MORNINGSTAR, INC.

FORM 8-K

(Current report filing)

Filed 4/6/2007 For Period Ending 4/6/2007

Address 225 WEST WACKER DRIVE
CHICAGO, lllinois 60606
Telephone (312) 696-6000
CIK 0001289419
Industry Computer Services
Sector Technology
Fiscal Year 12/31
powered 8y EINGA ROnline

hitpiherwew_edgar-online.com/
D Copyright 2005. All Rights Reservad
Distribution and use of this document restricted under EDGAR Onlines Terms of Use.




UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 8-K

CURRENT REPORT
Pursuant to Section 13 OR 15(d) of The Securitiesd€hange Act of 1934

Date of Report (Date of earliest event reporte®ril 6, 2007

MORNINGSTAR, INC.

(Exact name of registrant as specified in its @rart

llinois 00C-51280 36-329708
(State or other jurisdictio (Commissior (IRS Employel
of incorporation’ File Number) Identification No.)

225 West Wacker Drive
Chicago, IL 60606
(Address of principal executive office (Zip Code)

(312) 696-6000
(Registrant’s telephone number, including area fode

N/A
(Former name or former address, if changed sirstedgort.)

Check the appropriate box below if the Form 8-flis intended to simultaneously satisfy the §liobligation of the registrant under any of
the following provisions:

O Written communications pursuant to Rule 425 unberSecurities Act (17 CFR 230.425)

O Soliciting material pursuant to Rule 14a-12 under Exchange Act (17 CFR 240.14a-12)

O Pre-commencement communications pursuant to Rue?{l) under the Exchange Act (17 CFR 240.14d-2(b))
O

Pre-commencement communications pursuant to Rédetld under the Exchange Act (17 CFR 240.13e-4(c))




Item 7.01. Regulation FD Disclosure.

The following information is included in this CunteReport on Form 8-K as a result of Morningstac,’s policy regarding public disclosure
of corporate information. Answers to additionalunggs, if any, that comply with this policy areheduled to become available on May 4,
2007.

Safe Harbor Statement under the Private Securitiekitigation Reform Act of 1995

This current report on Form 8-K contains forwardldimg statements. These statements relate toefatuents or to future financial
performance and involve known and unknown riskgeuiainties, and other factors that may cause ciuabresults, levels of activity,
performance, or achievements to be materially diffefrom any future results, levels of activitgrfprmance, or achievements expressed or
implied by these forward-looking statements. Imecaases, you can identify forward-looking statet:éy the use of words such as “may,”
“could,” “expect,” “intend,” “plan,” “seek,” “antigpate,” “believe,” “estimate,” “predict,” “potentid or “continue” or the negative of these
terms or other comparable terminology. You shawtplace undue reliance on forward-looking stateseecause they involve known and
unknown risks, uncertainties and other factors déinaf in some cases, beyond our control and thédl ecoaterially affect actual results, levels
of activity, performance, or achievements.

Other factors that could materially affect actweuits, levels of activity, performance, or achiaeats can be found in Morningstar’s other
filings with the Securities and Exchange Commissinduding Morningstar’s Annual Report on Form KGer the year ended December 31,
2006. If any of these risks or uncertainties maliee, or if our underlying assumptions prove ®ibcorrect, actual results may vary
significantly from what we projected. Any forwalabking statement you read in this current reparForm 8-K reflects our current views
with respect to future events and is subject tedtand other risks, uncertainties, and assumpteasng to our operations, results of
operations, growth strategy, and liquidity. Weusss no obligation to publicly update or revise thimward-looking statements for any
reason, whether as a result of new informatiomyruevents, or otherwise.




Investor Questions and Answers: April 2007

We plan to make written responses available adiahge#svestor questions about our business on teeRriday of every month. The
following answers respond to selected questionsived through April 3, 2007. We intend to answemasy questions as time allows,
although we will not answer product support questithrough this channel. We may wait to resporal goven question until the following
month if we need more time to research the answer.

If you would like to submit a question, please sand-mail to investors@morningstar.com, contactaigax at 312-696-6009, or write to us
at the following address:

Morningstar, Inc.
Investor Relations

225 West Wacker Drive
Chicago, IL 60606

Individual Segment

1. Whatis the average revenue/subscriber for the premmemberships in Q4 2006? Was it up year over ged sequentially? What was
the renewal rate for the premium subscriber base?

Average quarterly revenue per subscriber was ak@hiin the fourth quarter of 2006 based on totahfum memberships in place as of
December 31. This amount was consistent with rexgeun subscriber in the third quarter and a modenatease year over year. We typic
increase Premium pricing annually, so it makesesémst we would see a moderate increase in rewsareover year and more consistent
revenue per subscriber quarter to quarter. We deptirt product-level renewal rates, but we esentlagt the retention rate for our
subscription-based products overall (including Mogstar.com Premium service, newsletters, and Piajchas averaged about 60% to 65%.

