arrangements, MIS may offer its Program or 
agree to manage the portfolios available through other financial institutions’ 
proprietary programs, under the following arrangements:

Solicitation Arrangements—Situations may arise in which others, including 
affiliates, may introduce accounts to MIS or solicit clients for MIS that they 
deem appropriate. In those cases, MIS will enter into a written agreement with 
the solicitor that complies with the “Cash Solicitation Rule” (Rule 206(4)-3) 
under the Investment Advisers Act of 1940, as amended. Where applicable, the 
agreement will identify the roles and responsibilities of the solicitor and MIS 
and the specific percentage of the annual referral fee to be shared with the 
solicitor commensurate with the degree of effort and assistance provided.  
The annual referral fee charged to you will not be affected if you were  
introduced or referred by a solicitor.

Through a Solicitor Disclosure Statement, which is given to you prior to or upon 
receiving the Investment Management Agreement, you are made aware of the 
arrangement between the solicitor and MIS (and thus it has a financial interest 
in recommending MIS to you) and the specific referral fee paid to the solicitor.

The referral fee will be paid quarterly for so long as you maintain an Investment 
Management Agreement with MIS and the solicitor’s agreement with MIS 
remains in-force. If at any time either agreement is terminated, the referral fee 
payments to the solicitor will cease. 

Dual Contract Arrangements—Additionally, the MIS Portfolios are available on 
a select number of separate account platforms. If chosen by you with the help 
of your financial advisor, you will enter into a dual contract with MIS in which 
MIS will be the discretionary investment manager to your account’s assets. 
Your account’s assets will be managed based on the portfolio selected and 
information provided within the account opening documents. In addition to 
managing the portfolios, MIS may provide you with performance reports and 
provide your Clearing Firm with the appropriate fee calculation. MIS will 
receive quarterly fees for its services and all services provided by MIS under 
these relationships will be under parameters agreed upon by both MIS and you 
and set forth in the appropriate agreements. The fee charged to you will 
depend on the MIS portfolio you select and will be the same MIS Fee that is 
outlined above in the Fee and Compensation section.

Sub-Advisory Arrangements—As a separate service, MIS may be retained by 
financial institutions (including financial advisors) to create and/or manage 
portfolio(s) consisting of mutual funds, exchange-traded funds and/or equity 
securities for use in the financial institution’s proprietary program. In addition, 
the financial institution may also give MIS the authority and discretion to rebal-
ance and reallocate its clients’ assets that are within its program. In addition to 
managing the portfolios, MIS may provide performance reports and perform the 
fee calculation and accounting activities for the financial institution. All ser-
vices provided by MIS under these relationships will be under parameters 
agreed upon by both MIS and the financial institution and set forth in the appro-
priate agreements. These agreements will also indicate that the financial 
institution will maintain its primary advisory role with its clients and that MIS is 
hired to act as sub-advisor pursuant to discretionary powers granted to the 
institution by its clients. The fee charged to you will depend on the portfolio 
chosen and the complexity involved in providing additional services (if any), the 
fee ranges from 25–55 basis points (0.25% to 0.55%) and is based on your 
assets in the MIS portfolio. 

In addition to the services previously mentioned, MIS may provide sales support 
by educating investment adviser representatives about third-party investment 
advisory programs for which MIS and/or its affiliates are the portfolio manag-
ers to the program. For this sales support, the third-party investment advisor 
will pay a specific agreed upon fee to MIS and its affiliate.

MIS will receive fees for its services, either from the financial institution or the 
financial institutional clients, which may be higher or lower than the fees MIS 
receives in connection with the Morningstar Managed Portfolios Program and 
may be paid in advance. Due to the parameters being set by the financial insti-
tution, MIS may give advice to clients of these institutions that are different 
than the advice given under Morningstar Managed Portfolios Program.

Additional Compensation—MIS utilizes the services of unaffiliated providers, to 
provide, among other things, a platform that includes trade entry, trade alloca-
tion/portfolio management, rebalancing, trade clearing, fee processing, 
individual client accounting, and tax reporting. As a result of this relationship, 
MIS receives benefits, such as the ability to aggregate securities transactions 
and the ability to deduct program fees directly from your account (in accordance 
with federal and state requirements).

