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PART 1: FINANCIAL INFORMATION
Iltem 1: Unaudited Condensed Consolidated Financigbtatements

Morningstar, Inc. and Subsidiaries
Unaudited Condensed Consolidated Statements of Ogsions

Three Months Ended September 30  Nine Months Ended September 30

(in thousands except per share amounts) 2006 2005 2006 200E
Revenue $ 81,821 $ 56,927 $ 228,13t $ 166,37+
Operating expense (1

Cost of goods sol 22,38¢ 16,261 63,114 47,84

Developmen 7,87¢€ 4,74¢ 21,27: 14,491

Sales and marketir 12,971 9,49¢ 36,511 29,12¢

General and administrati 13,781 11,84¢ 39,60¢ 36,06¢

Depreciation and amortization 4,267 2,222 10,44( 6,47C

Total operating expense 61,284 44,58( 170,94+ 134,00t
Operating incom: 20,537 12,341 57,194 32,36¢
Non-operating income
Interest income, ne 1,16¢ 892 3,08¢ 1,94¢€
Other income (expense), net (31) (46) (343) 14
Non-operating income, net 1,13€ 846 2,745 1,96C

Income before income taxes, equity in net incomenaonsolidated

entities, and cumulative effect of accounting che 21,67¢ 13,19: 59,937 34,32¢
Income tax expens 9,22¢ 5,857 24,45( 14,517
Equity in net income of unconsolidated entities 1,10C 183 2,405 1,212
Income before cumulative effect of accounting ctee 13,541 7,51¢ 37,89z 21,02¢
Cumulative effect of accounting change, net of medax expense of

$171 — — 259 —
Net income $ 13,547 $ 7,51¢ $ 38,151 $ 21,02¢
Basic income per sha

Income before cumulative effect of accounting clee $ 033 % 0.19 $ 093 $ 0.54

Cumulative effect of accounting change — — — —

Net income $ 033 % 019 $ 093 % 0.54
Diluted income per shal

Income before cumulative effect of accounting clee $ 0.29 $ 0.17 $ 081 % 0.48

Cumulative effect of accounting change — — 0.01 —

Net income $ 0.29 $ 0.17 $ 0.82 $ 0.48
Weighted average shares outstand

Basic 41,44¢ 39,922 40,91z 39,151

Diluted 46,57¢ 45,35¢ 46,59¢ 43,93¢

(1) Includes stoc-based compensation expense
Cost of goods sol
Developmen
Sales and marketir
General and administrative
Total stock-based compensation expense

See notes to unaudited condensed consolidatedc:falatatements.

Three Months Ended September 30

Nine Months Ended September 30

2006 2005 2006 2008

$ 302 $ 274 $ 859 $ 1,20z
141 112 386 492

152 129 415 582

1,665 1,51% 4,611 6,57¢

$ 2,25¢ $ 2,03C $ 6,271 $ 8,85¢







Morningstar, Inc. and Subsidiaries
Unaudited Condensed Consolidated Balance Sheets

September 3( December 3:
(in thousands except share amounts) 2006 2005
Assets
Current asset:
Cash and cash equivalel $ 71,181 $ 92,367
Investment: 53,06¢ 60,82
Accounts receivable, less allowance of $101 an®$rlspectively 57,89z 47,53(
Deferred tax asset, n 61 —
Other 6,777 5,49t
Total current assets 188,98 206,21¢
Property, equipment, and capitalized software pfiaccumulated depreciation of $46,382 and $40,687,
respectively 16,10z 17,35t
Investments in unconsolidated entit 18,21¢ 16,35¢
Goodwill 84,54: 17,50C
Intangible assets, n 77,87¢ 7,251
Deferred tax asset, n 8,907 29,72¢
Other assets 2,263 1,90€
Total assets $ 396,88¢ $ 296,311
Liabilities and shareholders equity
Current liabilities:
Accounts payable and accrued liabilit $ 21,367 $ 13,66¢
Accrued compensatic 29,42: 26,46:
Income tax payabl 2,47C 1,25¢
Deferred revenu 92,75( 71,15¢
Deferred tax liability, ne — 833
Other 2,312 2,467
Total current liabilities 148,32: 115,84
Accrued compensatic 5,147 4,45¢
Other long-term liabilities 3,471 2,29¢
Total liabilities 156,94( 122,597
Shareholder equity:
Common stock, no par value, 200,000,000 sharesardidl, of which 41,610,949 and 40,284,513 share
were outstanding as of September 30, 2006 and Daredd, 2005, respective 4 4
Treasury stock at cost, 233,334 shares as of Septe3d, 2006 and December 31, 2| (3,280) (3,280)
Additional paic-in capital 254,46¢ 226,59:
Accumulated defici (12,457%) (50,60¢)
Accumulated other comprehensive incol
Currency translation adjustme 1,287 1,13C
Unrealized losses on available for sale securities (71) (125)
Total accumulated other comprehensive income 1,21€ 1,00&
Total shareholders’ equity 239,94¢ 173,71«
Total liabilities and shareholders’ equity $ 396,88¢ $ 296,31

See notes to unaudited condensed consolidateccfalatatements.




Morningstar, Inc. and Subsidiaries

Unaudited Condensed Consolidated Statement of Shdrelders’ Equity and Comprehensive Income

For the Nine Months Ended September 30, 2006

Accumulated

Common Stock Additional Other Total
Shares Par  Treasury Paid-in Accumulated Comprehensive  Shareholders’
(in thousands, except share amounts) Outstanding  Value Stock Capital Deficit Income Equity
Balance, December 31, 20C 40,28451:$ 4% (3,28()$ 226,59! $ (50,60¢) $ 1,00t$ 173,71«
Comprehensive incom
Net income — — — 38,151 — 38,151
Unrealized gain on investments, net of
income tax expens — — — — 54 54
Foreign currency translation adjustm — — — — 157 157
Total comprehensive income — — — 38,151 211 38,362
Issuance of common stock related to si
option exercises, ni 1,326,43¢ — — 13,212 — — 13,212
Stocl-based compensatic — — 6,271 — — 6,271
Cumulative effect of accounting char — — (430) — — (430)
Tax benefit derived from stock option
exercises — — 8,82C — — 8,82C
Balance, September 30, 2006 4161094 4% (3,280)$ 254,46¢ $ (12,457) $ 1,21€$ 239,94¢

See notes to unaudited condensed consolidatedc:falatatements.




Morningstar, Inc. and Subsidiaries
Unaudited Condensed Consolidated Statements of Caftows

Nine Months Ended September 30

(in thousands) 2006 2005
Operating activities
Net income $ 38,151 $ 21,02¢
Adjustments to reconcile net income to net cashglfrom operating activitie:
Cumulative effect of accounting change, net of (259) —
Depreciation and amortizatic 10,44C 6,47C
Deferred income tax bene (2,310 (292)
Stocl-based compensation expel 6,271 8,85E
Provision for bad det 161 243
Equity in net income of unconsolidated entit (2,40%) (1,212)
Foreign exchange lo: 450 124
Excess tax benefits from stock option exerc (8,820) 1,117
Other, ne 13 (160)
Changes in operating assets and liabilities, neffetts of acquisitions
Accounts receivabl (2,375) (3,461)
Other asset 1,12C 366
Accounts payable and accrued liabilit (473) (104)
Accrued compensatic 2,431 (1,281)
Income taxes payab 22,69t (1,92€)
Deferred revenu 3,58¢ 1,31t
Other liabilities 348 (1,193)
Cash provided by operating activities 69,027 29,88t
Investing activities
Purchases of investmer (57,369) (54,93¢)
Proceeds from sale of investme 65,23¢ 55,83(
Capital expenditure (2,87€) (3,625)
Acquisitions, net of cash acquir (116,85¢) (8,192)
Other, net (308) 18
Cash used for investing activities (112,177 (10,907%)
Financing activities
Payments of lor-term debt and capital lease obligatit — (18)
Proceeds from initial public offerin — 18,10¢
Proceeds from stock option exerci: 13,212 3,964
Excess tax benefits from stock option exercises 8,82C —
Cash provided by financing activities 22,03z 22,054
Effect of exchange rate changes on cash (72) (166)
Net increase (decrease) in cash and cash equisalent (21,18¢) 40,86¢
Cash and cash equivalents — beginning of period 92,367 35,907
Cash and cash equivalents — end of period $ 71,181 $ 76,77¢
Supplemental disclosure of cash flow information
Cash paid for taxe $ 3,481 $ 15,471
Supplemental information of non-cash investing andinancing activities:
Unrealized gain (loss) on available for sale inwesits $ 91 $ (35)

See notes to unaudited condensed consolidatecfalatatements.




MORNINGSTAR, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Basis of Presentation of Interim Financial Infomation

The accompanying unaudited condensed consolidetaddial statements of Morningstar, Inc. and subsies (Morningstar, we, our, the
Company) included herein have been prepared tooonto the rules and regulations of the Securdiegs Exchange Commission (SEC). The
preparation of financial statements in conformiiyjtwaccounting principles generally accepted inlnéted States requires management to
make estimates and assumptions that affect thetegpamount of assets, liabilities, revenue, ambese. Actual results could differ from
those estimates. In the opinion of managementtidtements reflect all adjustments, which aredranal recurring nature, necessary to
present fairly our financial position, results gfepations, stockholders’ equity, and cash flowssehfinancial statements and notes should be
read in conjunction with our Consolidated Finan8tdtements and Notes thereto as of December 85,i86luded in our Annual Report on
Form 10-K filed with the SEC on March 16, 2006.

In the first quarter of 2006, we changed our sedgmegporting by allocating stock-based compensatiquense to each of our three business
segments. Before 2006, stock-based compensati@nse&pvas recorded as a corporate item. We belésehange gives our chief operating
decision maker a more complete picture of the tablflity of each business segment after fully adlirtg stock-based compensation expense.
We have reclassified the 2005 financial resultsefich segment to reflect this change.

2. Summary of Significant Accounting Policies

We discuss our significant accounting policies wtéN2 of our Consolidated Financial Statementsupied in our Annual Report on Form 10-
K for the year ended December 31, 2005 filed with $SEC.

Effective January 1, 2006, we adopted StatemeRtr@ncial Accounting Standards (SFAS) No. 123 (Redi2004)Share-Based Payment
(SFAS No. 123(R)), using the modified prospectiamsition method. Under this method, the provisiohSFAS

No. 123(R) apply to all awards granted after thie @é adoption and to any unrecognized expensaafds unvested at the date of adop
based on the fair value as of the date of gramr Ry this date, we accounted for our stock ogtionaccordance with the fair value provisii
of SFAS No. 123Stock-Based Compensati(BFAS No. 123). Under SFAS No. 123, we accountedoideitures of stock options as they
occurred. SFAS No. 123(R) requires us to estimgpeeted forfeitures at the grant date and recogrongpensation cost only for those
awards expected to vest. Accordingly, in the finsarter of 2006, we recorded a cumulative effe@amounting change, net of tax, of
$259,000 to reverse the impact of stock-based cosgton expense recorded in prior years relateditstanding stock options that we
estimate will not vest. Besides recording this clative effect of accounting change, the adoptio8BAS No. 123(R) did not have a
significant impact on our financial position or uéis of operations because we previously recogrsteck-based compensation expense in
accordance with SFAS No. 123.

Prior to our adoption of SFAS 123(R), we classifiax benefits arising from the exercise of stockays as operating cash flows. SFAS No.
123(R) requires that we classify the cash flowsllteg) from the tax benefit that arises when thedaductions exceed the compensation cost
recognized for those options (excess tax benefiginancing cash flows. The excess tax benefite 8,820,000 in the first nine months of
2006, and $1,117,000 in the first nine months @f32@Refer to Note 8 of the Notes to our Unauditeddznsed Consolidated Financial
Statements for more information regarding our aidopdf SFAS No. 123(R) and our accounting for stopkons and restricted stock units.

3. Acquisitions, Goodwill, and Other Intangible Assts
Institutional Hedge Fund and Separate Accounts Dasa Division of InvestorForce, Ir

In August 2006, we acquired the institutional hefigel and separate account database division ektovForce, Inc. (InvestorForce), a
financial software and data integration companybdas Wayne, Pennsylvania, for $10,040,000 in cashiding expenses directly related to
the acquisition. We have included the financialtssof this acquisition in our Condensed ConsaéidaFinancial Statements beginning on
August 1, 2006. This acquisition includes both Aizest database, one of the first and largestliiegas covering hedge funds, managers, anc
data, along with InvestorForce’s extensive institudl separate account database. It also incluslesal online software applications for
manager search, research, and reporting. We bdhat¢his acquisition will strengthen our propaistinvestment data and allow us to
continue offering one of the largest, most compnshe databases.




The following table summarizes our preliminary edion of the purchase price to the estimatedviaines of the assets acquired and
liabilities assumed at the date of the acquisition:

($000)
Accounts receivable $ 353
Intangible asset 5,18C
Goodwill 6,121
Deferred revenue (1,614)
Total purchase price $ 10,04C

The preliminary purchase price allocation incluisl80,000 of acquired intangible assets. Thesgsasrlude technology-based assets of
$2,500,000 that will be amortized over a weighteerage period of 5 years; custonfersed assets of $2,210,000 that will be amortixed a
weighted average period of 5 years; trade nam&42%,000 that will be amortized over a weightedrage period of 4 years; and a non-
compete agreement of $50,000 that will be amortaest 3 years. The preliminary purchase price atioa also includes $6,121,000 of
goodwill. Both the acquired intangible assets ddacquired goodwill are deductible for U.S. incdmepurposes.

If the acquisition of the database division of IstegForce had occurred as of January 1, 2005 ad@, 26venue, operating income, net
income, and basic and diluted income per sharedvwaat have been significantly different from thecamts reported in the first nine months
of 2006 and 2005, respectively.

Aspect Huntley Pty Limite

In July 2006, we acquired Aspect Huntley Pty Lidi{&spect Huntley), a leading provider of equitfoimation, research, and financial tre
publishing in Australia, for $23,526,000. We haneluded the results of Aspect Huntley’s operationsur Condensed Consolidated
Financial Statements beginning on July 25, 2006 &bquisition fits with our growth strategy to exy our products and services
internationally. The key benefit of this acquisitis the combination of Morningstar’'s expertiséuind research and information with Aspect
Huntley’s equity research, information, and finahenedia expertise in Australia. We believe thiguasition will significantly expand the
breadth and quality of services we can deliventtividuals, advisors, and institutions and willeffustralian investors one place to obtain
their investment information and research.

The purchase price represents Australian $30,000f08ash (of which Australian $2,000,000 will eed in 2007) and our current estimate
of certain postlosing adjustments. In the third quarter of 2006, cash paid for Aspect Huntley, including tramisaccosts, was $20,469,0
(net of cash acquired). Of the remaining purchage pf $2,135,000, we anticipate that the majonit)y be paid in the third quarter of 2007.
These remaining payments are subject to post-gasdjustments.

The following table summarizes our preliminary edion of the purchase price to the estimatedviaines of the assets acquired and
liabilities assumed at the date of the acquisition:

($000)
Cash $ 922
Accounts receivabl 671
Other current asse 324
Fixed asset 273
Intangible asset 14,49(C
Goodwill 13,92¢
Deferred revenu (5,122)
Other current liabilitie (1,850)
Income taxes payable (108)
Total purchase price $ 23,52¢

The preliminary purchase price allocation inclugi&d,490,000 of acquired intangible assets. Theset@sclude trade names of $8,245,000
that will be amortized over a weighted averagequedf 10 years; technology-based assets (primaclyding a database) of $5,952,000 that
will be amortized over a weighted average perioti®fears; and customer-related assets of $298@DWill be amortized over 10 years.

If the acquisition of Aspect Huntley had occurredod January 1, 2005 and 2006, revenue, operatgsaie, net income, and basic and dili
income per share would not have been significatifferent from the amounts reported in the firstenimonths of 2006 and 2005,
respectively.




Ibbotson Associates, In

In March 2006, we acquired Ibbotson Associates, (llhdotson), a privately held firm specializingasset allocation research and service:
$83,000,000 in cash, plus an additional $3,474i0@@ash for working capital and other items. Weeénhacluded the results of Ibbotson’s
operations in our Condensed Consolidated FinaSta&bments beginning on March 1, 2006. This adipisiits several of Morningstar’s
growth strategies and broadens our reach in tresarkeinvestment consulting, managed retiremerdwats, and institutional and advisor
software.

The following table summarizes our preliminary aition of the purchase price to the estimatedvidies of the assets acquired and
liabilities assumed at the date of the acquisition:

($000)
Cash $ 103
Accounts receivabl 6,62¢
Income tax benefits, ni 12,77¢
Other current asse 1,53C
Fixed asset 1,407
Other asset 166
Intangible asset 55,28(
Goodwill 47,00¢
Deferred revenu (10,672)
Accrued liabilities (4,88%)
Deferred tax liability (22,10¢)
Other non-current liabilities (761)
Total purchase price $ 86,47

As part of the preliminary purchase price allocatiwe recorded an asset of $12,776,000, primasilytfe income tax benefit related to
payment for the cancellation of Ibbotson’s stockaps. This cash income tax benefit will reduce dhgount of cash we pay for income taxes
in 2006. This cash income tax benefit did not intmar income tax expense or net income in the fins¢ months of 2006.

The preliminary purchase price allocation alsoudels $55,280,000 of acquired intangible assetsélassets include customer-related asset:
of $34,200,000 that will be amortized over a wedgh&verage period of 9 years; intellectual propénigluding patents and trade names) of
$17,710,000 that will be amortized over a weigtdedrage period of 10 years; technology-based as&88070,000 that will be amortized
over a weighted average period of 5 years; anchacompete agreement of $300,000 that will be amedtover 5 years. Because the
amortization expense for these intangible assetstisleductible for U.S. income tax purposes, veemed a deferred tax liability of
$21,971,000 based on these values.

Based on the preliminary purchase price allocatienrecorded $47,009,000 of goodwill. The goodw# recorded is not deductible for U.S.
income tax purposes. SFAS No. 18@counting for Income Taxeprohibits recognition of a deferred tax assdtadnility for goodwiill
temporary differences if goodwill is not amortizalsind deductible for tax purposes. The goodwill el tested at least annually for
impairment in accordance with SFAS No. 1&odwill and Other Intangible Assets

Based on plans in place at the time of acquisitismrecorded a liability of $596,000 for severaand $761,000 for lease termination costs,
net of estimated sub-lease income. As of SepteBMme2006, we have made substantially all of thateel severance payments. We expect to
pay the lease termination costs beginning in M&@b8, which is when we plan to vacate IbbotsonfEefspace.