2. Were revenues from the Wall Street [Global AndRestearch] settlement up year over year and seclbrttils there interest in the
equity research from the other six firms includedhie Wall Street settlement? Is there intereshfather firms outside of the settlement?
Do you expect to sign any new firms in 2007, oatsitthe recent announcement?

Yes, revenue for our equity research associatddtivt Global Analyst Research Settlement increbséd sequentially and year over year in
the fourth quarter of 2006. We won’t comment onvittlial firms that might be interested in our eguiésearch, but we're actively pursuing
opportunities for our equity research in a varatareas.

3.  What are the other ways Morningstar can monetieevidue of its subscription customers with otherducts and services?

The revenue we earn from paid Premium membershipdarningstar.com is the primary way that we mareethe value of subscribers, but
we also realize value through advertising salescaoss-selling additional Morningstar products,isas books and newsletters.

4. What was online advertising revenue as a percesegiment or total revenues in Q4 and full-year 208as the growth rate higher or
lower than the segment internal growth rate in @&®0

Online advertising made up about 12% of Individeegment revenue for the full year. We haven'’t disetl a quarterly figure for advertising
sales. The growth rate for online ad sales waméwith segment growth for the full year.




5. Was the growth rate in print and online publicatdousiness above or below the segment internaltrowQ4 20067?

Excluding new products from the Aspect Huntley asitjon, our newsletter business grew at a lowes than the Individual segment overall
in the fourth quarter.

Advisor Segment

6. How have you been able to maintain the revenuddéeeyour Principia business despite the subganristtrition? Are flat Principia
revenue sustainable? How?

We've been able to maintain revenue for Princigianereasing sales of advanced modules, whichaséligher price points. Revenue for
Principia has also benefited from previous prig¥éases and reductions in some discount prograhishwe phased out in 2005.

It's tough to speculate about whether flat Prireiggvenues are sustainable, but our current syrégeég maximize the value of the product by
continuing to introduce new modules and functidgdt meet customer demand. While many financiahpkrs and advisors have switche
Advisor Workstation's Web-based platform, we bedid®rincipia continues to fill an important nichelwfinancial planners who need a
research-intensive application and are comfortabileg the CD-ROM based format.

7. What drove the sequential increase in Advisor Watlks subscriptions? Was the growth concentrated few large institutions?

We signed a major enterprise agreement for Pastliilder, which is part of Morningstar Advisor Wstation, during the fourth quarter. In
addition, another large client increased the nurobessers covered under its license agreementragfpan annual reset included in the
contract. These two factors drove the bulk of tteg@ase in Advisor Workstation licenses from thiedtquarter to the fourth quarter of 2006.

8. What is the average revenue per Advisor Workstdtioense]? Is it up or down year over year? Or,suwhe Advisor Workstation
revenue growth rate equal to the growth rate in ASMBscribers in Q4 2006?

Pricing for Advisor Workstation varies based oruaier of different factors and spans a broad ravgegenerally charge $5,000 per year
for the Office Edition, which is geared toward ipdadent financial advisors. Pricing for the EntisgoEdition for advisors affiliated with a
larger firm generally ranges between $80 per liednsser on the low end for access to an individaaiponent or tool to $2,800 per licensed
user for access to the full range of Advisor Waakish functionality. On average, revenue per lieewas about $280 in 2006, compared with
about $260 in 2005. The revenue growth rate farpihdoduct has been slightly higher than growttheniumber of licenses.

9. Has there been any change to the average basi$ fa@nn the assets under managed portfolio businesa year over year or a
sequential basis?

The average fee for Morningstar Managed Portfdiias averaged around 40 basis points, and this @rhasmemained consistent over the
past several years. We recently introduced Mornarg3elect Stock Baskets, which will carry a higleer because they’re customized to meet
an investor’s specific parameters, including seatat industry exposure, stock restrictions, existioldings, and personal tax situation. Over
time, we expect to see the average basis-poiritdad up, but that will likely take place over atiended time period.

10. Did the average portfolio in the managed portfolisat its benchmark in 2006? On average, how much?




Yes. We have a total of 26 asset allocation paa$ah our Managed Portfolios line. For calendaaty2006, 22 of 26 portfolios beat their
benchmarks. For the three years ended Decemb@086, 22 of 26 beat their benchmarks, and 25 dfe2 their benchmarks over the five-
year period ending in 200

For the new ETF line of asset allocation portfaliebich had a full year in operation in 2006, eighthe 10 portfolios were ahead of their
benchmarks for the year.

Institutional Segment
11. What is Morningstar Direct as a percent of totalsmgment revenues?

