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Purpose

The purpose of this teaching tool is to help you to know how to find a list of mutual funds that you can evaluate to determine suitable funds for your personal vision and goals. While there are many different places to find information on mutual funds, Morningstar is one of the better data providers. There are other excellent data providers available as well. To access Morningstar, you can use the internet or use the library edition at the Harold B. Lee Library at Brigham Young University.

BYU Library. To get into Morningstar, go to www.lib.byu.edu. From the [Search] bar at the top of the page, type in “Morningstar.” It will bring up options, including [Morningstar Investment Research], and click on this. It will bring you to the Morningstar.com Library Edition.

Internet. To get into Morningstar via the internet, go to www.morningstar.com. You will need an account and password. The cost of using Morningstar on the internet is $199 per year. You can used this after you graduate from college. There is also a 14 day free trial that you could use every few years to update your funds.

Process

To begin this process, go into Morningstar as directed above. Click on [Screen for Funds]. This will bring up the “Screener page.” This limits our screening criteria to Mutual Funds. 

Start by determining your asset class (large cap equity, small cap equity, REITs, International, short-term bonds, money market accounts, Emerging Markets, etc.). What asset class are you trying to get exposure to? Following are six examples from 6 different asset classes, and some suggestions on criteria that may be helpful.

Example  Asset Class
1. Money Market
2. Large Cap Equities
3. International Equities
4. Small cap. Equities
5. Bond (various bond asset classes)
6. Other Asset classes
 
Once you have chosen your asset classes, add the criteria that you think important to search for. Remember that your criteria may be different than those chosen below. These are examples only. As you are doing this, I would fill in the Mutual Fund Selection Worksheet (LT7B) for funds you choose, and then use this to help you select your best funds.

Certain parts of this analysis are likely consistent for all funds. Generally, the first line is the Fund Category which gives the asset class. If you are looking at equities, the type that gives access to the entire asset class is “blend.” If I was looking for large capitalization funds, the fund category would be “large blend.” Next, the remaining criteria are generally consistent as you will see below. Finally, I do not want Institutional Funds, as these are for institutional investors only, not retail investors like ourselves. These require you to have an initial purchases of $100,000 or more, be an institutional investor, or purchase on a fiduciary basis.

Example 1: Emergency Fund (Money Market). Suppose you want to find a short-term money market fund for your Emergency Fund that is open-end, low cost, has a strong historical rating, can be purchased with a $3,000 minimum investment, and that is open to new investors. However, as of 3/30/17, there were no Money Market Funds in the Morningstar database. As a second method, we choose to use a Taxable Short-term bond fund as a proxy. Note with this asset class, I did not include Index Fund as a criteria. The process is:

Asset Class:
Fund Category		= Taxable Bond	= Short-term Bond 		OK

Criteria:
Fees & Expenses	And	No-load Funds      	= 	Yes	OK
[bookmark: _GoBack]Fees & Expenses	And	Expense ratio       	<=	.25 	OK
Closed to New Invest.	And 	Closed to New Investments 	=	No	OK
Minimum Purchase	And	Minimum Initial Purchase 	<=	  100	OK
Minimum Purchase	And	Institutional Funds 	=	No	OK

You could also use:
Fund Category	= Taxable Bond	= Ultra-short Bond 		OK or 
Fund Category	= Taxable Bond	= Short-term Bond 		OK or 
Fund Category	= Municipal Bond	= Muni National Short		OK

Note: You can also choose between a Tax-free and Taxable money market account. I would check to see the yields when making this decision. Click the button to view results and look at the individual reports. Determine what is important to you and then review the funds to select an appropriate choice. 

Example 2: Large Cap. Equities. Suppose you want to find a Core fund that follows large capitalization stocks. You have decided that an open-end index mutual fund with total fees and expenses of less than 30 basis points, with a minimum initial investment of $3,000 or less would be good, and that is open to new investment. The process is:

Asset Class:
Fund Category		= 	US Equity 			= Large Blend    OK

Criteria:
Special Fund Types		Index Funds 	=	Yes	OK
Fees & Expenses	And	No-load Funds	=	Yes	OK
Fees & Expenses	And	Expense ratio  <=	Value	.20	OK
Closed to New Invest.	And 	Closed to New Investments 	=	No	OK
Turnover Ratio	And	Turnover ratio <= Value	<=	30	OK
Minimum Purchase	And	Min. Initial Investments 	<=	  500	OK
Minimum Purchase	And	Institutional Funds 	=	No	OK

Click the button to view results and look at the individual reports. Then scroll down the funds, reviewing each of those that look interesting. Highlight a fund, and remember the things that we talked about in evaluating mutual funds: fees and expenses, diversification, style drift, managers, cash drag, and tracking error. Type out your three or four top funds, and then compare each of them in the above-mentioned categories.