The following unaudited pro forma information pretsea summary of our consolidated statements aftipas for the three and nine months
ended September 30, 2006 and 2005 as if we hadreddbbotson as of January 1, 2005 and 2006, otispdy. In calculating the pro forma
information below, we made an a djustment to elaterstock-based compensation expense previousydext by Ibbotson based on the
recognition and measurement principles of APB Qpirllo. 25 Accounting for Stock Issued to Employeasd related interpretations. We
also made an adjustment to record stock-based aswafen expense for an estimated value of stodkmgpassumed to be granted to
Ibbotson employees. This adjustment assumes thk spiion awards were made in May 2005, consistéthtthe timing of our annual equi
grant, and vest over a four-year period. In 200&r@corded stock-based compensation expense baskd ecognition and measurement
principles of SFAS No. 123\ccounting for Stock-Based Compensation




Three Months Ended September 30 Nine Months ended September 30

($000) 2006 2005 2006 2005
Revenue $ 81,821 $ 63,38t $ 235,52¢ $ 196,69
Operating incom: 20,537 9,55€ 57,53¢ 30,51¢
Income before cumulative effect of accounting cee 13,541 5,53E 37,867 18,87(
Net income 13,541 5,53¢ 38,12¢ 18,87(

Basic income per shar

Income before cumulative effect of accounting clee $ 033 $ 0.14 $ 093 $ 0.48
Net income $ 033 $ 014 $ 093 $ 0.48
Diluted income per shar

Income before cumulative effect of accounting clee $ 0.28 $ 0.12 $ 081 $ 0.43
Net income $ 0.2¢ $ 012 $ 082 % 0.43

Variable Annuity Research and Data Service

In January 2005, we acquired Variable Annuity Redeand Data Service (VARDS) from Finetre Corpanatior $8,192,000 in cash,
including costs directly related to the acquisitidhe results of VARDS'’ operations have been inetldh our Condensed Consolidated
Financial Statements beginning in January 2005.

The following table summarizes the allocation & flurchase price to the estimated fair valuesebtisets acquired and liabilities assume
the date of the acquisition:

($000)
Accounts receivable $ 639
Other asset 57
Intangible asset 6,37C
Goodwill 3,084
Liabilities, primarily deferred revenue (1,95€)
Total purchase price $ 8,192

The acquired intangible assets include $5,700,0@0stomerrelated assets, consisting primarily of acquirestmmer contracts; $430,000
technology-based assets, consisting of a datalnalsdesveloped software; and $240,000 related tolsupplationships. Both the acquired
intangible assets and the acquired goodwill areickiale for U.S. income tax purposes.

Goodwill

The following table shows the changes in our gotidvalance from January 1, 2005 to September 30620

$000
Balance as of January 1, 2005 $ 14,40¢
Gooduwill acquired related to VARD 3,084
Other, primarily currency translation adjustment 8
Balance as of December 31, 2005 $ 17,50
Gooduwill acquired related to Ibbots 47,00¢
Gooduwill acquired related to Aspect Huntl 13,92¢
Goodwill acquired related to the database divisibmvestorForce 6,121
Other, primarily currency translation adjustment (14)
Balance as of September 30, 2006 $ 84,54:

We did not record any impairment losses in the tgnar year-to-date periods ended September 3@ @0Q005, respectively.

10




Intangible Asset

We amortize intangible assets using the straigiet-fhethod over their expected economic useful livhe following table summarizes our
intangible assets:

As of September 30, 200 As of December 31, 200
Weighted Weighted
Average Average
Accumulated Useful Life Accumulated Useful Life
($000) Gross _ Amortization Net (years) Gross  Amortization Net (years)
Intellectual propert $ 27,45€ $ (1,747) $ 25,70¢ 10 $ 1132 $ (405) $ 727 7
Custome-related asse! 43,272 (3,16€) 40,10¢ 10 6,571 (597) 5,974 18
Supplier relationship 240 (22) 218 20 240 (12) 228 20
Technolog-based asse 12,32¢ (798) 11,531 12 430 (108) 322 4
Non-competition agreemen 350 (38) 312 5 — — — =
Total intangible assets $ 83641 $ (5,771) $ 77,87¢ 10 $ 837t % (1,122) $ 7,251 16

Amortization expense was $2,199,000 and $172,00théthree months ended September 30, 2006 arl Bpectively, and $4,653,000
and $518,000 for the nine months ended Septemh@0B® and 2005, respectively.

As of September 30, 2006, we estimate that aggeesgabrtization expense for intangible assets wilbB,066,000 in 2006; $9,652,000 in
2007; $9,578,000 in 2008; $9,232,000 in 2009; $8,300 in 2010; and $7,624,000 in 2011.

4. Income Per Share
The numerator for both basic and diluted incomespere is net income. The denominator for basiocrmeper share is the weighted average
number of common shares outstanding during thegeTihe dilutive effect of outstanding employeecktoptions and restricted stock unit:

reflected in the denominator for diluted income gleare using the treasury stock method.

The following table shows how we reconcile theinebme and the number of shares used in computsig land diluted income per share:

Three Months Ended September 3 Nine Months Ended September 3!

(in thousands, except per share amounts) 200€ 2005 2006 2005
Basic income per share
Income before cumulative effect of accounting clee $ 13547 % 751¢ % 37,89: $ 21,02¢
Cumulative effect of accounting change, net of tax — — 259 —
Net income $ 13547 $ 7,51¢ $ 38,151 $ 21,024
Weighted average common shares outstanding 41,44¢ 39,922 40,91: 39,151
Income before cumulative effect of accounting clee $ 033 % 019 $ 093 % 0.54
Cumulative effect of accounting change, net of tax — — — —
Net income $ 033 $ 019 $ 093 $ 0.54
Diluted income per share:
Income before cumulative effect of accounting clee $ 13547 % 751¢ $ 37,89: $ 21,02¢
Cumulative effect of accounting change, net of tax — — 259 —
Net income $ 13547 $ 7,51¢ $ 38,151 $ 21,024
Weighted average common shares outstan 41,44¢ 39,922 40,913 39,151
Net effect of dilutive stock options and restricetdck

units 5,13C 5,432 5,68E 4,78¢
Weighted average common shares outstanding for

computing diluted income per she 46,57¢ 45,354 46,59¢ 43,93¢
Income before cumulative effect of accounting clee $ 02¢ $ 017 $ 081 $ 0.48
Cumulative effect of accounting change, net of tax — — 0.01 —
Net income $ 02¢ $ 017 $ 082 § 0.48
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5. Segment and Geographical Area Information

We organize our operations based on products amites sold in three primary business segmentsvihahl, Advisor, and Institutional.

¢ Individual segmen©Our Individual segment focuses on products andaes\for individual investors. The largest prodincthis segment
is our U.S.-based Web site, Morningstar.com, winickudes both paid Premium Membership service atesf advertising space. Our
Individual segment also includes Morningstar Eq&gsearch, which we distribute through several ollsn Investors can access our
equity research through our Premium Membershigrioffieon Morningstar.com. In addition, our equitgearch is currently distributed
through six major investment banks to meet theirements for independent research under the Gldbhalyst Research Settlement, as
well as to several other companies who provideresearch to their affiliated financial advisorsgmindividual investors. We also offer a
variety of print publications on stocks and mutiuedds, including our monthly newsletteMorningstar FundinvestoandMorningstar
Stocklnvestor and our twice-monthly publicatioMorningstar Mutual Funds We sell several annual reference guides, inctuttie
Morningstar Funds 500the Morningstar Stocks 500theMorningstar ETFs 100 and theStocks, Bonds, Bills, and Inflation Yearbook
Following our acquisition of Aspect Huntley in J@906, this segment also includes several newsdedted other publications for
investors in Australia.

¢ Advisor segmenOur Advisor segment focuses on products and sex¥ardinancial advisors. Key products in this seginare
Morningstar Advisor Workstation and Principia. Aser Workstation is a Web-based investment plansjisgem that provides financial
advisors with a comprehensive set of tools for cmtidg their core business — including investmesearch, planning, and presentation
tools. Advisor Workstation is available in two eédits: the Office Edition for independent finandalvisors and the Enterprise Edition
financial advisors affiliated with larger firms.iReipia is our CD-ROM-based investment research@adning software for financial
planners. In addition, we offer Morningstar Managpedtfolios, a fee-based discretionary asset manageservice that includes a
series of mutual fund and exchange-traded fundglims tailored to meet a range of investment thoeizons and risk levels that
financial advisors can use for their clients’ taeadnd tax-deferred accounts. Through our acqorsiti Ibbotson, we offer a series of
NASD-reviewed Financial Communications materiaks #hdvisors can use to educate clients about akseation and demonstrate other
key investment concepts, as well as data and gthph&inancial advisors can license to use in jghield materials. Following our
acquisition of Aspect Huntley, this segment alsdudes software that we sell to financial planraerd other market participants in
Australia as well as investment conferences.

¢ Institutional segmentOur Institutional segment focuses on productssamdices for institutions, including banks, inswea companies,
mutual fund companies, brokerage firms, media tsjtend retirement plan providers and sponsors.gfeglucts and services in this
segment include Investment Consulting, which fosumeinvestment monitoring and asset allocatiorfuods of funds, including mutual
funds and variable annuities; Licensed Data, @fsietvestment data spanning eight core databasa#ahle through electronic data
feeds; Retirement Advice, including the Morningstatirement Manager and Advice by Ibbotson platirMorningstar Direct, a Web-
based institutional research platform that proviadganced research and tools on the complete afregeurities in Morningstar’s global
database; Licensed Tools and Content, a set af@tdols and editorial content designed for intitws to use in their Web sites and
software; Investment Profiles & Guides, which aesigned for institutions to use in communicatingestment information to individual
investors; the Morningstar Research Annuity Ce¢ftemerly VARDS Online); and EnCorr, an asset alben software package
(acquired with Ibbotson). Following our acquisitiohAspect Huntley, this segment now includes fiiahinformation and other data on
Australian stocks. The Institutional segment atsrudes the hedge fund and separate account datdivésion we acquired from
InvestorForce in August 2006.

We measure the operating results of these segibasésl on operating income (loss), including arcation of corporate costs. We include
intersegment revenue and expenses in segment iatiormWe sell services and products between segma¢predetermined rates primarily
based on cost. The recovery of intersegment castag/n as “Intersegment revenue.”

In the first quarter of 2006, we changed our sedgnmegorting by allocating stock-based compensatiqrense to each of our three business
segments; before 2006, stock-based compensati@nsepvas recorded as a corporate item. We behévethiange gives our chief operating
decision maker a more complete picture of the mablflity of each business segment. The 2005 firmesults for each segment have been
reclassified to reflect this change.

Our segment accounting policies are the same ag tthescribed in Note 2 to our Consolidated Findistatements as of December 31, 2005
included in our Annual Report on Form 10-K, excigptthe capitalization and amortization of interpabduct development costs and
amortization of intangible assets. We exclude tlieeses from our operating segment results to pmwadr chief operating decision maker
with a better indication of each segment’s abilitygenerate cash flow. This information is onehef ¢riteria used by our chief operating
decision maker in determining how to allocate resesito each segment. We include the capitalizatimhamortization of internal product
development costs, the amortization of intangilstgets, and the elimination of intersegment revemaeexpense in the Corporate Items and
Eliminations category to arrive at the consoliddtrencial information. Our segment disclosuredude the business segment information
provided to our chief operating decision maker saaurring basis, and, therefore, we do not presalaince sheet information, including
goodwill or other intangibles, by
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segment.

The following tables show selected segment datthfothree and nine months ended September 30,£QD2005:

Three months ended September 30, 2006

Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue

External customel $ 19,51¢ $ 24,36 37,93¢ — $ 81,821

Intersegmen 874 30 630 (1,534) —
Total revenue 20,38¢ 24,397 38,56¢ (1,534) 81,821
Operating expense, excluding stock-bas

compensation expense, depreciation,

amortizatior 13,97¢ 15,54¢ 27,28¢ (2,050) 54,75¢
Stocl-based compensation expel 555 716 987 — 2,25¢
Depreciation and amortizatic 349 417 633 2,86¢ 4,267
Operating income (los: $ 5,50¢ $ 7,71€ 9,661 (2,352) $ 20,537
Capital expenditure $ 117 $ 98 307 331 $ 853
U.S. revenut $ 69,517
Nor-U.S. revenut $ 12,30¢

Three months ended September 30, 2005
Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue

External customet $ 14,80¢ $ 18,59: 23,52¢ — $ 56,927

Intersegmen 681 — 537 (1,21€) —
Total revenue 15,48¢ 18,59: 24,06: (1,21¢) 56,927
Operating expense, excluding stock-bas

compensation expense, depreciation,

amortizatior 11,03¢ 13,461 17,08¢ (1,25%) 40,32¢
Stocl-based compensation expel 606 624 800 — 2,03C
Depreciation and amortizatic 301 394 551 976 2,222
Operating income (lost $ 3,54t $ 4,114 5,62€ 941 $ 12,34i
Capital expenditure $ 57 $ 148 342 751 $ 1,29¢
U.S. revenut $ 49,391
Non-U.S. revenut $ 7,53€
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Nine months ended September 30, 2006
Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue
External customet $ 56,23z $ 70,43t $ 101,471 $ — $ 228,13¢
Intersegmen 2,66C 33 1,96€ (4.65¢) —
Total revenue 58,89: 70,46¢ 103,431 (4,65¢9) 228,13¢

Operating expense, excluding stock-bas
compensation expense, depreciation,

amortizatior 39,001 47,102 73,481 (5,357) 154,23:
Stocl-based compensation expel 1,73¢ 1,92C 2,612 — 6,271
Depreciation and amortizatic 860 1,25C 1,668 6,667 10,44(
Operating income (los: $ 17,29¢ $ 20,19¢ $ 25,674 $ (5,96¢€) $ 57,19«
Capital expenditure $ 237 $ 278 $ 967 $ 1,394 $ 2,87€
U.S. revenut $ 197,87¢
Non-U.S. revenut $ 30,25¢

Sept. 30, 200
U.S. lon¢-lived asset: $ 11,95¢
Non-U.S. lon¢-lived asset: $ 4,147

Nine months ended September 30, 2005
Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue
External customet $ 44.69¢ $ 53,86¢ $ 67,81C $ — $ 166,37«
Intersegmen 1,92¢ = 1,58¢€ (3,51F) —
Total revenue 46,62¢ 53,86¢ 69,39¢ (3,51%) 166,37

Operating expense, excluding stock-bas
compensation expense, depreciation,

amortizatior 32,47¢ 39,151 50,79¢ (3,74¢€) 118,68(
Stocl-based compensation expel 2,75C 2,66¢ 3,437 — 8,85E
Depreciation and amortizatic 876 1,112 1,515 2,96€ 6,47C
Operating income (los: $ 10,52 $ 10,93¢ $ 13,647 $ (2,737 $ 32,36¢
Capital expenditure $ 222 $ 475 $ 993 $ 193¢ $ 3,62t
U.S. revenut $ 144,73¢
Non-U.S. revenut $ 21,63¢

Sept. 30, 200!
U.S. lon¢-lived asset: $ 13,20(¢
Non-U.S. lon¢-lived asset: $ 1,931

6. Investments

We monitor the concentration, diversification, mrégy and liquidity of our investment portfolio, Wwh is primarily invested in fixed-income
securities. We classify our investment portfolidaws:

September 30 December 31

($000) 2006 2005
Available for sale $ 50,564 $ 58,761
Held to maturity 810 420
Trading securities 1,695 1,642
Total $ 53,06¢ $ 60,82¢
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7. Investments In Unconsolidated Entities

Morningstar Japan K.K In April 1998, we entered into an agreement \@ittitbank Corporation to form a joint venture, Mowgpstar

Japan K.K. (MJKK), which develops and markets paisiand services customized for the Japanese markkine 2000, MJKK became a
public company, and its shares are traded on tl&aStock Exchange, “Hercules Market,” using thkef number 4765. Subsequent to
MJKK'’s initial public offering, the joint venturegreement between us and Softbank Corporation vmasnated, but we continued to hold
shares of MJKK stock. As of September 30, 2006 ackmber 31, 2005, we owned approximately 35% dfK1INe account for our
investment in MJKK using the equity method. Ourastment in MJKK totaled $16,566,000 and $14,884 &6f September 30, 2006 and
December 31, 2005, respectively. MIKK’s market galas approximately Japanese Yen 29.5 billion @pprately U.S. $250,263,000) as
of September 30, 2006 and Japanese Yen 27.8 biigoroximately U.S. $235,625,000) as of Decemhef805.

In the third quarter of 2006, MJKK recorded a galated to the sale of shares in a subsidiaryt&irpublic offering. Our share of the pre-tax
gain was approximately $990,000.

Morningstar Korea, Ltc. In June 2000, we entered into a joint ventureagrent with Shinheung Securities Co., Ltd. and SEANK

Finance Corporation to establish a Korean limitadility company Morningstar Korea Ltd. (Morningstéorea). Morningstar Korea
develops, markets, and sells products and sergcassist in the analysis of financial portfolioalgrovides financial information and
services for investors in South Korea. Our owngrgtitierest and profit and loss sharing interedfarningstar Korea was 40% as of
September 30, 2006 and December 31, 2005. We acfmthis investment using the equity method. ®uestment totaled $1,270,000 and
$1,129,000 as of September 30, 2006 and Decemb@085, respectively.

Other Investments in Unconsolidated Entitiés of September 30, 2006 and December 31, 26@%dok value of our other investments in
unconsolidated entities totaled $382,000 and $342 espectively, and consist primarily of our istreents in Morningstar Danmark A/S
(Morningstar Denmark) and Morningstar Sweden AB (Miogstar Sweden). In August 2001, we enteredarjtmnt venture agreement with
Phosphorus A/S to establish Morningstar Denmarkghvtievelops and markets products and servicesmigtd for the Danish market. In
April 2001, we entered into a joint venture agreehweith Stadsporten Citygate AB to establish Mogsitar Sweden, which develops and
markets products and services customized for thed®lv market. Our ownership interest in both Magstar Denmark and Morningstar
Sweden was approximately 25% as of September 3® 20d December 31, 2005. We account for our invests in Morningstar Denmark
and Morningstar Sweden using the equity method.