In general, we only disclose annual revenue forfiwerlargest products. Morningstar Direct isn’timded in the top five, so we haven't
disclosed revenue for this product.

12. What drove the 37% increase in Morningstar Diréc¢hses? What is the average revenue per licenses?tWp year over year?

The license growth for Morningstar Direct reflectmgt expanded sales efforts in Europe and otheith&1 markets, as well as continued
growth from clients in the United States. We haverisclosed average revenue per license; howewehave disclosed the pricing structure
for this product, which is $15,000 for the firsens$10,000 for the second user, and $7,500 fdr additional user.

13. What is Licensed Data as a percent of total or ssgmevenues in Q4 2006 and full-year 2006? Dugtdw faster or slower versus the
internal growth rate of the segment?

Licensed Data made up about 23% of Institutiongirent revenue in the fourth quarter and 26% forftlie/ear. Our Licensed Data busine
is relatively mature and has therefore grown dowesr rate than the segment overall, although st¢@ntinued to grow at a double-digit rate.

14. How much of revenue in 2006 came from asset-basadgements (% of assets under management-baseatdh) as investment
consulting? How did that look five years ago arithindo you envision that looking like five yeamnfrnow?

Revenue from asset-based fees was minimal fivesysgo and has increased substantially over thespastal years as areas such as
Morningstar Managed Portfolios, managed retirenaenbunts, and Investment Consulting have grownetAsased fees made up a bit more
than 10% of our consolidated revenue in 2006. Wxeeixthis percentage to continue increasing oweg,talthough we also expect that a I
percentage of our business will remain subscriptiased.

Ibbotson Associates Acquisition

15. Have you felt the full effect of the cost synergigsected from the Ibbotson integration?

We've completed the vast majority of the integnatwork for Ibbotson at this point, and we’'ve alrgadmbined the administrative functions
that we initially planned to integrate. We recemttynpleted the one-year anniversary of this actijisiso it would be fair to say we've
already reaped most of the cost benefits.

16. Did you incur any product implementation expense#\tivice by Ibbotson in Q4 2006? If so, how much?

Yes, we incurred about $0.9 million in product iemplentation expense for Advice by Ibbotson in thetfoquarter.

17. Is there any further tax benefit expected to bévedrfrom the Ibbotson acquisition? | noticed Mogstar benefited by a $9.9 million
boost to cash flow from operations for 2006.




No, we do not expect further tax benefits from tgguisition. The cash tax benefit from the Ibbotaoquisition (which related
cancellation of employee stock options) was a @me-event in 2006.

18. Are the average basis point fees on Ibbotson’stasseler management for managed retirement accantsssets under advisement
for investment consulting the same as core Mornargees? If not, higher or lower on average?

Overall, Ibbotson’s asset-based fees have gendradiy lower than those for Morningstar Associaf#sis pricing structure partly reflects
differences in the level of service provided. Foample, Ibbotson provides asset allocation modadsguidance for managed retirement
accounts, but doesn’t offer the same type of clieabhagement and turn-key 401(k) solutions offegebrningstar Associates. We expect
that fees for each client will continue to vary &a®n the level of service and scope of work preditb each client.

Hedge Fund Database

19. Please provide us with an update on your hedge fwaduct. How many hedge funds are you now wriibgut? What is your present
thinking about applying the star rating systemhe hedge funds you follow? What have the saldsptoduct been, and where is the
demand coming from?

We offer hedge fund data and manager informatiooutlih our Altvest software, and we're also incogtimg hedge fund data and research
into our existing products, such as Morningstaeblir Advisor Workstation Office Edition, and Morgstar.com. We're currently writing
hedge fund research reports on a small numbedafidual hedge funds. Right now, we're focusing cesearch efforts not on writing
analyses of hedge funds, but instead on enhanaith@@apting our mutual fund methodology to fit ieelge fund universe. This project
includes creating a new and improved system ofycaizing hedge funds, constructing indexes, andrd@hing the best approach for
modifying Morningstar’s mutual-fund star rating callation to suit the somewhat different universéedige funds.

So far, our hedge fund research has been primsség by hedge funds of funds, family offices, cdtasits, mutual fund companies, and ot
investment managers. We're also marketing our héwye data to hedge fund administrators, which gl®back-office services to hedge
fund managers; prime brokers, which are heavy udfdiedge fund data for research purposes; andehealg firms that are interested in
obtaining data for competitive research purposesveé/created a hedge fund data profile page thailareto offer to institutional clients. In
addition, qualified individual investors and fingacadvisors have access to our hedge fund dataemegrch through Morningstar.com and
Advisor Workstation Office Edition.

As mentioned above, our hedge fund data is offdraxigh several products, and we haven't reporgessnformation for our hedge-fund
database. It's a new and growing area for us, aednhere we see additional potential.