Example 3: International equities. Suppose you want to find a fund to broaden and deepen your portfolio (Diversify: Broaden and Deepen). You have decided that an international open-end mutual fund with total fees and expenses of less than 80 basis points, with a minimum initial investment of $3,000 or less would be good, and with turnover, since this will be in your taxable account, of less than 30%. The process is:

Asset Class:
Fund Category		=  International Equity		All	OK

Criteria:
Special Fund Types		Index Fund 	=	Yes	OK
Fees & Expenses	And	No-load Funds	=	Yes	OK
Fees & Expenses	And	Expense ratio  <=	Value	.80	OK
Closed to New Invest.	And 	Closed to New Investments 	=	No	OK
Minimum Purchase	And	Min. Initial Investments 	<=	  3000	OK
Turnover Ratio	And	Turnover ratio  <= 	Value	<= 50	OK
Minimum Purchase	And	Institutional Funds 	=	No	OK

Click the button to view results and look at the individual reports. Then scroll down the funds, reviewing each of those that look interesting. If instead of an International Equity, you were interested in a small capitalization stock fund, you would switch the Fund Category to:

Example 4: Small Cap. Equities. Suppose you want to find another fund to diversify your portfolio (Diversify: Broaden and Deepen). You have decided on a small capitalization fund with total fees and expenses of less than 80 basis points, with a minimum initial investment of $3,000 or less would be good, and with turnover, since this will be in your taxable account, of less than 30%. The process is:

Asset Class:
Fund Category			= Domestic Stock (ex-specialty) Small Blend    OK

Criteria:
Fees & Expenses	And	No-load Funds	=	Yes	OK
Fees & Expenses	And	Expense ratio  <=	Value	.80	OK
Closed to New Invest.	And 	Closed to New Investments 	=	No	OK
Minimum Purchase	And	Min. Initial Investments 	<=	  3000	OK
Turnover Ratio	And	Turnover ratio <= 		Value		55   OK
Minimum Purchase	And	Institutional Funds 	=	No	OK

Click the button to view results and look at the individual reports. Then scroll down the funds, reviewing each of those that look attractive. Remember the things we discussed in class.

Example 5: Bonds (various bond asset classes). Suppose you want to find a short-term bond fund for your Emergency Fund that is open-end, low cost, has a strong historical rating that can be purchased with a $3,000 minimum investment, and that is open to new investors. The process is:

Asset Class:
Fund Category	= 	Taxable Bonds	=		All

Criteria:
Fees & Expenses	And	No-load Funds      	= 	Yes	OK
Fees & Expenses	And	Expense ratio       	<=	 Value 0.5 	OK
Closed to New Invest.	And 	Closed to New Investments 	=	No	OK
Minimum Purchase	And	Minimum Purchase 	<=	  3000	OK
Minimum Purchase	And	Institutional Funds 	=	No	OK

You could also do the following if you wanted more asset classes. Use the information from Example 6 and just change the Fund Category to the following:
 
   Corporate Bonds
Fund Category		= Taxable Bond	= Ultra-short Bond 					OK
Fund Category		= Taxable Bond	= Short-term Bond 					OK
Fund Category		= Taxable Bond	= Intermediate-term Bond				OK
Fund Category		= Taxable Bond	= Long-term Bond 					OK
Fund Category		= Taxable Bond	= High Yield Bond 					OK
Fund Category		= Taxable Bond	= Corporate Bond 					OK
Fund Category		= Taxable Bond	= World Bond 					OK
Fund Category		= Taxable Bond	= Emerging Markets Bond			 	OK
Fund Category		= Taxable Bond	= Preferred Stock 					OK
    Government Bonds
Fund Category		= Taxable Bond	= Short Government 					OK
Fund Category		= Taxable Bond	= Intermediate-term Government			OK
Fund Category		= Taxable Bond	= Long Government 					OK
Fund Category		= Taxable Bond	= Inflation Protected Bonds				OK
   Municipal Bonds
Fund Category		= Municipal Bond	= Muni National Short					OK
Fund Category		= Municipal Bond	= Muni National Intermediate				OK
Fund Category		= Municipal Bond	= Muni National Long					OK
Fund Category		= Municipal Bond	= State Specific (choose your state)		OK

Example 6: Other Equity Asset Classes: For additional asset classes, the following may be useful (in alphabetical order). Please note that you use [International Equity] and not [All International Equity]. The All International Equity will not bring up the individual divisions of the international asset class.

