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Disclaimer

The information in this presentation is for educational purposes only and is not intended to be
a recommendation to purchase or sell any of the stocks, mutual funds, or other securities that
may be referenced. The securities of companies referenced or featured in the seminar
materials are for illustrative purposes only and are not to be considered endorsed or
recommended for purchase or sale by Betterlnvesting™ / National Association of Investors™.
The views expressed are those of the instructors, commentators, guests and participants, as
the case may be, and do not necessarily represent those of Betterlnvesting. Investors should
conduct their own review and analysis of any company of interest before making an investment
decision.

Securities discussed may be held by the instructors in their own personal portfolios or in those
of their clients. Betterlnvesting presenters and volunteers are held to a strict code of conduct
that precludes benefitting financially from educational presentations or public activities via any
Betterlnvesting programs, events and/or educational sessions in which they participate. Any
violation is strictly prohibited and should be reported to the CEO of Betterlnvesting or the
Director of Chapter Relations.

This presentation may contain images of websites and products or services not endorsed by
Betterlnvesting. The presenter is not endorsing or promoting the use of these websites,
products or services.

We may be recording this session for our future use.

National Association of Investors™, Betterlnvesting™ and the Betterlnvesting™ Icon are trademarks/registered trademarks.
All rights reserved. © 2022 Betterlnvesting™.
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Agenda

‘Why worry about quality and economic
moats?

‘What are economic moats (Moats)?

Stock Selection Guide (SSG) Sections
1+ 2 (Quality) = business models =
potential economic moats.

Moat details, concepts and ideas.
Summary
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Warren Buffett on Quality and Moats

= “When we own portions of outstanding businesses with
outstanding managements, our favorite holding period is
forever.” Source: Letter to shareholders, 1988.

= “|t’s far better to buy a wonderful company at a fair price than a
fair company at a wonderful price.”

Source: Letter to shareholders, 1989.

= “Long ago, Ben Graham taught me that "Price is what you pay;
value is what you get.” Whether we are buying socks or stocks,
| like buying quality merchandise when it is marked down.”

Source: Letter to shareholders, 2008.

Source: Berkshire Hathaway Annual Reports
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Performance of the Concept Over Time

Morningstar Wide Moat Focus Index has Outperformed the S&P 500 Index

Cumulative Index Return
2/14/07 -6/30/25
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ﬂSource: Van Eck. Morningstar, June 2025.
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Batting Average of Wide Moat Focus
Success vs S&P 500 Index

Batting Average is measured by dividing the number of periods a portfolio or
investment strategy outperforms a benchmark by the total number of periods.
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1 Month Rolling 6 Month Rolling 1 Year Rolling 3 Year Rolling 5 Year Rolling

Batting Average

Total Periods 209
Total Outperformed 125
Batting Average (%) 60%

Source: Source: Morningstar, VanEck. As of 6/30/2025. Past performance is no guarantee of future results. Batting Average is
measured by dividing the number of periods a portfolio or investment strategy outperforms a benchmark by the total number of periods.
Batting Average: Morningstar Wide Moat Focus Index vs S&P 500 Index Monthly Frequency: 2/2007 - 6/2025.
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Wide Economic Moats - Sustainable
and Competitive

Large Capital
Requirement
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O An Economic Moat protects a company's
profits from being attacked by business

forces
Traditional management theory terms: "Sustainable 25
Competitive Advantage" or "Entry Barriers"




Economic Moat Thought Process

Wide Economic Moat Narrow Economic Moat No Economic Moat

ROIC
ROIC
ROIC

Time Horizon Time Horizon Time Horizon

Source: Pat Dorsey, Morningstar.
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Moat Performance - No Moats Lose

Market Performance by Moat Rating and Moat Source ~ m Top Performer - m Bottom Performer

Morningstar Coverage Universe 1,903 137 132 13 iF

Moat Reting

Wide-Most Compenies {57 1556 06 [ 110

Narrow-Moat Companies 543 155 16.0 26 0.0

g
No-Most Companies 105 96 3.3 .9 _

Source: Morningstar Magazine, August / September 2017.

ecurities are for educational purposes
only o
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In Tough Times Wider Moats Help

2008

/"’".23_ Bl ... Wide Moat

i - Narrow Moat

| '

| ---{-- No Moat

| |

\ / Wide moat stocks tend to

\ / rebound quicker due to
: 5> mispricing of quality

companies during sell-off.

Securities are for educational purposes only
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Wide Moats = Sustainable Competitive
Advantage = Quality Stocks

« An economic moat (competitive advantage) allows a company
to fend off competitors and earn sustainable excess
economic profits. (Wide and Narrow)

« My belief: wide / narrow moats = higher margins, those
leading to good quality stocks, but they must be purchased at
a reasonable price.