The following table shows condensed combined urtaddinancial information for our investments inconsolidated entities:

Three months ended September 30 Nine months ended September 30
($000) 2006 2005 2006 2005
Revenue $ 4,201 $ 3417 $ 13,921 $ 10,421
Operating incom: $ 951 $ 554 $ 3,83¢ $ 2,037
Net income $ 2,954 $ 339 % 6,07 $ 2,034

8. Stock-Based Compensation
Stock-Based Compensation Plans

Prior to November 2004, we granted stock optiordenwarious plans including the 1993 Stock OptianHthe 1993 Plan), the 2000
Morningstar Stock Option Plan (the 2000 Plan), #r@d2001 Morningstar Stock Option Plan (the 20@GnRIlIn general, options granted ur
the 1993 Plan vest ratably over a five-year peaiod options granted under the 2000 Plan and th& PR vest ratably over a four-year
period; options under all three plans expire 10yadter the date of grant.

In November 2004, we adopted the 2004 Stock Ineemlan. The 2004 Stock Incentive Plan amends estdtes the 1993 Plan, the 2000
Plan, and the 2001 Plan (collectively, the Pri@B). Under the 2004 Stock Incentive Plan, wemwdgtlgrant any additional

options under any of the Prior Plans, and any shsubject to an award under any of the Prior Plaausare forfeited, canceled, settled, or
otherwise terminated without a distribution of gfsror withheld by us in connection with the exaaf options or in payment of any
required income tax withholding, will not be avéila for awards under the 2004 Stock Incentive Plée. 2004 Stock Incentive Plan provi
for grants of options, stock appreciation righéstricted stock, restricted stock units, and peréorce shares. All of our employees are elig
for awards under the 2004 Stock Incentive Plan. @m-employee directors are also eligible for awandder the 2004 Stock Incentive Plan.
Joe Mansueto, our chairman and chief executiveearffidoes not participate in the 2004 Stock Ingerfilan or the Prior Plans.

Since the adoption of the 2004 Stock Incentive Planhave granted stock options and, beginnin@@62restricted stock units. Stock

options granted under the 2004 Stock Incentive Béarerally vest ratably over a four-year period axpire 10 years after the date of grant.
Almost all of the options granted under the 200gcktncentive Plan have a premium feature in withehexercise
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price increases over the term of the option at@aegqual to the 10-year Treasury bond yield ab®ffate of grant. Restricted stock units
represent the right to receive a share of Mornargstmmon stock when that unit vests. Restricteckstinits granted under the 2004 Stock
Incentive Plan generally vest ratably over a foeatyperiod. The number of shares available forgugmants under our 2004 Stock Incentive
Plan as of September 30, 2006 and December 31,2862,829,046 and 2,989,322, respectively.

In February 1999, we entered into an Incentive IS@ption Agreement and a Nonqualified Stock Opt#ameement under the 1999 Incent
Stock Option Plan (the 1999 Plan) with Don Phillips officer of Morningstar. Under these agreememésgranted Don options to purchase
1,500,000 shares of common stock at an exercise pfi$2.77 per share, equal to the fair valubagrant date. These options are fully
vested and expire in February 2009. On the datgasft, 1,138,560 options were fully exercisable anédditional 36,144 were scheduled to
become exercisable each year from 1999 through. 2008f September 30, 2006 and December 31, 26@8¢ tvere 789,174 and 869,174
options remaining to be exercised, respectively.

Accounting for Sto-Based Compensation Awards

Effective January 1, 2006, we adopted SFAS No.(R2¥ised 2004)Share-Based Paymef@8 FAS No. 123(R)), using the modified
prospective transition method. Prior to this date,accounted for our equity plans in accordanch thi¢ fair value provisions of SFAS No.
123, Stock-Based Compensati@FAS No. 123). Under SFAS No. 123, we accountedoideitures of stock options as they occurredASF
No. 123(R) requires us to estimate expected farfedt at the grant date and recognize compensaigiironly for those awards expectec
vest. Accordingly, in the first quarter of 2006, veeorded a cumulative effect of accounting changépf tax, of $259,000 to reverse the
impact of stock-based compensation expense recandaibr years related to outstanding stock oitirat we estimate will not vest. Other
than recording this cumulative effect of accountithgnge, the adoption of SFAS No. 123(R) did nethasignificant impact on our financ
position or results of operations because we pusiyorecognized stock-based compensation experseordance with SFAS No. 123.

Prior to our adoption of SFAS 123(R), we preseftitedtax benefit of deductions arising from the eisar of stock options as operating cash
flows in our Condensed Consolidated Statement shGdows. SFAS No. 123(R) requires that we clagbi§ycash flows resulting from the
tax benefit that arises when the tax deductions@x¢he compensation cost recognized for thoserap{excess tax benefits) as financing
cash flows. The excess tax benefits classifiednan€ing cash flows were $8,820,000 in the firsieninonths of 2006; the excess tax benefits
classified as operating cash flows were $1,117i0@0e first nine months of 2005.

Prior to our initial public offering in May 2005,enaccounted for stock options granted under th& P3&n and the 1999 Plan using the
liability method in accordance with SFAS No. 122dese these plans allowed for cash settlemeneatgtion holder’s election, subject to
certain conditions. Under the liability method, aecounted for options as a liability that was meag@ach period using the fair value per
share of our common stock. We recorded changdwmitiability, resulting from changes in the faidwa of our common stock, in our
Consolidated Statements of Operations. As a re$oltr initial public offering, we are no longemugred to settle options under the 1993 |
and the 1999 Plan in cash. Upon our initial pubffering, we valued the liability using a fair valof $18.50 per share, which was equivalent
to the fair value of our common stock at the tirhewr initial public offering. We reclassified stooptions accounted for as current liabilities
of $16,707,000 and long-term liabilities of $24,8810 to additional paid-in capital. In additionchase all of the options previously
accounted for under the liability method were fulsted by March 31, 2005, we have not recordecdadditional expense for these option
subsequent periods.

Stock-Based Compensation Expense

The following table summarizes stock-based comp@rsaxpense (including expense for both stockamstiand restricted stock units)
recorded in our Consolidated Statements of Opersitio

Three months ended September 30 Nine months ended September 30
($000) 2006 2005 200¢€ 2005
Stock-based compensation expense ur
the liability methoc $ — 3 — 3 — 3 2,81C
Stock-based compensation expense under
the equity metho 2,258 2,03C 6,271 6,04=
Total stock-based compensation exper $ 2,25¢ $ 203C $ 6,271 $ 8,85t

The deferred tax benefit related to the stock-basetpensation expense above was $831,000 and $m4,0the three months ended
September 30, 2006 and 2005, respectively, an@$DQ0 and $2,201,000 for the nine months endete8dger 30, 2006 and 2005,
respectively.

We estimate forfeitures of all employee stock-bas&drds and recognize compensation cost only fisetfawards expected to vest. We
determine forfeiture rates based on historical gpee. Estimated forfeitures are adjusted to adtweiture experience as needed.
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Restricted Stock Uni

We measure the fair value of our restricted statksion the date of grant based on the market pfitee underlying common stock as of the
close of trading on the day prior to grant. We dimerthat value to stock-based compensation expeesef estimated forfeitures, ratably
over the vesting period. We granted restrictedkstmits for the first time in May 2006. The totabgt date fair value of restricted stock units
granted through September 30, 2006 was approxiynéidl,351,000.

The following table summarizes restricted stock antivity in the first nine months of 2006:

Nine months ended September 30, 2006

Weighted

Average

Grant Date

Restricted Stock Units Shares Fair Value
Nonvested shar—January 1, 200 —
Granted 259,22 % 43.7¢
Vested —
Forfeited (16,988) $ 42.67
Nonvested shares—September 30, 2006 242,23t % 43.8€

As of September 30, 2006, the total amount of wgeized stock-based compensation expense relatedtticted stock units was
approximately $8,215,000, which is expected todmognized over an average period of approximatélmndnths.

Stock Option Fair Value

We measure the fair value of our stock optionshendate of grant using a Black-Scholes option-pgehodel and amortize that value to
stock-based compensation expense ratably oveptients vesting period. The weighted average falue of options granted during the first
nine months of 2006 and 2005 using this model vids1i$ per share and $9.62 per share, respectWyestimated the fair value of the
options granted in the first nine months of 2008 2605 on the date of grant using the followinggh#ed average assumptions:

2006 2005
Expected life (years) 6.25 7.0
Expected volatility (% 43.0% 50.0%
Dividend yield (%) — —
Interest rate (% 4.33% 4.04%
Expected exercise prit $ 4531 $ 26.2C

Expected lifeThe expected life represents the period over wthietstock options are expected to be outstandiagatse we have limited
historical information regarding stock option exses since becoming a public company in May 20@5have determined the expected life
using the “shortcut method” described in Staff Amgting Bulletin Topic 14.D.2, which is based onadcalation to arrive at the midpoint
between the vesting date and the end of the cdngiterm.

Expected volatility. The volatility factor used in our assumptionbésed on an average of the historical stock pa€asgroup of our peers
over the most recent period commensurate withxpeated life of the stock option award. As a relgeptiblic company with limited
historical data on the price of our stock, we dblrase our volatility assumption on our own stodke

Dividend yield. We do not intend to pay dividends on our comntonksfor the foreseeable future. Accordingly, wedis dividend yield of
zero in our assumptions.

Interest rate. We based the risk-free interest rate used iraesumptions on the implied yield available on U/®asury zero-coupon issues
with a remaining term that approximates the stquiom award’s expected life.

Expected exercise pricOptions granted in 2006 have initial exercise @ritet will increase over the term of the optioha eate equal to the

10-year Treasury bond rate as of the date of giidma.expected exercise price included in the optiicing models for these options was
calculated using an estimated life of 6.25 yearkthe applicable 10-year Treasury bond rate.
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Stock Option Activity

The following tables summarize stock option acyivdr our various stock option grants. The firdileaincludes activity for options granted at
an exercise price below the fair value per shauofcommon stock on the grant date; the second tatludes activity for all other option
grants.

Nine months ended September 30, 2006

Weighted

Average

Underlying Exercise

Options Granted At an Exercise Price Below the Failalue Per Share on the Grant Dat¢ Shares Price

Options outstandir—January 1, 200 3,338,95¢ $ 10.5C

Cancelec (64,464) 15.2¢

Exercisec (171,64%) 9.34

Options outstandir—September 30, 20( 3,102,85: $ 10.6¢

Options exercisab—September 30, 20( 2,307,12° $ 9.32
Nine months ended September 30, 2006

Weighted

Average

Underlying Exercise

All Other Option Grants, Excluding Activity Shown A bove Shares Price

Options outstandir—January 1, 200 7,795,84¢ $ 11.9¢

Cancelec (76,977) 21.3:

Exercisec (1,158,06¢) 10.0¢

Granted 46,451 34.64

Options outstandir—September 30, 20( 6,607,25: $ 12.44

Options exercisab—September 30, 20( 5,643,26: $ 11.34

The total intrinsic value (difference between tharket value of our stock on the date of exercigbtha exercise price of the option) of
options exercised in the nine months ended Septe®ih006 and 2005 was $41,717,000 and $7,04466pectively.

Stock Options Outstanding and Exercisable

The table below shows additional information fotiops outstanding and options exercisable as ofesgper 30, 2006:

Options Outstanding Options Exercisable
Weighted Weighted
Average Weighted Aggregate Average Weighted Aggregate
Remaining Average Intrinsic Remaining Average Intrinsic
Outstanding  Contractual Exercise Value Exercisable  Contractual Exercise Value
Range of Exercise Prices Shares  Life (years) Price ($000) Shares _ Life (years) Price ($000)
$2.00- $2.77 1,981,10¢ 195 $ 254 $ 68,07 1,901,24 193 $ 253 $ 65,342
$8.57- $14.70 5,391,36° 4.28 12.5¢ 131,10¢ 5,213,12: 4.2C 12.72 126,06¢
$15.88- $35.78 2,337,63( 8.37 18.1¢ 43,75 836,02 8.29 17.17 16,49
$2.00- $35.78 9,710,10! 479 $ 11.8¢ $ 242,93¢ 7,950,39: 4.0¢ $ 10.78 $ 207,90:
Vested or Expected to Ves
$2.00- $35.78 9,613,73( 475 $ 11.81 $ 241,16t

The aggregate intrinsic value in the table abopeesents the total pretax intrinsic value, basedwrtlosing stock price of $36.90 on
September 30, 2006, which would have been recdiya@be option holders had all option holders exaditheir options as of that date.

As of September 30, 2006, the total amount of wgeized stock-based compensation expense relattddio options was approximately
$13,081,000, which is expected to be recognized awecighted average period of approximately 25 tman

9. Related Party Transactions

In 1989, under our 1989 Nonqualified Stock OptitenRthe 1989 Plan), we granted options to purcha®@0,000 shares of common stock at
an exercise price of $0.075 per share, equal téeihgalue at date of issue, to Don Phillips, #iicer of Morningstar. These options were not
exercised and expired in February 1999. In Febr@@8g, in conjunction with the expiration of optsogranted under the 1989 Plan, we
entered into a Deferred Compensation AgreementAgreement) with Don. Under the terms of the Agreatnon any date that he exercises
the right to purchase shares under the 1999 Plarshall pay to him $2.69 per share
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in the form of cash or, at our election, sharesashmon stock. If on the date of purchase the falner of Morningstar’s stock is below $2.77
per share, the amount paid per share will be retibased on the terms of the Agreement. Our obtigat pay deferred compensation will
not be increased by any imputed interest or easnamgount.

In May 2006, Don entered into a Rule 10bptan contemplating the sale of up to 450,000eshty be acquired through stock option exer:
during 2006 and 2007. Upon exercise of these stptikns, we will make payments to him, as presdibye the Agreement, which, if all
450,000 stock options are exercised, would totpt@pmately $1,200,000. These payments would rethuediability associated with the
Agreement. In the first nine months of 2006, Dorreised 80,000 options and we made correspondiyrméuats to him in accordance with
the Agreement. As of September 30, 2006 and Dece®1h005, a liability of $2,151,000 and $2,34@,0@&spectively, for the Agreement is
recorded in our Consolidated Balance Sheets, pilin@assified as other current liabilities.

10. Income Taxes

The following table shows our effective income &wpense rate for the three and nine months endaer8ber 30, 2006 and 2005:

Three months ended September 30 Nine months ended September 30

($000) 2006 2005 2006 2005
Income before income taxes, equity in net income

unconsolidated entities, and cumulative effect of

accounting chang $ 21,67¢ $ 13,19 $ 59,937 $ 34,32¢
Equity in net income of unconsolidated entities 1,10C 183 2,40E 1,212
Total $ 22,77t $ 13,37¢ $ 62,34z $ 35,541
Income tax expense $ 9,22¢ $ 5857 $ 24,45(C $ 14,517
Effective income tax expense r: 40.5% 43.8% 39.2% 40.8%

Our effective income tax expense rate in the thirdrter of 2006 decreased 3.3 percentage pointpa@uh with the same period in 2005. In
the first nine months of 2006, our effective incotae expense rate decreased 1.6 percentage pomfzaced with the prior-year period. Our
effective tax rate in both the third quarter andry®-date periods reflects an increase in thefiiervee received related to disqualifying
dispositions for incentive stock options. A disdfyahg disposition occurs when the option holddissshares within one year of exercising an
incentive stock option. We receive a tax benefthim period that the disqualifying disposition accuAdditional income tax expense related
to certain operations outside of the United Stegesrded in the second quarter of 2006 partialigatfthe tax benefit of the disqualifying
dispositions.

The effective tax rate in the first nine month2005 reflects the fact that in the first quarte005, we recorded stock-based compensation
expense related to incentive stock options but iendt record a corresponding tax benefit. This thedimpact of increasing our effective
income tax rate above the U.S. Federal rate of I&éause the incentive stock options were fullytegd®y March 31, 2005 and because we
no longer account for options under the liabilitgthod subsequent to our initial public offering, eié not record any stock-based
compensation expense related to incentive stodkrapin the first nine months of 2006. The impdadncentive stock options was partially
offset by a deferred income tax benefit of $0.7ionlwe recorded in the second quarter of 2005 edlto research and development expe
due to a change in U.S. tax regulations, resultirgone-time reduction of our effective income ¢axpense rate in 2005.

In 2006 and 2005, our effective income tax expeatereflects the fact that we are not recordingnaome tax benefit related to losses
recorded by certain of our non-U.S. operationghényear these non-U.S. entities record a losgjoweot record a corresponding tax benefit,
thus increasing our effective tax rate. The forgighoperating losses may become deductible imicenbny.S. tax jurisdictions to the exte
these non-U.S. operations become profitable. Fcin ehour operations, we evaluate whether it isenlikeely than not that the tax benefits
related to net operating losses will be realizesipArt of this evaluation, we consider evidencd sigctax planning strategies, historical
operating results, forecasted taxable income, acent financial performance.

11. Contingencies
Morningstar Australie

In 2001, Mr. Graham Rich, the then managing dineatw chief executive officer of Morningstar ResbalPty Limited (Morningstar
Australia), and one of two companies controlledvby Rich, filed a suit in the Supreme Court of NSauth Wales, Australia against
Morningstar and certain of its officers and nomid@ectors on the board of Morningstar Australia. Rich was also a beneficial owner of
shares in Morningstar Australia. Mr. Rich and lasnpany originally sought an injunction which, ifgted, would have precluded
Morningstar Australia from terminating the servicdsvir. Rich and from issuing additional share$torningstar in exchange for the
provision of further funding by Morningstar to Mamgstar Australia. Further, Mr. Rich and his companught an order that a provisional
liquidator be appointed for Morningstar Australidue court rejected this injunction application, etsng that Morningstar Australia would
insolvent without financial backing from Morningstahe application for the appointment of a

19




provisional liquidator also failed. The servicesdvif. Rich were terminated in November 2001. Mr.iRand his company were ordered to pay
Morningstar’s costs of the injunction proceedings.

Mr. Rich and the two companies controlled by MrchiRhave additional pending claims, alleging, amotingr things, breaches by Morning:

of contracts and statutory and general law dutiésleading, deceptive, and unconscionable condudidrningstar, oppression by
Morningstar and its nominee directors, claims urniderindustrial Relations Act of New South Walegdthes of directors’ duties by
Morningstar’s nominee directors, and conflict akirest. The claims seek various forms of religfluding monetary damages in the amount
of Australian $25,000,000, the setting aside aigeztions which resulted in Morningstar obtainingteol of Morningstar Australia, and an
order either setting aside Morningstar’'s acquisitid the shares formerly beneficially owned by Rich and his companies or determining a
different price for this acquisition. In the altative, Mr. Rich and his companies seek an orddrthiey be entitled to purchase the shares in
Morningstar Australia at a price to be determingdHhz court or book value (as defined in the Mogstiar Australia shareholders agreement).
Morningstar has denied the claims and filed couol@ms against Mr. Rich and certain of his companalleging breaches of statutory,
general law, and contractual duties.