In addition, MIS benefits from the fact that its provider for strategies consisting 
of open-end mutual funds receives shareholding servicing fees directly from the 
mutual funds within the Program. The provider, in turn, reduces the monthly fee 
and expenses payable by MIS to it (in accordance with the agreement between 
the parties) by the amount of shareholding servicing fees it receives relating to 
the clients of the Program. Such arrangement could create a conflict of interest; 
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however, in an effort to reduce such conflict, MIS offsets the Program Fee 
charged to the client with an amount reflective of the reduction MIS received as 
noted in the Fee and Compensation section.

Custody
Generally on a quarterly basis, MIS will provide you with a report detailing the 
performance of your Account and holdings analysis as well as an overview and 
commentary of your selected portfolio. The report will also include a reminder 
that you should inform your Financial Advisor promptly of any changes in your 
financial situation or investment objectives or if you wish to modify or impose 
any restrictions on your account. You should also inform your Financial Advisor 
promptly of any changes to your Specification Sheet that you wish to make. 
Additionally, you will be provided trade confirmations or transaction statements 
from your Clearing Firm pertaining to your Account. If at anytime, you do not 
receive a statement on at least a quarterly basis from your Clearing Firm, 
please contact your Financial Advisor immediately. In addition, MIS encourages 
you to compare your Clearing Firm statements with reports or information pro-
vided by MIS and to contact your Financial Advisor immediately if you find any 
discrepancies between the two.

Investment Discretion
In order to provide the discretionary authority to invest and reinvest in securi-
ties for your Account, you hereby grant to MIS the authority to make investment 
decisions and initiate transactions on your behalf without seeking approval or 
discussing these investment decisions first with you, the Advisory Firm or your 
Financial Advisor. As a result of you granting MIS this discretionary authority, 
you, your Advisory Firm and your Financial Advisor are not authorized to make 
any security-related investment decisions (e.g., rebalance, reallocation, buy/
sells) pertaining to your Account assets nor is your Advisory Firm or Financial 
Advisor authorized to independently debit from your Account their portion of the 
Annual Program Fee (as explained in the Fees and Compensation section below). 
If any of the activities described in the previous sentence do occur, you, your 
Advisory Firm and your Financial Advisor understand and acknowledge that MIS 
may recover costs, expenses and/or losses associated with correcting such 
unauthorized activities from you, your Advisory Firm or your Financial Advisor. 
You understand MIS’ investment decision making authority as described above 
does not include MIS having direct access to or the authority to obtain posses-
sion of your Account assets.

For a Select Stock Basket Strategy, if you transfer securities in-kind to fund your 
account, either in part or in full, you may indicate on your Specification Sheet 
the time period you wish to have those securities phased into your account 
(“Phase-In Period”). During this Phase-In Period, MIS will determine, based 
solely on your overall account strategy as noted within your Specification Sheet, 
if the proportional amount of the security (based on the Phase-In Period you 
designated) should be sold completely, in part or not at all. You are solely 
responsible for the determination of the Phase-In Period and the consequences 
associated with such decision (e.g., market volatility and tax consequences). 
The maximum Phase-In Period is three years, however this time frame is  
negotiable. MIS will not take any action on those securities you transfer in-kind 
until the minimum account size for your Select Stock Basket Strategy has  
been received.

Voting Client Securities—Proxy Voting Policy and Procedures
Rule 206(4)-6 of the Investment Advisers Act of 1940, as amended, places a 
number of requirements on those investment advisors who have voting author-
ity with respect to securities held in their clients’ accounts. These requirements 
are to:

•	 adopt proxy voting policies and procedures designed to ensure that the  
	 financial advisor votes proxies in the best interests of its clients;

•	 disclose to clients how they may obtain information about how proxies were  
	 voted; and

•	 describe to clients the firm’s proxy voting policies and procedures and how to  
	 obtain them.

As indicated in the Investment Management Agreement (presented during the 
account set-up process), MIS will vote proxies on those securities underlying 
your Program account unless you elect otherwise.

Proxy Voting Committee—In efforts to mitigate conflicts of interest, MIS has in 
place a Proxy Voting Committee (“Committee”). This Committee consists of the 
Chief Compliance Officer (Chairperson), Director of Operations (or its equiva-
lent) and members of MIS’ Investment Team. The Committee is responsible for 
tasks such as:

•	 developing, implementing and updating policy and procedures to ensure 
	 voting of proxies is conducted in a manner that is in the best interests of its  
	 clients;

•	 making voting decisions and ensuring votes are cast on time; and
•	 maintaining documents material to the voting decision.