« Section 2 of the Stock Selection Guide (SSG) is our Quality
Section. Spend time here to:

 Improve your returns.
« Retain good stocks over time.
« Determine when a company is past its prime.
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Moat and Margins

«The potential of wide moat stocks are intriguing.
*Wide moat stocks should have higher margins over a

longer time period.
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Source: Morningstar Magazine, August /
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Quality Analysis - SSG Style -
Narrow vs Wide Economic Moat

Evaluate Management Narrow Moat

W0 A A0 A3 W ;S A6 A 0B W8 kg ded

" Pre-Tax Profit on Sales 0.0% 11.0%| 126% 123%| 127% 12%% 135% 134% 128% 122%  130% _

% Refurn on Equiy 87% 101% 121%  108%  108% M5% 0%  169% 177%  188%  158% _____‘
% Debt To Capifal 00% 00% 00% 00% 00% 00% 00% 00% 00% S505% 10.1% ‘
Evaluate Management Wide Moat

A0 W A AN W W A6 M7 W A SWAg Ted

WPeTaPofimSaes | 5% 616k 22 een oopn emn sk e 2% em o N
% Relum on Equty % 1305 B0% U8% 195 %% D0k MB% B A5 58 e

' Deot To Capital 02% 00% 00% 00% 00% 00% 325 358h 328k 325%  267% __.
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Use the SSG to Find Excellent
Management or Quality

= Use Section 2 of the SSG to determine quallty
= Two profitability measures -

. _—
= Pre-tax profit margins i’
= Return on Equity (ROE) = £

" _One balance sheet analysis - Debt-to-Capital.

0 | 200 | 2009 | a0 | aott | o2 [ s | & | 0t | om [sveavg| Tt

% ProTaxProfton Sales [Q 39.5% 36.3% 376%| 405% d04%) 41.0% 304% 208% 8% WIN W% UP
% Retum on Equity 16.0%| 158%| 148% 18.1% 204% 179% 196% 192% Wi% 181%  15.6% DOWN
4 Debt To Capta 00% 00% 00% 00% 00% 005 005 00%  00% 00%  0.0% DOWN

SF Bay Area Chapter Education Day - October 25, 2025



The Financial Risk of Moats

Company with an Economic Moat Company without an Economic Moat
£ S
8 =1
3= 3=
(o o
2 IS
2 b
= E
s s
= =
2 2
cc cc

Time Horizon Time Horizon

A weakening moat, margins or “Quality” can show in the
stock price over time.

No moat stocks can do well in the short run due to growth.
Wide moat stock valuations can be too high and this is the
concern of the quality stock investor.
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Example of Losing an Advantage

Evaluate Management \
6 2007 200 2009 200 2011 2012 2013 | 204 25 5VrAvg

% Pre-Tax Profit on Sales 200% 239%| 204% 16.2% 36.8% 329% 279% 239% 283% 25.7% 27.7% DOWN

% Eamed on Equity 142% 16.0% 13.1% 102% 224% 259% 206% 169% 19.6% 19.3% 20.5% DOWN

% Debt To Capital 0.2%  47%  48%  51% 41% 138% 208% 188% 19.7% 27.1% 20.0% UP

* Intel is a leader in their industry, but the industry
changed. The chart is from 2003-17.
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A Wide Moat Is Similar to a Strong SSG

= Moats help identify sustainable competitive

$

advantages.

= By doing this work it can help:
Support holding good quality stocks longer.
Helps to understand your SSG numbers.

Provides items to think about regarding whether
your stock is losing their advantage.

Sections 1 & 2 of the SSG are how we analyze a
company’s business model or moat.
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Solid Moat - What Do You Think?

Eyaluate Management

-mmummmmmmm

WPeluPuitndaes | 22 M B ek A3k A4k 4l B4k Dk 0k 35.5% DOWN

>

* The last 5 years are down. Interesting?
= The last year has recovery.

= High pre-tax margin business model.
Knowing your company by understanding their
business by doing additional analysis can help with
winning stocks like ISRG and long term issues.

Securities are for educational
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Wall Street Worries over Margins and
Earnings Growth = Opportunity

Eyallate Management

NN MW Sty e

R R TR T 11 >35.5% DO

I ISRG 167.89

Opportunity -
Know your
company. ISRG
dropped from
$198 to $115
over two years.
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Solid Moat - What Do You Think?

