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Prospectus Summary

This summary highlights selected infation contained elsewhere in this prospectuss $ammary may not contain all the information §fwi should consider
before investing in our common stock. You shouldefidly read the entire prospectus, including "Rigictors” and our Consolidated Financial Statemamdsrelated
notes included elsewhere in this prospectus, befmiéng an investment decision.

Overview

We are a leading provider of indep@rtdnvestment research in the United States anthior international markets. Our mission is taabeegreat products that
help investors reach their financial goals. We offie extensive line of Internet, software, andtgbased products for individual investors, finaheidvisors, and
institutional clients. We provide data on more th&5,000 investment offerings, including more tB&000 mutual funds and similar vehicles. Morniagserves more
than 4 million individual investors, 140,000 fingcadvisors, and 500 institutional clients and bpsrations in 16 countries around the world.

Our business operations are divided into three se¢gn

. Individual, which focuses on products for individlirvestors;
. Advisor, which focuses on products for financiaviadrs; and
. Institutional, which focuses on products for ingfiinal clients, including banks, brokerage firimsurance companies, mutual fund companies, amdmaint plan

providers and sponsors.

In all three of our business segments, we beliewevork helps individual investors reach their fio@l goals. Financial advisors use our researdi@ais to help them
and their clients make better investment decisiBmsilarly, institutions often make our informatiand advice available to individual investors wise their products and
services.

We believe Morningstar is one of the most recoghined trusted names in the investment industryoamgbosition as an industry leader results fromhagh-quality
products and services, our strong market positidcely market segments, our expertise in investmesgarch, our history of product innovation, armbgmition of our
brand.

From 2000 through 2004, our revenue increaseddmyrgound annual growth rate of 24.4%, largely bsead strong internally generated growth. During teriod, our
lowest annual growth rate was 20.2% in 2002, anch@hest annual growth rate was 28.8% in 2002004, revenue was $179.7 million, an increase @%®@8&ver 200z
Our net income (loss), however, has fluctuatediogmtly during this period, ranging from a nes$oof $28.6 million in 2000 to net income of $8.8ion in 2004.

Competitive Strengths
We believe our company has the follmicompetitive strengths:

. Strong reputation and brantlVe believe Morningstar has built a trusted nameragnindividual investors, financial advisors, ansdtitutions, because of our
independence and the high quality of our produsctsservices.




. Investor focusWe have a history of investor advocacy and desigrpooducts to help investors make \-informed investment decisior

. Depth, breadth, and accuracy of datle maintain what we believe is one of the largestst accurate, and most complete databases imdustry, with data on
more than 125,000 investment offerings.

. Innovative, proprietary research tooM/e have developed a number of proprietary resemrdranalytical tools that support our fundamenpareach to investing,
including the Morningstar Rating, which helped plapize the concept of risk-adjusted returns amieggeneral investing public, and the MorningstagteSBox,
which classifies investment offerings based onrthederlying size and investment style.

. Expertise in research, technology, and desiye.have built a flexible technology platform thlibars our products to work together across a fatige of
investment databases, delivery formats, and madgments. We develop most of our software and taobn tools ourselves, which enables us to levemage
expertise and tailor our products to the needsiotastomers.

. Large and loyal customer bag@ur individual investor Web sites have more thanilion registered users worldwide, and our prinbfications reach more than
80,000 additional individuals. We also reach mbant140,000 financial advisors and work with apprately 500 institutional clients. We sell manyaoofr
products through annual subscriptions and multi-geatracts. In 2004, existing contracts and lieequsd subscription renewals accounted for 74.6&upf
revenue.

. Diversified revenue base and broad reach withintipiel segmentd/Ve offer a range of products in each of our busisegments, and our revenue base is
diversified by segment. In 2004, our largest pradBdncipia, accounted for 16.3% of revenue, amdlargest client accounted for less than 3% oénexe.

. Entrepreneurial culture and experienced managertear.Our philosophy is that people can and will do thoeist work when they have the freedom and tools to

make their own decisions. Joe Mansueto, our chairamal chief executive officer, founded Morningstaore than 20 years ago. Our executive officers laave
average tenure with Morningstar of more than 12gea

Growth Strategies

Our mission is to create great prasititat help investors reach their financial goalgs mission guides our operations, in the Unéates and internationally,
and our product offerings, whether designed foividdal investors, financial advisors, or instituis. In keeping with this mission, we are pursdimg growth strategies:

. Enhance our position in each of our three markgnsents by building on the strength of existing prdsl,
. Expand the range of services we offer individuaéstors, financial advisors, and institutional dlis;

. Continue to expand our international operationsgan

. Seek growth through strategic acquisitions.




Challenges and Risks

Our business is subject to challeragesrisks that are more fully described in "Riskcters" beginning on page 9. We incurred net loss2603 and in the fourth
quarter of 2004. As of December 31, 2004, we hadcanmulated deficit of $81.7 million. We operateihighly competitive market and our business ddp@n our
ability to maintain and increase the number of stipons and license agreements we have with liemts. Demand for our products may be adversepaicted by
increases in availability of free or low-cost intresnt information, changes in market and economicitions, a downturn in the mutual fund industengrally or any
perception that our ratings, research, or recomiaténts are not impartial or not accurate.

In addition, upon completion of this offering, Jansueto, our chairman and chief executive offieglt,beneficially own approximately 78.0% of ounrmmon stock and
accordingly will be able to control the outcomesabstantially all matters submitted to our sharééus for approval. This concentration of ownershigy prevent a
change in control, impede a business combinatieolimg us, or result in actions that those whocpasse the shares in this offering may oppose. Yiould carefully
consider the information contained in "Risk Factdmsfore you decide to invest in our common stock.

Company Information

We were incorporated in lllinois orai116, 1984. Our principal executive offices arated at 225 West Wacker Drive, Chicago, lllindi®6. Our telephone
number at that location is (312) 696-6000. Our oaafe Web site address is http://global.morningstan. The information contained on this Web siteusth not be
considered part of this prospectus.

We have operations in numerous international mayketmarily through wholly owned or majority-ownsdbsidiaries. In the United States, a portionwflsiness is
conducted through subsidiaries registered wittfSbeurities and Exchange Commission (SEC) as inwsgtadvisors or broker-dealers. See "Business—@avent
Regulation."

"Morningstar" and the Morningstar logo are registemarks of Morningstar in the United States anckittiain other jurisdictions. The following areatsademarks or
service marks of our company:

Morningstar® Advisor WorkstatiofV Morningstar® Mutual Fund§“
Morningstar.com® Morningstar® Ownership Zong¥
Morningstar® DirecEM Morningstar® Principia®
Morningstar® Fundinvestd Morningstar Rating™

Morningstar® Indexes§M Morningstar® Retirement Manage¥
Morningstar® Investment Guidé¥! Morningstar® Stewardship Grad¥!
Morningstar® Investment Profiled! Morningstar® StocklnvestdiM
Morningstar® Licensed Datfzl Morningstar Style BoXM
Morningstar® Managed Portfolic! Portfolio X-Ray®




The Offering

Common Stock Offered by the Selling Shareholder

7,612,500 shares

Common Stock Outstanding After This Offering

The number of shares of common stodde outstanding after this offering will be 384@lL4. This number excludes options to acquireSI09B1 shares of
common stock that were outstanding as of Decembe2@®4, 7,772,577 of which were exercisable aemmted average exercise price of $9.81 per shat84.79,354
of which were not exercisable and had a weightedame exercise price of $12.43 per share. This puaibo excludes options to acquire 969,184 stefresmmon stocl
that we intend to grant on the date the initiallfpudffering price is determined at an initial egise price equal to the initial public offering gei Options to acquire an
additional 130,816 shares of common stock have bpproved for grant in 2005. An additional 2,90@,3Bares of common stock are reserved for issuamder our
Stock Incentive Plan.

Unless otherwise indicated, all information in thiespectus assumes no exercise by the underwoiténeir over-allotment option.

Use of Proceeds

We will not receive any proceeds fritra sale of the shares by the selling sharehdllerintend to use any net proceeds to us fromxbecise of the
underwriters' over-allotment option for generalpmate purposes, including working capital. We rabsp use a portion of any net proceeds to acguawest in, or
establish joint ventures with respect to businegzeslucts, or technologies that complement or edmaur existing business. We do not, however, laawyepresent
arrangements, understandings, or agreements \gipeceto any acquisitions, investments, or joimtuees. See "Use of Proceeds" on page 20.

Listing
Our common stock has been approvedudotation on the Nasdaq National Market (NASDA@yler the symbol "MORN."
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Summary Historical Financial Data

The following table is a summary of consolidated financial data for the periods enésd. This summary financial data should be reamnjunction with
"Selected Historical Financial Data," "Managemebfscussion and Analysis of Financial Condition &ebults of Operations," and our Consolidated FiirsStatement
and related notes included elsewhere in this petapeWe have derived our Consolidated Statemdr@@perations Data and Other Consolidated Finarix#h for the
years ended December 31, 2002, 2003, and 2004dwraudited Consolidated Financial StatementsoHcstl results do not necessarily indicate thelteswou should

expect for future periods.

Consolidated Statements of Operations Dat

Year Ended December 3:

(in thousands except per share amounts) 200z 200z 2004
Revenue $ 109,61¢ 139,49t 179,65¢
Operating expens:
Cost of goods sol 39,03t 43,52 54,70¢
Developmen 11,88: 14,66: 16,167
Sales and marketir 24,99; 30,79¢ 36,03¢
General and administratiy 36,50 54,14¢ 46,78¢
Depreciation and amortizatic 5,547 7,12¢ 8,22¢
Total operating expen: 117,95¢ 150,25( 161,92:
Operating income (los: (8,340 (10,759 17,73t
Non-operating income, ne 4,46: 1,11C 1,80t
Income (loss) before income taxes, equity in nedine of unconsolidated entities, minority
interest in net loss of consolidated entities, extdaordinary gail (3,877 (9,644 19,54(
Income tax expense (benet (311 2,95( 11,57«
Equity in net income of unconsolidated entit 75C 697 845
Minority interest in net loss of consolidated &gs 17¢ — —
Income (loss) before extraordinary g (2,63¢) (11,89 8,80¢
Extraordinary gai—acquisition 3,08¢ — —
Net income (loss $ 44¢ (11,89)) 8,80¢
Basic income (loss) per sha
Income (loss) before extraordinary g $ (0.07) (0.3) 0.2t
Extraordinary gai—acquisition 0.0¢ — —
Basic income (loss) per she $ 0.01 (0.3) 0.2t
Weighted average common shares outstar—basic 38,34¢ 38,38: 38,41¢
Diluted income (loss) per sha
Income (loss) before extraordinary g $ (0.19) (0.3)) 0.21
Extraordinary gai—acquisition 0.0¢ — —
Diluted income (loss) per she $ (0.09) (0.3)) 0.21
Weighted average common shares outsta—diluted 40,36 38,38 41,85¢
6
Year Ended December 3:
Other Consolidated Financial Data ($000 200z 200: 200¢
Stock-based compensation expense (income) under thétliabethod $ (3,287 $ 17,79¢  $ 8,96:
Stocl-based compensation expense under the equity m 10,57¢ 11,23 7,76(
Total stocl-based compensation expense $ 729 % 29,02¢ $ 16,72:
Operating income (loss) before st-based compensation expense $ (1,049 $ 18,27t  $ 34,45¢
Sales tax expense ( $ 2831 % 3,07¢ $ —
Cash provided by (used for) investing activit $ 1438 $ (20,48Y) $ (20,829
Cash used for financing activiti $ (1,952 $ (26) $ (6,367



Cash provided by operating activiti $ 1654: $ 29,708 $ 32,86:
Capital expenditure (5,989 (8,607 (7,730

Free cash flow (4 $ 10,55 $ 21,09¢ $ 25,13

The As Adjusted column in the following table refie the reclassification of stock options accouri¢eds liabilities in accordance with StatemenFofancial Accountin
Standards (SFAS) No. 128¢counting for Stock-Based Compensatitmshareholders' equity upon completion of tliisrong.

As of December 31, 200

Consolidated Balance Sheet Data ($00 Actual As Adjusted
Cash, cash equivalents, and investment $ 95,46 $ 95,46
Working capital (6 $ 16,90: $ 16,90:
Total asset $ 213,36: $ 213,36:
Long-term liabilities (7) $ 30,12¢ $ 6,18¢
Total shareholders' equity ( $ 64,38. $ 104,19¢

(1) We have adopted SFAS No. 128;counting for Stock-Based Compensationall periods presented. SFAS No. 123 (Revig2@#2, Share-Based Payment,
requires all public companies to measure compeansatist for all share-based payments (includingleyee stock options) at fair value effective foreimm or
annual periods beginning after June 15, 2005. Wenathe process of reviewing the impact of SFAS N8 (Revised 2004ghare-Based Paymemity our current
practice of voluntarily recognizing stock-based pemsation expense.

The total expense for stock-based compensatioistishdited with other employee compensation castheé appropriate expense categories of our Catatell
Statements of Operations. In accordance with SFASIR3,Accounting for Stock-Based Compensatiare use two accounting methods. For options gdante
under plans that may require us to settle the nptin cash, we use the liability method. Under thé&thod we record a liability for a vested optigual to the
difference between the option exercise price apddh value of the shares of common stock undeglyhe option at the end of the reporting peribthik fair
value increases over the reporting period, we tkaarexpense and, if it decreases, we record income
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($000)

For options granted under plans that do not requsr® settle the options in cash, we use the equéthod. Under this method we calculate expensedan fair
value calculated using a Black-Scholes model atithe of grant and record expense as the optiosts kreeach year, our aggregate stock-based comapems
expense reflects the impact of options grantedior gpears and the current year. Following complewf this offering, we will no longer be requiredsettle any
options for cash and anticipate that all of ouliay will be accounted for under the equity metbb8FAS No. 123Accounting for Stock-Based Compensation
See "Management's Discussion and Analysis of Fiah@ondition and Results of Operations—Stock-BaSethpensation.”

"Operating income (loss) before stock-based congiemsexpense"” is defined as operating income )(losfore the effect of our stock-based compensation
expense. Information concerning our stock-basedpemsation expense is described in note (1) aboeeeMyect stock-based compensation expense to be a
recurring cost. We have presented operating inq@émss) before stock-based compensation expensy ssla supplemental disclosure to help our invedietter
understand the performance of our business, tonreehzomparison of our performance from period tiogle and to allow better comparison of our perfance
with that of our competitors. We use operating meqloss) before stock-based compensation experesatuate the performance of our business. Operati
income (loss) before stock-based compensation eep&mould not be considered an alternative to agsure of performance as promulgated under U.2rakn
accepted accounting principles (GAAP) (such asatpey income (loss)), nor should this data be a®rsid an indicator of our overall financial perfamoe or
liquidity. Also, the calculation of operating incenfloss) before stock-based compensation expeesihysus may not be comparable to similarly titleegasures
reported by other companies. The table below iredualreconciliation from our operating income (Jdssoperating income (loss) before stdzksed compensatic
expense:

Year Ended December 3:

200z 200¢ 200¢

Operating income (los: $ (8,34() $ (10,759 $ 17,73t
Add back: stoc-based compensation expel 7,29z 29,02¢ 16,72%

Operating income (loss) before st-based compensation expel $ (1,04¢) $ 18,27 % 34,45¢

©)

©)

®)

(6)

@)

®)

During 2003, we participated in voluntary disclasor similar programs related to state sales thxodgh these programs, we identified sales tax atsalue for
prior years and negotiated or are in discussiotis lvcal tax authorities to settle these amounts.hAve recorded expense in the years to which gaes tax
amounts apply. The estimated amounts of salesqaense recorded in 2002 and 2003 were not mateddferent from actual sales tax expense for thpegods
based on the most current information availablersgbtiations of sales tax expense for those peri do not expect to record any expense relatdtese
programs after 2003.

"Free cash flow" is defined as cash provided byaigg activities less capital expenditures. Weehpresented free cash flow solely as a suppleméisizbsure t
help our investors better understand how much isaatailable after we spend money to operate osiness. We use free cash flow to evaluate the peafioce of
our business. This table includes a reconciliatiom cash provided by operating activities to fecash flow. Free cash flow should not be considaredlternative
to any measure of performance as promulgated UBAAP (such as cash provided by (used for) operatmgsting, and financing activities), nor shothid data
be considered an indicator of our overall finanpiformance or liquidity. Also, the free cash fldefinition used by us may not be comparable tdlaity titled
measures reported by other companies.

Includes $59,493 of cash and cash equivalents 38@%0 of investments as of December 31, 2004 sinvents consisted of $20,383 in corporate bonds 581
in government obligations, $2,850 in certificatésieposit, and $1,170 in other investments as aiebwer 31, 2004.

We frequently collect cash in advance of providiegvices or fulfilling subscriptions for our custera. These amounts, which are recorded as curadilities on
our Consolidated Balance Sheets and classifie@fesrdd revenue, totaled $63,363 as of Decembe2@®H.

Actual long-term liabilities include $23,943 reldt® stock options accounted for as long-term liigds in accordance with SFAS No. 128 counting for Stock-
Based Compensatigrwhich will be reclassified to shareholders' eguipon completion of this offering.