Proxy Voting Process—The MIS Investment Team receives proxy statement 
notifications from a service provider when a proxy statement has been issued 
on a security that currently underlies a Program portfolio. In addition, the 
Committee subscribes to a 3rd party vendor which provides e-mail alerts when-
ever a proxy statement pertaining to one of the securities within the Program 
has been submitted to the SEC. This third party vendor may provide additional 
services such as providing us with the corporate governance voting recommen-
dations, vote submission on our behalf, and access to e-ballot and meeting 
information.

Upon receiving a proxy statement, the Investment Team member that has over-
sight responsibility for that security will review the proxy and make a 
recommendation to the Committee. The recommendation will primarily be 
based on pre-determined factors identified by the Committee for that particular 
type of proxy proposal.

The Committee members will review the proxy issue and the recommendation 
and will cast their vote as to whether they agree or disagree with the recom-
mendation. If the other Committee members agree with the recommendation, 
the proxy will be voted in that manner. If there is not a consensus the 
Committee will hold a meeting to resolve the issue.

How you can Obtain Proxy Voting Information
At anytime you may request information on how MIS has voted proxies and/or 
request a copy of MIS’ proxy voting policies and procedures. Requests can be 
submitted by:

•	 Calling 877-626-3227
•	 Sending an e-mail to mis@morningstar.com Subject Line: Proxy Voting  
	 Information

•	 Writing: Morningstar Investment Services, Inc. at 22 West Washington  
	 Street, Chicago, IL 60602  ATTN: Chief Compliance Officer

Please note, MIS will not act on or advise you regarding legal proceedings, 
including bankruptcies or class actions, involving securities held in your 
Account. You and your Financial Advisor are responsible for determining 
whether or not you want to participate in any class action suits filed against 
companies in which you’ve invested. 

Financial Information 
We are required to provide you with certain financial information or disclosures 
about our financial condition. We do not have any financial commitment that 
impairs our ability to meet our contractual and fiduciary commitments to clients, 
and we have not been the subject of any bankruptcy proceeding.
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Form ADV Part 2A Appendix 1: Wrap Fee Program Brochure
Morningstar Investment Services, Inc. (“MIS”)

	 This Appendix Applies to You Only if:
	 You and/or Your Financial Advisor have chosen to utilize the Asset Based Clearing Fees, 
	 negotiated by MIS, as your Clearing Fees.

	 This Appendix Does Not Apply to You if:
	 You and/or Your Financial Advisor have negotiated the separate Clearing Fees charged to your 
	 Account and/or if the Clearing Fees charged to your Account are on a “per transaction basis.” 

 
	 Please contact your Financial Advisor with questions about this Appendix or any 
	 fee related questions.  
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22 West Washington Street
Chicago, IL 60602
1-877-626-3227

mis@morningstar.com

March 31, 2011

In addition to the Form ADV Part2A Brochure, this Wrap Fee Program Brochure 
is provided to inform you of additional disclosures related to your Account. 
Based on the Annual Program Fee and Clearing Firm fees charged to your 
Account, you are participating in what is referred to as a “wrap fee program.” A 
wrap fee program is a program under which you are charged a specific fee 
based on the market value of your Account, and not on a ‘per transaction’ basis. 
	
Summary of Material Changes
Please refer to the Summary of Material Changes noted on the Form ADV Part 
2A: Firm Brochure

Service, Fees and Compensation
The Morningstar Managed Portfolios program (“Program”) is an investment 
advisory program available to individuals and institutions (collectively “you”  
or “your”) primarily through arrangements MIS has with various unaffiliated 
registered investment advisors (“Advisory Firm”). The Program includes various 
strategies consisting of mutual funds, exchange-traded funds, and equity 
securities.

Within the Program and under the direction of the Chief Investment Officer 
(CIO), MIS, or an investment advisory affiliate, provides discretionary invest-
ment advisory services such as:

•	 constructing portfolios by analyzing a universe of available investments (e.g.,  
	 mutual funds, exchange-traded funds, equity securities) using quantitative  
	 and qualitative analyses and any investment restrictions placed by you; and

•	 continuously monitoring the portfolios within the Program, rebalancing and/ 
	 or reallocating when deemed necessary.