Evaluate Management
M09 M0 NN At W5 W6 Ay Tend)

%PeTaxProfton3aes | 208% 212% 281% 204% 316% 356k 283% 203% 0% 283% 0T DOWN

% Eamed on Equiy hh% 226% 8% 200% 336k WihR 200% H¥e 405% B0% 4%

"% Det To Capial 00% 00% 00% 00% 0% 00% 121% 240% 35l% 404k  223% UP

= Margins peaked in 2012. Recovering in 2021.
= Debtis rising. Cash is held off-shore.

= High absolute profit margins and ROE.

* |I'm a leading consumer products company.

" I'm W|dely held in Betterlnvesting — I'm Apple.
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Is This Additional Analysis To Your
SSG Useful?

= |t forces you to think about a company’s
business - positives and negatives.

= Moats fall into 3 buckets: Wide -Narrow -None.

= By figuring out why there is a high margin or
wide moat, and whether it is sustainable, this
could be important to your stock.

= Competitive advantages identified by this
research can protect high profit margins.
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Question Time
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Morningstar Moat Categories

«There are 5 categories.

*The three moat system should help you think about
as they classify long term business models.

«Morningstar identifies wide moat stocks.

By learning more | can understand the stock’s long
term business model and if it has a sustainable
competitive advantage.

| like the potential advantage of wide moat stocks
and their performance.
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Morningstar’'s 5 Sources of Sustainable
Competitive Advantage

Stz himgg Cosis

Infangible Assars

etk ERfect

ost Sechea rihoogee

4600

Source: Van Eck
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Moat Analysis - Network Effects Has
Strong Performance

Market Performance by Moat Rating and Moat Source  m Top Performer  m Bottom Performer

Morningstar Coverage Universe 1.503 13.7 13.2 7.3

Moat Source
awitching Cost 1d 16.4 16.5 23
Network Effect 171 18.0 10.0

ntangible Assets 59 T 3

Cost Adventage 358 5.4 157 o4
Efficiznt dcale 200 132 133 a0

Securities are for educational purposes only
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Definitions of Competitive Forces

Economic moat is a sustainable competitive
barrier against competition.

 Network Effect — \When the value of a product or service
grows as its user base expands. Each additional customer
increases the product’s or service’s value exponentially. It is
perhaps the strongest type of economic moat.

VISA

« Switching Costs — \When a company has pricing power by
locking customers into its unique ecosystem, they have high
switching costs. Payroll processing is an example.

Str'yker'® | Microsoft

amazon

Securities are for educational purposes only

Source: Investopedia, Morningstar.
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Definitions of Competitive Forces
The key of an economic moat is how long a
company will keep competitors at bay.

 Intangible Assets - A broad category that includes
brands, patents, and regulatory licenses.

&~
 Low Cost Advantage — Ability to offer lower prices than
your competitors for the same product or services. 1}%}
Wal m a rt AHHE;;SEII-BI.ISCH

 Economies of Scale — Lower cost advantage typically
comes from size or scale or “The Largest Player” in a
smaller sector. Spread the costs over your size. .

o~ "
Source: Investopedia, Morningstar. 3A'<.:'|?|h<l: SGUTHWEET
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Morningstar's Star and Moat Analysis

Similar to Mormingstar Equity Research
Ir'ﬂ\ Rafing since 10MA/2019

O ur E sy o m o
Upside-
Downside You get more stars when the
) current price is below Morningstar’s
Ratio Fair Value. Also if a stock price is
way above Fair Value, you get fewer

Vi stars.
FHII th]E Economic Moat @

£y Mone Marrow
llaam Mare M = . pe—

* Mormingstar Equity Analyst Report
Latest report 10004720149

You can get the economic moat analysis in
\J their 10-12 page report. Nice summary about
the company’s economic moat.

Securities are for educational purposes only
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Morningstar’s Price vs Fair Value

Zoetis Inc Class A /7S Hx % % 4 Aug 2025 21:49, UTC @

Last Price Fair Value Estimate Price/FVE Market Cap Economic Moat™  Equity Style Box Uncertainty  Capital Allocation ESG Risk Rating Assessment'
15181USD  171.00 USD 0.89 65.00 USD Bil O Wide B Mid Blend Medium  Exemplary S
4 Aug 2025 13 Feb 2025 20:19, UTC 5 Aug 2025 4 Jun 2025 05:00, UTC

Price vs. Fair Value

Fair Value: 171.00
13 Feb 2025 20:19, UTC

215 I U
Last Close: 151.81
185 — M Overvalued
M Undervalued
155 —
125 —
95
2020 2021 2022 2023 2024 YTD
132 140 0.86 116 09N 0.89 Price/Fair Value
2565 48.05 -39.41 35.70 -16.57 -590 Total Return %

Morningstar Rating

L. 8.8 8 ¢

 Fc ok
-..-_l-._..-.-_—.-—._.-<:| ok

* H

*

Securities are for educational purposes only,
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Economic Moats = Business Models

As an investor, I’'m trying to find
information that confirms or denies
my beliefs about a company’s Moat

by doing more research.