As Adjusted total shareholders' equity reflectsrdassification of stock options accounted fo$5,874 of current liabilities and $23,943 of letegm liabilities
in accordance with SFAS No. 128¢ccounting for Stock-Based Compensatiorshareholders' equity upon completion of thigoiffg.
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Risk Factors

You should carefully consider thesislescribed below and all of the other informatiwiuded in this prospectus before deciding whethénvest in our
common stock. If any of the following risks actyadiccur, our business, financial condition, or @piexg results could suffer. In this case, the tiggirice of our common
stock could decline, and you may lose all or phytowr investment.

Risks Related to Our Business
Intense competition could reduce our share of tiwéstment research market and hurt our financialff@rmance.

We operate in a highly competitiverked, with many investment research providers cdmgdor business from individual investors, finéaladvisors, and
institutional clients. We compete with many differéypes of companies that vary in size, produops¢and media focus, including:

. large and well-established distributors of finah@iéormation, including Thomson Corporation, thgbuits Thomson Financial Services division, The MaGHill
Companies, through its Standard & Poor's divisad Lipper, a division of Reuters;

. traditional media publishers and distributors, sasfihe Wall Street Journal, Monegnd CNBC;

. online services or Web sites focused on busingsmde, and investing, such as The Motley Fool@&martMoney.com;

. providers of terminal-based financial news and daieh as Reuters News Service and Dow Jones Nesgswi

. providers of advice for 401(k) and other retiremglain sponsors and participants, such as FinaBaigihes and Ibbotson Associates; and
. web "portal" companies, such as Yahoo! and Ame@inline, a division of Time Warner.

Many of our competitors have larger customer basessignificantly greater resources than we dos Ty allow our competitors to respond more quitilpew
technologies and changes in market demand, to el@veater resources to developing and promotirigdkevices, and to make more attractive offensdtential
subscribers and strategic partners. Industry caismn may also lead to more intense competitiocreased competition could result in price redundj reduced gross
margins, or loss of market share, any of which @dwirt our business, operating results, or findremadition.

We have an accumulated deficit, incurred net loss&2003 and in the fourth quarter of 2004, and maycur net losses in the future.

As of December 31, 2004, we had aumulated deficit of $81.7 million. We incurred etoss of $11.9 million in 2003, partly becausetoick-based
compensation expense of $29.0 million. We alsorimezlia net loss of $1.1 million in the fourth qearf 2004, partly because of stock-based compensatpense of
$8.0 million. We may incur net losses in the future




The availability of free or low-cost investment mrination could lead to lower demand for our prodscind adversely affect our financial results.

Investment research and informatiating to publicly traded companies and mutuatifuis widely available for little or no cost fromnous sources, including
the Internet and public libraries. Investors caoaccess information directly from publicly tradesmpanies and mutual funds. The EDGAR databasebleathrough
the SEC Web site provides real-time access to 3BQd, including annual, semi-annual, and quayteeports. Many brokerage firms also provide firnahand
investment research to their clients. The widespeaailability of free or low-cost investment infeation may make it difficult for us to maintainiocrease the prices we
charge for our publications and services and ctaald to a lower demand for our products. A losa significant number of customers would adversélcaour financial
results.

Certain products have historically made up a largercentage of our revenue base.
Our business could suffer if sales of these produdecline.

In 2004, Principia, Morningstar Lisen Data, Morningstar.com, and Advisor Workstaiooounted for approximately 16.3%, 15.1%, 11.5%, Enh8%,
respectively, of our revenue. We believe that safébese products will continue to have a matenmgact on our revenue for the foreseeable fulfirge experience a
significant decline in sales of any of these prdaslfior any reason, it would have a material advengeact on our revenue and could harm our business.

Our future success depends on our ability to retaiar executive officers.

Our future success depends on thére@d service of our executive officers (includif@e Mansueto, our chairman and chief executivieast The loss of one
or more of our executive officers could hurt ousimess, operating results, or financial conditMe do not carry any life insurance on our executiffieers. Because we
do not have employment agreements or non-compet¢emgnts with U.S.-based executive officers, thay feave us and work for our competitors or stetrtown
competing businesses.

Our future success depends on our ability to redrand retain qualified employees.

Our success and future growth demendur ability to recruit and retain qualified aystk, programmers, designers, sales and marketjpeyts, customer support
representatives, and finance and accounting peesdie experience competition for analysts androgiualified employees from financial institutionsdafinancial
services organizations. These organizations gdnérave greater resources than we do and therafagebe able to offer significantly higher compeiwapackages to
potential employees. Competition for these empleyeéntense, and we may not be able to retaireristing employees or be able to recruit and regéier highly
qualified personnel in the future.

If we do not maintain and increase the number oftscriptions and license agreements, our operatiegults could suffer.

A substantial portion of our revemsigenerated from subscriptions and license agretsmia 2004, "walk-in" revenue, which we defineragenue from licenses
or subscriptions that were in place at the begipoiithe year, accounted for 51.9% of our reveand,renewal revenue, which we define as revenue femewals of
licenses or subscriptions, accounted for 22.7%wuofevenue. In general, our subscriptions are jpaédlvance, but may be canceled by the custonaneatime. We may
be obligated to refund a portion of prepaid sulpiznn fees when a customer cancels. Cancellatiashave a negative impact on our revenue and aastign. Our
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license agreements, which typically do not allowdancellation, have terms ranging from one todtyears. As of January 1, 2005, we had subscriptod license
agreements in place that were expected to gergt2&5 million of revenue in 2005. In 2003 and 20&hcellations reduced "walk-in" revenue by betw@¥® and 4%.
Our future success depends on our maintainingytiroenewals) and increasing (through new subsenipand license agreements) the number of cussowtes pay for
our research and investment services. Furthdreihtarket for our services develops more slowly the expect, or declines, and the number of custemko pay for ou
services does not increase, or declines, our bssioperating results, or financial condition cosuder.

Our reputation and business may be harmed by pdssiwnflicts of interest.

We offer products and services toinstitutional clients, which include banks, brokge firms, insurance companies, mutual fund congsaaind retirement plan
providers and sponsors. Our institutional busimgesserated revenue of $59.7 million, or 42.8% ofeansolidated revenue, in 2003 and revenue of §mlibn, or 43.6%
of our consolidated revenue, in 2004. We also pi®vatings, analyst research, and investment reedations on mutual funds and other investmentymtsdffered
and securities issued by our institutional cliefitse fact that our institutional clients pay us ¢ertain products and services may create the pooethat our ratings,
research, and recommendations are not impartial pEnception that we may be subject to a conffiatterest may undermine the confidence of our@ustrs and
potential customers in our reputation as a providéndependent research. Any such loss of conidem damage to our reputation could hurt our kassin

We could be subject to fines, penalties, or othenctions as a result of an investigation by the 8aties and Exchange Commission related to incortec
total return data that we published with respectaanutual fund.

The Securities and Exchange Commisgi&C) is conducting an investigation relatechmirect total return data that we published wétspect to a single
mutual fund, the Rock Canyon Top Flight Fund. Ory\24, 2004, we received a "Wells Notice" from thigiSlon of Enforcement of the SEC indicating thaihtended to
recommend that the SEC take legal action againalieging that we violated U.S. securities laws. Nége cooperated fully with the staff of the SEQtsninvestigation
and engaged in settlement discussions with thérsigérding this matter. Such discussions haveladed, however, and we were not able to reach aggeeon the terms
of a settlement. See "Legal Proceedings" for aglukti information. We cannot predict whether sudtd$sions will resume or the scope, timing, or aute of the
investigation, which may include the institutionaafministrative, civil injunctive, or criminal preedings, the imposition of fines and penalties, @hér remedies and
sanctions, any of which could lead to an advergmghon our stock price, the inability to attractetain key employees, and the loss of custonvéesalso cannot predict
what impact, if any, these matters may have orbasmess, operating results, or financial conditide have not established any reserves relatitigiganatter.

We could face liability for the information we puish, including information based on data we obtafrom other parties.

We may be subjected to claims fousées law violations, defamation (including libed slander), negligence, or other claims relabritpe information we
publish. For example, investors may take legabacéigainst us if they rely on a factual error im published information, or a company may claint the have made a
defamatory statement about it or its employeesc@ed also be subjected to claims based upon thiegbthat is accessible from our Web site thrdirdés to other Web
sites. We rely on a variety of outside partieshas t
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original sources for information that is incorp@ainto our published data. These sources incladergies exchanges, fund companies, and trangéerts. Accordingly,
in addition to possible exposure for publishingamect information that results directly from owmerrors, we could face liability based on inaeterdata furnished to
by others. Defending claims based on the informmatve publish could be expensive and time-consuraijcould adversely impact our business, operaéisiglts, and
financial condition. We are not currently subjexgny litigation of this type.

We could be subject to fines, penalties, or othenctions as a result of an investigation by the N¥erk Attorney General's Office and examinations by
the SEC related to the investment consulting seegidMlorningstar Associates, LLC provides to retiram@lan providers, including fund lineup
recommendations for retirement plan sponsors.

On December 13, 2004, Morningstaro&sstes, LLC, a wholly owned subsidiary of Mornitags Inc., received a request in the form of a sl from the New
York Attorney General's office, seeking informatiand documents from Morningstar Associates relatezh investigation the New York Attorney Generaffice is
conducting. While the subpoena is very broad, ecfirally asks for information and documents abthetinvestment consulting services Morningstaro&ises offers to
retirement plan providers, including fund lineupammendations for retirement plan sponsors. On Dbee 16, 2004, shortly after the New York Attorr@gneral's
office issued the subpoena, the SEC notified Mastiar Associates and Morningstar Investment Sesylce. that it had begun an examination. In Felyr@@05, the SE
issued a request for the voluntary production afutleents to Morningstar Associates. The requesingas in scope to the subpoena. Although we belithe focus of the
investigations being conducted by the New York Aty General's office and the SEC is on Morning&tmociates, it is possible that information andutoents
pertaining to Morningstar Investment Services map Ae examined. See "Legal Proceedings" for amditiinformation. We cannot predict the scope,nignior outcome
of the investigation or examination, which may urd# the institution of administrative, civil injuthce, or criminal proceedings, the imposition afeéfs and penalties, and
other remedies and sanctions, any of which cowd te an adverse impact on our stock price, theilihato attract or retain key employees, and lties of customers. We
also cannot predict what impact, if any, these enatinay have on our business, operating resulfsancial condition. We have not established aserves relating to
these matters.

We could face liability as a result of a proceedibgought by Mr. Graham Rich, a former managing dicéor, chief executive officer, and beneficial
shareholder of Morningstar Research Pty Limited, @two companies controlled by Mr. Rich.

In March 2002, Mr. Graham Rich, anfier managing director, chief executive officer, dedeficial shareholder of Morningstar ResearchLittted
(Morningstar Australia), and two companies conawlby Mr. Rich, named us and several of our emgeye a proceeding brought in the Equity Divisidrthe Supreme
Court of New South Wales, Australia. In the proéegdMr. Rich and his affiliates are pursuing m@mgtdamages in the amount of Australian $25 milkon equitable
remedies, including an order setting aside ourlmse of certain of Mr. Rich's shares in Morningstastralia. Mr. Rich is also seeking leave of tioart to begin a
proceeding in the name of Morningstar AustraliairgtaMorningstar and its nominee directors. A heguon this application occurred on April 4, 2005 gdgment was
reserved. In February 2004, we offered to settlelaims for Australian $1.25 million, which at thtame approximated U.S. $942,000, and we recoedegerve in this
amount for these claims in the fourth quarter di2Bee "Legal Proceedings" for additional inforiorat\While we are vigorously contesting the clamgginst us, this
proceeding is not yet in the documentary discovery

12




stage and its likely outcome cannot be determinddistime. We cannot predict what impact, if athys matter may have on our business, operatisgtes or financial
condition.

Many of our business ventures are relatively newur@ew ventures (including any products yet to leeihched) may not be successful.

A key aspect of our growth strategyoi expand our investment research capabilitidsrgroduce new products and services. In 20023280d 2004 our
development expense represented 10.8%, 10.5%,.@¥%d Bespectively, of our revenue. We expect tieaetbpment expense will continue to represent anmgéul
percentage of our revenue in the future. A viabéeket for our new product offerings may not exist anay not develop, and our offerings may not bk neeeived by
potential customers. In addition, certain of ousgrg businesses, including our retirement adeaice asset management operations, have limitedtopehastories and
are not currently profitable. If these businessesat develop, they could have an adverse impacuousiness, operating results, or financial ¢

Changes in market and economic conditions could Evdemand for our products and services.

We provide our products and servicaadividual investors, financial advisors, andtitutional clients. Consequently, our performanay be affected by
conditions in the financial and securities markEts. example, in the event that the U.S. or inteéonal financial markets suffer a downturn thatulesin a significant
decline in investor activity, demand for our prottuand services may decline, and our revenue afighility levels could be adversely affected. Thencial markets
and many businesses operating in the financialcasndustry are highly volatile and are affeddgdactors such as U.S. and foreign economic cmmditand general
trends in business and finance that are beyondantrol.

Our results could suffer if the mutual fund indusgrexperiences a downturn or a slowdown in growth.

A significant portion of our revenisegenerated from products and services relatedutoal funds. The mutual fund industry has expegensubstantial growth
over the past 20 years. Mutual fund assets magandtnue to expand in the future. Scandals in theual fund industry in recent years regarding tedding, market
timing, and advisory fees could cause a declinavastor interest in mutual funds. If the mutualdundustry experiences a downturn or a slower grgate than in the
past, it could negatively impact the demand formaducts.

Our international operations are expanding and inlwe special challenges that we may not be able &®tn

Over the past three years, our irtgonal operations have generated an increasingiainod revenue, expanding from $13.9 million in 206 $20.1 million in
2003 to $25.4 million in 2004. There are certagksiinherent in doing business in some jurisdigtimternationally, including the following:

. difficulties in penetrating new markets due to bished and entrenched competitors;
. difficulties in developing products and serviceattare tailored to the needs of local customers;
. difficulties in staffing, managing, and integratifageign operations;
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. lack of local acceptance or knowledge of our présland service:

. lack of recognition of our brand;

. difficulties or delays in translating products aethted documentation into foreign languages;

. instability of international economies and governisge

. changes in laws and policies affecting trade amdstment;

. exposure to varying legal standards, includingllietéual property protection laws, in other juristithns; and
. foreign currency exchange rates and exchange dsntro

These risks could hamper our ability to expand sssfully internationally, which may adversely affear financial performance and ability to grow.
Changes in laws applicable to our investment adwysoperations, compliance failures, or regulatorg@on could adversely affect our business.

Our investment advisory operatioresratatively new and a growing part of our ovebaltiness. The securities laws and other laws thatrg our activities as a
registered investment advisor are complex. Theidie§ of our investment advisory operations aienprily subject to provisions of the Investment Agbrs Act of 1940
(Advisers Act) and the Employee Retirement and stwment Security Act of 1974 (ERISA). In additiomranvestment management business is conductedghra
broker-dealer registered under the Securities Engh@ct of 1934 (Exchange Act) and is subject tortiles of the National Association of Securitiesal@rs, Inc.
(NASD). It is difficult to predict the future impaof the broad and expanding legislative and regwyarequirements affecting our business. The laulss, and regulatio
applicable to our business may change in the fuantewe may not be able to comply with any suchngba. If we fail to comply with any applicable lawle, or
regulation, we could be fined, sanctioned, or lshfrem providing investment advisory services ia thture, which could materially adversely affeat business,
operating results, or financial condition.

Our investment advisory operations may subject aidiability for any losses that result from a brelof our fiduciary duties.

Our investment advisory operationslae fiduciary obligations that require us to acthe best interests of our clients. We may féadeilities for actual or
claimed breaches of our fiduciary duties. We mayteoable to prevent clients from taking legal@ettagainst us for an actual or claimed breachfofuziary duty.
Because we currently provide investment advisoryises on substantial assets, we could face sulitéability to our clients if we breach our fidiary duties. In
addition, we may face other legal liabilities basedhe quality and outcome of our investment aatyisecommendations, even in the absence of amlamtelaimed
breach of fiduciary duty.

Our failure to successfully integrate any future quisitions, investments, or joint ventures couldah our managerial, operational, and financial
resources.

We expect to continue to acquirenest in businesses, joint ventures, customer fistslucts, services, or technologies that comptemeexpand our existing
business. Acquisitions, investments, and joint wezd involve a number of risks, including the dsien of management's attention from day-to-day atpmns.

14




They could also result in dilution from equity sgties issued, the incurrence of significant daboiher liabilities, or the loss of key employe#se may fail to
successfully complete any acquisitions, investmentgint ventures or fail to generate enough nexsefrom any acquired businesses, customer ligidupts, services, or
technologies to offset the associated costs. Wotlbave any present arrangements, understanadinggreements with respect to any acquisitiongstments, or joint
ventures.

Failure to protect our intellectual property rightsould harm our brand-building efforts and abilityo compete effectively.