In July 2004, the court decided Morningstar’'s aggdion for security for its potential additionalst® in the litigation by ordering the two
companies controlled by Mr. Rich to provide appnoaiely Australian $925,000 to the court as sectioitthese potential costs. Morningstar
has been paid some of its costs and will be edttdebe paid costs in the future only if the cauekes a determination to that effect. The ¢
stayed the proceedings pending its receipt of ¢élearity and indicated that it would entertain aplegation by Morningstar for additional
security at a later time in the proceedings.

In May 2005, Mr. Rich obtained conditional leavettod court to begin a proceeding in the name ofriigstar Australia against Morningstar
and its nominee directors. The leave was, howewdject to the following conditions: (i) Mr. Richust pay and bear, and indemnify
Morningstar Australia against, all costs, charges| expenses of and incidental to the bringingamdinuation of the proceeding (except as
the court may otherwise direct or allow) and mat/seek contribution or indemnity from Morningstangtralia for any of these costs,
charges, or expenses; (i) Morningstar Australidylo. Rich on its behalf, together with the two quemies controlled by Mr. Rich were
required to provide to the court, as security farMngstar’s costs, approximately Australian $928,8s described in the preceding
paragraph; and (iii) approximately Australian $@® in costs owed by Mr. Rich and one of his congmto Morningstar in respect of the
2001 injunction proceedings was required to be pmiorningstar. These conditions have been setsfi

In September 2005, Mr. Rich and his companies fil&kcond Further Amended Statement of Claim, diolasimg the claims. Morningstar
filed a Defence to that pleading and an Amended€@taim against Mr. Rich, both his companies, ankiira tAustralian company controlli
by Mr. Rich.

The parties have discussed settling the claimfiéve been unable to reach an agreement. In thenfquarter of 2003, Morningstar offerec
settle all claims for Australian $1,250,000, whiben approximated U.S. $942,000, and, in accordestbeSFAS No. 5Accounting for
Contingencie¢SFAS No. 5), Morningstar recorded a reserve ig #mount. In December 2005, Morningstar increatseaffier to settle all
claims to approximately Australian $2,500,000, vahét September 30, 2006 approximates U.S. $1,900a0@, in accordance with SFAS
No. 5, Morningstar has a reserve recorded in tiieumnt. While Morningstar is vigorously contestihg tclaims against it, we cannot prec
the outcome of the proceeding.

Morningstar Associates, LLC Subpoenas from New Xtdkney Generi's Office, Securities and Exchange Commission,epartment of
Labor

In December 2004, Morningstar Associates, LLC, allylowned subsidiary of Morningstar, Inc., recaharequest in the form of a subpao
from the New York Attorney General’s office, segkinformation and documents from Morningstar Asates related to an investigation the
New York Attorney Gener’s office is conducting. While the subpoena is viergad, it specifically asks for information andcdments about
the investment consulting services Morningstar Aiges offers to retirement plan providers, inchgdfund lineup recommendations for
retirement plan sponsors. Shortly after the Newk¥attorney General’s office issued the subpoen@écember 2004, the SEC notified
Morningstar Associates and Morningstar Investmentviges, Inc. that it had begun an examinatiorkdhruary 2005, the SEC issued a
request to Morningstar Associates for the volunfanduction of documents. The request is similasdope to the New York Attorney
General’s subpoena. In May 2005, Morningstar Asgesireceived a request in the form of a subpaenathe United States Department of
Labor, seeking information and documents from Magstar Associates related to an investigation thpatment of Labor is conducting.
While the Department of Labor subpoena is very thritds substantially similar in scope to the N¥ark Attorney General subpoena and the
SEC request. In July 2005, the SEC issued a sulbpoadorningstar Associates. The subpoena is Viytigentical to the SEC's

February 2005 request. We have been fully coopeyatith the New York Attorney General’s office, tB&C, and the Department of Labor.
Although we believe the focus of these investigatis on Morningstar Associates, information andutieents pertaining to Morningstar, Inc.
and Morningstar Investment Services have also begurested. We cannot predict the scope, timingutrome of these matters, which

may include the institution of administrative, ¢iwijunctive, or criminal proceedings, the impasitiof fines and penalties, and other reme
and sanctions, any of which could lead to an advienpact on our stock price, the inability to attrar retain key
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employees, and the loss of customers. We also tanedict what impact, if any, these matters mayehan our business, operating results, or
financial condition.

In addition to these proceedings, we are involvelggal proceedings and litigation that have arisgthe normal course of our business.
Although the outcome of a particular proceeding mawer be predicted, we do not believe that theltre$ any of these matters will have a
material adverse effect on our business, operagisgits, or financial condition.

12. Recently Issued Accounting Pronouncements

In September 2006, the Financial Accounting Stashsi&oard (FASB) issued FASB Statement No. Faift, Value Measuremen{SFAS No.
157), which defines fair value, establishes a franrk for measuring fair value, and expands disalesabout fair value measurements. The
standard applies whenever other standards requimge(mit) assets or liabilities to be measurefdiatvalue. The standard does not expant
use of fair value in any new circumstances. SFAS18d is effective for fiscal years beginning attervember 15, 2007 and for interim
periods within those years; therefore, we will ad8pAS No. 157 in the first quarter of 2008. We iarthe process of determining the effect
the adoption of SFAS No. 157 will have on our fici@hstatements.

In September 2006, the Securities and Exchange Gssiun (SEC) issued Staff Accounting Bulletin (SA®B). 108,Considering the Effects

of Prior Year Misstatements when Quantifying Misstzents in Current Year Financial Stateme®aB 108). SAB 108 addresses

guantifying the financial statement effects of nassments, specifically, how the effects of prieayuncorrected errors must be considered in
guantifying misstatements in the current year faianstatements. SAB 108 is effective for fiscahggeending after November 15, 2006;
therefore, we will adopt SAB 108 in the fourth gearf 2006. We do not anticipate that SAB 108 Wilve an impact on our financial
statements.

In July 2006, the Financial Accounting StandardafiqFASB) issued FASB Interpretation No. A8counting for Uncertainty in Income
Taxes, an interpretation of FASB Statement No.(EQ9 48), which prescribes the minimum recognittbreshold a tax position is requirec
meet before being recognized in the financial stetas. FIN 48 also provides guidance on derecagmitneasurement, classification, intel
and penalties, accounting in interim periods, aisdldsure for uncertain tax positions. FIN 48 iieefive for fiscal years beginning after
December 15, 2006; therefore, we will adopt FIN&he first quarter of 2007. We are in the proagfsdetermining the effect, if any, the
adoption of FIN 48 will have on our financial statents.

In June 2006, the Emerging Issues Task Force (BdiF)ed EITF Issue No. 06-Accounting for Sabbatical Leave and Other Similar
Benefits Pursuant to FASB Statement No“Accounting for Compensation AbsencITF No. 06-2), which requires that a liabilityrfo
employees’ sabbatical benefits be accrued ovepehied required for employees to earn the rigtgaiobatical leave. EITF No. 06-2 is
effective for fiscal years beginning after Decemb®gy 2006; therefore, we will adopt EITF No. 06azZhe first quarter of 2007. We are in the
process of determining the effect the adoptionldFENo. 06-2 will have on our financial statements.

In June 2006, the EITF ratified EITF Issue No. Q648w Taxes Collected from Customers and Remitt&bternmental Authorities Should
Be Presented in the Income Staten(EITF No. 06-3), which concludes that companiesehidne option to report taxes that are externally
imposed on a revenue producing transaction betaesstier and a customer either gross within revemunet. This is, it may include charges
to customers for taxes within revenues and thegehfar taxes from the taxing authority within cofsales, or alternatively, it may net the
charge to the customer and the charge from thadaadthority. In addition, if these taxes are digant, disclosure of the accounting policy
used is required. EITF No. 06-3 is effective faichl years beginning after December 15, 2006; ftverewe will adopt EITF No. 06-3 in the
first quarter of 2007. We do not anticipate thalfENo. 06-3 will have an impact on our financiatsments.
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations

The discussion included in this section, as webtagr sections of this Quarterly Report on FormQ@Q0contains forward-looking statements.
These statements relate to future events or tduture financial performance and involve known aménown risks, uncertainties, and other
factors that may cause our actual results, levélsabivity, performance, or achievements to be nmltg different from any future result
levels of activity, performance, or achievementgessed or implied by these forward-looking statemdn some cases, you can identify
forward-looking statements by the use of words such ay,ffeould,” “expect,” “intend,” “plan,” “seek,” “a nticipate,” “believe,” *
estimate,” “predict,” “potential,” or “continue” or the negative of these terms or other comparabtaitelogy. You should not place undue
reliance on forward-looking statements because theglive known and unknown risks, uncertainties] atmer factors that are, in some
cases, beyond our control and that could materiaffgct actual results, levels of activity, perfamse, or achievements.

Other factors that could materially affect actuabults, levels of activity, performance, or achieeats can be found in our other filings with
the SEC, including our Annual Report on Form 1®@Kthe year ended December 31, 2005. If any ofthnie&s or uncertainties materialize,
or if our underlying assumptions prove to be ineatr actual results may vary significantly from whee projected. Any forward-looking
statement you read in this Quarterly Report on FA®rQ reflects our current views with respect tiufa events and is subject to these and
other risks, uncertainties, and assumptions retatmour operations, results of operations, grostitategy, and liquidity. We assume no
obligation to publicly update or revise these fordsooking statements for any reason, whether aessalt of new information, future events,
or otherwise.

Understanding our Company

Our Business

Our mission is to create great products that helpstors reach their financial goals. We offer stem@sive line of Internet, software, and print-
based products for individual investors, finanaidVisors, and institutional clients. We also ofisset management services for advisors and
institutional clients. We have historically genetecurring revenue because many of our produetsadd through subscriptions or license
agreements. We believe that while the investmentaii business are significant, the variable cbatlding customers is considerably lower,
particularly as our products and services focusenoor Internet-based platforms and assets undergearent. We strive to realize this
operating leverage by selling a wide variety ofducts and services to multiple investor segmehtspgh multiple media, and in many
geographic markets.

Our decentralized structure includes three globaliess segments: Individual, Advisor, and Insthadl. In all three of these segments, we
believe our work helps individual investors makédreinvestment decisions. We consolidate the tesifilour majorityewned operations. W
account for our minority-owned investments in Japéorea, Denmark, and Sweden using the equity ndetho

Industry Overview
Investment Landscape, Research, and [

Performance in the U.S. equity markets reboundeagly in the third quarter after second-quarteslides. The Morningstar U.S. Market
Index, a broad market benchmark, posted a totatrretf 4.6% for the quarter. Total U.S. mutual fuassets increased to about $9.72 trillion
as of September 30, 2006 based on data from Ineest@ompany Institute, compared with about $9.8®fr as of March 31, 2006. The
number of mutual funds remained stable during tretgr.

The Securities and Exchange Commission (SEC) issiepretive guidance in July regarding the useddt dollar payments, which are
arrangements in which investment advisors recaigearch or other services from broklealers in exchange for executing trades througt
broker. The SEC specified that these bundled patsmeay be used for thirgarty research but not for other costs such asheagrand offici
equipment. Following this guidance, some investnmeaagement firms have voiced concern that hedy®fitms aren’t subject to the same
restrictions. The Investment Company Institute idgdssued a statement recommending that the §Ipy $he same guidance to alll
investment advisors, including hedge funds.

Also related to soft dollars, asset managers iruthiseed Kingdom recently began disclosing the antadffrokerage commissions used for
transaction costs and research, and industry Isa@rance have said they intend to follow thiareple. Trade associations for fund
managers and brokers based in France recentlydissuemmendations to government regulators retatétte amount and usage of broker
commissions.

We believe these developments are important be¢hagainderscore a longer-term trend toward grgateing transparency and are
prompting debate about the cost and value of seesiresearch. In addition, we believe the tremehtd unbundled commissions may place
additional pressure on budgets for sell-side resedeading to further cuts in coverage lists armtéased demand for independent research
from companies such as Morningstar.
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In September 2006, President Bush signed the Chgeihcy Reform Act, which will allow companies thaeet certain standards to register
with the SEC as rating organizations, broadeningpetition from current restrictions that only allenedit ratings by five firms currently
designated as nationally recognized rating agen@esbelieve that increased competition in the itratings industry would be favorable for
investors, and we're continuing to monitor the péitd impact of this development on our business.

Despite the high-profile problems experienced madedge funds, we continued to see strong interedternative asset classes, including
hedge funds, in the third quarter of 2006. Basedaia from Hedge Fund Research, hedge funds hadfiosts of $45 billion during the thir
quarter of 2006, compared with $42 billion in teeand quarter of 2006.

Several firms, including Moody’s, Standard & Popesd Fitch, recently announced plans to introchemtge-fund ratings in response to
investor interest in this area. We continue to rmrdevelopments in the industry and have contirtoezkpand our analyst coverage on he
funds. We're evaluating the possibility of providia rating system for hedge funds, but we don’eheaw definitive plans or timetable.

Following an appeals court ruling that overturngatevious SEC rule requiring hedge funds to regastenvestment advisors, numerous
hedge fund firms have withdrawn their previous s&gtions. At the same time, losses experiencaddiyidual funds have led some industry
leaders to call for increased regulation. The SB€dlso voiced concern about potential insideinigadn the part of hedge funds. As debate
about hedge fund regulation goes on, we plan ttirna our efforts to make the industry more tramspifor investors.

In the exchange-traded funds (ETF) area, asseatsased about 35% to reach about $350 billion &epfember 2006, compared with $259
billion as of September 2005, based on data franirtiestment Company Institute. Exchange-tradeddimave gained share from mutual
funds in some specialized areas of the market hemtheir lower annual costs, particularly in passnvesting strategies. To meet greater
investor demand for information on exchange-trafdeds, we have continued to increase our analystrage in this area and recently
introduced a new investor newsletter covering ttiesds.

In response to rapid growth in the exchange-trddied arena, management firm Amvescap recently ceteglits acquisition of ETF
specialist PowerShares Capital Management. WeMeeliés development underscores the strong dedriageoest in these funds both among
individual investors and institutional firms.

Individual Investor Marke

Despite the strong equity markets, some indicatiang suggested that the environment for onlinediging sales weakened during the third
quarter of 2006. We believe this development issitant with typical seasonal trends, in which siieg for ad sales often slows during the
third quarter and then picks up again in the foguhrter as marketers try to spend their budgets.

Based on research from Nielsen/NetRatings, pagesvie most retail investment Web sites remainetiyfabnsistent during the third quarter
of 2006. Page views to Yahoo! Finance declinedthesite maintained a dominant share of total péges and user visits compared with
other retail investment Web sites. We continuedfingé Morningstar.com as a targeted site that dppea@&xperienced and engaged investors.
During the quarter, page views to Morningstar.coamerower than those of supersites such as YahoahEe, AOL Money & Finance, and
MSN Money, but the time spent per visit and avenzage views per visit statistics remained highantthose of competing sites.

Financial Advisor Marke

The greater need for information and advice omamtent income planning has remained an importanttm the advisor market, largely
driven by demographic trends. As baby boomers regtifement age, millions of Americans will facetheed to manage income during
retirement. We believe that advisors will beginkseg tools that support their work in this areawas| as resources that help them educate
clients about the importance of retirement incoammping. So far this year, we've launched two egtient income solutions for financial
advisors. The Retirement Income Education Cestarliosted Web site offering educational contewisads can use to discuss retirement
risks with clients. Retirement Income Strategist fnancial planning application that helps adidsareate comprehensive reports analyzing
retirement income for investors who are nearinmaetirement.

Based on our research, we believe that financidbads have also continued to look for integratedfplio tools. To meet this market need,
we recently introduced an integrated portfolio asttg system that includes extensive importingatdfiies, portfolio tracking, portfolio
performance reporting, and accounting functionattyvorningstar Advisor Workstation Office Editiooyr platform for independent
financial advisors. The new system allows finana@tisors to merge client accounting reports witbrivihgstar investment data and portfc
analytics.

We believe regulatory compliance has been anothgoing theme in the financial advisor market. Bretealer firms have
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continued working to interpret and apply point-afesdisclosure requirements. Morningstar currepittyvides tools to help advisors with
share class suitability and breakpoint analysid,va@a recently introduced a 529 Suitability Manaiged to help advisors communicate the
fees and state tax benefits associated with 528gmbkavings plans.

Institutional Market

In August 2006, President Bush signed the Pengioteétion Act of 2006, which includes provisions @dfering investment advice programs
for participants in defined contribution plans. Tiheestment advice provision is scheduled to go &ffect for employesponsored retireme
plans on January 1, 2007.

Among other things, the new act will allow plan\dee providers, mutual fund companies, and brokefags to offer investment advice to
plan participants using their own computer modiglsliding advising them to invest in their own prigpary funds), subject to certification of
the computer model by an independent expert. Wignginuing to monitor the potential impact of thi®vision on our business. Although
more companies may rely on retirement plan progideioffer investment advice to their employeesheieve there will be ongoing demand
for third-party advice as well. In particular, welieve there may be opportunities for us to comitalicense our computer-driven advice
model to plan providers.

The legislation also contains provisions that samdeistry experts have predicted will increase the of automatic enrollment. The bill sets a
deadline of mid-February 2007 for the Departmeritaifor to issue guidance on appropriate defaultstment options for defined
contribution plan participants. Some of these défauestment options may involve managed retireina@counts. Therefore, we believe this
development may have a positive impact on the methagtirement accounts that we offer through Magsiar Associates and Ibbotson
Associates.

Continuing an industry-wide trend toward separatirggmanufacturing and distribution of investmeartiplios, the parent company of
Putnam Investments (Marsh & McLennan Companie®m confirmed that it may sell its asset-manag#moeit. In addition, Principal
Financial recently completed its acquisition of Wagton Mutual’s mutual fund management arm, alewity its distributor and shareholder-
services business. We believe these developmenimportant because they may lead to stronger ypadioce for the funds, as well as
potentially lower fees. We also continue to monita@rgers and acquisitions in the asset managemgustry because of their potential
impact on specific areas of our business.

International Markets

In Canada, the Canadian Securities Administratesmntly announced new rules intended to improvesiyet of investment funds in Cana
including open-end funds, closed-end funds, retneiniunds, and commodity pools. The funds will bguired to have an independent review
committee to oversee management and monitor patemtnflicts of interest. We believe this developinis important because it may
improve fund governance in Canada, which has hadgeer-year growth in mutual fund assets of al203% over the past several quarters.

Mutual fund assets in Japan have expanded so 2006, fueled by low interest rates on savings astand investorshcreasing acceptan
of investment risk. We currently have a presenciajman through our minority ownership position inrkingstar Japan K.K. as well as
through Ibbotson Associates.