How Do You Look a Bit Deeper?

= Go online to company’s websites.

= Review their home page to understand their
message they are communicating.

= Finally, go to the Investor page.
Typically titled “Investor Information” or “Investor.”

= | ook for an Investor Presentation.
= Review other documents.
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Zoetis - ZTS - Moat Confirmation

*World’s leading animal health company advancing care for animals.
*70 years of experience innovating a leading portfolio and pipeline of
medicines, vaccines, diagnostics, and technologies.
’ Expected Market Growth ($B

World Leader in Animal Health'

1

S—

- . e ~$60B - $70B /
Companion Arimal —#1| § . pparma? #1 | | North America # 4% CAGR? /
Anti-Infectives #1 Latin America #1 Dematology f B CAGRY /
Fish? # /
Market Leader in y;cfin‘?s " #2 Asia #1 /
Species R i iologicals ‘ =
wpg';:e;f oi??i?&'m?f - e 1 /
by Revenue? ‘ - #3 S # 2 %
Diagnostics astern Europe /
Swine #3 -
N , 4o, | | Pet Parasiicides # 2023 2028 2033
Poulty 6 Parasiticides 2 | | Westem Europe 2 Did you know that this

3Z0etis internal estimales

1Vetnosis Management Report 2024 Q3 YTD. Rankings are based on revenues. i nfo rm ati O n i S ava i | a b I e O n
ZIncludes pain, sedation, internal medicine, dermatology, ec.
- their website?

Source: Company website 2025..  Securities are for educational purposes onl
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The Main Concern as an Investor

5

Company with an Economic Moat Company without an Economic Moat

S S 3
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Time Horizon Time Horizon

ement ‘

Evaluate Manag

2006 | 2007 2008 | 2009 2010 2011 2012 2013 2014 2015  5YrAvg
% Pre-Tax Profit on Sales 200% 239% 204% 16.2% 36.8% 329% 279% 239% 283% 257%  27.7% DOWN
% Eamed on Equity 142% 16.0% 13.1% 102% 224% 259% 206% 16.9% 196% 193%  20.5% DOWN
% Debt To Capital 52%|  47%  48%| 51%  41%| 138% 208% 18.8% 19.7% 27.1%{ 20.0% up
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Stock ideas - MOAT - Van Eck Vectors
Morningstar Wide Moat Index

Ticker T Holding Name | T

GOOGL US Alphabet Inc

MPWR US Monolithic Power Systems Inc
TER US Teradyne Inc

ALLE US Allegion Plc

HIl Us Huntington Ingalls Industries Inc
EL US Estee Lauder Cos Inc/The

AMAT US Applied Materials Inc

UsB UsS Us Bancorp

BA US Boeing Co/The

Securities are for educational purposes only

Source: Van Eck.com.
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If You Want to Learn More?

"This
in my thirty-plus yeaes in and around Wall Street”

i smply the beat invesiment book | have read

—Dy. Beb Frocklich, Deutsetbe Auet Managenves

BUILDS

WLEALIT

The Knockout Formula

for Finding Great Investinents

PAT DORSEY

vorewvorn sy JOE M ANSUETO

Fourder, (Bairman, 2nd CEQof Moeningizar, Ins

THAT e

Heather Boinpnt oot
(Soates Colra

(ORINGSTAR

Why Mouts
Matter ==
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Summary

«Strong Moats = Strong business models = “Quality”
stocks = Sustainable Competitive Advantage.

«To obtain this information - online libraries that
subscribe to Morningstar and Schwab.

«Moat analysis is a good way to help support owning a
stock and wide/narrow moat stocks can fend off
competitors to earn excess profits.

*Morningstar has found that cheap wide moat stocks is
a good ownership process.
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Spread the Word

During these uncertain times, everyone could use some

financial security. Invite your friends, family, and co-workers
to try Betterlnvesting free for 90 days.

www.betterinvesting.org/freetrial

Please Review Us on Social Media Review Us
On Google
When you give Betterlnvesting a 5-star review, it yere

helps to further our mission by letting others know

you found value in our content. i
Review Us

On Facebook

1. 8.6.6_8

www.BetterIinvesting.org/Review




Question or Comments?

Economic Moats Can Help your SSG!

Craigbraemerl@gmail.com
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