The steps we have taken to protectraellectual property may not be adequate togaded our proprietary information. Further, effeetirademark, copyright,
and trade secret protection may not be availabé@my country in which we offer our services. @antinued ability to market one or more of our praid under their
current names could be adversely affected in thosalictions where another person registers, srehpre-existing registration on, one or more efithFailure to
adequately protect our intellectual property cdwddm our brand, devalue our proprietary conterd,affect our ability to compete in the marketplace.

We could face liability related to our storage oégsonal information about our users.

Customers routinely input personakstment and financial information, including polith holdings and credit card information, on ouel\sites. We could be
subject to liability if we were to inappropriateljsclose any user's personal information or ifdtharties were able to penetrate our network sgcoriotherwise
misappropriate any user's name, address, portioldings, or credit card information. Any such distire or breach could subject us to claims foutimarized purchases
with credit card information, impersonation, oretlsimilar fraud claims, or claims for other missigé personal information, such as unauthorizecketarg or
unauthorized access to personal portfolio inforarati

A prolonged outage of our database and network fiieis could result in reduced revenue and the lasfscustomers.

The success of our business depegmals our ability to deliver time-sensitive, up-totelalata and information. We rely on our computergment, database
storage facilities, and other office equipment,chhare located primarily in our Chicago headquarterelsewhere in the Chicago area. Our operaindghose of our
suppliers and customers are vulnerable to intenfity fire, earthquake, power loss, telecommuineatfailure, terrorist attacks, wars, Interneluiss, computer viruses,
and other events beyond our control, includingstesas affecting Chicago. Although we maintain arstte back-up facility for our database and netwfacilities, that
facility may be subject to the same interruptiossrey affect our headquarters. We do not currdratlie the capability to switch over all of our sysseto a back-up
facility immediately. In the event of a significastabase or network facility outage, our busimessd experience some or complete disruption weicould fully
implement our back-up systems. Any losses, sedigreiption, or damages incurred by us could hawmterial adverse effect on our business, operagisgits, or
financial condition.

Our business relies heavily on electronic delivesystems and the Internet. Any failures or disrupgi®could result in reduced revenue and the loss of
customers.

Many of our products and servicesetiepheavily on our electronic delivery systems tedinternet. Our ability to deliver informationing the Internet may be
impaired due to infrastructure failures, servicéages at third-party Internet providers, or inceshgovernment regulation. If disruptions, failuresslowdowns of our
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electronic delivery systems or the Internet ocour,ability to distribute our products and servieffectively and to serve our customers may be irega

Risks Related to the Auction Procegsr This Offering
Potential investors should not expect to sell otases for a profit shortly after our common stoclegins trading.

The selling shareholder and we wéfledmine the initial public offering price for tehares sold in this offering through an auctiondemted by the underwriters.
We believe that the auction process will revedkaring price for the shares of our common stod&refl in this offering. The clearing price is thighest price at which ¢
of the shares offered (including the shares sulgettte underwriters' over-allotment option) maysbél to potential investors. Although the undeters, the selling
shareholder, and we may elect to set the initiblipwffering price below the auction clearing @ritche public offering price may be at or neardlearing price. If there is
little to no demand for our shares at or abovaeritial public offering price once trading begirse price of our shares would decline following thigial public offering.
If your objective is to make a short-term profit $slling the shares you purchase in the offerirggtihafter trading begins, you should not submiichin the auction.

Some bids made at or above the initial public offey price may not receive an allocation of shares.

The underwriters may require thatleid confirm their bids before the auction forithigal public offering closes. If a bidder is resgted to confirm a bid and
fails to do so within a required time frame, that Will be rejected and will not receive an alldoatof shares even if the bid is at or above tlitglpublic offering price.
Further, if the auction process leads to a pronedaction in allocated shares and a rounding dofahare allocations pursuant to the rules of tiaian, a bidder may not
receive any shares in the offering despite havidgbor above the initial public offering pricev. &ddition, we, in consultation with the underwnstemay determine, in ol
sole discretion, that some bids that are at or albe® initial public offering price are manipulatiof or disruptive to the bidding process, not itveatthy, or otherwise not
in our best interest, in which case such bids neselected or reduced. For example, in previousstietions for other issuers in which the auctimtess was used, the
underwriters have rejected or reduced bids whemnitiderwriters, in their sole discretion, deemediigls not creditworthy or had reason to questi@nttidder's intent or
means to fund its bid. In the absence of othermédion, the underwriters or a participating deatey assess a bidder's creditworthiness based swi¢he bidder's
history with the underwriter or participating deal€he underwriters have also rejected or reduddsi that they deemed, in their sole discretiohegotentially
manipulative or disruptive or because the bidder daistory of alleged securities law violationsh€r conditions for valid bids, including eligiltiiand account funding
requirements of participating dealers, may varyaAesult of these varying requirements, a biddey have its bid rejected by the underwriters oadigipating dealer
while another bidder's identical bid is accepted.

Potential investors may receive a full allocatiofi the shares they bid for if their bids are succtdsand should not bid for more shares than theyear
prepared to purchase.

If the initial public offering prics at or near the clearing price for the sharesreff in this offering, the number of shares represkby successful bids will eqt
or nearly equal the number of shares offered bypghospectus. Successful bidders may thereforéidmaged all or nearly all of the shares that thayfor in the

16




auction. Therefore, we caution investors againistrstting a bid that does not accurately repredeminumber of shares of our common stock that theyvdling and
prepared to purchase.

Other Risks Related to This Offering
Control by a principal shareholder could adversedffect our other shareholders.

Upon completion of this offering, Mansueto, our chairman and chief executive offieglt beneficially own approximately 78.0% of oautstanding common
stock, or approximately 75.8% of our outstandingiown stock if the underwriters' over-allotment optis exercised in full. As a result, he will hate ability to control
substantially all matters submitted to our sharééa for approval, including the election and reai@f directors and any merger, consolidation,ade ®f our assets. He
will also have the ability to control our managenand affairs. This concentration of ownership rdalay or prevent a change in control; impede a exerpnsolidation,
takeover, or other business combination involviegdiscourage a potential acquirer from makingnaee offer or otherwise attempting to obtain contfcus; or result in
actions that may be opposed by other shareholidetsding those who purchase shares in this ofgerin

Moreover, because of Joe Mansueto's substantiaiship, we are a "controlled company"” for purpadete NASDAQ Marketplace Rules. This means tHah the
future we elect to be treated as a controlled compader the NASDAQ Marketplace Rules, we will betrequired by NASDAQ to have a majority of indegemt
directors or to maintain compensation and nomigadind corporate governance committees composeelgraf independent directors to continue to list shares on
NASDAQ.

Fluctuations in our operating results may negatiyeimpact our stock price.

We believe our business has relatilaige fixed costs and low variable costs, whickgmify the impact of revenue fluctuations on ouemaing results. As a
result, a decline in our revenue may lead to divelly larger impact on operating results. A subs& portion of our operating expense is relateg@drsonnel costs,
marketing programs, and corporate overhead, noadnich can be adjusted quickly. Our operating espdavels are based on our expectations for fuawenue. If actui
revenue is below management's expectations, arriéxpenses increase before revenues do, both mianggns and operating results would be materallg adversely
affected. Because of these fluctuations, it is ipiesshat our operating results or other operativegrics may fail to meet the expectations of owtsitbck analysts and
investors. If this happens, the market price of@ammon stock is likely to decline.

The future sale of shares of our common stock maggatively affect our stock price.

If our shareholders sell substargrabunts of our common stock in the public markBt¥ang this offering, the market price of our coramstock could fall. We
and the holders of substantially all of our shaesommon stock have agreed not to sell, direatlydirectly, any common stock without the prioritten consent of WR
Hambrecht + Co for a period of 180 days from thie dd this prospectus (or up to approximately 3@sdanger in certain circumstances). However, WRnbigecht + Co
may, in its sole discretion and at any time or friimme to time, without notice, release all or amytipn of the securities subject to the lagk-agreements. The market pi
of our common stock could fall if a major sharetesldells substantial amounts of our common stofferAhis offering, we will have 38,446,614 shaoésommon stock
outstanding. Of these shares, all of the shareglfered pursuant to this prospectus are expeotbé freely tradable. Sales of substantial amoahtommon stock
(including shares issued in connection with futacquisitions that may be issued with registration
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rights) may adversely affect the prevailing marieéte for our common stock and could impair outipbio obtain additional capital by offering equiecurities.
You will incur immediate and substantial dilutionrad may experience further dilution.

The initial public offering price ofir common stock is substantially higher than thietangible book value per share of the outstandamymon stock. If you
purchase common stock in this offering, you wiinimmediate and substantial dilution in the a@igible book value per share of the common stawk fthe price you
pay for the stock. New investors will experiencaramediate dilution of $15.21 per share assumingaial public offering price of $17.50 per shdthe midpoint of the
range set forth on the cover of this prospectusaddition, as of December 31, 2004, there wer@pto acquire 10,951,931 shares of common statdtanding,
7,772,577 of which were exercisable at a weightedlage exercise price of $9.81 per share and 334%f which were not exercisable and had a wethhterage
exercise price of $12.43 per share. On the datinitiel public offering price is determined, wetémd to grant options to acquire 969,184 shareswimon stock at an
initial exercise price equal to the initial pubdiffering price. Options to acquire an additionad,;B36 shares of common stock have been approvegdat in 2005. An
additional 2,906,304 shares of common stock arrved for issuance under our Stock Incentive Plarthe extent that option holders exercise outstandptions to
purchase common stock, there may be further dilutide may raise additional funds through futuresalf our common stock. Any such financing may ltesu
additional dilution to our shareholders.
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Forward-Looking Statements

This prospectus, including the sewdititled "Prospectus Summary," "Risk Factors," Hglgement's Discussion and Analysis of Financiald@mm and Results
Operations," and "Business," contains forward-laglstatements. These statements relate to futergser to our future financial performance andIlwg known and
unknown risks, uncertainties, and other factors i@y cause our actual results, levels of actiyigrformance, or achievements to be materiallyedkffit from any future
results, levels of activity, performance, or ackieents expressed or implied by these forward-lgpktatements. In some cases, you can identify fakiciking
statements by the use of words such as "may," d¢otéxpect,” "intend," "plan," "seek," "anticipdtébelieve," "estimate," "predict,” "potential,'t 6continue" or the
negative of these terms or other comparable tefyo You should not place undue reliance on fodsdanking statements because they involve knownuarkshown
risks, uncertainties, and other factors that arspme cases, beyond our control and that couldrialy affect actual results, levels of activiperformance, or
achievements.

o " nn "o

If any of these risks or uncertainties material@eif our underlying assumptions prove to be imeot, actual results may vary significantly fromatkve projected. Any
forward-looking statement you read in this prospeceflects our current views with respect to fatevents and is subject to these and other riskrtainties, and
assumptions relating to our operations, resultgpefations, growth strategies, and liquidity. Wsuase no obligation to publicly update or revisesthtorward-looking
statements for any reason, or to update the reasbnal results could differ materially from thasgicipated in these forward-looking statementenaf new information
becomes available in the future.

Notice to Investors

You should rely only on the infornmaticontained in this prospectus. We have not aiztbeanyone to provide you with information diffetérom that contained
in this prospectus. We are offering to sell, aneks®y offers to buy, shares of our common stocly amjurisdictions where offers and sales are ptedi The information
contained in this prospectus is accurate only diefiate of this prospectus, regardless of the tifrdelivery of this prospectus or of any salewfcommon stock.
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Use of Proceeds

We will not receive any proceeds fritte sale of the shares by the selling sharehdlidéne underwriters exercise their over-allotmeption in full, we estimate
that the net proceeds to us from this offering bélapproximately $17.1 million, assuming an ihjpiablic offering price of $17.50 per share (thelpuoint of the range set
forth on the cover of this prospectus) and afteludéing the estimated underwriting discounts androgssions and estimated offering expenses payahls.b

We intend to use any net proceeds to us from teecese of the underwriters' over-allotment optiondeneral corporate purposes, including workingted We do not
have more specific plans for any net proceeds fooms this offering. We may seek to acquire, invesor establish joint ventures with respect tgibasses, products,
services, or technologies that complement or expamexisting business, and we may use a porti@angfnet proceeds for such acquisitions, investsyentjoint
ventures. We do not, however, have any presenmigeraents, understandings, or agreements with regpany such acquisitions, investments, or jogrtures. Pending
use for the corporate operating purposes descabede, we intend to invest any net proceeds to dgéct or guaranteed obligations of the Uniteat&t government or
cash.

Dividend Policy

We have not declared or paid caslddivds on our common stock over the past threesy®ée currently do not intend to pay any cash @ik on our common
stock. Rather, we currently plan to retain any fetearnings for funding our growth. Future dividenidl any, will be determined by our board of dims. Because we
currently do not intend to pay any dividends, thera risk that you will not experience a returnymr investment unless you sell your shares ofraomstock at a price
higher than the price you paid for the shares.
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Capitalization
The following table sets forth ousbacash equivalents, and investments and ouratiaption as of December 31, 2004:

on an Actual basis; and

on an As Adjusted basis to reflect the reclasdificeof stock options accounted for as liabilitiesaccordance with SFAS No. 128¢counting for Stock-Based
Compensation to shareholders' equity upon completion of tlifsrong.

You should read this table together with "Managetsddiscussion and Analysis of Financial Conditiond Results of Operations," as well as our Conatgid Financial
Statements and related notes included elsewhéehésiprospectus.

As of December 31, 200

Capitalization ($000) Actual As Adjusted
Cash, cash equivalents, and investment $ 95,46: $ 95,46
Long-term liabilities (2) $ 30,12¢  $ 6,18t

Shareholders' equit

Common stock, no par value, 200,000,000 sharerdrid, of

which 38,446,614 shares were outstanding at DeceBihe004 4 4
Treasury stocl (3,280 (3,280
Additional paic-in capital (3) 148,14 187,96:
Accumulated defici (81,725 (81,72
Accumulated other comprehensive incc 1,23¢ 1,23¢
Total shareholders' equity ( 64,38: 104,19¢

Total capitalizatior $ 94,50¢ $ 110,38

)

@

®

4)

Includes $59,493 of cash and cash equivalents 38@%0 of investments as of December 31, 2004 sinvents consisted of $20,383 in corporate bonds 581
in government obligations, $2,850 in certificatésieposit, and $1,170 in other investments as afeb®er 31, 2004.

Actual long-term liabilities include $23,943 reldt® stock options accounted for as long-term liigds in accordance with SFAS No. 128 counting for Stock-
Based Compensatigrwhich will be reclassified to shareholders' egiuipon completion of this offering.

As Adjusted additional paid-in capital reflects tieelassification of stock options accounted fo$&5,874 of current liabilities and $23,943 of letlegm liabilities
in accordance with SFAS No. 128¢ccounting for Stock-Based Compensattorshareholders' equity upon completion of thigoiffg.

As Adjusted total shareholders' equity reflectsrdassification of stock options accounted fo$5,874 of current liabilities and $23,943 of letegm liabilities
in accordance with SFAS No. 128¢ccounting for Stock-Based Compensatiorshareholders' equity upon completion of thigoiffg.

21




Dilution

Our net tangible book value as of &@eber 31, 2004 was approximately $48.4 million$b126 per share, based on the number of sharesrohon stock
outstanding as of December 31, 2004. Net tangibtk lvalue per share is equal to the amount of @i tangible assets less total liabilities, dividyy the number of
shares of common stock outstanding as of Decenthe2®4. Upon completion of this offering, stockiops accounted for as $15.9 million of currenbilidies and
$23.9 million of long-term liabilities in accordamavith SFAS No. 123Accounting for Stock-Based Compensatiwiill be reclassified to shareholders' equity. dming
the reclassification had occurred as of Decembgl304, our as adjusted net tangible book valuddvoave been approximately $88.2 million, or $2p29 share. This
change in net tangible book value per share reptese immediate increase of $1.03 per share stiegishareholders and an immediate dilution of &L%per share to
new investors, assuming an initial public offerprice of $17.50 per share (the midpoint of the easet forth on the cover of this prospectus). Tlewing table
illustrates this per share dilution:

Assumed initial public offering price per sh $17.5(
Net tangible book value per share before this ofte $1.2¢
Increase in net tangible book value per share istiag shareholder 1.0:
As adjusted net tangible book value per share #ftenffering $2.2¢
Dilution per share to new investc $15.2:

The following table summarizes the differences leetwexisting shareholders and new investors withee to the number of shares of common stock pssethfrom the
selling shareholder, the total consideration paidp be paid, and the average price per sharehgdate deducting the underwriting discounts androéssions.