Acquisition of Standard & Poor’s Mutual Fund Data Business

20. What additional information can you provide to s the S&P acquisition? We have read all of thespreeleases, but do not have an
idea of the revenues that can be attributed tonkis group or the types of margins that it has gateel in the past.

We weren't able to disclose information about teeenue associated with S&P’s mutual fund data legsiat the time of the acquisition
because McGraw-Hill, the parent company of S&P sddeeport that level of detail for its businessts and requested that we not include
this information in the acquisition announcemetis. been our practice to report each quarter’d tetzenue from acquisitions in our earnings
press releases, and we expect to continue thigrifuture earnings announcements, which will inelfidancial results from this and other
acquired businesses. We don't plan to break owmes for the S&P mutual fund data business speadific




Regulatory Issues

21. Can you provide us with an update on the ongoidgri@/state investigations of your operations? fre anstance it looks like the SEC
dropped their review, but the NY AG and Departneéitabor are expanding their review. Is this a @mtrassessment of the situation?

You are correct that the SEC has dropped its ifgagsdn, which related to our retirement plan cadtisg business. The Department of Labor
has requested some additional documents relatiesireview. We are in continuing discussions with New York Attorney General’s office,
but we wouldn’t characterize the situation as gua@sion of its review. Please refer to pages 89é&naf our 10-K for a more complete
discussion of these issues.

10b5-1 Sales Plans

22. Your 10-K discloses 10b5-1 plans on two of youcetiees. Does this mean that the other executhegsitad been mentioned as having
10b5-1 plans have completed their programs; inipatar, is Mr. Mansueto’s 10b5-1 plan completed dr@ddoes not have additional
plans to implement these types of sales at thestim

We encourage our directors and executive offiaeradke stock and stock option transactions thrdidigb-1 plans, and we generally provide
updates on these plans in our 10-K and 10-Q filidgsof the date of our 10-K filing, most of theeexitives who previously had 1085slans
including Joe Mansueto, did not have these progiamkce. However, a number of directors and etreewfficers have subsequently
adopted 10b5-1 plans for 2007. We'll include updatisclosure about these plans in our 10-Q rejporttie first quarter.

With respect to Joe Mansueto specifically, we noer@d in the 10-K that we expected him to estatdigldb5-1 plan for 2007, and he recently
did. The plan is consistent with Joe’s previougldisure that he plans to sell approximately 4%isfNorningstar shares each year. We'll
provide information about Joe’s 2007 10b5-1 plamglwith the other 10b5-1 plan information in tivetfquarter 10-Q.

CFO Search
23. Can you tell me which executive search firm has betined to fill your CFO position? How long dowexpect the search to take?

We're currently working with Optimus to find a replatent for Martha Dustin Boudos, who plans to taketlaer position at Morningstar. V
don’t know how long the search will take at thisnioFinding the best person for this role is intpat, so we’re not planning to rush the
process, although we are working to fill this rakesoon as possible. Martha will continue to fi# CFO role until we name a replacement
will help with the transition.

Strategic Partnerships

24. From a strategic perspective, how does Morningstaw its opportunity to partner with the online kers
(Ameritrade/E*Trade/Schwab, etc...) to maximize #iaevof Morningstar’s brand, research, and managedfolios? What are the
pros and cons to have Morningstar be fully owneas of these online brokers?

We have many partnerships and business relationstith other companies, including online brokerfigas. One of the most important
benefits of these relationships is that they allmato reach millions of additional investors wittoiMingstar’'s data, research, and portfolio
tools. We provide information to several leadingjrimbrokerage firms and believe this helps extemdbrand to a large number of investors
both in the United States and in other areas ofitrtd.




While these relationships are important stratetyicale don'’t currently believe there would be siigrant benefits to us in being fully owned
by an online brokerage firm. We prefer to operatamindependent company and believe that modetbdsed well for us.

Net Income from Investments in Unconsolidated Enties

25. Why is the net income for investments in uncoms@dlentities greater than the operating incometffimse entities? This was presented
on page 81 of the Form 10-K.

In 2006, Morningstar Japan KK recorded a gain graximately $2.8 million on the sale of shares fritra initial public offering of one of its
subsidiaries. This was the main driver behind ffferg@nce between the operating income and neniecimformation included in Note 8 to
our 2006 Consolidated Financial Statements. Mostangs share of this gain was approximately $990&@d is included as part dEquity in
net income of unconsolidated entities” in our Cdigdsded Income Statement.




SIGNATURES

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

MORNINGSTAR, INC.

Date: April 6, 2007 By: /s/ Martha Dustin Boudc
Name: Martha Dustin Boudo
Title:  Chief Financial Officel