Similar to the trend we have seen in the UnitedeStaexchange-traded funds have shown dramatit greseth outside the United States,
particularly in Europe. Our international databes#tudes coverage of exchange-traded funds, antevpddnning to expand our coverage on
these funds in response to investor interest mdtea.

Third Quarter 2006 Acquisitions

In July 2006, we completed our acquisition of Aggeantley Pty Limited (Aspect Huntley), and in Auggl?006, we completed our
acquisition of the institutional hedge fund andasefe accounts database division of InvestorFdmce (InvestorForce). Aspect Huntley’s
investment publications are now included as padusfindividual segment. Aspect Huntley’s softwarel investment conferences are now
included in our Advisor segment. Aspect Huntleyfmhcial information and other data on Australitotks is now included in our
Institutional segment. The database division o&btarForce is also included in our Institutionajreent.
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Three and Nine Months Ended September 30, 2006 vEhree and Nine Months Ended September 30, 2005

Consolidated Results

Three Months Ended September 30 Nine Months Ended September 30

Key Metrics ($000) 200€ 2005 Change 200€ 2005 Change

Revenue $ 81,821 $ 56,927 43.7% $ 228,13t $ 166,37« 37.1%
Operating incomi 20,531 12,347 66.3% 57,19¢ 32,36¢ 76.7%
Operating margil 25.1% 21.7% 3.4pp 25.1% 19.5% 5.6pp
Stocl-based compensation expel $ 2,25¢ % 2,03C 11.2% $ 6,271 $ 8,85k (29.2)%
Cash used for investing activiti (46,164) (10,910 323.1% (112,179 (20,907) NMF

Cash provided by financing activiti 4,677 2,572 81.8% 22,03z 22,054 (0.1)%
Cash provided by operating activiti  $ 29,59¢ $ 18,23¢ 62.3% $ 69,027 $ 29,88¢ 131.C%
Capital expenditures (853) (1,29¢) (34.3)% (2,87¢€) (3,62£) (20.7)%
Free cash flow $ 28,74 % 16,93¢ 69.7% $ 66,151 $ 26,26( 151.€%

NMF — not meaningful
pp— percentage points

We define free cash flow as cash provided by od éiseoperating activities less capital expendisui®/e present free cash flow solely as
supplemental disclosure to help you better undedstew much cash is available after we spend mtmeperate our business. Our
management team uses free cash flow to evaluateetfiermance of our business. Free cash flow shaoilde considered an alternative to
any measure of performance as promulgated undergérierally accepted accounting principles (GAARch as cash provided by (used for)
operating, investing, and financing activities)r sbould this data be considered an indicator ofoeerall financial performance or liquidity.
Also, the free cash flow definition we use may betcomparable to similarly titled measures usedthgr companies.

Consolidated Revenue

In the third quarter of 2006, we generated revesf$1.8 million, a $24.9 million increase over ge@me period in 2005. In the nine months
ended September 30, 2006, we generated reven@28fidmillion, a $61.7 million increase over thépiyear period. Recent acquisitions,
including Ibbotson, Aspect Huntley, and the dateldisision of InvestorForce, Inc., contributed $lLillion and $22.8 million to our
consolidated revenue in the third quarter and yeafate periods, respectively. Of the revenue dmuiied by acquisitions in the quarter, more
than 75% was contributed by Ibbotson, with the rieher primarily contributed by Aspect Huntley; metyear-to-date period, Ibbotson
contributed almost 90% of the revenue generatad &oquisitions.

While revenue increased in each of our three basisegments, the Institutional segment was thesampntributor to revenue growth,
generating over half of the revenue increase ih e third quarter and year-to-date periods. titsdnal segment revenue increased $14.5
million, or 60.3% in the third quarter, and $34.0lion, or 49.1% in first nine months of the yeaicquisitions contributed $8.2 million and
$15.5 million to Institutional segment revenuehe third quarter and year-to-date periods, respagti primarily from Ibbotson. The Advisor
segment accounted for approximately one-fourtthefrevenue increase in both the third quarter aad-jo-date periods. Advisor segment
revenue increased $5.8 million, or 31.2%, in thedthuarter and $16.6 million, or 30.8%, in thesfinine months of 2006. Acquisitions
contributed $1.7 million and $4.7 million to Advissegment revenue in the third quarter and yealate-periods, respectively, mainly from
Ibbotson. Individual segment revenue increasefl $dllion, or 31.6%, in the third quarter and $1&n8lion, or 26.3%, in the first nine
months of 2006. Acquisitions contributed $1.7 roifliand $2.6 million of revenue to the Individuadseent in the third quarter and year-to-
date periods, respectively. Aspect Huntley contaldua large portion of this revenue in the thirduger and about half of the revenue in the
yeal-to-date period, with the remainder of the increfagen Ibbotson.

On a product level, over 40% of the increase irsotidated revenue growth in both the quarter arzd-y@ date periods was generated by the
combination of Investment Consulting services arativhgstar Advisor Workstation. Approximately 50%tda40% of the growth in
Investment Consulting revenue in the quarter amd-yee-date periods, respectively, was driven bylpémcorporated revenue from Ibbotson.
The remaining increase, as seen in the past seygaieters, was mainly driven by increased assatsrumanagement among existing clients
for the asset allocation services we provide fod&iof funds, including mutual funds and variabiauwties. Growth in Advisor Workstation
was mainly generated by the Enterprise Editionchviwve offer to financial advisors affiliated withrger firms, reflecting growth in license
agreements to both new and existing customers ramteease in the amount of functionality licensedtal licenses for Advisor Workstation
in the United States increased by nearly 20% &epfember 30, 2006 compared with the prior-yeaoge®©ne-time revenue of $1.3 million
for a payment received related to eliminating airethnt license
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following a client merger also contributed to therease in Advisor Workstation revenue in the tqudrter and year-to-date periods.

In both the third quarter and year-to-date peritiils remaining increase in revenue excluding adepns was driven primarily by
Morningstar.com, including Premium Membership seg\and Internet advertising; Licensed Data; MorstagEquity Research; and
Morningstar Direct. Newly acquired revenue from BnCand the Advice by Ibbotson service were algaificant contributors to the increa
in revenue.

Revenue from international operations increase# sdllion, or 63.3%, to $12.3 million in the thigliarter of 2006. Acquisitions contributed
$3.2 million of the increase, the majority of whislas from Aspect Huntley. In the year-to-date p&ri@venue from international operations
increased $8.6 million, or 39.9%, to $30.3 milligquisitions contributed $3.9 million of this irease, including roughly equal contributic
from both Aspect Huntley and Ibbotson. Foreign ency translations increased international reveryu®3 million in the third quarter and
$0.4 million in the year-to-date period.

Revenue growth excluding acquisitions and foreigmency translations (organic revenue) for our otidated operations was approximately
23% in both the quarter and year-to-date periodgafic revenue growth for our international opemadiwas approximately 16% and 20%,
respectively, in the quarter and year-to-date pisti@rganic revenue growth in our U.S. operatiooseiased at a faster rate than our non-U.S.
operations in both periods, mainly because sewémlir most rapidly growing products, including é&stiment Consulting, Advisor
Workstation, and Morningstar.com, generate revemimarily in the United States.

The table below presents a reconciliation fromaansolidated revenue to revenue excluding acquisitand the impact of foreign currency
translations (organic revenue):

Three Months Ended September 30 Nine Months Ended September 30
($000) 2006 2005 Change 2006 2005 Change
Consolidated revent $ 81,821 $ 56,927 43.7%% 228,13t $ 166,37+ 37.1%
Less: acquisition (11,639) — NMF (22,81%) — NMF
Less: impact of foreign currency (335) — NMF (358) — NMF
Revenue excluding acquisitions and
foreign currency translatior $ 69,847 $ 56,927 22.7%$ 204,96t $ 166,37+ 23.2%

The table below presents a reconciliation fromioternational revenue to international revenue wdiclg acquisitions and the impact of
foreign currency:

Three Months Ended September 30 Nine Months Ended September 30
($000) 2006 2005 Change 2006 2005 Change
International revenu $ 12,30¢ $ 7,53€ 63.3%% 30,25¢ $ 21,63t 39.9%
Less: acquisition (3,214) — NMF (3,935) — NMF
Less: impact of foreign currency (335) — NMF (358) — NMF
Revenue excluding acquisitions and
foreign currency translatior $ 8,75t $ 7,53¢€ 16.2%$ 25,96¢ $ 21,63 20.0%

We present revenue excluding acquisitions andntipact of foreign currency translations (organicerawe) because we believe this non-
GAAP measure helps investors better compare peoigekriod results. Organic revenue should not msickered an alternative to any
measure of performance as promulgated under GAAP.

Revenue Compositic

We separate our revenue into three categoriesew)yavenue, which we define as revenue from sedloidjtional products to current
customers or from selling to new customers; 2) natieevenue, which we define as revenue from retewofssubscriptions or licenses; anc
“walk-in" revenue, which we define as revenue we expecttugreze during the year from subscriptions anchlseeagreements in place a
January 1 of each year, adjusted for cancellatimmsency translations, and other routine adjustmduaring the year. As we progress through
the calendar year, we expect that walk-in revenlleepresent a smaller part of each quarter’s nereeas subscriptions and license
agreements in place at the beginning of the yeairexr come up for renewal; similarly, we expéwttrevenue from new contracts and
renewals will represent a greater share of eachetarevenue.

The following table illustrates the compositionaefr third quarter 2005 revenue, our third quar@&revenue, and the estimated
composition of our 2005 and 2006 revenue from tassirclosed through the end of the third quartelach year. We have not incorporated
revenue from 2006 acquisitions (Ibbotson, Aspeattiéy, and the database division of InvestorFonu®) our revenue composition
categories.
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Revenue Composition ($mil)
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2005
Comulative

as of Sept 30, 2005 oz of Sept. 30, 2005
Mew Revenue $ 101 4 £337 §:3a7
Renewal Revenue 20.2 306 5RO 881
Walk-in Revenue 266 282 1221 1328
Revenue excluding Aguisitions $56.9 $70.2 2138 32606
Revenue from Aguisitions — 1186 —_ —_
Consolidated Revenue 569 818 52138 E2606

*Each year's comulative revenue is an estimate of revenua that will be recognized from business closed through the énd of the third
quartes, It includes net walk-in revenue plus the full-year impact, absent canceliations, of new and renewal business closad during
the first nine months of each year This estmate does nat include any revenue from new or renewal business that will be closed during
the fourth guarter of each year. Revenue from 2006 aquisitions has not been incorporated into new, renewal, or walk-in revenue,

Our third quarter 2006 revenue consisted of $11ldomin new revenue, or 16.2% of our total reveraxcluding acquisitions, in the quarter.
Renewal revenue accounted for $30.6 million, o6%3of our total revenue excluding acquisitionsthia quarter. Walk-in revenue accounted
for $28.2 million, or 40.2% of our total revenuecksding acquisitions, in the quarter.
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Our estimate of 2006 walk-in revenue as of Janta@006 was $138.8 million. In the second quarf&0®6, we reclassified a portion of our
revenue composition, reducing 2006 walk-in revelmy&5.0 million, to more accurately reflect the caltation terms of certain institutional
contracts. Cancellations in the first nine month2@D6, the impact of currency translations, arfteotoutine adjustments further reduced our
estimate of walk-in revenue by $1.0 million. The&atompact of these adjustments reduced walk-iemexe by $6.0 million, or approximately
4%, to $132.8 million. Changes in our revenue cositpm categories have no impact on our revenuerteg in our Consolidated Statements
of Operations.

In the first nine months of 2006, we closed rensveald brought in new business that will contritarieestimated $127.8 million to 2006
revenue. As a result, we expect that walk-in reegplus the impact of new and renewal business @ldagng the first nine months of 2006
will be $260.6 million in 2006. This estimate doest include the impact of revenue from businestweaclose or cancellations that occur in
the remaining three months of 2006, nor does lugethe impact of revenue from acquisitions. Idiidn, the 2006 total does not include
variable revenue from asde&sed services such as Morningstar Managed Podfatianaged retirement accounts, and Investmergutong.

At the end of the third quarter of 2005, the corakiom of walk-in revenue plus new business andwarfeclosed during the first nine months
of 2005 totaled $213.8 million. This represente@t9df our full year revenue of $227.1 million. While do not expect that this percentage
will remain constant from year to year, we do bai¢hat the trend of closing a significant portafrthe year's revenue early in the year is a
characteristic of our business.

After reporting full-year financial results for 20@nd walk-in revenue for 2007, we will no longeport quarterly information on new,
renewal, and walk-in revenue. We are evaluating matrics that we believe may be more useful tosies.

Consolidated Operating Expense

Three Months Ended September 30 Nine Months Ended September 30
($000) 2006 2005 Change 2006 2005 Change
Operating expens $ 61,282 $ 44,58( 37.5% $ 170,94« $ 134,00t 27.6%
% of revenue 74.9% 78.3% (3.4)pp 74.9% 80.5% (5.6)pp

In the third quarter of 2006, operating expensecased $16.7 million, and in the first nine mordh2006, operating expense increased $36.9
million. In both periods, two primary factors imped all of our operating expense categories: cosgt@n-related costs, including incentive
compensation, and recent acquisitions. Bonus expet®rded in the third quarter and first nine rherdf 2006 increased $5.0 million and
$11.2 million, respectively, reflecting the thirdiarter impact of updated internal estimates fdryfaar 2006 performance versus 2005; an
adjustment to bring year-to-date bonus expenseénwith these estimates; and incremental bonusresgfrom acquisitions, primarily
Ibbotson. A majority of our bonus pool is basedyoowth in our operating income, which may or may recur.

Other compensation-related expense increased $lidhnand $13.4 million, respectively, in the gterrand year-to-date periods mainly
because of an increase in headcount, as well ambsalary increases. We had approximately 1,40flaraes as of September 30, 2006,
compared with about 1,120 as of September 30, 28008ut half of the increase in headcount was rdl&teacquisitions, and a good portion

of the remaining increase was from continued hiimgur development center in China. In additioth#® increase in compensation-related
expense, the increase in operating expense incki@amillion and $4.1 million, respectively, of artization expense in the quarter and year-
to-date periods for intangible assets acquired ibitotson, Aspect Huntley, and the database diwisidnvestorForce. We expect that
amortization of these intangible assets will beagoing cost through the useful lives of thesetasse

In the year-to-date period, lower stock-based coragion expense partially offset increases in @idur operating expense categories.
Stock-based compensation expense decreased $#dhmlthe first nine months of 2006 compared vifie same period in 2005 because we
are no longer required to record expense unddiabiéity method. In the first quarter of 2005, wecorded $2.8 million of stock-based
compensation expense under this method, whichatidetur in 2006.
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Cost of Goods Sold

Three Months Ended September 3 Nine Months Ended September 3l
($000) 2006 2005 Change 2006 2005 Change
Cost of goods sol $ 22,38¢ % 16,261 37.7% $ 63,11« 47,841 31.9%
% of revenue 27.4% 28.6% 1.2)pp 27.7% 28.8% 1.1)pp
Gross profit $ 59,43 $ 40,66¢ 46.1% $ 165,02 118,52 39.2%
Gross margir 72.6% 71.4% 1.2pp 72.3% 71.2% 1.1pp

Cost of goods sold is our largest category of dpegaxpense, accounting for more than 35% of el tn both the quarter and year-to-date
periods. Our business relies heavily on human algihd cost of goods sold includes the compensatipense for employees who produce
the products and services we deliver to our custen@ost of goods sold increased $6.1 million intthird quarter of 2006 and $15.3 million
in the first nine months of 2006. The increasexpense was driven primarily by higher bonus expamskother compensation-related
expense, which was mainly driven by an increaseadcount. While compensation and bonus expenssased across all three of our
business segments, the increase was more pronoimeedInstitutional segment mainly because adapprtion of the incremental
headcount added by recent acquisitions occurréusrsegment.

Acquisitions, primarily Ibbotson, also contributiedthe increase in other areas of cost of goods solthe quarter and year-to-date periods,
we recorded $0.7 million and $1.9 million, respeely, of outsourced product implementation expeassociated with the Advice by Ibbots
service. Costs for outsourced product implememntatiay or may not recur, depending on client recuiestdevelopment projects in a given
period. Our gross margin in the third quarter dd@@creased to 72.6%, compared with 71.4% inhird juarter of 2005, reflecting revenue
growth that outpaced the increase in cost of ggotts In the year-to-date period, gross margin owpd to 72.3% compared with 71.2% in
the same period last year. A $0.3 million reductiostock-based compensation expense contributétetmargin improvement for this
period.

Development Expen:

Three Months Ended September 30 Nine Months Ended September 30
($000) 2006 2005 Change 2006 2005 Change
Development expens $ 7,87¢ $ 4,74¢ 65.8% $ 21,27 $ 14,491 46.8%
% of revenue 9.6% 8.3% 1.3pp 9.3% 8.7% 0.6pp

Development expense increased $3.2 million in hivel quarter of 2006 and $6.8 million in the finshe months of 2006. The increase in k
periods mainly includes additional bonuses andratbmpensation-related expense as well as incraherdgts added by acquisitions. As a
percentage of revenue, development expense incr@abeth the third quarter and year-to-date pericaimpared with the same periods last
year.

Sales and Marketing Expense

Three Months Ended September 30 Nine Months Ended September 30
($000) 2006 2005 Change 2006 2005 Change
Sales and marketing exper $ 12971 % 9,49¢ 36.6% $ 36,511 $ 29,12¢ 25.3%
% of revenue 15.9% 16.7% (0.8)pp 16.0% 17.5% (2.5)pp

Sales and marketing expense increased $3.5 milithre third quarter of 2006 and $7.4 million ire thirst nine months of 2006. The increase
in expense reflects higher compensation and boxpense as a result of increased hiring for saldsw@arketing staff, mainly in our Advisor
and Institutional segments, and in the year-to-gatéd, higher sales commission expense in ouisgbd\and Institutional segments,
primarily because of increased sales volume. Inergai costs added by acquisitions also contribatgdod portion of the growth in this
category. As a percentage of revenue, sales arketiray expense decreased in both the quarter aardtgedate periods because revenue
growth outpaced growth in this cost category.

General and Administrative Expense

Three Months Ended September 30 Nine Months Ended September 30
($000) 2006 2005 Change 2006 2005 Change
General and administrative expel $ 13,781 $ 11,84¢ 16.3% $ 39,60€¢ $ 36,06¢ 9.8%
% of revenue 16.8% 20.8% (4.0)pp 17.4% 21.7% (4.3)pp

General and administrative expense increased $#i6min the third quarter of 2006 and $3.5 milliin the first nine months of 2006. For
both periods, the increase reflects higher compemseelated expense, including bonuses, a podfomhich were added by acquisitions. In
the year-to-date period, these increases wereafpitifset by a $2.0 million decrease in stdzksed compensation expense, primarily bec
we did not record any stock-based compensationnsepender the liability method in the first ninenttes of 2006. General and
administrative expense as a percentage of revestlmed because revenue growth outpaced
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expense growth is this cost category; in the yeatdte period, the impact of lower stock-based eamsption costs also contributed to the
decline as a percentage of revenue.