MIS delegates certain services to Advisory Firms such as:
•	 assisting you in completing your profile and/or other applicable account 
	 opening forms;

•	 determining suitability of the Program and your investment strategy and  
	 selected portfolio;

•	 meeting at least annually with you to review any changes in your financial  
	 situation; and

•	 acting as liaison between MIS and you.

For these services, MIS and your Advisory Firm will each receive a portion of 
the total Program fee paid by you.

Maximum Annual Program Fee Schedule

Mutual Fund Strategies including the Active/Passive Mutual Funds and 
ETF Strategies1: 
		  First	 Next	 Next	 Over

		  $500K	 $500K	 $1MM	 $2MM

MIS Net Fee*, 2, 3	 0.40%	 0.35%	 0.30%	 0.20%
Advisory Firm Fee**	 1.10%	 1.05%	 1.00%	 0.90%
Total Program Fee	 1.50%	 1.40%	 1.30%	 1.10% 

Annual Minimum MIS Net Fee:	 $200

* 	 The Portfolios’ underlying mutual funds incur their own internal expenses such as management, 

transfer agent, shareholding servicing, and 12b-1 fees. In certain situations, MIS receives an 

indirect benefit from those mutual funds who pay MIS’ back-office service provider (“Provider”) 

shareholding servicing fees directly. The Provider, in turn, reduces the monthly fee payable by 

MIS to it (in accordance with the agreement between the Provider and MIS) by the amount of 

shareholding servicing fees it receives relating to the clients’ assets in the Program. To mitigate 

the conflict of interest this may present (e.g., incentive to select mutual funds with shareholder 

servicing fees), MIS deducts from its gross advisory fee at each tier a flat credit amount that is an 

amount equal to the greater of 25 basis points (i.e., .25%) or the aggregate fees received by MIS’ 

Provider from the mutual funds. The result—gross advisory fee minus the credit amount—is the 

MIS Net Fee listed above.

Form ADV Part 2A Appendix 1: Wrap Fee Program Brochure
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ETF Strategies1 fees:

		  First	 Next

		  $1MM	 $4MM	          Thereafter3

MIS Fee2 		  0.31% 	 0.25% 	 0.20%
Advisory Firm Fee4		  1.10%	 1.10%	 1.10%
Total Program Fee		  1.41%	 1.35%	 1.30%	  

Annual Minimum MIS Fee:		  $ 310

Stock Basket Strategies2  fees:

		  First	 Next

		  $1MM	 $4MM	          Thereafter3

MIS Fee 2	  	 0.55%	 0.50%	 0.45%
Advisory Firm Fee 4		  1.10%	 1.10%	 1.10%		
Total Program Fee		  1.65%	 1.60%	 1.55% 

Annual Minimum MIS Fee-Custom:			   $1,375
Annual Minimum MIS Fee-Strategist:			   $550

1 	 Risks and important information associated with the Portfolios’ underlying holdings: The Stock 

Basket Strategy invests primarily in common stocks listed on U.S. stock exchanges, which are a 

type of equity security that represents an ownership interest in a corporation. Common stocks are 

subject to greater fluctuations in market value than other asset classes as a result of such factors 

as a company’s business performance, investor perceptions, stock market trends and general 

economic conditions. Stocks of small and mid-cap companies tend to be more volatile and less 

liquid than stocks of large companies. Small and mid-cap companies, as compared to larger 

companies, may have a shorter history of operations, may not have as great an ability to raise 

additional capital, may have a less diversified product line making them susceptible to market 

pressure, and may have a smaller public market for their shares. 

	 Stock Basket Strategy may also invest in American Depositary Receipts (“ADRs”) or foreign stocks 

listed on an U.S. exchange. There are investment risks associated with ADRs and foreign stocks 

including, but not limited to, currency exchange-rate, inflationary, and liquidity risks as well as the 

risk of adverse political, economic and social developments taking place within the underlying 

issuer’s home country. In addition, the underlying issuers of certain ADRs are under no obligation 

to distribute shareholder communications to ADR holders, or to pass through to them any voting 

rights with respect to the deposited securities. Some portfolios may contain exchange-traded 

funds whose investment objective is to track indexes created and maintained by MIS’ parent, 

Morningstar, Inc. In those cases, the sponsor of the exchange-traded funds (“ETF Sponsor”) enters 

into a licensing agreement with Morningstar, Inc. To mitigate any conflict of interests arising from 

MIS’ usage of such exchange-traded funds, Morningstar, Inc.’s compensation from the ETF 

Sponsor will not be based on nor will it include assets that are a result of a Participating Client’s 

investment in those exchange-traded funds. In addition, Morningstar, Inc. does not and will not 

have any input into MIS’ investment decisions, including what exchange-traded funds will be 

recommended for its Portfolios.