Purchased Total Consideration
Existing Shareholders and New Investor Average Price
(in thousands except per share amounts) Number Amount Per Share
Existing shareholdel 38,44% $ 92,51¢ $ 241
New investors 7,61% 133,21¢ 17.5(

The discussion and table above assume no exefasy gtock options outstanding as of DecembeB8@4. As of December 31, 2004, there were optio@guire
10,951,931 shares of common stock outstanding27577 of which were exercisable at a weighted @yeexercise price of $9.81 per share and 3,17%8&ich were
not exercisable and had a weighted average exeniteof $12.43 per share. On the date the irpiidilic offering price is determined, we intendgtant options to
acquire 969,184 shares of common stock at anlieitiercise price equal to the initial public offegiprice. Options to acquire an additional 130,84&res of common
stock have been approved for grant in 2005. Antamidil 2,906,304 shares of common stock are reddorassuance under our Stock Incentive Plan.
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Selected Historical Financial Data

The selected historical financialadsihown below should be read in conjunction witratfdgement's Discussion and Analysis of Financiald@ion and Results
of Operations" and our Consolidated Financial $tetets and related notes included elsewhere irptbispectus. We have derived our Consolidated Seattnof
Operations Data and Other Consolidated Financitd Ba the years ended December 31, 2002, 20032@d4i and Consolidated Balance Sheet Data as afrblser 31,
2003 and 2004 from our audited Consolidated Firs@r8tatements included elsewhere in this prospettus Consolidated Statements of Operations DataOdher
Consolidated Financial Data for the years endeceBéer 31, 2000 and 2001 and Consolidated Balaneet Erata as of December 31, 2000, 2001, and 2062 degived
from our audited Consolidated Financial Statem#rgsare not included in this prospectus. Histdrieaults do not necessarily indicate the resuts should expect for
future periods.

Year Ended December 3:

Consolidated Statements o
Operations Data

(in thousands except per share amounts) 200C 2001 2002 200z
Revenue $ 74,97 $ 91,23( $ 109,61¢ $ 139,49¢ $
Operating expens 137,04° 107,62: 117,95¢ 150,25(
Operating income (los: (62,079 (16,39)) (8,340 (10,759
Nonr-operating income, ne¢ 20,72¢ 67€ 4,467 1,11C

Income (loss) before income taxes, equity in nedine of
unconsolidated entities, minority interest in restd of

consolidated entities, and extraordinary ¢ (41,34¢) (15,715 (3,877 (9,649
Income tax expense (benet (10,51 (5,27¢) (311 2,95(
Equity in net income of unconsolidated entit 1,147 35¢ 75C 697
Minority interest in net loss of consolidated aas 1,05t 78& 17¢€ —
Income (loss) before extraordinary g (28,63%) (9,295 (2,639 (11,89)
Extraordinary gai—acquisition — — 3,08¢ —
Net income (loss $ (28,63¢) $ (9,295 $ 44€ $ (11,89) $

Basic income (loss) per sha

Income (loss) before extraordinary g $ 0.75) $ (0.2¢9) $ (0.07) $ 0.3) $
Extraordinary gai—acquisition — — 0.0¢ —
Basic income (loss) per she $ 0.75) $ 0.2¢9) $ 0.01 $ 0.3) $
Weighted average common shares outstar—basic 38,38¢ 38,29¢ 38,34 38,38:
Diluted income (loss) per sha
Income (loss) before extraordinary g $ 0.75) $ 0329 $ 017 $ 0.30) $
Extraordinary gai—acquisition — — 0.0¢ —
Diluted income (loss) per shg $ 0.75) $ 0329 $ (0.09 $ 03) %
Weighted average common shares outstar—diluted 38,38¢ 41,36¢ 40,36! 38,38:
23
Year Ended December 3:
Other Consolidated
Financial Data ($000) 200c 2001 200z 200z 200
Stock-based compensation expense (income) undéalfiléy
method $ 11,45F $ (3,330 $ (3,289 $ 17,79¢ $ 8,96%
Stock-based compensation expense under the equity m 4,39¢ 9,00: 10,57¢ 11,23 7,76(
Total stocl-based compensation expense $ 15,85. $ 5,667 $ 7,29: $ 29,02¢ $ 16,72:
Operating income (loss) before stock-based compiensa
expense (2 $ (46,229 $ (10,729 $ (1,049 $ 18,27 $ 34,45¢
Sales tax expense ( $ 807 $ 2,29. $ 2,831 $ 3,07¢ $ —
Cash provided by (used for) investing activit $ (20,219 $ 3,12¢ $ 1,43t $ (20,48) $ (20,82%)
Cash provided by (used for) financing activit $ 97,14¢ $ (1,049 $ (1,957 $ (26) $ (6,367)



Cash provided by (used for) operating activi $ (36,169 $ (5,189 $ 16,54: $ 29,70t $ 32,86:

Capital expenditure (11,079 (5,939 (5,989 (8,607%) (7,730

Free cash flow (4 $ (47,24) $ (11,11H $ 10,55: $ 21,09¢ $ 25,13

As of December 3!

Consolidated Balance Sheet Data ($00 200c 2001 200z 200z 200¢
Cash, cash equivalents, and investm $ 59,45: $ 47,65( $ 64,79¢ $ 76,15¢ $ 95,46
Working capital (deficit) (5 10,79: 1,16t 10,00¢ (5,206 16,902
Total asset 133,89( 128,73t 152,78: 180,26 213,36:
Long-term liabilities (6) 30,48« 26,31t 21,24 25,48¢ 30,12¢
Total shareholders' equi 38,04¢ 35,97( 48,13: 44,821 64,38
(1) We have adopted SFAS No. 128;counting for Stock-Based Compensatiorall periods presented. SFAS No. 123 (Revisedip®hare-Based Payment,

requires all public companies to measure compensatist for all share-based payments (includingleyee stock options) at fair value effective foteinm or
annual periods beginning after June 15, 2005. Werathe process of reviewing the impact of SFAS N8 (Revised 20045hare-Based Paymert) our current
practice of voluntarily recognizing stock-based pemsation expense.

The total expense for stock-based compensatioistisbdited with other employee compensation casthé appropriate expense categories of our Catateli
Statements of Operations. In accordance with SFASIR3,Accounting for Stock-Based Compensatiare use two accounting methods. For options gdante
under plans that may require us to settle the nptio cash we use the liability method. Under thethod we record a liability for a vested optiom&do the
difference between the option exercise price anddh value of the shares of common stock undeglyhe option at the end of the reporting peribthik fair
value increases over the reporting period, we tkaarexpense and, if it decreases, we record income

For options granted under plans that do not requsr® settle the options in cash, we use the equéthod. Under this method we calculate expensedan fair
value calculated using a Black-Scholes model atithe of grant and record expense as the optiosis eeach year, our aggregate stock-based corapeams
expense reflects the impact of options grantedior gears. Following completion of this offeringe will no longer be required to settle any optiferscash and
anticipate that all of our options will be accouhfer under the equity method of SFAS No. 1&8¢ounting for Stock-Based Compensati@ee "Management's
Discussion and Analysis of Financial Condition &webults of Operations—Stock-Based Compensation.”

24




@

®

4)

®)

(6)

"Operating income (loss) before stock-based congiemsexpense” is defined as operating income)losfore the effect of our stock-based compensation
expense. Information concerning our stock-basedoemsation expense is described in note (1) aboeeeXect stock-based compensation expense to be a
recurring cost. We have presented operating ingémss) before stock-based compensation expensy ssla supplemental disclosure to help our invedietter
understand the performance of our business, toneeheomparison of our performance from period togle and to allow better comparison of our perfance
with that of our competitors. We use operating meqloss) before stock-based compensation expersatuate the performance of our business. Operati
income (loss) before stock-based compensation dhmtlbe considered an alternative to any meadyertormance as promulgated under GAAP (such as
operating income (loss)), nor should this datadresitlered an indicator of our overall financialfpemance or liquidity. Also, the calculation of spéng income
(loss) before stock-based compensation expensebyseslmay not be comparable to similarly titledasw@es reported by other companies. The table below
includes a reconciliation from our operating incofioss) to operating income (loss) before stockeHaompensation expense:

Year Ended December 3:

($000) 200( 2001 200z 200: 200¢
Operating income (los: $ (62,079 $ (16,39) $ (8,340) $ (10,759 $ 17,73t
Add back: Stoc-based compensation expel 15,85! 5,667 7,292 29,02¢ 16,72¢

Operating income (loss) before stock-based
compensation expen $ (46,229 $ (10,729 $ (1,049 $ 1827  $ 34,45¢

During 2003, we participated in voluntary disclasor similar programs related to state sales thxodgh these programs, we identified sales tax atsalue for
prior years and negotiated or are in discussiotis lvcal tax authorities to settle these amounts.NAlve recorded expense in the four years to vihikales tax
amounts apply. The estimated amounts of salesx@ense recorded in 2000, 2001, 2002, and 2003 megmmaterially different from actual sales tax exgefor
those periods based on the most current informati@ilable and negotiations of sales tax expensthése periods. We do not expect to record anges@ relate
to these programs after 2003.

"Free cash flow" is defined as cash provided bgdusr) operating activities less capital expenéitu We have presented free cash flow solely applemental
disclosure to help our investors better understeovd much cash is available after we spend moneypéoate our business. We use free cash flow taateathe
performance of our business. This table includescanciliation from cash provided by (used for) @|g activities to free cash flow. Free cash fisvould not b
considered an alternative to any measure of pedoom as promulgated under GAAP (such as cash gabtig (used for) operating, investing, and finagcin
activities), nor should this data be considere¢hditator of our overall financial performance muiidity. Also, the free cash flow definition usbg us may not be
comparable to similarly titted measures reporteadtner companies.

We frequently collect cash in advance of providiegvices or fulfilling subscriptions for our custers. These amounts, which are recorded as cuiailities on
our Consolidated Balance Sheets and classifie@fesrdd revenue, totaled $63,363 as of Decembe2@®H.

Includes $23,943 related to stock options accouftteds long-term liabilities as of December 3102n accordance with SFAS No. 128;counting for Stock-
Based Compensatigrwhich will be reclassified to shareholders' eguipon completion of this offering.
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Management's Discussion and Analysis of Financial @dition and Results of Operations

The following discussion should badén conjunction with our Consolidated Financiat€ments and related notes included elsewhetesiptospectus. It
contains forward-looking statements that invohaksiand uncertainties. Our actual results coulgrdihaterially from those anticipated in or implieg these forward-
looking statements as a result of various factoduding those discussed below and elsewheresrptiospectus, particularly under the heading "faktors."

What We Do

Our mission is to create great prasiticat help investors reach their financial godls. offer an extensive line of Internet, softwamed print-based products for
individual investors, financial advisors, and itgfbnal clients. Our core business is providindegpendent research and analysis on individual stasl mutual funds; w
also provide information on variable annuities seld-end funds, exchange-traded funds, separatargscbedge funds, and Section 529 college sayilags.

Our Company Values
We have established a set of priesiphat guide our company and that we expect optamees to follow:

. Investors come firsiVe believe that Morningstar's strength comes lgrfyeim the faith that investors place in us. Owlependence, integrity, and advocacy for
investors' interests are the foundation of our camypWe strive to help investors achieve betteaultes

. Great productsWe believe that Morningstar's products must exaeedtustomers' expectations and raise the stamd@rmother existing products. To do this, our
products must be not only innovative, but relisdel of the highest quality. They must be markeexsmplary content, design, and usability;

. Entrepreneurial spiritWe believe that companies should grow, but nevewgild. The entrepreneurial spirit inspires indegent thought, agile decision-making,
and an acceptance of creative and unconventioh&l@ts to business challenges;

. Uncompromising ethic&Ve require our employees to adhere to high etliaidards, regardless of the impact on our busikiéselieve that high ethical
standards should be pursued for their own sakeywanepect every Morningstar employee to treatomistomers and their fellow employees as we woutthwo
be treated ourselves;

. Great peopleWe believe that every person who works at Morniagsontributes to our success. We want to attedented, hard-working, enthusiastic people, so
we create an environment that encourages emplagdearn throughout their careers, allows themdieaace based on merit, and rewards them for helping
Morningstar thrive; and

. Financial successlVe believe that great products create value forcastomers. This creates demand for our productsianurn, generates financial success.
Financial success strengthens our company and tglpsntinue to raise our standards and set mal&eobing goals.
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How We Manage Our Business

We strive to manage Morningstar toiméze our long-term results, while staying focusedour mission of helping investors and adheringur company
values. We invest significantly in new product depenent and in enhancing our current offeringsypically takes many years to recoup these investsnédut we believ
they are critical to building long-term value farreshareholders. We plan to continue this practca publicly held company.

We do not make public financial forecasts for ousihess. We are uneasy with management forecasasdeethey are, by their nature, subjective anttidwave an effect
on a company's stock price. We prefer to avoidpbigntial conflict and let our results speak faerhselves. We also want to avoid creating any ineemithin our
company to alter behavior to "make the numbers."

We will strive to communicate with candor and gl the unvarnished truth about our business. ¥ootice, for example, that we voluntarily choseskpense stock
options in our financial statements. Although aesuits would have looked substantially better wittthis election, we believe it is the right thitegdo. We'll also strive 1
communicate equally with all shareholders, withepetcial treatment for large shareholders or rebemralysts.

How We're Organized

We emphasize a decentralized apprtzaolnning our business to empower our managetdaoreate a culture of responsibility and accahitity. Our
decentralized business structure includes thregaglmusiness segments: Individual, Advisor, andititsonal. In all three of these segments, weenaiour work helps
individual investors make better investment dedcisidearly in our history, our product lineup empbed products for individual investors. As a restiie Individual
segment contributed a majority of our revenuehnearly 1990s, our Advisor segment became a muguertant part of our business. More recently, wb&gun serving
more investors through our Institutional segmerfticlv in terms of revenue became the largest oftoee segments in 2003 and 2004.

How We Evaluate Our Business

When our analysts evaluate a stdwky focus on assessing the company's estimatéasiotvalue—the value of the company's future dishs, discounted to
their worth in today's dollars. Our approach toleating our own business works the same way. Oal igdo increase the intrinsic value of our busgever time, which
we believe is the best way to create value forsbiareholders.

We provide three specific measures that can halpggmerate your own assessment of how our intriradiee has changed over time:

. Revenue;
. Operating income (loss); and
. Free cash flow.

We define free cash flow as cash provided by (fisgdperating activities less capital expenditui&e have presented free cash flow solely as alemgntal disclosure
to help you better understand how much cash is
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available after we spend money to operate our kasirOur management uses free cash flow to evahaferformance of our business. Free cash flauldmot be
considered an alternative to any measure of pegoo@ as promulgated under GAAP (such as cash mabtid (used for) operating, investing, and finagastivities),
nor should this data be considered an indicatauofoverall financial performance or liquidity. Alsthe free cash flow definition used by us mayb®tomparable to
similarly titted measures reported by other comesni

Key Business Characteristics
We believe our business has theiolig characteristics:
Recurring Revenue

We have historically generated siigaifit recurring revenue because many of our predaret sold through subscriptions or license agratsn&hese
subscriptions and licenses generally come up feewal after one- to three-year terms. Many of odviéor and Institutional customer agreements spaltipte years. At
the beginning of the year, we generally have sifsons and license agreements in place for a meéui percentage of our total revenue for that y@ée think of this as
our "walk-in" revenue. For example, as of JanuargD5, we had agreements in place that were esghéatgenerate $129.5 million of revenue in 20632003 and 2004,
cancellations subsequently reduced this revenuzetyeen 3% and 4%. We can also estimate renewathuevin a given year by applying historical renesagds to the
amount of revenue that will come up for renewatehatively smaller portion of our revenue typicatigmes from new sales completed during the year.

We separate our annual revenue into three categaieéined as follows:

. New revenue, which we define as revenue from ge#idditional products to current customers or feziling to new customers;
. Renewal revenue, which we define as revenue frarwals of subscriptions or licenses; and
. "Walk-in" revenue, which we define as revenue fil@renses or subscriptions that were in place ab#gnning of the year.

The following graph shows the revenue from eacthe$e three categories for the past three years.
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Revenue Composition
Year Ended December 31 (Smil)

AR RRNORPEOR ORI 1. o — 3 cosvore oo New Revenue.

rF
746%  Renewal Revenue

31096

" "Walk-in Revenue

Significant Operating Leverage

Our business has relatively highdixests because of the investments required téecpeaprietary databases and content. We strileverage these fixed costs
by selling a wide variety of products and servitemultiple investor segments, through multiple ednd in many geographical markets. We beliegé\lile the fixed
costs of our business are relatively high, thealde cost of adding customers is considerably lopeticularly as our products and services focasenon Internet-based
platforms. Historically, we have made substantigbstments in building our databases and contanttive adversely affected our short-term operagsglts. More
recently, our free cash flow has improved becausgerbeen able to increase revenue without a &ignif corresponding increase in expenses (exclutbsts associated
with stock-based compensation).

Deferred Revenue

We frequently collect cash in advaatproviding services or fulfilling subscriptiofer our customers. As a result, we can use sontigadfcash to fund our
operations and invest in new product developmeltiholigh we may need to issue refunds for the unpsetibn of the subscription if a customer canceis,generally
have used deferred revenue to fund many of our aittévities. These deferred revenue amounts stemwwour balance sheet totaled $55.6 million and4s68llion as of
December 31, 2003 and 2004, respectively.