Depreciation and Amortization Exper

Three Months Ended September 3 Nine Months Ended September 3I
($000) 2006 2005 Change 2006 2005 Change
Depreciation and amortization expel $ 4267 $ 2,222 92.0% $ 10,44C $ 6,47C 61.4%
% of revenue 5.2% 3.9% 1.3pp 4.6% 3.9% 0.7pp

Depreciation and amortization expense rose $2.llomih the third quarter and $3.9 million in thest nine months of 2006 compared with
the comparable periods in 2005. These increases akerost entirely driven by added amortization eggefrom intangible assets acquired
with Ibbotson, Aspect Huntley, and the databasesidin of InvestorForce. We expect that amortizatbthese intangible assets will be an
ongoing cost for the remaining life of the asséte Thcrease in amortization expense was slightsebby a decrease in depreciation and
amortization expense for certain capitalized indéproduct development costs and computer equipthabhfire now fully depreciated.

Stock-Based Compensation Expense

The following table summarizes our stock-based amsption expense:

Three Months Ended September 30 Nine Months Ended September 30

($000) 2006 2005 Change 2006 2005 Change
Stock-based compensation expense-

liability method $ — 8 — —% $ — % 2,81C (100.C)%
Stock-based compensation expense—

equity methoc 2,25¢ 2,03C 11.2% 6,271 6,04% 3.7%
Total stockbased compensation expe $ 2,256 $ 2,03C 11.2% $ 6,271 $ 8,85¢ (29.2)%
% of revenue 2.8% 3.6% (0.8)pp 2.7% 5.3% (2.6)pp

As a result of our initial public offering in MayoR5, we are no longer required to settle stockoogtin cash and therefore are no longer
required to record stock-based compensation experder the liability method. Therefore, we did netord any stock-based compensation
expense under the liability method in the firsteamonths of 2006; in contrast, we recorded $2.8anibf expense under this method in the
first nine months of 2005.

Stock-based compensation expense recorded undeqtiity method increased $0.3 million in both thiect quarter and first nine months of
2006. An increase in expense related to our arequaty grant in May, which consisted of restricttdck units, was substantially offset by
lower expense recorded for stock options grantgmernious years, as certain options became fukyedeand no longer require us to record
additional expense.

In 2006 we expect to record stock-based compemsatipense of approximately $8.6 million for alldtébased awards outstanding as of
September 30, 2006.

Bonus Expens

Three Months Ended September 30 Nine Months Ended September 30
($000) 200€ 200& Change 200€ 200E Change
Bonus expens $ 10,37¢ $ 5,37C 93.3% $ 26,73 $ 15,45¢ 72.9%
% of revenue 12.7% 9.4% 3.3pp 11.7% 9.3% 2.4pp

Bonus expense recorded in the third quarter astirfine months of 2006 increased $5.0 million abhtl. & million, respectively, reflecting the
third-quarter impact of updated internal estimdtegull-year performance versus 2005; an adjustni@bring year-to-date bonus expense in
line with these estimates; and incremental bonpgese from acquisitions, primarily Ibbotson. A nidjoof our bonus pool is based on
operating income growth, which may or may not ret\ie include bonus expense in each of our operatipgnse categories.
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Consolidated Operating Income

Three Months Ended September 30 Nine Months Ended September 30
($000) 200€ 2005 Change 2006 200% Change
Operating incom: $ 20,5371 $ 12,347 66.3% $ 57,192 $ 32,36¢ 76.7%
% of revenue 25.1% 21.7% 3.4pp 25.1% 19.5% 5.6pp

Consolidated operating income increased $8.2 milliothe third quarter of 2006 and $24.8 milliorthe first nine months of 2006. Despite
incremental costs added by acquisitions, such astenation of intangible assets and increased cosgéon-related expense, our operating
margin improved in both the quarter and yeadade period because our revenue base expandddsitarate. We realized operating levet
from revenue growth in products that have had stegrewing costs, such as Investment Consulting, AW orkstation, Licensed Data, a
Morningstar.com. In the year-to-date period, ougrating margin was also positively impacted by &%$8illion decrease in stock-based
compensation.

Consolidated Free Cash Flow

We generated free cash flow of $28.7 million in tiied quarter of 2006, reflecting cash providedoperating activities of $29.6 million and
capital expenditures of $0.9 million. Free cashfiacreased $11.8 million in the third quarter 608 compared with the third quarter of
2005, mainly reflecting a $11.4 million increasecash flow provided by operating activities. Thergase in cash flow provided by operating
activities was largely driven by increases in nebime, income taxes payable, and accrued compensatie increase in income taxes
payable reflects income tax payments we expectaicenn the fourth quarter because we have fulljzetl the $12.8 million in cash tax
benefits we received from the Ibbotson acquisititime increase in accrued compensation reflectbuiid-up of our bonus liability that will

be paid in the first quarter of next year, whentyygcally make our annual bonus payments.

In the first nine months of 2006, we generated é@&sh flow of $66.2 million, reflecting cash proeilby operating activities of $69.0 million
and capital expenditures of approximately $2.8ianill Free cash flow in the nine months ended Seper®0, 2006 increased $39.9 million
compared with the prior-year period, primarily eefing a $39.1 million increase in cash providedpgrating activities. The increase in cash
provided by operating activities was primarily dnivby an increase in net income and income taxgsbpa In the first nine months of 2006,
we paid $12.0 million less for income taxes comgawéth the same period last year, reflecting thehdax benefits we received from the
Ibbotson acquisition. We have fully utilized thisst tax benefit, and have increased our accruaidome taxes payable in anticipation of
payments to be made in the fourth quarter.

Capital expenditures decreased approximately $@libmin the third quarter and $0.8 million in tliest nine months of 2006. In the first
nine months of 2006, we made capital expendituriesapily for leasehold improvements to our new adfispace in London, computer
hardware and software, and capitalized internafipcodevelopment costs. In the first nine month2aif5, capital expenditures mainly
included spending for leasehold improvements inamuporate headquarters in Chicago, computer haejwad leasehold improvements to
our office space in China.

31




The table below presents a reconciliation betwheriricrease in net income and the increase infeastprovided by operating activities:

Three Months Ended September 30 Nine Months Ended September 30

($000) 2006 2005 Change 2006 2005 Change
Net income $ 13,547 $ 7,51¢ $ 6,02¢ $ 38,151 $ 21,022 $ 17,127
Adjustments to reconcile net income to

net cash flows from operating

activities:
Non-cash items included in net incor 1,32¢ 6,252 (4,924) 3,541 15,14~ (11,604)
Changes in operating assets and liabili

net of effects of acquisition
Cash paid for bonust (552) — (552) (22,97¢) (18,000) (4,97¢)
Cash paid for income tax (1,267) (4,735) 3,46¢ (3,481) (15,4717) 11,99
All other 16,542 9,20C 7,342 53,794 27,187 26,607
Cash provided by operating activities $ 29,59¢ $ 18,23¢ $ 11,362 $ 69,027 $ 29,88t $ 39,142

In the third quarter of 2006, the increase in qaslvided by operating activities of $11.4 milliorceeded the $6.0 million increase in net
income. Similarly, in the year-to-date period, therease in cash provided by operating activitie$39.1 million outpaced the $17.1 million
increase in net income. In both periods, a redndtimet operating assets and liabilities (workiagital excluding cash) as well as an incri

in net income contributed to the increase in fraghdlow. The reduction in working capital excluglicash was primarily driven by an incre

in income taxes payable and accrued compensatf@iritrease in income taxes payable reflects indasnpayments we expect to make in
the fourth quarter because we have fully utilizegl $12.8 million in cash tax benefits we receiveaif the Ibbotson acquisition. The increase
in accrued compensation reflects the build-up eftmnus liability that will be paid in the first grter of 2007, when we typically make our
annual bonus payments. We made $0.6 million of bgrayments in the third quarter of 2006 to ceralotson employees. Cash paid for
income taxes decreased in both the quarter andigedate periods from the comparable periods laat pecause of the income tax benefits
we received primarily related to the payment f@ ¢lancellation of Ibbotson’s stock options. Thishcencome tax benefit reduces the amount
of cash we pay for income taxes in 2006. In bottiogls, an increase in the amount of cash paiddoubes partially offset these increases.
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Segment Results

In the first quarter of 2006, we changed our sedgnmegorting by allocating stock-based compensatiqrense to each of our three business
segments; before 2006, stock-based compensati@nsepvas recorded as a corporate item. We behévethange gives our chief operating
decision maker a more complete picture of the tablflity of each business segment after fully alirtg stock-based compensation expense.
We have reclassified the 2005 financial resultsefch segment to reflect this change.

Three Months Ended September 3 Nine Months Ended September 3!
Key Metrics ($000) 200€ 2005 Change 2006 200% Change
Revenue
Individual $ 20,38¢ % 15,48¢ 31.€% $ 58,89: $ 46,62¢ 26.3%
Advisor 24,397 18,59z 31.2% 70,46¢ 53,86¢ 30.8%
Institutional 38,56¢ 24,062 60.3% 103,43 69,39¢ 49.1%
Eliminations (1,534) (1,21€) 25.9% (4,65€) (3,51E) 32.5%
Consolidated revenue $ 81,821 $ 56,921 43.7% $ 228,13t $ 166,37« 37.1%
Operating income (loss)
Individual $ 550¢ $ 3,54¢ 55.3% $ 17,29: % 10,52z 64.3%
Advisor 7,71¢ 4,114 87.€% 20,19¢ 10,93¢ 84.7%
Institutional 9,661 5,62€ 71.7% 25,67¢ 13,641 88.1%
Corporate items and eliminations (2,352) (941) 149.€% (5,96¢) (2,737) 118.1%
Consolidated operating income  $ 20,537 $ 12,341 66.3% $ 57,19/ $ 32,36¢ 76.7%
Operating margin
Individual 27.C% 22.9% 4.1pp 29.4% 22.€% 6.8pp
Advisor 31.6% 22.1% 9.5pp 28.7% 20.3% 8.4pp
Institutional 25.C% 23.4% 1.6pp 24.8% 19.7% 5.1pp
Consolidated operating marc 25.1% 21.7% 3.4pp 25.1% 19.5% 5.6pp
Individual Segment
Our Individual segment focuses on products andaes\for individual investors. The largest produncthis segment is our U.S.-based Web

site, Morningstar.com, which includes both paidnfitan Membership service and sales of advertisirgepOur Individual segment also
includes Morningstar Equity Research, which weritiiate through several channels. Investors cansaooer equity research through our
Premium Membership offering on Morningstar.comadtidition, our equity research is distributed thtosg major investment banks to meet
the requirements for independent research undeslitieal Analyst Research Settlement, as well agt@ral other companies who provide
our research to their affiliated financial advisordo individual investors. We also offer a vayief print publications on stocks and mutual
funds, including our monthly newsletteMorningstar FundinvestoandMorningstar Stockinvestgrand our twice-monthly publication,
Morningstar Mutual Fund:.. We sell several annual reference guides, inctutheMorningstar Funds 500theMorningstar Stocks 500the
Morningstar ETFs 10\, and theStocks, Bonds, Bills, and Inflation Yearbodtollowing our acquisition of Aspect Huntley ind20086, this
segment also includes several newsletters and pthmications for investors in Australia. Also, Wwithe addition of Aspect Huntley, our
Individual segment now includes revenue from botB.lnd non-U.S. operations. In the first nine rhemtf 2006 and 2005, this segment
represented, before intersegment eliminations,%2%8d 28.0%, respectively, of our consolidated meee

Three Months Ended September 3 Nine months ended September 3
Key Metrics($000) 2006 2005 Change 2006 2005 Change
Revenue $ 20,38¢ % 15,48¢ 31.6% $ 58,892 $ 46,62t 26.3%
Operating incom $ 550¢ $ 3,54¢€ 55.3% $ 17,29 % 10,52¢ 64.3%
Operating margin (% 27.0% 22.9% 4.1pp 29.4% 22.6% 6.8pp

In the third quarter of 2006, revenue for the Indiiial segment increased $4.9 million compared tighsame period in 2005. In the first nine
months of 2006, revenue for the Individual segnmiecrieased $12.3 million compared with the priorrygariod. Our acquisitions of Ibbotson
and Aspect Huntley contributed $1.7 million of raue to the Individual segment in the third quaofe2006 and $2.6 million in the year-to-
date period. Aspect Huntley contributed a signifigaortion of the revenue from acquisitions in thied quarter and accounted for about half
of this revenue in the year-to-date period.

On a product level, about one-third of the incrdasgegment revenue in both periods was drivenrbwth in Morningstar.com, including
Premium Membership and Internet advertising sdlee.number of subscriptions for Morningstar.comniten service continued to expand
steadily, and Internet advertising sales growthaieed strong. The number of subscriptions for Mogstar.com Premium service increased
to 161,001 as of September 30, 2006, compareditk939 as of September 30, 2005.
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In addition, in January 2006, we moderately inoedasubscription prices for Premium Membership. Aaréase in revenue related to
Morningstar Equity Research, particularly in revemssociated with the Global Analyst Researche®eétht, was another important driver
behind revenue growth in this segment. In the finse months of 2005, we provided research relateéke Global Analyst Research
Settlement under contracts with five investmentdsain September 2005, we entered into an agreewitna sixth investment bank to
provide independent equity research under the tefriie settlement, which added incremental revemtiee first nine months of 2006 that
we did not have in the same period in 2005. Wd3%e providing analyst coverage on a larger numlbstacks compared with the same
period last year.

In the third quarter of 2006, operating incometfar Individual segment increased $2.0 million coredawith the prior-year quarter. In the
first nine months of 2006, Individual segment ogiacgincome increased $6.8 million from the sameqgakin 2005. The increase in operat
income reflects revenue growth that flowed throtabperating income because of more modest grawtipérating expense. This modest
growth in operating expense mainly included higtmmpensation-related expense, including bonusecydarly in cost of goods sold.
Hiring for our equity analyst team, whose compeinsatosts are included in cost of goods sold, doutied to this increase. The team
expanded to 92 equity analysts as of Septembet(8& compared with 86 as of September 30, 2005.

In the year-to-date period, stoblesed compensation expense allocated to the Indivilegment decreased $1.1 million, which partiaifget
the increase in compensation costs. Despite opgrakpense increasing in most categories, operatargin improved by 4.1 percentage
points in the third quarter and 6.8 percentagetpoimthe year-to-date period, reflecting the impEdigher revenue against the operating
expense structure and, in the year-to-date pesioéduction in stock-based compensation expense.

Advisor Segment

Our Advisor segment focuses on products and serV¥adinancial advisors. Key products in this segitnare Morningstar Advisor
Workstation and Morningstar Principia. Advisor Wst&tion is a Web-based investment planning systetnprovides financial advisors with
a comprehensive set of tools for conducting theie dusiness including investment research, plah@nd presentations. Advisor
Workstation is available in two editions: the OffiEdition for independent financial advisors arel Emterprise Edition for financial advisors
affiliated with larger firms. Principia is our CDEM-based investment research and planning softfeafinancial advisors. In addition, we
offer Morningstar Managed Portfolios, a fee-basisdrdtionary asset management service that incladesies of mutual fund and exchange-
traded fund portfolios tailored to meet a rang&weéstment time horizons and risk levels that friahadvisors can use for their clients’
taxable and tax-deferred accounts.

Following our acquisition of Ibbotson, we offereries of NASD-reviewed Financial Communications eniats that advisors can use to
educate clients about asset allocation and denategither key investment concepts, as well asatatayraphs that financial advisors can
license to use in published materials. Following acquisition of Aspect Huntley, this segment alsdudes software that we sell to financial
planners and other market participants in Austadiavell as investment conferences. In the fins¢ mnonths of 2006 and 2005, this segment
represented, before intersegment eliminations,%8@8ad 32.4%, respectively, of our consolidated meee

Three Months Ended September 30 Nine Months Ended September 30
Key Metrics($000) 200€ 2005 Change 2006 200E Change
Revenue $ 24,397 $ 18,59 31.2% $ 70,46¢ % 53,86¢ 30.8%
Operating incomi $ 7,71¢ % 4,114 87.€% $ 20,19¢ $ 10,93¢ 84.7%
Operating margin (% 31.6% 22.1% 9.5pp 28.7% 20.3% 8.4pp

In the third quarter of 2006, revenue for the Advisegment increased $5.8 million compared withthivel quarter of 2005, and revenue in
the first nine months of 2006 increased $16.6 anilirom the prior-year period. Morningstar Advistorkstation drove the majority of the
revenue increase in both periods. We continuedeagysowth in the Enterprise Edition of MorningsAalvisor Workstation and have
continued to benefit from new and renewal contréws were initiated in the past several quartdiany contracts that were scheduled to
expire during 2005 and 2006 renewed at higher aohtralues, reflecting both higher user countsamihcrease in the amount of
functionality licensed. We also recognized $1.3iomil of one-time r evenue during the third quadeR006 associated with eliminating a
redundant license agreement following a client ragrgghich added to the increase in Advisor Workstatevenue. The number of U.S.
licenses for Morningstar Advisor Workstation incsed to 121,179 as of September 30, 2006, compdted.02,606 as of September 30,
2005. Most of the license growth came from ingiitos that license a portion of Advisor Workstatiorstead of the entire platform. Although
the number of licenses increased compared witlsdahee period last year, it declined slightly frora econd quarter of 2006 because of the
elimination of the redundant license, an annuatrbased on usage, and a reduction in base usaemsdalient renewal.

Acquisitions contributed $1.7 million and $4.7 nwfi of revenue to the Advisor segment in the tiioerter and year-to-date periods,

respectively. In the third quarter, revenue comteéll by acquisitions mainly included sales of dertiabotson software tools. In the year-to-
date period, revenue contributed by acquisitionmsguily reflects sales generated from Financial Gamications materials

34




used by financial advisors because a majority efstiles for this product typically occur in thesffiquarter of each year; Ibbotson software
tools also contributed to revenue from acquisitionihe year-to-date period. Morningstar ManagedfBlios also contributed to revenue
growth in the segment in both periods, but to adeslegree. Assets under management for Morninigltaaged Portfolios rose to $1.6
billion as of September 30, 2006, compared witl3 ®lllion as of September 30, 2005. Principia rexewas essentially unchanged in both
the third quarter and year-to-date periods. Thebarof subscriptions for Principia declined to 4Bl%s of September 30, 2006, compared
with 50,484 as of September 30, 2005. While thelmemof subscriptions declined, average revenusydescription grew primarily because
of an increase in the number of higher-priced adedmmodules sold and previous price increases.