Emerging Markets Funds
Fund Category		= International Equity	= Diversified Emerging Markets 	OK

Global Funds
Fund Category		= International Equity	= World Allocation  			OK

Real Estate Funds
Fund Category 	= Sector Equity	= Real Estate		OK

Regional Markets Funds: Asia/Pacific, Latin America, Europe
Fund Category		= International Equity	= Select Region  			OK

Small Cap Value or Small Cap Growth 
Fund Category	= Domestic Stock (ex-specialty) choose either Small Value
	or Small Growth    		OK

Sector Funds
Fund Category	= Specialty Stock	Choose your sector		OK

Socially Conscious Funds
Special Fund Types = Socially Conscious Funds = Yes		OK

Criteria:
Fees & Expenses	And	No-load Funds	=	Yes	OK
Fees & Expenses	And	Expense ratio  <=	Value	.80	OK
Closed to New Invest.	And 	Closed to New Investments 	=	No	OK
Minimum Purchase	And	Min. Initial Investments 	<=	  3000	OK
Turnover Ratio	And	Turnover ratio <= 		Value		55   OK
Minimum Purchase	And	Institutional Funds 	=	No	OK

Conclusions

Choosing mutual funds for your portfolio is a disciplined process that begins with your personal goals and is determined by which factors you consider important. Those factors should proceed from the principles of investing that we discussed in class. Remember, it’s not what you earn, but what you earn after taxes that helps you achieve your goals. From the work you do above, select those funds that you find most able to help you achieve your goals in each of the different parts of your investment hourglass. Remember, you must have at least four assets picked for your portfolio for the first three stages of investing.

To give you some ideas of mutual funds for specific asset classes, look at Mutual Fund Selection Worksheet (LT7B) and the tab “Filled in” to give you some funds that have used the criteria discussed and the findings on those funds.

Disclaimer
The purpose of this material and this class is to help you get your financial house in
order and to help you on your road to financial self-reliance. If there are mistakes in this material, please bring them to our attention, and we will correct them in upcoming 
versions. The teacher, and BYU, specifically disclaim any liability or responsibility for claims, loss, or risk incurred, directly or indirectly, by using this material.
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Introduction

In Winter 2019, Morningstar Investment Research has been having technical difficulties.  I have worked with the analysts in Mumbai, India, as well as those here at BYU and they have been unable to fix the problem.  As a work around to help you get through your Investment Plan assignments, I have put together this sheet to give you an alternative way of getting your specific asset class.  As a help, please feel free to look at Mutual Fund Selection Worksheet (LT07B) which has reviewed a few funds in each of the various asset classes.

The following work-arounds will help you get around the specific Fund Category screen.  The remainder of Using Morningstar to Select Funds (LT07) should work as written.

Large Cap

Normally it would be Fund Category = US Equity = Large Cap  	OK
Now, do 
· Fund Category = US Equity and 
· Equity Style Box = Large blend

Small Cap:
Normally it would be Fund Category = US Equity = Small Cap     OK
Now, do 
· Fund Category = US Equity and 
· Equity Style Box = Small blend

International
Before it would be Fund Category = International = Large Cap     OK
Now, do
· Fund Category = international
· Equity Style Box = Large blend

Money Market (short-term bonds)
Before it was Fund Category	= Taxable Bond	= Short-term Bond 	OK
Now, do:
· Fund Category = Taxable Bond and
· Fixed Income Style Box = Limited / High Quality

Long-term Bonds
Before it was Fund Category	= Taxable Bond	= Long-term Bond 	OK
Now, do:
· Fund Category = Taxable Bond and
· Fixed Income Style Box = Extensive / High Quality

Municipal Bonds
Before it was Fund Category	= Municipal Bond	= Muni National Short					OK
Now, do:
· Fund Category = Municipal Bond
· Fixed Income Style Box = Limited / High Quality for short-term, Extensive for Long-term
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