How Our Business Works: Revenue and Operating Expeses

We earn revenue by selling a vargdtinvestment-related products and services. Mdrouoofferings, such as our newsletters, Princgutiware, and Premium
service on Morningstar.com, are sold via subsansti These subscriptions are mainly offered fonexyear term. We also sell advertising on our Witels sA variety of
our products are sold through license agreemeraiiding Advisor Workstation, Morningstar Direcofmerly Morningstar DatalLab), Morningstar Retiremnglanager,
and Licensed Data. Our license agreements typicafige from one to three years. For some of owerattstitutional services, mainly Investment Cotisgl, our fees are
generally based on the scope of work and the levedrvice we provide. Finally, we collect feesatilg to our Morningstar Managed Portfolios and aged retirement
account services, which are calculated as a pexgerf total assets under management.
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We break our expenses into cost of goods sold,ldewveent, sales and marketing, general and admatigt; and depreciation and amortization, as desdrbelow. We
include stock-based compensation expense, as aisgpn each of these categories.

. Cost of goods soldhis category includes the compensation expensenfiployees who produce the products we deliveutaostomers. For example, this
category covers the cost of production teams aatysis who write investment research reports. 6bgbods sold also includes other expenses supbsiage,
printing, and CD-ROM replication.

. DevelopmentThis category includes costs associated with enhgrour products on an ongoing basis. Developmesiiscmainly include compensation costs for
programmers, designers, and other employees wrelatemew products and make ongoing improvemengsigiing products. In some cases, we capitalize the
compensation costs associated with certain devedopprojects as required by GAAP. This reduceeipense that we would otherwise show here. We d@msort
these capitalized costs over the estimated econlifsmif the software, which is generally three ggea

. Sales and marketindhis category includes salaries, benefits, and cissions for our sales teams, product managersoied marketing professionals. We also
include the cost of advertising, direct mail cangpai and other marketing programs to promote caolymts.

. General and administrativ&.his category consists mainly of compensation cimsteach segment's management team, as well aarhtgsources, finance, and
support employees for each segment. The categsmyiratludes corporate overhead, including seniaragament, corporate systems, accounting, legal, and
facilities expenses.

. Depreciation and amortizatioi®ur capital expenditures consist mainly of commjtlrasehold improvements, and capitalized prodereglopment costs related to
certain software development projects. We recogiégeeciation and amortization costs for thesestewer their appropriate lives, generally rangirggf three to
seven years. For more information about our pdiocie depreciation, amortization, and capitalizeithsoe development, see "Application of Critical Accountin
Policies and Estimates."

Joint Ventures and Minority Interests

We consolidate the results of oueinational operations, other than our venturespad, Korea, Denmark, and Sweden. We used theyegathod of
accounting for Morningstar Asia (our subsidiaryGhina) until October 1, 2002, when we acquiredrémaining 60.1% from our joint venture partners. bMégan
consolidating the operations of Morningstar Asi@ iaur financial statements at that time. Our opena in Japan, Korea, Denmark, and Sweden areaiates for using
the equity method. The book value of these operati® shown on our balance sheet as investmentxionsolidated entities.

In June 2000, Morningstar Japan became a pubt&tiett company on the Osaka Stock Exchange "Herbdéset." Its ticker is 4765. The total market \alof
Morningstar Japan was $89.7 million and $103.4iamilbs of December 31, 2003 and 2004, respectiVédyown approximately a 35% stake in Morningstgpada
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Stock-Based Compensation

We have historically granted optitm®ur employees as a significant component ofallveompensation. We believe that granting optiemsourages our
employees to think like owners and gives them aaentive to help build our long-term value.

We use SFAS No. 123ccounting for Stock-Based Compensatitmaccount for our stock option grants. SFAS N28 (Revised 2004Fhare-Based Paymentequires
all public companies to measure compensation oostlf stock-based payments (including employeekstptions) at fair value effective for interim amnual periods
beginning after June 15, 2005. We are in the pmoéseviewing the impact of the provisions of SFR8. 123 (Revised 2004$hare-Based Paymein our current
practice of voluntarily recognizing stock-based pemsation expense.

In accordance with SFAS No. 128¢counting for Stock-Based Compensatie,use the following two accounting methods:

. For options granted under plans that may requite gettle the options in cash, we use the lighitiethod. Under this method, we record a liabfityvested
options equal to the difference between the opiercise price and the fair value per share ottmmon stock underlying the option. As of Decen8ier2004,
most of our options outstanding under these plare fully vested. We calculate the expense foretloggions based on changes in the fair value meegf our
stock, and we record this change by adjusting theuat of the liability at the end of each reportpeyiod. If, as occurred in 2003 and in 2004, #ievfalue per
share of our common stock increases, we recorapense reflecting the increased liability. If, @swrred in 2002, the fair value per share of oummmmn stock
decreases, the liability declines and we recordrime:

. For options outstanding under plans that do natirequs to settle the options in cash, we use goéyemethod. We calculate the expense under teihod based
on the Black-Scholes value of the option at theetohthe grant. We record this expense in equaliatsaas the options vest, typically over four ye@hss method
requires that we make several estimates, incluiiegolatility of our stock price and the expecliézl of the option. In making these estimates, \weehused
historical data as well as management judgmentrieeaat the data inputs. The impact of forfeituieseflected as the forfeitures occur.

The aggregate expense under the two methods iibdisd with other employee compensation costs gnwvanious expense categories of our Consolidategi®ents of
Operations. In each year, this expense includesrthact of options granted in prior years and tieant year. For example, the expense recorde@(d Bnder the equity
method reflects the cost of options that were gaibietween 2000 and 2004; the expense recordéDiuhder the liability method reflects the expesssociated with
option vesting and the change in the fair valuesbare of our common stock for all options granteder the liability method.

SH

In 2000, we granted an unusually large number tbop that vested ratably over four years and eceanted for under the equity method. The expessecéated with
these options in 2002, 2003, and 2004 was $6.6omjl$6.5 million, and $2.5 million, respectiveQuring 2005, we expect that our expense underdbéyemethod for
all options granted between 2001 and 2004 will figr@ximately $6.9 million.

31




Upon completion of this offering, we will no longee required to settle any options in cash. Weneidbrd a final expense or income for options presiy accounted for
under the liability method by marking them to théial public offering price. At an assumed initjaiblic offering price of $17.50 per share (the poitht of the range set
forth on the cover of this prospectus), this wdt nesult in any expense or income in the quartevhich we complete this offering. After being medkto the initial public
offering price, these options will not have anytifier impact on our stock-based compensation expémsige future, we anticipate that all of our ops will be accounted
for using the equity method. We expect that ouclsteased compensation expense following the quertehich this offering is completed will not belgect to the same
level of fluctuation experienced in recent yearsause we will no longer record expense under #iglity method. However, if our stock price increasour expense

under the equity method may also increase, ewer frant fewer options than we have granted inntepears.

In our Consolidated Statements of Operations wegmized stock-based compensation expense (incomde) the liability and equity methods as follows:

Year Ended December 3:

Stock-Based Compensation Expense Methods ($0( 200z 200s: 200¢
Stocl-based compensation expense (income) under thétliabethod $ (3289 $ 17,79¢ 8,96:
Stock-based compensation expense under the equity m 10,57¢ 11,23: 7,76(
Total $ 7,29:  $ 29,02¢ 16,72:

In 2003 and 2004, the increase in our stock-basegensation expense calculated under the lialigshod resulted from an increase in the fair vakereshare of our

common stock.

We recorded stock-based compensation expense (@)darthe following expense categories of our Ctidated Statements of Operations:

Year Ended December 3:

Distribution of Stock-Based Compensatior

Expense (Income) ($000) 200z 200z 200
Cost of goods sol $ 89 $ 3,091 2,14%
Developmen (59) 2,09( 1,02C
Sales and marketir (64) 2,107 1,18¢
General and administratiy 7,504 21,74: 12,37¢
Total $ 7,29: $ 29,02¢ 16,72

Stock-based compensation expense is not allocated@our segments and, therefore, is not refldéatedr segment results.
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Consolidated Business Results
2004 vs. 2003

Year Ended December 3:

Key Metrics ($000) 200¢ 200¢ % Change
Revenue $ 139,49¢ $ 179,65¢ 28.6%
Operating income (los: (10,759 17,73t NMF
Operating margin (% NMF 9.%% NMF
Stock-based compensation expel 29,02¢ 16,72: (42.9%
Cash used for investing activiti (20,487 (20,829 1.7%
Cash used for financing activiti (26) (6,367) NMF
Cash provided by operating activiti $ 29,708 $ 32,86: 10.6%
Capital expenditure (8,607 (7,730 (10.29%
Free cash flov $ 21,09¢ $ 25,13 19.1%

NMF—Not meaningful

Consolidated Revenue

In 2004, our revenue increased $4@l@on, or 28.8%, to $179.7 million from $139.5lfidn in 2003, reflecting strong demand for thegwots and services in
each of our business segments. Price adjustmeatsiimimal impact on revenue growth. Revenue inlodividual segment increased $11.6 million; revemueur
Advisor segment increased $11.7 million; and reeenwour Institutional segment increased $18.7iomlI The consolidated revenue increase was drivanlynby our
independent equity research associated with thbablnalyst Research Settlements; Morningstar.coemRim service; Internet advertising sales; Moratag Advisor
Workstation; Morningstar Managed Portfolios; Momstar Retirement Manager (primarily resulting frima acquisition of mPower); Licensed Data; Morntag®irect;
and Investment Consulting. The revenue increasigeise products and services was partially offséower revenue from some of our more mature pradsoth as

Reprints Morningstar Mutual Funds andMorningstar Fundinvestor

The following table summarizes our top five reveigemerating products:

Revenue % Revenue %
Top Five Products (Segment) 200 ($000 Revenue Top Five Products (Segment) 200 ($000 Revenue
Principia (Advisor) $ 28,85¢ 20.7% Principia (Advisor) $ 29,23 16.2%
Licensed Data (Institutiona 22,45: 16.1 Licensed Data (Institutiona 27,20: 15.1
Morningstar.com (Individual 16,31% 11.7 Morningstar.com (Individual 20,67( 11.5
Advisor Workstation (Advisor 10,79¢ 7.7 Advisor Workstation (Advisor 19,46« 10.¢
Licensed Tools and Content 9,22 6.€ Investment Consulting 13,85 7.7

(Institutional)

(Institutional)
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Revenue from international operations increased 8bllion, or 26.3%, to $25.4 million in 2004 contpd with $20.1 million in 2003. Currency translassocontributed
$1.9 million; excluding the impact of currency tsations, our international revenue increased afimately 17%. Revenue from mPower.com, Inc. (mPdwwehnich we
acquired in July 2003, was $4.6 million in 2004approximately $2.5 million more than the revenuerecognized from this business during the six m®fallowing the
acquisition in 2003. Excluding the impact of cugtranslations and the mPower revenue in thedirsimonths of 2004, our revenue increased apprabely 26% in
2004.

Consolidated Operating Income

Operating income increased $28.5ionilto $17.7 million in 2004 from an operating lags$10.8 million in 2003, reflecting the impactaidr operating leverage
(the relatively low level of variable cost of addinew customers) and lower stock-based compensatjpense impacting all expense categories. Theveviecrease of
$40.2 million was partially offset by operating exyge growth of approximately $11.7 million.

Cost of goods sold increased $11.2 million, or 2&.% $54.7 million in 2004 from $43.5 million i®@3. The increase in cost of goods sold mainheot$l higher
compensation costs relating to expanded staffingsacall of our business segments, higher incectivepensation driven by financial performance thateeded internal
estimates, and incentive compensation for our ahédam. These increases were partially offset fegaction in stock-based compensation expense.#escentage of
revenue, cost of goods sold was 30.5% in 2004, eoecowith 31.2% in 2003.

Development expense increased $1.5 million, or%01® $16.2 million in 2004 from $14.7 million i®@3. The increase mainly stems from higher compEmsaxpense
(including incentive compensation) and a reductiocapitalized labor, partially offset by lower sksbased compensation expense. Capitalized lat2004 primarily
relates to ongoing development of products sudfi@singstar Direct, Morningstar Retirement Managerd Morningstar Advisor Workstation. As a percgstaf
revenue, development expense was 9.0% in 2004, amuhpvith 10.5% in 2003.

Sales and marketing costs increased $5.2 millio&7d%, to $36.0 million in 2004 from $30.8 miltian 2003, largely because of higher compensatipemse (includini
sales commissions and incentive compensation) pifinfar our Advisor and Institutional businesseslancreased marketing expense for our Individusitess. These

increases were partially offset by a reductiontatls-based compensation expense. As a percentageesfue, sales and marketing expense was 20.2@0#, compared
with 22.1% in 2003.

General and administrative expense decreased $fighor 13.6%, to $46.8 million in 2004 from $34million in 2003. A $9.3 million reduction in stk-based
compensation expense and lower sales tax expe2@®iwere partially offset by an increase in ins@ncompensation expense and corporate overhead.p®rcentage
of revenue, general and administrative expense2@@96 in 2004, compared with 38.8% in 2003.

Stock-based compensation expense decreased $108,noir 42.4%, to $16.7 million in 2004 from $29million in 2003. The decrease reflects the fhat tertain stock
options granted in previous years are now fullyt@@snd as a result no longer require recordingiadédl expense. In addition, the $2.80 per shacegase in the fair
value of our common stock in 2004 was lower thandtB.13 per share increase in the fair value otoormon stock in 2003.
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Consolidated bonus expense increased $8.4 mibio66.7%, to $21.0 million in 2004 from $12.6 nali in 2003, primarily because of financial perfonoa that
exceeded internal estimates. The increase in 2804eflects accruals for a special bonus estaddisbr our analyst team. Bonus expense is refldotedch of the
appropriate expense categories.

Depreciation and amortization costs increased #illlibn, or 15.5%, to $8.2 million in 2004 from #7million in 2003. This increase was mainly drivndepreciation
and amortization expense for computer equipmeaseleold improvements, and capitalized product deveént costs.

Consolidated Free Cash Flow

We generated approximately $25.2iamilin free cash flow in 2004, reflecting cash pded by operating activities of $32.9 million arapétal expenditures of
$7.7 million. Free cash flow increased by approxetya$4.1 million from $21.1 million in 2003, due & $3.2 million improvement in cash provided bgi@ing activitie:
and a $0.9 million reduction in capital expenditure

The increase in cash provided by operations in 26fdcts an improvement in our net income adjufbedon-cash items, partially offset by higher kiog capital. The
working capital increase primarily reflects a $1Milion increase in receivables from clients assult of additional billings, offset by a $7.0 lioh increase in deferred
revenue and a $3.8 million increase in income t@egsble.

Segment Business Results—Individual
2004 vs. 2003

Our Individual segment provides protduand services for the individual investor. Tawgést product in this segment is paid Premiumisefer our Web site,
Morningstar.com. We also generate revenue fronmgedldvertising on Morningstar.com. We offer vasgqarint publications on stocks and mutual fundsluiding our
monthly newsletterdylorningstar FundinvestoandMorningstar Stocklinvestqrand our twice-monthly publicatioMorningstar Mutual Funds Analysts in this business
segment also produce independent research on stodksiutual funds. All of our Individual revenuecisrently generated in the United States.

Revenue we generate from providing independentyegesearch associated with the Global Analyst ReseSettlements, as discussed in "Busindasiastry Overview,
is included in our Individual segment. We expeaett tiis new independent equity research busindsbavie a material effect on the revenue, expesisé,operating
income of the Individual segment in the future. &nthe terms of these settlements, which were rfmdesolve allegations of undue influence of inwestit banking
interests on securities research, 12 leading WedkeSinvestment banks agreed to allocate apprdgign&450 million to pay for independent reseaffiis amount will be
paid through the engagement of numerous reseaosfiders under annual contracts over a five-yeaogeEach firm involved in the settlements is regdito provide
research from at least three providers of indepet@search that do not have ties to investmerkibgnnterests. We have entered into agreementsfivie major
investment banks to provide independent equityarese Under the terms of the settlements, thesseaggnts, as well as the agreements entered irgth ther research
providers, expire in the second and third quaé005. While we are confident in the quality aradue of our equity research, we cannot guaraigiewe will retain the
business under our current agreements. We areipgrspportunities to sell our
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stock research to firms that entered into agreesneith other providers. Additionally, we are maikgtour equity research to additional financiavéses and brokerage
firms not involved in the settlements.

Year Ended December 3:

Key Metrics ($000) 200¢ 200¢ % Change
Revenue $ 35,40¢ $ 46,99¢ 32.1%
Operating incom: $ 7,391 $ 7,82t 5.8%
Operating margin (% 20.9% 16.7% NMF

NMF—Not meaningful

Revenue for the Individual segment increased $dill&n in 2004 compared with 2003. The main cdmitbrs to revenue growth were revenue relatingeoGlobal
Analyst Research Settlements and Morningstar.cantigly offset by lower revenue from some of owrmmature products such as Reprikterningstar Mutual Funds
andMorningstar FundInvestoiSubscriptions for Morningstar.com Premium servit@eéased to 131,035 as of December 31, 2004, cedpath 114,140 as of
December 31, 2003.

Operating income for the Individual segment inceeb$0.4 million, or 5.9%, in 2004 compared with 200he revenue increase of $11.6 million exceeHedricrease in
operating expense of $11.2 million. Expense reltdetie expansion of our stock research capalsilittcluding the hiring of additional stock anafygtreceded revenue
from the services we are providing under the Gldballyst Research Settlements. Cost of goods swidumted for most of the expense increase and wandoy higher
compensation costs, including special incentiveamsation for our analyst team. Sales and marketipgnse increased primarily as a result of margedfforts for
Morningstar.com Premium service. General and aditnative costs increased due to higher corporateh@ad. Depreciation and amortization costs ineckabghtly,
reflecting refurbishment costs and network equipnaelditions.