In the third quarter of 2006, operating incometfar Advisor segment increased $3.6 million compavitd the prior-year quarter, and
increased $9.3 million in the first nine month2606 compared with the same period last year. itreéase in operating income in both
periods reflects growth in Advisor segment revetihad outpaced growth in operating expense. Operapense in the third quarter of 2006
increased approximately $2.2 million, or 15.2%, pamed with the third quarter of 2005, and increased million, or 17.1%, in the first nii
months of 2006 compared with the first nine mom@h2005. In both the quarter and year-to-date pkegosts of goods sold and sales and
marketing expense contributed a good majority efititrease in operating expense, primarily reftecihcremental compensation costs
related to additional headcount and increased berpense. In the year-to-date period, stock-basetbensation expense decreased $0.8
million, partially offsetting expense increase®ther areas. Operating margin in the third quanter year-to-date periods improved by 9.5
percentage points and 8.4 percentage points, riaggcover the same periods in 2005 reflecting itihhpact of higher revenue against the
operating cost structure. Our operating margimetear-to-date period also benefited from thetpasimpact of lower stock-based
compensation expense.

Institutional Segment

Our Institutional segment focuses on products andces for institutions, including banks, insuramompanies, mutual fund companies,
brokerage firms, media outlets, and retirement plawiders and sponsors. Key products and seruicékgs segment are Investment
Consulting, which focuses on investment monitoangd asset allocation for funds of funds, includimgtual funds and variable annuities;
Licensed Data, a set of investment data spanngig eore databases, available through electronaféads; Retirement Advice, including
the Morningstar Retirement Manager and Advice tyotbon platforms; Morningstar Direct, a Web-baseiiutional research platform that
provides advanced research and tools on the coenglege of securities in Morningstar’s global datd) Licensed Tools and Content, a set
of online tools and editorial content designedifistitutions to use in their Web sites and softwéreestment Profiles & Guides, which are
designed for institutions to use in communicatimgeistment information to individual investors; tlerningstar Research Annuity Center
(formerly VARDS Online); and EnCorr, an asset alibi@n software package. Following our acquisitibspect Huntley, this segment now
includes financial information as well as otherad#eds on Australian stocks which we sell to stodkers, information providers, and
financial Web sites. The Institutional segment ateudes the hedge fund and separate accountatagativision we acquired from
InvestorForce in August. In the first nine montfig @06 and 2005, this segment represented, beiteesegment eliminations, 45.3% and
41.7%, respectively, of our consolidated revenue.akpect that the Institutional segment will conéirio account for the largest portion of
our consolidated revenue for the foreseeable future

Three Months Ended September 30 Nine Months Ended September 30
Key Metrics($000) 2006 2005 Change 200€ 2005 Change
Revenue $ 38,56¢ $ 24,06z 60.3% $ 103,437 $ 69,39¢ 49.1%
Operating incomi $ 9,661 $ 5,62€ 71.7% $ 25,674 $ 13,647 88.1%
Operating margin (% 25.0% 23.4% 1.6pp 24.8% 19.7% 5.1pp

In the third quarter of 2006, revenue for the kusibnal segment increased $14.5 million comparét the third quarter of 2005, and year-to-
date revenue increased $34.0 million from the spemn®d in 2005. Acquisitions contributed $8.2 noiliand $15.5 million of revenue to this
segment in the third quarter and year-to-date deriespectively, mainly from Investment Consultiegvices and EnCorr. For the segment
overall, revenue growth was primarily driven by éstment Consulting services, including asset dfloeand investment selection for funds
of funds. Revenue increased partly because weveessebased fees for our services, and assets under graeat)in these client portfolic
significantly increased. Incremental revenue adaetbbotson contributed about half of the increiasvestment Consulting revenue in the
quarter, and about 40% of the increase in the fedate period. We provided advisory services quragmately $47.6 billion in assets
(including $35.0 billion from Morningstar Associatand $12.6 billion from Ibbotson Associates) aSeptember 30, 2006, compared with
approximately $19.4 billion as of September 30,2(orningstar Associates only). In addition, weaprovide Investment Consulting
services for some assets under management for whaakeceive a flat fee.

Excluding acquisitions, Licensed Data and Morniag8&lirect were the next largest contributors teerae growth in both the quarter and
yearto-date periods. Both products benefited from exiea sales efforts in Europe and other internatioraakets, as well as continued
strength in the United States. The number of liesrier Morningstar Direct increased to 1,212 woittas of September 30, 2006 compared
with 931 as of September 30, 2005.

EnCorr and Advice by Ibbotson were also significaamtributors to revenue growth in the quarter year-to-date periods. The Ibbotson
acquisition significantly expanded our asset baseanaged retirement
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accounts, and we are now among the largest pravidehis area. We had $7.2 billion in combinece&ssinder management in the managed
retirement accounts offered through Advice by Isbat($6.7 billion) and Morningstar Retirement Maga($513.7 million) as of September
30, 2006, compared with $225.9 million as of Sejiten80, 2005.

In the third quarter of 2006, operating incometfar Institutional segment increased $4.1 milliompared with the prior-year quarter. In the
year-to-date period, Institutional segment operatirgpime increased $12.1 million. The increase in dpgrancome in both periods was
driven by higher segment revenue, driven by InvestnConsulting. Operating expense increased $10ii6mor 56.8%, in the third quarter
compared with the prior-year quarter, and in tharyte-date period, operating expense increased $8#lion, or 39.5%, compared with the
same period in 2005. About 40% of the increaseirating expense was driven by higher cost of ggottk Cost of goods sold increased
mainly because of two factors. First, acquisitionstributed incremental costs, including $0.7 miiland $1.9 million, respectively, of
product implementation fees for Advice by Ibbotsocurred in the third quarter and year-to-datequsi Second, compensation-related
expense, including bonuses, also increased . Afisigmt portion of of incremental headcount addgddxcent acquisitions occurred in this
segment, which contributed to higher compensatipeese.

Operating expense also increased across the othenge categories in both the quarter and yeaat®{gkriods, reflecting higher
compensation and bonus expense and incrementatogeexpense from acquisitions. In the year-t@gegriod, stock-based compensation
expense decreased $0.8 million, which partiallgetthigher expense in other areas. Operating margfre third quarter increased by 1.6
percentage points over the prior-year quartetényear-to-date period, operating margin improvddggrcentage points. The increase in
margin for the quarter reflects revenue growth thatlerately outpaced growth in operating expenseelr stock-based compensation
expense also had a positive impact on operatingiméor the year-to-date period.

Corporate and Eliminations
Corporate items and eliminations primarily includgitalized internal product development costsratated amortization expense as well as

amortization expense related to intangible ass@fly recorded as part of acquisition-related pase price allocations. The following table
shows the components of corporate and eliminatapgnse (income) that impacted our consolidatedatipg income:

Three Months Ended September 30 Nine Months Ended September 30
Key Metrics($000) 2006 200& Change 2006 2005 Change
Capitalized internal product
development cosi $ — $ (164) (100.0)% $ (176)$ (367) (52.0)%
Depreciation and amortizatic 2,86¢ 976 193.€% 6,667 2,96¢ 124.€%
Other (516) 129 NMF (522) 136 NMF
Corporate items and eliminations $ 2,352 $ 941 149.¢% $ 5,96¢ $ 2,737 118.1%

In both the third quarter and first nine month006, corporate items and eliminations increasedapily because of amortization expens
$2.0 million and $4.1 million, respectively, reldt intangible assets acquired with Ibbotson, Asptintley, and the database division of
InvestorForce. The increase in amortization expareseoffset to a small extent in both periods lofeerease in amortization related to certain
capitalized internal development costs that are fublw amortized. Other items in both the third ¢iga and year-to-date periods of 2006
primarily include a refund of sales taxes previgymid as part of our voluntary disclosure programs

Equity in Net Income of Unconsolidated Entities, Nn-Operating Income, and Income Tax Expense

Equity in Net Income of Unconsolidated Entities

Three Months Ended September 30 Nine Months Ended September 30
($000) 2006 2005 2006 2005
Equity in net income of unconsolidated
entities $ 1,10C $ 183 $ 2,408 3 1,212

Equity in net income of unconsolidated entitiedudes our portion of the net income (loss) of Magstar Japan K.K. (MJKK), Morningstar
Korea, Ltd (Morningstar Korea), Morningstar Danmas (Morningstar Denmark) and Morningstar Swedd@h(Morningstar Sweden). In
the third quarter and first nine months of 200&jiggin net income of unconsolidated entities imged $0.9 million and $1.2 million,
respectively. The increase in both periods pringagflects an increase in equity income from MJKithe third quarter of 2006, MJKK
recorded a gain related to the sale of sharesubsidiary’s initial public offering. Our sharethe pre-tax gain was approximately $1.0
million. For more information about our investmemsainconsolidated entities, refer to Note 7 of Mwtes to our Consolidated Financial
Statements.
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Non-Operating Income

The following table presents the components ofhoetoperating income:

Three Months Ended September 30 Nine Months Ended September 30
($000) 2006 2005 2006 2005
Interest income, ne $ 1,16 $ 892 % 3,08 $ 1,94¢
Other income (loss), net (31) (46) (343) 14
Non-operating income, net $ 1,13¢ % 846 $ 2,743  $ 1,96C

Net interest income primarily reflects interestnfrour investment portfolio. Net interest incomeressed $0.3 million and $1.2 millionin t
third quarter and first nine months of 2006, regpety, compared with the same periods in the pysar. The increase in net interest income
primarily reflects higher levels of cash, cash gglénts, and investments in the first nine monfia006 compared with the first nine months
of 2005.

Net other income (loss) primarily represents fanaigrrency exchange gains and losses arising fnenottdinary course of business relate
our international operations, royalty income frorodingstar Japan K.K., and realized gains and fo8sen our investment portfolio.
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Income Tax Expense

The following table presents our effective incorae ¢xpense rate:

Three Months Ended September 30 Nine Months Ended September 30

($000) 2006 2005 2006 2005
Income before income taxes, equity in net

income of unconsolidated entities, and

cumulative effect of accounting chan $ 21,678 % 13,19: $ 50,937 $ 34,32¢
Equity in net income of unconsolidated

entities 1,10C 183 2,40E 1,212
Total $ 22,77t $ 13,37¢ $ 62,342 $ 35,541
Income tax expense $ 9,22¢ $ 5857 $ 24,45C $ 14,517
Effective income tax expense r: 40.5% 43.8% 39.2% 40.8%

Our effective income tax expense rate in the thirdrter of 2006 decreased 3.3 percentage pointpa@uh with the same period in 2005. In
the first nine months of 2006, our effective incotae expense rate decreased 1.6 percentage pomfzaced with the prior-year period. Our
effective tax rate in both the third quarter andry®-date periods reflects an increase in thefiiervee received related to disqualifying
dispositions for incentive stock options. A disdfyahg disposition occurs when the option holddissshares within one year of exercising an
incentive stock option. We receive a tax benefthim period that the disqualifying disposition accuAdditional income tax expense related
to certain operations outside of the United Stegesrded in the second quarter of 2006 partialigatfthe tax benefit of the disqualifying
dispositions.

The effective tax rate in the first nine month2005 reflects the fact that in the first quarte005, we recorded stock-based compensation
expense related to incentive stock options but iendt record a corresponding tax benefit. This thedimpact of increasing our effective
income tax rate above the U.S. Federal rate of I&éause the incentive stock options were fullytegd®y March 31, 2005 and because we
no longer account for options under the liabilitgthod subsequent to our initial public offering, eié not record any stock-based
compensation expense related to incentive stodkrpin the first nine months of 2006. The impdadnoentive stock options was partially
offset by a deferred income tax benefit of $0.7liomlwe recorded in the second quarter of 2003edlto research and development expe
due to a change in U.S. tax regulations, resultirgone-time reduction of our effective income ¢xpense rate in 2005.

In 2006 and 2005, our effective income tax expeatereflects the fact that we are not recordingnaome tax benefit related to losses
recorded by certain of our non-U.S. operationghényear these non-U.S. entities record a losgjoweot record a corresponding tax benefit,
thus increasing our effective tax rate. The forgighoperating losses may become deductible imicenbnl.S. tax jurisdictions to the exte
these non-U.S. operations become profitable. Fcn ehour operations, we evaluate whether it isenlikeely than not that the tax benefits
related to net operating losses will be realizesipArt of this evaluation, we consider evidencd sisctax planning strategies, historical
operating results, forecasted taxable income, acent financial performance.

Liquidity and Capital Resources

We believe that our available cash balances angstments, along with cash generated from operatwitisoe sufficient to meet our
operating and cash needs for the foreseeable filgenvest our cash reserves in cash equivalentsrwestments, consisting primarily of
fixed-income securities. We intend to use our cash, egslvalents, and investments for general corpgratposes, including working capi
and for funding future growth.

Cash and Cash Equivalents

As of September 30, 2006, we had cash, cash eguigaland investments of $124.3 million, a decre&$28.9 million compared with

$153.2 million as of December 31, 2005. The deegainarily reflects $86.4 million used to acquisbotson in March 2006; $20.5 million
used to acquire Aspect Huntley in July 2006; $16illon used to acquire the database division eEbtorForce in August 2006; and $22.4
million of annual bonus payments that were madéérfirst quarter of 2006. These decreases in casi, equivalents, and investments were
partially offset by $69.0 million of cash flow prioled by operating activities and $22.0 million akb provided by financing activities in the
first nine months of 2006.

Cash Provided by Operating Activities
Our main source of capital is cash generated frperating activities. In the first nine months o080 cash provided by operating activities
was $69.0 million, compared with $29.9 million hetfirst nine months of 2005. The increase of $38illion in operating cash flows mainly

reflects an increase in net income and an increaseome taxes payable. In the first nine month3d®6, we made $3.5 million of income
tax payments, compared with $15.5 million in thretfhine months of 2005. As part of the Ibbotson
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purchase price allocation, we recorded a redud¢tioncome taxes payable of $12.8 million. This imentax benefit, primarily related to the
payments for the cancellation of Ibbotson’s stoplians, was fully used during the first half of Z)@educing the amount we paid for income
taxes. This cash income tax benefit did not impactincome tax expense or net income in the firgt months of 2006. We will not receive
additional cash tax benefits from the Ibbotson &ition, and therefore, we have increased our iretames payable in anticipation of fourth
guarter income tax payments.

An increase in accrued bonuses related to theruyear's performance and an increase in defeseeinue also contributed to the growth in
cash flow provided by operating activities durihg first nine months of 2006. Because we frequantigice our customers and collect cash
in advance of providing services or fulfilling sehptions, we often have significant deferred raxesnwhich is shown as a liability on our
balance sheet. As of September 30, 2006 and Dece3hb2005, our deferred revenue was $92.8 mibind $71.2 million, respectively. An
increase in bonus payments made in the first nioeths of 2006 partially offset these increaseshénfirst nine months of 2006, we made
annual bonus payments of approximately $23.0 millaompared with $18.0 million of bonus paymentsiena the same period in 2005. 1
higher bonuses in 2006 were the result of strorfip2iperating performance. We made $0.6 millionafus payments in the third quarter of
2006 to certain Ibbotson employees.

We have an obligation to pay up to approximately® $gillion under a Deferred Compensation Agreenfire Agreement) with Don Phillips,
an executive officer, as discussed in Note 9 ofNbtes to our Unaudited Condensed ConsolidatechEiabStatements. Under the terms of
the Agreement, on any date that Don exercisesdgheto purchase shares under the 1999 Plan, Weayilhim $2.69 per share in the form of
cash or, at our election, shares of common stéan the date of purchase the fair value of Morstags stock is below $2.77 per share, the
amount paid per share will be reduced based otethes of the Agreement. As detailed below in théeRI®b5-1 Plans section, in May 2006,
Don entered into a Rule 10b5-1 plan contemplatirgsale of up to 450,000 shares to be acquiredghretock option exercises in 2006 and
2007. As these stock options are exercised, weméke payments to him as prescribed by the Agreemiich, if all 450,000 stock options
are exercised, would total approximately $1.2 williDon sold 80,000 shares during the first ninatm® of 2006, and we made
corresponding payments to him in accordance wighAgreement.

Cash Used for Investing Activities

In the first nine months of 2006, cash used foesting activities was $112.2 million, compared vit0.9 million in the first nine months of
2005. The increase was largely driven by cash fmeacquisitions. Cash used for acquisitions, rieagh acquired, was $116.9 million in the
first nine months of 2006 and $8.2 million in thst nine months of 2005. In March 2006, we acquilsotson; in July 2006, we acquired
Aspect Huntley; and in August 2006, we acquireddhibase division of InvestorForce. In Januanb2@@ acquired VARDS from Finetre
Corporation. We anticipate making additional pusghprice payments related to Aspect Huntley of agprately $2.1 million, the majority

of which will be paid in the third quarter of 2007.

In the first nine months of 2006, proceeds fronesalf investments exceeded purchases of investigi$g.9 million, resulting in a
reallocation from investments to cash and cashvatpnts. In the first nine months of 2005, procefeois the sale of investments exceeded
purchases of investments by $0.9 million. As oft8eyber 30, 2006 and December 31, 2005, our invedmeonsisting primarily of fixed-
income securities, were $53.1 million and $60.8iari| respectively.

Capital expenditures were $2.9 million in the fingte months of 2006, compared with $3.6 millioriie prior-year period. Our capital
expenditures primarily consisted of leasehold improents, computer hardware, and capitalized int@noaluct development costs. We
anticipate that our capital expenditures in 2006 vé approximately $6.0 million.

Cash Provided by Financing Activities

Cash provided by financing activities was $22.diomilin the first nine months of 2006, primarilyflexting proceeds received from stock
option exercises. In the first nine months of 2006, received proceeds of $13.2 million from stopkian exercises. We also recognized $8.8
million of excess tax benefits from stock optiorerises in the first nine months of 2006. We adb®EAS No. 123(R)Shared-Based
Paymen, on January 1, 2006; the new standard requirésmaecord excess tax benefits from stock opti@rases as a financing activity,
instead of as an operating activity. Excess taefitsnoccur at the time a stock option is exercisben the intrinsic value of the option (the
difference between the exercise price of the opdioah the fair value of our stock on the date ofeise) is greater than the fair value of the
option at the time of grant.