2	 Does not include fees/commissions associated with executing transactions nor the internal 

expenses of the underlying holdings. Additionally, this fee covers costs associated with MIS’ 

service provider services such as a trading infrastructure and client accounting and reporting.

3 	 For clients with account assets of $5 million or above, MIS Fee is negotiable.

4	 The Advisory Firm Fee portion of your Annual Program Fee is solely determined by your Advisory 

Firm and/or Financial Advisor. Their determination of what the Advisory Firm Fee will be for you 

will be noted within the program fee schedule presented to you as part of your account opening 

documents. As always, MIS encourages you to review the program fee schedule as well as all of 

your account opening documents carefully. Please note, MIS is not involved in determining what 

your Advisory Firm will charge you.

Fee Schedule for the Asset Based Clearing Fee Negotiated by MIS

Fidelity
Fidelity Asset Based Clearing Fee				    0.10%
Annual Minimum Fidelity Asset Based Clearing Fee			   $ 250

Schwab			   First $1MM 	                        Thereafter

Schwab Asset Based Clearing Fee		  0.13%		  0.04%
Annual Min. Schwab Asset Based Clearing Fee			   $250

The payment of the Asset Based Clearing Fee to your Clearing Firm is solely 
your responsibility. Typically, your Clearing Firm will charge your account 
directly for any applicable clearing fees. When securities can be traded in more 
than one marketplace, your Clearing Firm will use its discretion in selecting the 
market in which such orders are entered. Please be aware that your Clearing 
Firm may receive remuneration, compensation or other consideration for direct-
ing orders to particular broker/dealers or market centers for execution (i.e., 
payment for order flow) and that MIS does not participate in such 
arrangements.

Supplemental Fee Information—Because the Program is not exclusive to your 
Advisory Firm and/or Financial Advisor, the fee for the services provided may be 
higher than fees charged by other financial advisors who sponsor programs 
similar to MIS’ or if you paid separately for investment advice and other ser-
vices. In addition, because the underlying holdings of the Program’s portfolios 
are not exclusive to the Program, you may buy securities (e.g., mutual funds, 
exchange-traded funds, common stock, etc.) outside of this Program without 
incurring the Annual Program Fee.

Exchange-traded funds have their own internal fees and expenses such as 
investment advisory, administration, and other fund-level expenses and that by 
investing in them you incur a proportionate share of those fees and expenses. 
Those fees and expenses are in addition to the above-mentioned Annual 
Program Fee and Asset Based Clearing Fee. 

You may also incur certain charges by your Clearing Firm or its affiliates related 
to retirement plan accounts such as IRAs. You understand that these charges 
are in addition to the above-mentioned Annual Program Fee and Asset Based 
Clearing Fee.

American Depository Receipts (“ADRs”) are typically created, organized and 
administered by a U.S. bank. Generally, these banks charge a fee for their ser-
vices (e.g., custody) and may deduct these fees from the dividends and other 
distributions generated from the ADR shares. In addition, banks incur expenses, 
such as converting foreign currency into U.S. dollars, and as a result may pass 
those expenses on to the ADR shareholder. You understand that these fees and 
expenses are in addition to the above-mentioned Annual Program Fee and 
Asset Based Clearing Fee.

Specific information about your Annual Program Fee, Asset Based Clearing Fee, 
and any additional fees can be found in your account-opening documents and 
within the attached Form ADV Part2A Brochure.

Account Requirements and Types of Clients
The Morningstar Managed Portfolios program is an investment advisory pro-
gram available to individuals and institutions, whose initial investment meets 
the minimum account size noted below. This program is primarily offered 
through arrangements MIS has with various unaffiliated registered investment 
advisors and is intended for citizens or legal residents of the United States or 
its territories. This program can only be offered by a registered investment advi-
sor or investment advisor representative. 
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The minimum initial account size for each strategy is as follows:

Mutual Fund Strategies including 						      $50,000 
the Active/Passive Mutual Funds and ETF Strategies		   	
Enhanced Portfolio Service						     $1,000,000
Individual 401(k) Account							      $40,000
	 For each of the above:
	 Minimum subsequent investment						      $500
	 Minimum subsequent investment–IRA Accounts			   $250 

ETF Strategies							       $100,000
Select Stock Baskets—Custom Strategies				    $250,000
Select Stock Baskets—Strategist Strategies				    $100,000
 
At MIS’ sole discretion, an initial or subsequent funding of less than the  
above stated minimums may be allowed. This may include a lower minimum 
relating to a Financial Advisor’s own personal program account or multiple 
Program accounts.