Segment Business Results—Advisor
2004 vs. 2003

Our Advisor segment focuses on préslaad services for financial advisors. Our keydpits in this segment are Morningstar Advisor Wtatisn and Principia.
Advisor Workstation is a Web-based investment plagnsystem that provides financial advisors witoanprehensive set of tools for investment reseanleimning, and
client presentations. Advisor Workstation is avaliein two editions: the Office Edition for indepamt financial advisors and the Enterprise Edifmrfinancial advisors
affiliated with larger firms. Principia is our CD&M-based investment research software. In additienoffer Morningstar Managed Portfolios, a feedubdiscretionary
investment management program made up of mutudlgontfolios that financial advisors can use fagitltlients' taxable and tax-deferred accounts.
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Year Ended December 3:

Key Metrics ($000) 200¢ 200¢ % Change
Revenue $ 49,16: % 60,88( 23.8%
Operating incom: $ 9,521 $ 13,96¢ 46.7%
Operating margin (% 19.4% 22.% NMF

NMF—Not meaningful

Advisor Workstation and Morningstar Managed Poit®imade the largest contribution to the Advisgmsent's revenue growth of $11.7 million in 2004n&ipia
revenue was relatively unchanged compared with 2008 increase in Advisor Workstation revenue isntggrom sales of the Enterprise Edition. The nembf licenses
and subscriptions for Advisor Workstation and Fipreccombined increased to 130,895 as of Decembg?2(4, compared with 100,851 as of December @13 2The
increase in revenue for Morningstar Managed Paoalas driven by an increase in the amount oftasseler management compared with 2003.

Operating income increased $4.5 million to $14.0ioni in 2004, compared with $9.5 million in 200Bhe $11.7 million increase in revenue was partiaffget by
approximately a $7.2 million increase in operagnxgense. Cost of goods sold increased primarity @sult of higher compensation-related expens&ding higher
incentive compensation expense associated withrdal®segment performance. Development expenseaised primarily due to higher incentive compensatipense.
Sales and marketing expense increased primarilyalbgher sales commissions expense for products as Advisor Workstation. General and administatosts
increased primarily because of higher corporatetma.

Segment Business Results—Institutional
2004 vs. 2003

Our Institutional products focus orebvbased investment software and electronic datésfaVe also offer print products and consultingises. Key products in
this segment are Licensed Data, Investment Congulilorningstar Direct, and Morningstar Retiremitainager. In 2004 the Institutional segment's reegimcluding
intersegment revenue) represented 43.6% of ountidated revenue. We expect that the Instituti@egment will continue to account for the largestipo of our
consolidated revenue for the forseeable future.

Year Ended December 3:

Key Metrics 200z 200< % Change
Revenue $ 59,74t $ 78,40: 31.2%
Operating incom: $ 416 $ 13,66" 228.5%
Operating margin (% 7.C% 17.5% NMF

NMF—Not meaningful
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Revenue increased $18.7 million in 2004 compared 2003, driven primarily by Investment Consultihgzensed Data, Morningstar Direct, Licensed Taold Content,
and Morningstar Retirement Manager. The numbeicefkes and subscriptions for Morningstar Directéased to 775 as of December 31, 2004, compatbd@®d as of
December 31, 2003. In 2004, we recognized a fudt wé revenue from the acquisition of mPower, coragawith six months in 2003. We acquired mPowehly 2003.

Operating income increased $9.5 million in 2004 pared with 2003. The increase was primarily duet@nue growth of $18.7 million. Operating expeinseeased
approximately $9.2 million, or 16.5%, primarily lefting increases in cost of goods sold, saleswauteting expense, and general and administraxipersse. The
increase in these categories was mainly driverooypensation-related expense, including incentivepgensation and sales commissions, increased apgmtpense in
our international operations, primarily in Europed our acquisition of mPower.

Consolidated Business Results
2003 vs. 2002

Year Ended December 3:

Key Metrics ($000) 200z 200¢ % Change
Revenue $ 109,61¢ $ 139,49¢ 27.%
Operating los! (8,340 (10,759 28.¢
Operating margin (% NMF NMF NMF
Stoclk-based compensation expel 7,292 29,02¢ 298.1
Cash provided by (used for) investing activii 1,43¢ (20,48:) NMF
Cash used for financing activiti (1,959 (26) (98.7)
Cash provided by operating activiti $ 16,54: $ 29,70¢ 79.6%
Capital expenditure (5,989 (8,607 43.7%
Free cash flov $ 10,55! $ 21,09¢ 99.9%

NMF—Not meaningful
Consolidated Revenue

Our revenue increased $29.9 millmm27.3%, to $139.5 million in 2003 from $109.6 linih in 2002, reflecting strong demand for the prets and services in
each of our business segments. Price adjustmeditsiimimal impact on revenue growth. Revenue inlodividual segment increased $3.4 million; reveimueur Advisor
segment increased $8.2 million; and revenue inmatitutional segment increased $18.9 million. Thasolidated revenue increase was driven mainipdgased sales
Advisor Workstation, Morningstar Retirement Manadecensed Data, Morningstar.com, and Morningstiae®, partially offset by lower revenue from soofeour more
mature products such 8orningstar FundinvestoandMorningstar Mutual Funds Revenue from our largest-selling product, Priizcigecreased less than 1% in 2003.
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The following table summarizes our top five reveigamerating products:

Revenue % Revenue %
Top Five Products (Segment) 200 ($000 Revenue Top Five Products (Segment) 200 ($000 Revenue
Principia (Advisor) $ 29,05¢ 26.5% Principia (Advisor) $ 28,85¢ 20.7%
Morningstar.com (Individual 14,72¢ 13.2 Licensed Data (Institutiona 22,45 16.1
Licensed Data (Institutiona 13,46: 12.c Morningstar.com (Individual 16,31: 11.7
Licensed Tools and Content 7,76 7.1 Advisor Workstation 10,79¢ 7.7
(Institutional) (Advisor)
Investment Profiles and Guides 5,82¢ 5.2 Licensed Tools and Content 9,222 6.€
(Institutional) (Institutional)

Our revenue from international operations increg&4@ million, or 45.3%, to $20.1 million in 200®Mm $13.9 million in 2002 and accounted for 14.406uw 2003
consolidated revenue. Licensed Tools and Contecenksed Data, and Advisor Workstation were the égggirivers of this international revenue growthrréncy
translations contributed $1.7 million, and the mBoacquisition added $2.1 million, to our 2003 rve Without the impact of currency translationd #re mPower
acquisition, our year-over-year revenue growth widwdve been approximately 24%.

Consolidated Operating Loss

Our operating loss increased $2.%ignil or 28.9%, to $10.8 million in 2003 from $&8llion in 2002, reflecting an increase in opergtegxpense of
approximately $32.4 million, partially offset byetl$29.9 million increase in revenue. The increaseperating expense was driven largely by stocledb@smpensation
expense, which increased $21.7 million, or 298.19429.0 million in 2003, from $7.3 million in 2002Zhe majority of this increase, $21.1 million, whse to the impact
of an increase in the fair value per share of eanmon stock on options expensed under the liabiligghod. See "—Stock-Based Compensation.”

Cost of goods sold increased $4.5 million, or 11.8%6$43.5 million in 2003 from $39.0 million in @Q. The increase in cost of goods sold mainly cgfle $3.2 million
increase in stock-based compensation expense,leaswee$1.3 million increase in other compensat&ated expenses, primarily due to increased foeed@nd an
increase in bonus expense. As a percentage ofueyeast of goods sold was 31.2% in 2003, compaitd35.6% in 2002.

Development expense increased $2.8 million, or3: $14.7 million in 2003 from $11.9 million i®A2. This increase mainly reflects a $2.2 millinarease in stock-
based compensation expense and an increase iressstsated with continued development of prodsieth as Morningstar Direct, Morningstar Retiremdanager, and
Morningstar.com. As a percentage of revenue, devedmt expense was 10.5% in 2003, compared witdh&002.

Sales and marketing expense increased $5.8 midio23.2%, to $30.8 million in 2003 from $25.0 riaifl in 2002, in part because of a $2.2 million @ase in stockasec
compensation expense. The remaining increase 6friilion in sales and marketing costs was duddgbér commissions and larger sales teams for atitutional
businesses. As a percentage of revenue, salesamkéting expense was 22.1% in 2003, compared itB92 in 2002.
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General and administrative expense increased $diflién, or 48.3%, to $54.1 million in 2003 from &3 million in 2002. This change was mainly drigna

$14.2 million increase in stock-based compensatiqgense. We also recorded a $0.9 million resereemjunction with the Australian legal proceedingcdssed in
Note 15 of the Notes to our Consolidated Finar8tatements. As a percentage of revenue, generadimuhistrative expenses increased to 38.8% in @03 33.3% ir
2002.

Stock-based compensation expense increased $2fiohrto $29.0 million in 2003 from $7.3 million iR002. The increase was primarily due to the impfet$6.13
increase in the fair value per share of our comstonk in 2003 on stock-based compensation exparder the liability method, compared with the impafca $2.38
decline in the fair value per share of our comntoclsin 2002.

Our bonus expense increased $2.2 million, or 21t8%12.6 million in 2003 from $10.4 million in 2R@rimarily because of strong performance in ostitational
segment. Costs for bonuses are reflected in eattteappropriate expense categories.

Depreciation and amortization costs increased #ll®n, or 28.4%, to $7.1 million in 2003 from $million in 2002. This increase was mainly drivndepreciation
and amortization charges for computer equipmeasdbold improvements, and capitalized product deweént for Advisor Workstation. Depreciation andoatization
expenses accounted for 5.1% of revenue in both 2862003.

Consolidated Free Cash Flow

We generated $21.1 million in freslcélow in 2003, reflecting cash provided by opieigactivities of $29.7 million and capital expetues of $8.6 million. Ou
capital expenditures in 2003 largely reflect refsinnent costs for our main office space in Chicaggpjtalized labor for software development, anctpases of computer
equipment. Our free cash flow in 2003 increased30llion from the previous year primarily duedc13.2 million increase in cash provided by opegaactivities; this
increase was partially offset by an increase intabpxpenditures of approximately $2.7 million.

The increase in cash provided by operations in 2608cts our net loss adjusted for non-cash iténtdyding $29.0 million of stock-based compensagaxpense, and a
reduction of working capital. The decrease in wogkeapital primarily reflects a $4.4 million inceesin deferred revenue and a $3.7 million incréasecrued liabilities,
partially offset by a $2.2 million increase in re@bles from clients as a result of increasedrigHi.

Segment Business Results—Individual
2003 vs. 2002

Year Ended December 3:

Key Metrics ($000) 200z 200: % Change
Revenue $ 31,99¢ $ 35,40¢ 10.7%
Operating income $ 4,34; $ 7,391 70.294
Operating margin (% 13.6% 20.9% NMF

NMF—Not meaningful
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Revenue growth of $3.4 million foetmdividual segment primarily reflects an increassubscribers for the Morningstar.com Premiunviser slightly offset by
a decrease in revenue frdviorningstar Mutual Funds Subscriptions for the Morningstar.com Premiunviserincreased to 114,140 as of December 31, 2iifipared
with 103,700 as of December 31, 2002. Four prodemtsributed approximately 85% of revenue for theividual segment during 2003: Morningstar.cdiorningstar
Mutual Funds, Morningstar StocklnvestgrandMorningstar Fundinvestor

Operating income for the Individual segment showegrovement in 2003, as revenue growth far excedueéhcrease in operating expenses. Cost of gealds
decreased due to lower compensation expense,lglaffget by increased fulfillment costs associateth higher numbers of subscribers. Developmestscgrew slightly
reflecting higher compensation expense. Sales a@rllating expense increased due to marketing pragfanMorningstar.com anélorningstar StocklnvestarGeneral
and administrative costs decreased slightly, madelyause of lower corporate overhead costs. Degi@tiand amortization costs increased, refleatafigrbishment costs
and network equipment additions. The improvememiperating margin to 20.9% in 2003 from 13.6% 826 due primarily to the impact of our operatiegerage (the
relatively low level of variable cost of adding newstomers). Most expense categories decreasepeasentage of revenue in 2003 compared with 2002.

Segment Business Results—Advisor
2003 vs. 2002

Year Ended December 3:

Key Metrics ($000) 200z 200z % Change
Revenue $ 40,97: $ 49,16: 20.(%
Operating income (los: $ (57%) $ 9,521 NMF
Operating margin (% NMF 19.4% NMF

NMF—Not meaningful

The Advisor segment's revenue increased $8.2 milfic2003 compared with 2002. Advisor Workstatioad® the largest contribution to revenue growth083 Both the
Enterprise Edition and the Office Edition posteghgficant growth, primarily driven by an increasethe number of licenses. Morningstar Managed Blatf also
contributed to revenue growth due to an increaskdrevel of assets under management. Principentee was essentially unchanged as the numbebsésptions did
not change significantly. The number of licensed subscriptions for Advisor Workstation and Prini@ipombined increased to 100,851 as of Decembe2(B13,
compared with 73,812 as of December 31, 2002.

The Advisor segment's operating results improve® Binillion to operating income of $9.5 million 2003 from an operating loss of $0.6 million in 2002e
improvement reflects an $8.2 million increase weraue and a $1.9 million reduction in operatingenge, primarily cost of goods sold. Production fatfillment costs
were lower because we switched to a less costhpsig vendor for Principia. Development costs alsoreased due to lower new product developmens.dést both
sales and marketing and general and administretists, expense levels were approximately in lirth e previous year.
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Segment Business Results—Institutional
2003 vs. 2002

Year Ended December 3:

Key Metrics ($000) 200z 200¢ % Change
Revenue $ 40,82F % 59,74¢ 46.2%
Operating income (los: $ (6,399 $ 4,16( NMF
Operating margin (% NMF 7.0% NMF

NMF—Not meaningful

Revenue increased $18.9 million if28ompared with 2002 driven by Licensed Data awédtment Consulting. Morningstar Retirement Managgs another
major contributor to growth, partly due to our aisifion of mPower in July 2003, which accounted$@r1 million of our 2003 revenue. Morningstar Rirevhich we
introduced in 2001, also contributed to sales gnowt

With the revenue increase far exceeding the inergmsperating expense, Institutional segment djmgrincome increased $10.6 million to $4.2 million2003 from an
operating loss of $6.4 million in 2002. Operatingense increased approximately $8.3 million, o7 %.

Cost of goods sold increased because we hired emopdoyees in Europe. Development cost also inccedse to increased staffing. Sales and marketisginoreased
due to an expansion of our sales force and highmnussions. General and administrative costs gredestly.
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Selected Quarterly Financial Datz

2003 2004
(in thousands except per shar
amounts) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Revenue $ 32,13¢ $ 34,31t $ 35,94( $ 37,10: $ 41,127 $ 43,24¢ $ 46,57: $ 48,71«
Operating expense (1
Cost of goods sol 10,74« 10,65 10,82¢ 11,29« 12,26¢ 14,90¢ 13,85¢ 13,67
Developmen 3,98¢ 3,85¢ 3,33¢ 3,48¢ 3,361 3,664 4,057 5,08t
Sales and marketir 8,33¢ 7,35¢ 7,43¢€ 7,67(C 8,36¢ 8,28¢ 9,367 10,01¢
General and administrati\ 13,13¢ 12,837 12,11 16,06: 8,68¢ 11,17¢ 10,93( 15,99¢
Depreciation and amortizatic 1,34( 1,64¢ 1,92¢ 2,21z 1,811 1,78¢ 1,75¢ 2,871
Total operating expen: 37,54: 36,35:¢ 35,63: 40,72 34,49 39,82( 39,96 47,64¢
Operating income (los: (5,405 (2,039 30¢ (3,619 6,63¢€ 3,42¢ 6,60¢ 1,06¢
Nor-operating income (expenst
Gain on sale of investment in
unconsolidated entit — — — 51C — — — 19
Interest income, ne 59 11¢& 62 43 224 21C 26C 517
Other income (expense), r 6 29 33 252 38 58 25C 22¢
Nonr-operating income, ne 65 144 95 80¢€ 262 26€ 51C 765
Income (loss) before income taxes
and equity in net income (loss) of
unconsolidated entitie (5,340 (1,899 40¢ (2,817 6,89¢ 3,692 7,11¢ 1,83¢
Income tax expense (benet 501 1,45¢ 1,772 (782) 2,67¢ 2,44( 3,23t 3,22t
Equity in net income (loss) of
unconsolidated entitie 11€ 351 (47) 2717 282 97 212 252
Net income (loss $ (5,729 $ (3,002 $ (1,416 $ (1,759 $ 4,50¢ $ 1,34¢ $ 4,09 $ (1,139
L.~ ‘.~ &~ _§. ;9§ ]
Basic income (loss) per she $ 015 % (0.08) $ (0.0 $ (0.05 $ 0.1z $ 0.0 $ 011 $ (0.09)
Weighted average common shares
outstandin—basic 38,36¢ 38,37: 38,39 38,39¢ 38,39¢ 38,39° 38,43¢ 38,44.
Diluted income (loss) per she $ 015 % (0.08) $ (0.0 $ (0.05 $ 0.0¢ $ 0.0: $ 0.1C $ (0.09)
Weighted average common shares
outstandin—diluted 38,36¢ 38,37: 38,39 38,39¢ 41 ,54¢ 41,52¢ 41,81¢ 38,44.
1) Includes stock-based compensation expense of:
2003 2004
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Cost of goods sold $ 86t $ 82¢ $ 57¢ $ 82z $ 25¢€ 52¢ $ 33 $ 1,02
Development 69t 594 41¢ 38< 147 267 157 44c¢
Sales and marketir 694 591 41z 40¢ 15€ 30€ 18C 54z
General and administratiy 6,10¢ 5,48 4,331 5,81¢ 1,522 3,015 1,897 5,94(
Total stocl-based compensation expel $ 8,36z $ 7,49 $ 574( $ 7,43 % 2,08: $ 4,11¢ $ 257C $ 7,95¢
I I B I B B
Stock-based compensation expense  $ 565 $ 4,68¢ $ 2,88 $ 457: $ (424) $ 2,381 $ 1,14: $ 5,86¢
(income) under the liability methc
Stock-based compensation expense 2,71( 2,80¢ 2,857 2,86( 2,507 1,73¢ 1,42¢ 2,09(
under the equity methc
Total stocl-based compensation expel $ 8,36z $ 749 $ 574( $ 7,43 % 2,08: $ 4,11¢ $ 257C $ 7,95¢
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Sales Tax Expense

During 2003, we participated in vahny disclosure or similar programs related toestatles tax. Through these programs we identiidssgax amounts due for
prior years and have negotiated or are in discossigth local tax authorities to settle these ant®uWe have recorded expense in the four yeardiohithe sales tax
amounts apply, as follows:

Year Ended December 3:

($000) 200( 2001 200z 200

Sales Tax Expens $ 807 $ 2,29¢  $ 2831 $ 3,07¢

We made cash payments in conjunction with thesentaty disclosure programs of $1.6 million in 2@081 $4.9 million in 2004. The remaining $2.5 mifliexpected to
be due in connection with state sales tax for plsrEnded on or before December 31, 2003 was retasian accrued liability as of December 31, 2004 anticipate the
this amount will be paid in 2005. We do not exgeatecord any expenses related to these prograers2803. We have now put in place procedures ftectapplicable
sales tax from our customers.