In the first nine months of 2005, cash providedibgncing activities was $22.1 million, primarilgftecting proceeds received from our ini
public offering. In the second quarter of 2005,reeorded $18.1 million of net proceeds from outiaghpublic offering. These proceeds
resulted from the underwriter's exercise of itsmakotment option based on our initial public offey price of $18.50 per share, after
deducting the underwriting discounts and commissenmd approximately $2.6 million of offering expessin addition, in the first nine
months of 2005, we received proceeds of $4.0 milliom stock option exercises.
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Acquisitions
Institutional Hedge Fund and Separate Account DasabDivision of InvestorForce, In

In August 2006, we acquired the institutional hefigel and separate account database division ektoviorce, Inc., a financial software .
data integration company based in Wayne, Pennsgyeor $10.0 million in cash, including transacticosts. This acquisition includes both
the Altvest database, one of the first and lardatibases covering hedge funds, managers, andaltatg,with InvestorForce’s extensive
institutional separate account database. It aldodies several online software applications for aggn search, research, and reporting. We
began including the results of the database divisfdnvestorForce’s operations in our CondensendsClidated Financial Statements on
August 1, 2006. We believe that this acquisitioti strengthen our proprietary investment data dfohaus to continue offering one of the
largest, most comprehensive databases.

Aspect Huntley Pty Limite

In July 2006, we acquired Aspect Huntley Pty Lirdjta leading provider of equity information, resdarand financial trade publishing in
Australia, for Australian $30.0 million in cash, which Australian $2.0 million will be paid in 20&ibject to post-closing and working
capital adjustments. In the third quarter of 266, cash paid for Aspect Huntley, including traniseccosts, was U.S. $20.5 million (net of
$0.9 million of cash acquired). We began including results of Aspect Huntley’s operations in oon@ensed Consolidated Financial
Statements on July 25, 2006. This acquisitionviith our growth strategy to expand our products services internationally. The key benefit
of this acquisition is the combination of Morninaiss expertise in fund research and informatiorhwispect Huntley’s equity research,
information, and financial media expertise in Aal&. We believe this acquisition will significaypttxpand the breadth and quality of serv
we can deliver to individuals, advisors, and ingitns and will offer Australian investors one f@ao obtain their investment information and
research.

Ibbotson Associates, In

In March 2006, we acquired Ibbotson Associates, lnprivately held firm specializing in asset aiion research and services, for $83.0
million in cash, plus an additional $3.4 milliorrfworking capital and other items, net of cash @&egu We began including the results of
Ibbotson’s operations in our Condensed Consolidaieancial Statements on March 1, 2006. This adipnsfits several of Morningstar’s
growth strategies and broadens our reach in thesareinvestment consulting, managed retiremerdwats, and institutional and advisor
software.

Variable Annuity Research and Data Service (VARDS)
In January 2005, we acquired the VARDS unit, whpabvides research and data on variable annuitiesy Finetre Corporation for $8.2
million in cash. We believe this acquisition strérened our investment database and enhanced outséfi provide investors with the

information they need to make well-informed deaisiavhen investing in variable annuities.

Application of Critical Accounting Policies and Estmates

We discuss our critical accounting policies anih&sties in the Management's Discussion and Anabgaition of our Annual Report on Form
10-K filed with the SEC for the year ended Decenfier2005.

Effective January 1, 2006, we adopted SFAS No.(R&¥ised 2004)Share-Based Paymef@8FAS No. 123(R)), using the modified
prospective transition method. Under this methbd,grovisions of SFAS No. 123(R) apply to all aveagdanted after the date of adoption
to any unrecognized expense of awards unvestént aate of adoption based on the fair value akeofiate of grant. Prior to this date, we
accounted for our stock option plans in accordamitie the fair value provisions of SFAS No. 1Z3pck-Based Compensati(BFAS No.
123). Under SFAS No. 123, we accounted for forfeiuwof stock options as they occurred. SFAS No.

123(R) requires us to estimate expected forfeitatébe grant date and recognize compensatiorobsfor those awards expected to vest.
Accordingly, in the first quarter of 2006, we reded a cumulative effect of accounting change, heq of $0.3 million to reverse the imp:
of stock-based compensation expense recordedanywars related to outstanding stock optionsweaestimate will not vest. Aside from
recording this cumulative effect of accounting arthe adoption of SFAS No. 123(R) did not hagaaificant impact on our financial
position or results of operations because we pusiyarecognized stock-based compensation expersecordance with SFAS No. 123.

Prior to our adoption of SFAS 123(R), we classifiad benefits arising from the exercise of stockays as operating cash flows. SFAS No.
123(R) requires that we classify the cash flowsiltesy from the tax benefit that arises when thedaductions exceed the compensation cost
recognized for those options (excess tax benefitginancing cash flows. The excess tax benefite $8.8 million in the first nine months of
2006, and $1.1 million in the first nine month2005. Refer to Note 8 of the Notes to our Unaud@eddensed Consolidated Financial
Statements for more information regarding our aidopdf SFAS No. 123(R) and our accounting for stopkions.
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Recently Issued Accounting Pronouncements

In September 2006, the Financial Accounting Stashsi&oard (FASB) issued FASB Statement No. Faift, Value Measuremen{SFAS No.
157), which defines fair value, establishes a franrk for measuring fair value, and expands disalesabout fair value measurements. The
standard applies whenever other standards requimge(mit) assets or liabilities to be measurefdiatvalue. The standard does not expant
use of fair value in any new circumstances. SFAS18d is effective for fiscal years beginning attervember 15, 2007 and for interim
periods within those years; therefore, we will ad8pAS No. 157 in the first quarter of 2008. We iarthe process of determining the effect
the adoption of SFAS No. 157 will have on our fioi@hstatements.

In September 2006, the Securities and Exchange Gssiun (SEC) issued Staff Accounting Bulletin (SA®). 108,Considering the Effects

of Prior Year Misstatements when Quantifying Misstzents in Current Year Financial Stateme®aB 108). SAB 108 addresses

guantifying the financial statement effects of nassments, specifically, how the effects of prieayuncorrected errors must be considered in
guantifying misstatements in the current year faianstatements. SAB 108 is effective for fiscahggeending after November 15, 2006;
therefore, we will adopt SAB 108 in the fourth gearf 2006. We do not anticipate that SAB 108 Wilve an impact on our financial
statements.

In July 2006, the Financial Accounting StandardafiqFASB) issued FASB Interpretation No. A8counting for Uncertainty in Income
Taxes, an interpretation of FASB Statement No.(EQ9 48), which prescribes the minimum recognittbreshold a tax position is requirec
meet before being recognized in the financial stet@s. FIN 48 also provides guidance on derecagmitneasurement, classification, intel
and penalties, accounting in interim periods, aisdldsure for uncertain tax positions. FIN 48 iieefive for fiscal years beginning after
December 15, 2006; therefore, we will adopt FINé&he first quarter of 2007. We are in the proagfsdetermining the effect, if any, the
adoption of FIN 48 will have on our financial statents.

In June 2006, the Emerging Issues Task Force (B@iF)ed EITF Issue No. 06-Accounting for Sabbatical Leave and Other Similar
Benefits Pursuant to FASB Statement No“Accounting for Compensation AbsencITF No. 06-2), which requires that a liabilityrfo
employees’ sabbatical benefits be accrued ovepehied required for employees to earn the rigtgaiobatical leave. EITF No. 06-2 is
effective for fiscal years beginning after Decemb®gy 2006; therefore, we will adopt EITF No. 06azZhe first quarter of 2007. We are in the
process of determining the effect the adoptionl@FENo. 06-2 will have on our financial statements.

In June 2006, the EITF ratified EITF Issue No. Q648w Taxes Collected from Customers and Remitt&bternmental Authorities Should
Be Presented in the Income Staten(EITF No. 06-3), which concludes that companiesehidne option to report taxes that are externally
imposed on a revenue producing transaction betaesstier and a customer either gross within revemunest. This is, it may include charges
to customers for taxes within revenues and thegehfar taxes from the taxing authority within cofsales, or alternatively, it may net the
charge to the customer and the charge from thadaadithority. In addition, if these taxes are digant, disclosure of the accounting policy
used is required. EITF No. 06-3 is effective faichl years beginning after December 15, 2006; ftverewe will adopt EITF No. 06-3 in the
first quarter of 2007. We do not anticipate thalfENo. 06-3 will have an impact on our financiatsments.
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Rule 10b51 Plans

Our directors and executive officers may exercieeksoptions or purchase or sell shares of our comstock in the market from time to
time. We encourage them to make these transadtiomsgh plans that comply with Exchange Act Rule3:Q.(c). Morningstar will not
receive any proceeds, other than proceeds froraxbeeise of stock options, related to these traimsec

The following table, which we are providing on dwary basis, shows the Rule 10b5-1 plans entetedy our directors and executive
officers that were in effect on November 1, 2006:

Number of Number of
Shares Shares
Plan to be Sold under Projected
Date of Termination Sold under the Plan through Beneficial
Name and Position Plan Date the Plan  Timing of Sales under the Plai November 1, 200! Ownership(1)
Joe Mansueto(2) 05/09/06 12/29/06 700,00C Up to 100,000 shares to 400,00( 29,297,001
Chairman and Chief be sold during June 200
Executive Officer and up to 300,000 share

to be sold during each o
the fiscal quarters endin
September 30, 2006 ant
December 31, 200

Bevin Desmond 06/28/06 12/31/06 123,75 Upto 123,750 shares to — 62,03¢
President, International be sold

Business

Cheryl Francis 05/09/06 12/31/06 20,00C Daily increments of up t 14,00( 64,00(
Director 500 shares, or all

remaining shares under
the plan if the stock
reaches a specified pri

Tao Huang 05/15/06 02/28/07 70,00C Monthly increments of u — 1,432,80:
Chief Operating Office to 10,000 share

Steve Kaplan 05/10/06 12/09/06 44,00C Monthly increments of u 35,00( 88,00(
Director to 7,000 shares, except

the last month which wil
be 9,000 share

Jack Noonan 08/22/06 12/10/07 60,00C Monthly increments of u 4,00C 72,00(C
Director to 4,000 share

Don Phillips 05/09/06 08/26/07 450,00 Semimonthly increments 100,00( 1,377,48¢
Managing Directo of up to 15,000 share

(1) This column reflects an estimate of the nunddeshares each identified director and executifieafwill beneficially own following the
sale of all shares under his or her Rule 10b5-4 jlantified above. This information reflects thenbficial ownership of our common stock
on September 30, 2006, and includes shares ofosnmon stock subject to options that were then ésadote or that will have become
exercisable by November 29, 2006. The estimatewticeflect any changes to beneficial ownership i@y have occurred since September
30, 2006. Directors and executive officers ideetlfin the table may amend or terminate their RQkb11 plans and may adopt additional
Rule 10b5-1 plans in the future.

(2) On April 7, 2006, we announced that Joe Marsuair chairman and chief executive officer, woeddablish a Rule 10b5-1 plan and that

he intends to sell up to 1.2 million shares, or@l®his total shares, during a 12-month period beigignin June 2006. The 700,000 shares
subject to his Rule 10b5-1 plan reflect the portbthe shares to be sold by December 29, 2006.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABO UT MARKET RISK

Our investment portfolio is actively managed and/ maffer losses from fluctuating interest ratesrkatprices, or adverse security selection.
As of September 30, 2006, our investments, congigrimarily of fixed-income securities, were $5&illion. Based on our estimates, a 100
basis point change in interest rates would haveased or decreased the fair value of our invedtputfolio by approximately $0.1 million.

As our non-U.S. revenue increases as a percentageamue over the long term, fluctuations in fgrecurrencies present a greater potential
risk. To date, we have not engaged in currency ingdgnd we do not currently have any positionderivative instruments to hedge our
currency risk. Our results could suffer if certéoneign currencies decline relative to the U.Slatoln addition, because we use the local
currency of our subsidiaries as the functional ency, we are affected by the translation of foraeigmencies into U.S. dollars.

ITEM 4. CONTROLS AND PROCEDURES
(a) Evaluation and Disclosure Controls and Procedwes

Disclosure controls and procedures are designezhionably assure that information required toibelased in the reports filed or submitted
under the Exchange Act is recorded, processed, suized, and reported within the time periods spediin the SEC’s rules and forms.
Disclosure controls and procedures include, withiouitation, controls and procedures designed &somably assure that information requ
to be disclosed in the reports filed under the Exgje Act is accumulated and communicated to managemcluding the chief executive
officer and the chief financial officer, as appriape, to allow timely decisions regarding requidistclosure.

Morningstar carried out an evaluation, under thgesvision and with the participation of our manageinincluding our chief executive

officer and chief financial officer, of the effeetiness of the design and operation of our disctosantrols and procedures as of September
30, 2006. Based on that evaluation, our chief exezwfficer and chief financial officer concludéuht our disclosure controls and procedures
are effective to provide reasonable assurancertf@mation required to be disclosed in the repartsfile or submit under the Exchange Act
is recorded, processed, summarized, and reportaddaghen required.

(b) Changes in Internal Controls Over Financial Reprting
There were no changes in Morningstar’s internatrods over financial reporting during the periodreoed by this Quarterly Report on

Form 10-Q that have materially affected or areanably likely to materially affect our internal dool over financial reporting.
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PART 2 OTHER INFORMATION
Item 1. Legal Proceedings

We incorporate by reference the information regaydégal proceedings set forth in Note 11, “Corgimgjes,” of the Notes to our Unaudited
Condensed Consolidated Financial Statements ceaténPart 1., Item 1. of this Quarterly Reportramm 10-Q.

Item 1A. Risk Factors

There have been no material changes to the risérfadisclosed in Item 1A — Risk Factors in our AahReport on Form 10-K for the year
ended December 31, 2005.

Item 6. Exhibits

(a) Exhibits

Exhibit No Description of Exhibit

31.1 Certification of Chief Executive Officer pursuantRule 13-14(a)/15¢-14(a) of the Securities Exchange Act of 1!
31.2 Certification of Chief Financial Officer pursuant Rule 13-14(a)/15«-14(a) of the Securities Exchange Act of 1!
32.1 Certification of Chief Executive Officer Pursuant18 U.S.C. 135!

32.2 Certification of Chief Financial Officer Pursuant18 U.S.C. 135
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SIGNATURE

Pursuant to the requirements of the Securities &xgl Act of 1934, the registrant has duly causisdréport to be signed on its behalf by the
undersigned thereunto duly authorized.

MORNINGSTAR, INC.

Date: November 9, 2006 By: /s/ Martha Dustin Boudc
Martha Dustin Boudo
Chief Financial Office!
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EXHIBIT 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Joe Mansueto, certify that:
1. I have reviewed this Quarterly Report on Form 18f@®lorningstar, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgttéde a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented
in this report;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) for the registrant and have:

a. designed such disclosure controls and proceduresused such disclosure controls and procedurtes designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is
made known to us by others within those entitiestigularly during the period in which this repartbeing prepared;

b. (paragraph omitted pursuant to SEC Release No8383-and 34-49313);

c. evaluated the effectiveness of the registrant’slaésire controls and procedures and presentedsimetport our
conclusions about the effectiveness of the discéosantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

d. disclosed in this report any change in the regisanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter that haterraly affected, or is reasonably likely to maadly affect, the
registrant’s internal control over financial repog; and

5. The registrans other certifying officer and | have disclosedsdxhon our most recent evaluation of internal abmiver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions):

a. all significant deficiencies and material weaknessehe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaad report financial
information; and

b. any fraud, whether or not material, that involveanagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: November 9, 2006 /s/ Joe Mansuet
Joe Mansuet
Chairman of the Board and Chief Executive Offi




EXHIBIT 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Martha Dustin Boudos, certify that:
1. I have reviewed this Quarterly Report on Form 18f@®lorningstar, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgttéde a material fact
necessary to make the statements made, in ligheafircumstances under which such statementsmwade, not misleading with
respect to the period covered by this report;

3. Based on my knowledge, the financial statementsodimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented
in this report;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disate controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) for the registrant and have:

a. designed such disclosure controls and proceduresused such disclosure controls and procedurtes designed under
our supervision, to ensure that material infornmatielating to the registrant, including its condated subsidiaries, is
made known to us by others within those entitiestigularly during the period in which this repartbeing prepared;

b. (paragraph omitted pursuant to SEC Release No8383-and 34-49313);

c. evaluated the effectiveness of the registrant’slaésire controls and procedures and presentedsimetport our
conclusions about the effectiveness of the discéosantrols and procedures, as of the end of thegeovered by this
report based on such evaluation; and

d. disclosed in this report any change in the regisanternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter that haterraly affected, or is reasonably likely to maadly affect, the
registrant’s internal control over financial repog; and

5. The registrans other certifying officer and | have disclosedsdxhon our most recent evaluation of internal abmiver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions):

a. all significant deficiencies and material weaknessehe design or operation of internal contradiofinancial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaad report financial
information; and

b. any fraud, whether or not material, that involveanagement or other employees who have a significéain the
registrant’s internal control over financial repogt

Date: November 9, 2006 /s/ Martha Dustin Boudc
Martha Dustin Boudo
Chief Financial Officel




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTON 906 OF
THE SARBANES-OXLEY ACT OF 2002

Joe Mansueto, as Chairman of the Board and Chie€iike Officer of Morningstar, Inc. (the “Compaytertifies, pursuant to 18 U.S.C.
1350, as adopted pursuant to 906 of the Sarbanks®@xt of 2002, that:

1. the Company’s Quarterly Report on Form 10-Q fordbarterly period ended September 30, 2006 as\ilddthe Securities
and Exchange Commission on the date hereof (thpdR® fully complies with the requirements of Sect 13(a) of the
Securities Exchange Act of 1934; and

2.

the information contained in the Report fairly mets, in all material respects, the financial ctadiand results of operatic
of the Company.

/s/ Joe Mansuet
Joe Mansuet
Chairman of the Board and Chief Executive Offi

November 9, 200




EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTON 906 OF
THE SARBANES-OXLEY ACT OF 2002

Martha Dustin Boudos, as Chief Financial OfficeMxdrningstar, Inc. (the “Company”), certifies, puast to 18 U.S.C. 1350, as adopted
pursuant to 906 of the Sarbanes-Oxley Act of 200&;

1. the Company’s Quarterly Report on Form 10-Q fordbarterly period ended September 30, 2006 as\ilddthe Securities
and Exchange Commission on the date hereof (thpdR® fully complies with the requirements of Sect 13(a) of the
Securities Exchange Act of 1934; and

2.

the information contained in the Report fairly mets, in all material respects, the financial ctadiand results of operatic
of the Company.

/s/ Martha Dustin Boudc
Martha Dustin Boudo
Chief Financial Officel

November 9, 200