Portfolio Manager Selection and Evaluation
MIS provides discretionary investment advisory services, including constructing 
portfolios by analyzing a universe of available investments, using quantitative 
and qualitative analyses and any investment restrictions placed by you; and 
continuously monitoring the portfolios within the Program, rebalancing and/or 
reallocating when deemed necessary.

As part of the Program, MIS may offer portfolios managed by one its investment 
advisory affiliates, in addition to the portfolios managed by MIS. Should MIS 
choose to offer portfolios managed by an unaffiliated investment advisor, all 
portfolios and investment advisor portfolio managers available within the 
Program will be subject to the same review and selection process. 

This process includes but is not limited to the following criteria:

Process—MIS strives to identify portfolio managers who employ a disciplined 
and prudent investment process that has proven to be successful in the past 
and have executed in a consistent fashion. MIS favors attributes such as 
insightful security analysis, a robust valuation discipline, and sound risk man-
agement and portfolio construction.

People—MIS judges the depth and capabilities of the portfolio’s investment 
team and stability of the organization. 

Performance—MIS strives to identify portfolios that have shown the ability to 
deliver solid risk-adjusted performance over time. MIS evaluates the portfolio’s 
reported performance from several angles and over various time periods. MIS 
favors managers that have added value over an appropriate benchmark or peer 
group in a consistent manner.

Capacity—MIS considers whether the investment strategy that a portfolio’s 
investment team runs is constrained by size, and if so, what steps the team has 
taken to address the issue. 

Fees—MIS believes portfolio manager fees are an important factor in deciding 
which portfolio managers to utilize as part of the MIS Program. 

Morningstar Investment Services’ calculates internally the performance of its 
seeded portfolios; such calculations are then reviewed by ACA Compliance 
Group Beacon Verification Services (“Beacon”), a third-party reviewer. Beacon’s 
review includes the overall methodology of the calculation, accurate implemen-
tation of the methodology and assumptions in the formulae of the calculations, 
and the accuracy of the basic input data which drives the calculations. Based 
on the reviews, it is Beacon’s opinion that the seed account performance 

results have been calculated accurately. MIS has been utilizing Beacon’s ser-
vices since 2008, however the calculation review period dates back to the 
inception of the seeded portfolios.   

For additional information regarding MIS’ management of the portfolios within 
the Program, please refer to the Form ADV Part 2A: Firm Brochure, sections 
titled Advisory Business, Performance-Based Fees and Side-By-Side 
Management, Methods of Analysis, Investment Strategies and Risk of Loss and 
Voting Client Securities of Part 2A of Form ADV.

Client Information Provided to Portfolio Managers
Since MIS will invest your account assets on the basis of your responses to the 
questionnaire, or equivalent, and information given to your Financial Advisor, 
you understand and acknowledge the importance of responding accurately to 
these questions and for ensuring all information within your questionnaire  
is complete and accurate. You understand and acknowledge that MIS will rely 
on the information it is provided in managing your account and that MIS  
will not independently verify any information you have given in response to  
the questionnaire.

On at least an annual basis, your Financial Advisor will typically meet with you 
to discuss any changes to your personal/financial situation that may affect your 
account. In addition, you agree to contact your Financial Advisor promptly  
when any changes occur in your financial circumstances that may have a bear-
ing on the manner in which your account assets are invested; which may 
include but are not limited to changes in your financial circumstances, risk  
tolerance, investment objectives, or reasonable restrictions you wish to place on 
your account. 

Client Contact with Portfolio Managers
Appropriate MIS personnel will be made available during normal business 
hours to consult with you upon reasonable request.

Additional Information
Please refer to the Form ADV Part 2A: Firm Brochure, for additional  
information regarding Disciplinary Information and Other Financial Industry 
Activities and Affiliations of MIS, as well as information about MIS’ Code of 
Ethics, Participation or Interest in Client Transactions and Personal Trading, 
Review of Accounts, Client Referrals and Other Compensation, and MIS’ 
Financial Information.
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