Non-Operating Income

The following table presents the comgnts of our non-operating income for the follogvperiods:

Year Ended December 3:

Non-Operating Income ($000) 200z 200z 200¢
Gain on sale of investment in unconsolidated sudsit $ 3,39t $ 51C $ 19
Interest income, n¢ 1,04z 27¢ 1,211
Other income (expense), r 23 321 57t
Non-operating incom: $ 4,46 $ 1,11C $ 1,80¢

I

In 2002, we sold our investment in Techfi Corpamatia provider of portfolio management and accognsioftware, resulting in a pre-tax gain of $3.4iom. In 2003 and
2004, we also recorded pre-tax gains of $0.5 miliad $19,000, respectively, related to this tratisa when funds were released from escrow.

Net interest income primarily reflects interestfrour investment portfolio. Net interest incomere@ased $0.9 million in 2004 compared with 2003 fiuan increase i
invested cash balances. The $0.7 million decreasgdrest income in 2003 compared with 2002 rédlémwer returns on invested cash balances duniageériod. In 200
2003, and 2004, we paid interest expense of $AlBbMi$0.2 million, and less than $0.1 millionspectively, related to the note payable to Joe Metias our chairman,
chief executive officer, and controlling shareholdehis note was repaid in March 2004.

Other income (expense) primarily represents royialtpme from Morningstar Japan, realized gainslasskes on our investment portfolio, gains (lossesjng from sales
of fixed assets, and foreign currency exchangesgail losses arising from the ordinary course efrfass in our international operations.
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Income Tax Expense (Benefit)

In certain years prior to 2004, wegmted net operating losses (NOLs). These lossated a future tax benefit, recorded on our balaheet as a deferred tax
asset, because we are allowed to use them to @ifse¢ taxable net income. Because of these N@espaid nominal U.S. corporate income tax throu@d32 We used
all of these NOLs in 2004. Additionally, we acquirdOLs through our acquisition of mPower that wendbexpect to have a material impact. We haverdetba
valuation allowance related to a portion of our NGtom the mPower acquisition as use of these N®limited to approximately $0.2 million per year the U.S.
Internal Revenue Code. For more information, sekeNd of the Notes to our Consolidated Financiate®hents.

Our stock-based compensation expense related toumalified options generates a deferred tax a¥¢kile we deduct this expense to calculate our dpgrancome, it is
not deductible for tax purposes until employees@se their options. This timing difference creadesasset, which we may use over the remainingfifee outstanding
options as the options are exercised.

The following table summarizes the components ofefiective tax rate:

Year Ended December 3:

Income Tax Expense and Effective Tax Rates ($00 200z 200: 200¢

Income (loss) before income taxes, equity in nedime of unconsolidated entities,

minority interest in net loss of consolidated aesif and extraordinary ga $ (3,87) $ (9,649 $ 19,54(
Equity in net income of unconsolidated entit 75C 697 84:
Minority interest 17¢ — —
Extraordinary gai—acquisition 3,08¢ — —
Total $ 13t % (8,947 $ 20,38:
Income tax expense (benet $ (311 $ 2,95( $ 11,57+
Effective income tax expense (benefit) r (232.9% 33.(% 56.8%

In all periods, the income tax provision refledts tmpact of expense related to incentive stoclooptfor which no income tax benefit is recorded #re fact that we are
not recording an income tax benefit related todesgcorded by certain of our non-U.S. operatidftsile the stock-based compensation expense relatedentive stock
options and the losses of certain our non-U.S.aifmers lower our reported net income, these loaeeexcluded from the determination of taxable mepresulting in a
higher recorded income tax expense. The net dffectases our income tax expense as a percentageoofled pretax income. The foreign NOLs may bexdeductible
in certain international tax jurisdictions to theent these international operations become piiéta

Extraordinary Gain

In 2002, we recorded an extraordirgain of $3.1 million related to our acquisitionasf interest in Morningstar Asia. The fair valueMidrningstar Asia's net
assets exceeded the purchase price. For more iaiormsee Note 6 of the Notes to our Consolid&iedncial Statements.
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Liquidity and Capital Resources

General. We believe that our available cash balances mrestments, along with any cash generated fromatipes, will be sufficient to meet our operatinglan
cash needs for the foreseeable future. We investash reserves in cash equivalents and investrnengssting primarily of fixed-income securitiehése investments
have a weighted average maturity of six months,ransingle security has a maturity greater thanytears.

Cash and cash equivalentas of December 31, 2004 we had cash and cashagnts of $59.5 million, an increase of $6.0 roillicompared with December {
2003. The increase primarily reflects $32.9 millinrcash provided by operations, partially offsgt#20.8 million in cash used for investing actieitiand $6.4 million in
cash used in financing activities. In additiontte $59.5 million of cash and cash equivalents aebwer 31, 2004, we had $36.0 million of investragobnsisting
primarily of fixed-income securities. In the firgiarter of 2005, we made cash payments of appraeiyn®18.0 million related to incentive compensatio

Cash provided by (used for) operatagjvities. Our main source of capital is cash generated fperating activities.

In 2004, cash flows generated by operating actiwitncreased $3.2 million, or 10.6%, to $32.9 wrillcompared with $29.7 million in 2003. The inceeascash provided
by operations reflects an improvement in our nebine adjusted for non-cash items, partially offseén increase in working capital. The change inkimg capital
primarily reflects a $10.9 million increase in re@bles from clients as a result of increasedrgti, offset by a $7.0 million increase in defenegenue and a $3.8 millic
increase in income tax payable.

In 2003, net cash provided by operating activitieseased $13.2 million, or 79.6%, to $29.7 milliompared with $16.5 million in 2002. The increases primarily
driven by improvement in our operating results atid for non-cash items and a reduction in workimgjtal.

Because we frequently collect cash in advancefiging services or fulfilling subscriptions for ocustomers, we often have significant deferre@mnexe, which is show
as a liability on our balance sheet. This meansataworking capital may at times be negative oA®ecember 31, 2004 and 2003, our deferred revesase
$63.4 million and $55.6 million, respectively.

Cash used for investing activitie€ash flows used for investing activities increb$6.3 million to $20.8 million in 2004 from $20n&illion in 2003. The
improvement primarily reflects an increase in caahsferred to our portfolio of investments, pdiiaffset by lower levels of cash used for acqsis and cash used for
capital expenditures.

In 2003, cash flows used for investing activitiesrev$20.5 million compared with cash flows providigdnvesting activities of $1.4 million in 2002h& increase in cash
flows used in investing activities is primarily laerse of increases in cash used for acquisitioss, esed for capital expenditures, and a reductignaceeds from the sale
of unconsolidated entities.

Purchases of investments, net of proceeds froraaleeof investments, were $13.0 million, $1.6 milliand $1.0 million in 2004, 2003, and 2002, retpely. As of
December 31, 2004 and 2003, our investments, dorsis
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primarily of fixed-income securities, were $36.0limh and $22.6 million, respectively. The increasehe investment balance reflects the transfeash which we have
determined exceeds our immediate operating neéal®im investment portfolio.

Proceeds from the sale of investments in an undidiased entity were less than $0.1 million in 208@,5 million in 2003, and $4.8 million in 2002. 8%e proceeds relate
to cash received upon the sale of our investmenheahfi Corporation and the subsequent releaserafs from escrow.

Capital expenditures were $7.7 million, $8.6 millji@nd $6.0 million in 2004, 2003, and 2002, respely. Capital expenditures are primarily for lehsld improvement:
computer hardware, and capitalized product devetoproosts. In 2005, we expect our capital experghtto be approximately $8.0 million, which inclsdgproximatel
$2.1 million for infrastructure and development @hitities in the United Kingdom and China.

In 2004, cash used for acquisitions was $0.2 miltiglated to our purchase of the remaining 51% ofriihgstar Norge AS (Morningstar Norway). In 2008sh used for
acquisitions was $10.8 million, related to our asijons of Morningstar Research Inc. (Morningstamnada) and mPower. In 2002, cash provided by sitiguis was
$3.5 million related to our acquisition of an irgsrin Morningstar Asia.

Cash used for financing activitie€ash used for financing activities consists prilmaf payments of long-term debt and capital kabligations and cash paid
for purchases of our common stock.

In 2004, cash flows used for financing activitissreased $6.4 million primarily reflecting the pagmts on debt in the first quarter of 2004. In 20&&h flows used for
financing activities decreased $1.9 million compangth 2002. The decrease primarily reflects a oida in payments of long-term debt.

In 2004, 2003, and 2002, payments on long-term detitcapital lease obligations were $6.6 milliah.2$million, and $2.1 million, respectively. In 200ve repaid the
promissory note payable to Joe Mansueto, our claaiichief executive officer, and controlling shaieler. The obligation and related interest werel fraifull in
March 2004. See Note 9 of the Notes to our Conatditi Financial Statements and "Certain Relatiosshipgl Related Party Transactions—Transactions\imglUoe
Mansueto." In 2002, cash used for payments on termg-debt and capital lease obligations relatéBaéaepayment of loans to Morningstar Canada sbédets.

Under the 1993 Morningstar Stock Option Plan (t8@3LPlan), subject to certain conditions, holdéngested options are permitted to exercise theiioop and
immediately resell to us the shares of common stit&ined from the exercise at a price equal tdalienarket value of the shares, as determinedunyoard of
directors. We have the right to pay this purchassepn equal installments over a period of fivege with the deferred purchase price accruingésteat a floating rate
based on 13-week U.S. Treasury securities. As eEBer 31, 2004, we have recorded $1.0 millioneééxted obligations relating to such repurchases ewpect to
satisfy these obligations in full by 2008, with apxdmately $0.9 million coming due in the next 12mths.

Upon completion of this offering, holders of thetiops issued under our 1993 Option Plan and th® 1®&ntive Stock Option Plan will no longer hakie tight to requir
us to repurchase any shares obtained upon exefagdions and the liability associated with thep&ions will be reclassified to shareholders' gquit
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Acquisitions
Variable Annuity Research and Data Service

In January 2005, we acquired Fin€meporation's Variable Annuity Research and Dat@i€e (VARDS) unit for $9.0 million in cash, subjdo an adjustment
for working capital. VARDS provides research antadan variable annuity products and is used by nfiamg that offer variable annuities. The servisaiso used by
many brokerage firms for research, due diligennd,suitability determination. We believe this aaitibn strengthens our investment database anddhelp provide
investors with the information they need to makd-imformed decisions when investing in variablenaities.

Morningstar Norway

In February 2004, we purchased theaieing 51% of Morningstar Norway that we did nodypously own. The purchase price consisted of #dilon in cash
and approximately $0.1 million of other considesatiPrior to this transaction, our investment inrMogstar Norway was accounted for by the equityhoe.

mPower

In July 2003, we acquired all of thestanding stock of mPower. mPower contributed $dllion to our revenue in 2003. This transacti®accounted for as a
"bargain purchase" because the purchase priceesasHan the total fair value of the assets aagjuitieerefore, certain long-term assets were akatablues that were
lower than their fair value at the date of acqiositIn Note 6 of the Notes to our Consolidatedaficial Statements included elsewhere in this peispewe show our
summary pro forma consolidated results as if wedvaded mPower for the full year. Also included liistprospectus are mPower's consolidated finastaséments for
the years ended December 31, 2001 and 2002.

Morningstar Canada

In January 2003, we purchased theaieimg half of Morningstar Canada that we did n@vously own. We have always consolidated theltesd Morningstar
Canada for all periods presented in the finan¢#&ksents because we have always controlled itdaidgy operations.

Morningstar Asia

In October 2002, we purchased th&%0of Morningstar Asia owned by Advanced Intern&tidhs Limited (a joint venture between Pacific €ep Cyberworks
Limited and Pacific Century Insurance Company Léd)tand various entities affiliated with SOFTBANk&nce Corporation (Softbank), our partners injtir venture
created in April 2000. Through this transactionat¢ained 100% ownership of Morningstar Asia. Beeats purchase price was lower than the valueeohét assets
acquired, we recognized an extraordinary gain of $3llion in 2002. Following this increase of awwvnership, we began consolidating the results ofrfibgstar Asia's
operations in our own financial statements. Theaabn our 2003 results was not significant.

Application of Critical Accounting Policies and Estmates

Our discussion and analysis of ooaficial condition and results of operations aretan our Consolidated Financial Statements, whiéste been prepared in
accordance with GAAP. Our significant accountindjgies are discussed in Note 2 of the Notes to@amsolidated Financial Statements. The preparatidimancial
statements in accordance with GAAP requires manageto make estimates and
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assumptions that affect the reported amounts etassid liabilities (including the recoverabilitiitangible and intangible assets and disclosunfingent assets and
liabilities as of the date of the financial statensg. Management estimates and assumptions alsct #fle reported amounts of revenue and expensgdhe reported
period.

We evaluate our estimates on an ongoing basis. a8ke dur estimates on historical experience andigous other assumptions that we believe are reéd@mninder the
circumstances. The results of these assumptionstfoe basis for making judgments about the carryalges of assets and liabilities that are notireagpparent from
other sources. Actual results could vary from thiingates and assumptions used in the preparationrdonsolidated Financial Statements. If actuaants are
ultimately different from previous estimates, tkeisions are included in our results of operatifmmghe period in which the actual amounts becomsnn.

We believe the following critical accounting poésireflect the significant judgments and estimasesl in the preparation of our Consolidated Firer&tatements:

Revenue RecognitiodMuch of our revenue comes from the sale of sifons or licenses for printed publications anéhsare. We recognize this revenue in
equal amounts over the term of the subscriptidicense, which generally ranges from one to thegry. We also provide analysis, consulting, retinenadvice, and
other services. We recognize this revenue whesehéce is provided or during the service obliga@riod defined in the contract. Deferred reveisube amount paid
advance for subscriptions, licenses or servicashtisnot yet been recognized as revenue. At Deze&ih 2004 and 2003 our deferred revenue was $6ilidn and
$55.6 million, respectively. This deferred reveisiexpected to be recognized in future periodse$ulfill our service obligations. The amount ofeleed revenue may
increase or decrease primarily based on the mowofracted product and services, and the volunmewfand renewal subscriptions. We believe thaestienate related 1
revenue recognition is a critical accounting estérzecause to the extent that there are mateffatetices between our determination of deferreémae and actual
results, our financial condition or results of at@ns may be affected.

Computer Software and DevelopmeWte capitalize certain costs associated with cdermoftware and software development accordirfstéement of
Position 98-1, Accounting for the Costs of Computer Softwaredlimed or Obtained for Internal Usand Statement of Financial Accounting Standard&\§gMo. 86,
Accounting for Costs of Computer Software to be Satased, or Otherwise MarketéProduct development costs consist primarily ofdbempensation costs associated
with developing new Webased products and certain enhancements of exjstitycts. We also develop software that enablesus access information on our Web
through subscription services. We amortize theseldpment costs on a straight-line basis over &timated remaining economic life, which is geligtaree years.

In accordance with SFAS No. 144¢counting for the Impairment or Disposal of Longdd Assetswe review long-lived assets, such as propertyipegent, and
purchased intangibles subject to amortizationrfgrairment whenever events or changes in circumassaindicate that the carrying amount of an assgtnmotibe
recoverable. We measure recoverability of assdie teeld and used by comparing the carrying amolah asset to the estimated undiscounted futigie ffews expecte
to be generated by the asset. If the carrying ainafusn asset exceeds its estimated future caelsflwe recognize an impairment charge equal tanheunt by which th
carrying amount of the asset exceeds the fair vafltiee asset.
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We believe that the estimate related to accourftinthe impairment or disposal of long-lived asssta critical accounting estimate because thenag8ans used are
highly susceptible to changes in the operatingltesmd cash flows of our operations. Historicathg estimated amounts of undiscounted cash fl@ememted by the
assets have not differed materially from the actash flows generated from those assets in subsepgeeods. Additionally, we have not recorded mpairment of long-
lived assets in 2002, 2003, and 2004. We had redandt property equipment and capitalized softwa&17.5 million and $17.6 million as of Decembér 2004 and
2003, respectively, which are subject to testingrfgpairment.

Goodwill and Other Intangible AssetSoodwill and intangible assets with indefiniteels are not amortized. Instead, they are subjeat tannual test for
impairment based on a discounted cash flow modwed.approach that we use to estimate the fair aflégemponents of our segments is dependent on &dewuaf factors,
including estimates of future market growth andaidi® forecasted revenue and costs, capital invessmeppropriate discount rates, certain assungptmallocate shared
assets and liabilities, and other variables whaoh significantly affect the value of the intangibleset. We base our fair value estimates on asgurapte believe to be
reasonable, but these assumptions are unpredieadlmherently uncertain. Actual future results/rddfer from those estimates. These assumptioasipdated annuall
at a minimum, to reflect information concerning gaments of our segments.

We believe that the accounting estimate relategbtmwill and other intangible asset impairment gsitical accounting estimate because the assunptised are highly
susceptible to changes in the operating resultcask flows of components of our segments. Hisatlyicthe estimated results of our discounted ¢lsth models have
not differed materially from the actual resultsopkrations in subsequent periods. We have notdedan impairment of goodwill or any other intargiasset in 2002,
2003, and 2004. We had recorded total goodwillrzetdntangible assets of $16.0 million, and $15iilan as of December 31, 2004 and 2003, respelgtivenich are
subject to testing for impairment.

Stock-Based Compensatioe have adopted SFAS No. 128 counting for Stock-Based Compensatitmaccount for stock option grants made to enmgesy
and non-employee directors. SFAS No. 123, (Rev2¥d) Share-Based Paymentequires all public companies to measure compemseost for all share-based
payments (including employee stock options) atvalue effective for interim or annual periods egng after June 15, 2005. We are in the processvidéwing the
impact of the provisions of SFAS No. 123 (Revis€04), Share-Based Paymenbn our current practice of voluntarily recogn@istock-based compensation expense.

In accordance with SFAS No. 128¢counting for Stock-Based Compensatiare use the following two accounting methods:

For options granted under plans that may requite gsttle the options in cash, we use the lighifiethod. The liability is valued using a fair valper share of our
common stock. This method requires that we makeraéestimates concerning the future cash flonduding estimates of future market growth and tegrfidrecasted
revenue and costs, capital investments, appromisteunt rates, certain assumptions to allocadeeshassets and liabilities, and other variables base our fair value
estimates on assumptions we believe to be reasgralilthat are unpredictable and inherently uagerfActual future results may differ from thosémsates. In 2004 and
2003 we recorded stock-based compensation exp&s€elomillion and $17.8 million, respectively, lealson
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the liability method, reflecting increases in thé fzalue per share of our common stock. In 2002ergerded income from stock-based compensatio.&f @illion
reflecting a decrease in the fair value per shhrapcommon stock. A $1 change in the fair valee ghare of our common stock on December 31, 2@@4dhave
resulted in a corresponding change of approxim#2I9 million in stock-based compensation expens20D4 for options using the liability method.

For options outstanding under plans that do natirequs to settle the options in cash, we use goéyemethod. We calculate the expense under teihod based on the
Black-Scholes value of the option at the time @f ginant. We record this expense as the optionstygstally in equal amounts over four years. Tiisthod requires that
we make several estimates, including the volatditpur stock price, and the expected life of tbéan. In making these estimates, we have usedridat data as well as
management judgment to arrive at the data inpat8004, 2003, and 2002 the stock-based compengsatjmmse recorded under the equity method wasn$ilién,
$11.2 million, and $10.6 million, respectively. Aolchange in the Black-Scholes value would haveltegsin a corresponding change of $0.1 milliontimc&-based
compensation expense in 2004 for options accoudntagsing the equity method.

We believe that the accounting estimates relatestiottk-based compensation expense are criticalatiog estimates because the assumptions usedate susceptible
to changes in our operating results and cash flows.

Quantitative and Qualitative Disclosures about Marlet Risk

We may be subject to risk from fluating interest rates. As of December 31, 2004 poutfolio of cash, cash equivalents, and investsibatl a weighted avera
maturity of less than six months, and no singlestment in the portfolio had a maturity greatenthwao years. Our investment portfolio is activelpmaged and may
suffer losses due to fluctuating interest rategketgprices, or adverse security selection. At Dawer 31, 2004, our investments, consisting primparilfixed-income
securities, were $36.0 million. Based on our estsiaa 100 basis point change in interest rateddwmve increased or decreased the fair value oineestment portfolio
by approximately $0.3 million.

As our non-U.S. revenue increases as a percentageemue, fluctuation in foreign currencies isimereasing potential risk. To date, we have notged in currency
hedging, and we do not currently have any positiorierivative instruments to hedge our currensi.rOur results could suffer if certain foreignreuncies decline
relative to the U.S. dollar. In addition, becausewse the local currency of our subsidiaries asuhetional currency, we are affected by the tratish of foreign
currencies into U.S. dollars.
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Contractual Obligations

The following table presents our kmowontractual obligations as of December 31, 20@#the expected timing of cash payments relateese contractual
obligations:

Year Ending December 31

Contractual Obligations ($000) 200t 200¢ 2007 200¢ 200¢ Thereafter Total

Capital lease obligatior $ 18 $ — $ — $ — $ — $ — $ 18

Minimum commitments on non-

cancelable lease obligations 2,43: 2,23: 1,992 1,81¢ 992 371 9,83¢

Obligations related to stock options

2) 90C 107 39 2 — — 1,04¢

Obligations related to previous

purchases of common stock 39C 4 — — — — 394

Total $ 3,741 $ 2,34: $ 2,031 $ 182( $ 99z $ 371 $ 11,29¢
L]

(1)  The non-cancelable lease obligations relate priyntrilease commitments on office space.

(2)  These obligations relate to stock option exercas®scommon stock purchases. See Note 12 of theskmtwur Consolidated Financial Statements.

In addition, we have an obligation to pay up toragpnately $2.3 million under a deferred compermsatigreement with Don Phillips, an executive offickscussed in
Note 11 of the Notes to our Consolidated Finar8tatements. As of December 31, 2004, $2.0 milkociassified as current and approximately $0.3ionills classified &
long-term. We are required to make these paymenite @&xercises certain stock options granted taunider the 1999 Stock Option Plan. Because thegrof these
payments is uncertain, we have not included thigation in the above table.

There are no purchase commitments as of Decemb@084 that we believe would have a significantactpn our Consolidated Balance Sheet or Conselidatatemel
of Cash Flows.

Recently Issued Financial Accounting Standards

In December 2004, the FASB issued SIb. 123 (Revised 20043hare-Based Paymenivhich requires all companies to measure compiemsesdst for all
share-based payments (including employee stockmgtiat fair value. SFAS No. 123 (Revised 2004ffisctive for public companies (except small busiissuers as
defined in SEC Regulation S-B) for interim or annperiods beginning after June 15, 2005. We atéérprocess of reviewing the impact of the provisiof SFAS
No. 123 (Revised 2004Share-Based Paymenon our current practice of voluntarily recognizistock-based compensation expense.
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Business
Industry Overview

We operate in the economic and firelreegment of the business information industrithVél total market size of approximately $16.8ibillin 2003, this
segment represents the largest component of thedsssnformation market. A report published by &f@s Suhler Stevenson in July 2004 projects thendimg on
economic and financial data will increase by arrage of 7.2% per year from 2003 to 2008, with indusales reaching $23.7 billion by 2008.

We divide our market into three segments: individoeestors; financial advisors; and institutiongls as banks, insurance companies, mutual fund @cieq brokerage
firms, and retirement plan providers and sponsins.individual investor market consists of approaiety 84.3 million investors in the United Statsgording to the
Equity Ownership in America report published by theestment Company Institute (ICI) and the Se@sitndustry Association in 2002 (the EOA repaat)d an equal or
greater number in major international markets. \&fereate that there are approximately 285,000 fir@malvisors in the United States and an additidi&l,000 in major
international markets. In the institutional segmere estimate that there are approximately 4,0@@niial institutions in the United States, and dditéonal 5,000 in majc
international markets.

We believe a number of trends should support coatidemand for economic and financial data. Abtieadest level, the U.S. financial services inguistrs experienced
significant growth over the past 30 years. Fuelliig growth have been rising equity markets anlifa away from traditional bank savings account@t@stment-related
assets, such as stocks, bonds, and mutual fundgofdi value of assets in these securities, actptd Federal Reserve data, increased from $7186rb{45% of total
household liquid financial assets) in 1975 to $1dilon (73% of total household liquid financiaksets) in mid-2003.

Household ownership of equity securities has alsceased dramatically, with 49.5% of U.S. householdning stocks or stock mutual funds as of Decerdabe2
compared with 19.0% in 1983, according to the E@port. Based on ICI data, total assets in U.S.ebamgual funds have grown from $370.7 billion ir84%0

$8.1 trillion as of December 2004, representingrapound annual growth rate of approximately 16.Méanwhile, the total number of mutual funds (nafuding
money-market funds or multiple share classes)asased from 818 in 1984 to 7,101 as of Decemb@4.2The total number of households investing inualfunds has
grown by a compound annual growth rate of 8.7%esitf884, reaching 53.9 million households as of A@®=, according to an October 2004 report by @&leWe
believe the increased participation of individualestors in the equity markets—both directly vizcktownership and indirectly via mutual fundbkas led to a greater ne
for information about investing.
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Assets in U.5.-Based Mutual Funds, 1984-2004 (Sbil) (Source: ICI)
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In the retirement market, millions of investors amv charged with planning for their own retiremexrst more companies have shifted from traditioeakfon plans to
self-directed retirement plans such as 401(k)sa Assult, many employers, as plan sponsors, havwggax-advantaged retirement plans in which tegiployees may
invest. Retirement plan providers—typically thirary asset management companies or companiesftBaadministrative services—often supply investingfferings to
these plans and their participants. Total asset®1itk) plans have increased from $385 billion99@ to an estimated $1.9 trillion at the end of2Gcording to the

ICI Mutual Fund Fact Book. Based on data releaseithé U.S. Census Bureau in March 2004, the tataiber of individuals in the prime retirement plammiears of age
45 to 64 is projected to increase to 26.2% of dital 1J.S. population by 2010, from 22.1% in 200@&avwhile, the percentage of U.S. residents oveagleof 65 is
expected to increase from 12.4% of the total Udpufation (totaling approximately 35.0 million péepin 2000 to 13.0% of the total U.S. populatign2010 (totaling
approximately 40.2 million people) and 16.3% of tbial population by 2020 (totaling approximatef.& million people). As more investors approackreatent age, we
believe the demand for information and advice dinaent planning and investing will increase.
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Assets in 401(k) Plans, 1990-2003 ($hil} (Source: 1CI)
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In recent years, investable assets have also draifaincreased outside the United States. In m@oyntries, government-sponsored pension fundmereasingly
transferring responsibility for retirement benefitshe individual, leading to a growing need foveéstment information and advice. Approximatelyf lofthe world's
investable assets are located outside the UnitgesStand the portion of non-U.S. investable asgetdeen increasing. As of June 2004, non-U.Suahfund assets
totaled approximately $6.8 trillion, according @l Idata. A total of 14 countries each had mutuatifassets of more than $100 billion as of June 28Igdor markets
include France ($1.2 trillion), Luxembourg ($1.@itn), Australia ($531 billion), Italy ($450 bilbn), and the United Kingdom ($416 billion), accmgito ICI data. As
barriers on global capital flows continue to falk believe that equity markets will expand overetiteading to a need for information and advicéeneesting by investors
around the world.

We believe ongoing growth in the financial servisedustry both in the United States and elsewheltecantinue to support demand for economic andticial
information. Within this industry, we believe theaee two primary trends that will impact demanddpecific products and services:

. Investors are overwhelmed with data and are lookargnore interpretation and advice to help themkmantelligent decision#\lthough the amount of available
information about investing has increased dramiitioae believe investors are interested not jusdata, but also in insight and understanding. 8asea Wirthlin
Worldwide poll prepared for the Securities Indusiissociation in November 2004 (the Wirthlin Worldigi Poll), 58% of investors feel they know just same
very few of the things necessary to make good imvest decisions. While the universe of investorsgsificantly larger than it was 10 years ago, yismvestors
learned firsthand the difficulties of investing teir own when equity valuations dropped beginnimgarly 2000.
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Currently, more than half of investors rely on #uvice of a financial professional when making siecis about buying or selling a security. The petage
of investors who purchase stocks and stock muturald through fulkervice brokerage firms has increased from 44%386/4l, respectively, in 1999 to 47
and 45%, respectively, in 2002, according to thé\E€port. The percentage of total sales of mutuatls (excluding money-market funds) made through
third parties increased from 77% in 1990 to 879003, according to the ICI Mutual Fund Fact Boole Bélieve that the increased need for interpretatio
and advice will lead to an increase in demand &ueradded information and tools in the financial advisarket, as well as demand for integrated pord
solutions in the institutional market. While mongéstors now work with a financial professionabpposed to making decisions on their own, we believ
that many of these investors seek out third-pastyces of information to validate the advice thegeive; and

Investors are looking for trusted, independent searfor investment hel@/hile the demand for investment information andieglhas increased, there's often a
between this demand and the level of trust invedtsl they can place in the companies and mutinals they invest in. Many investors have expressedus
levels of concern about company management teacha@ounting practices, according to the Wirthlioéfwide Poll. The mutual fund industry has faced
scrutiny following allegations of lapses in fidugialuty by several major fund companies. As regutaand industry leaders work toward solution$hasé
problems, we believe that investors will continaeséek out trusted sources of independent research.

In addition, investors and government regulatorehzeen placing more emphasis on independent egsigarch. In 2003 and 2004, 12 leading Wall Street
investment banks agreed to a $1.5 billion settler(tee Global Analyst Research Settlements) withSkcurities and Exchange Commission, the New
Attorney General, and other securities regulatmresolve allegations of undue influence of invesitrbanking interests on securities research.
Approximately $450 million of the $1.5 billion ifnfes that the investment banks agreed to pay iséttlements has been designated for independent
research over a period of five years, with suctepehdent research to be provided by companiesitimithave ties to investment banking interests.
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Business Overview

We are a leading provider of indep@rtdnvestment research in the United States anthjor international markets. Our mission is taabeegreat products that
help investors reach their financial goals. We offie extensive line of Internet, software, andtgbased products for individual investors, finaheidvisors, and
institutional clients. As of December 31, 2004, pvevided extensive data on more than 17,000 mdiunal share classes in the United States, 38,000ahfutnds and
similar vehicles in international markets, 5,808c&s, 4,700 separate accounts, 700 closed-end,fa2d¥0 variable annuity/life subaccounts, 19thexge-traded funds,
1,200 hedge funds, and 80 state-sponsored coléagiegs plans (commonly known as Section 529 Colaéngs Plans). We serve more than 4 million iialdial
investors, 140,000 financial advisors, and 500turt&dnal clients, with operations in 16 countra®und the world. In addition to our U.S.-baseddpiais and services, we
have local versions of our products designed feestors in Australia, Canada, Denmark, France,andll Germany, Italy, Japan, Korea, New Zealandwisgy People's
Republic of China (both Hong Kong and the mainlaspain, Sweden, and the United Kingdom.

We believe our reputation for excellence stems foaminnovative contributions to the investmentustly over the past 20 years, particularly in binggelevant
investment information to a broad audience. We vaeneng the first firms to:

. provide information on mutual fund portfolio manege

. calculate the overall price/earnings and price/b@ios for fund portfolios;

. perform fundamental analysis based on mutual funttderlying holdings;

. conduct in-depth interviews with mutual fund polidananagers;

. classify funds according to what they actually haddopposed to their stated investment styles;

. apply the concepts of margin of safety and econantats to a broad universe of stocks; and

. de_velop a stock rating system that incorporategmsuof safety, business risk assessments, argdystrated fair value estimates, and the stocktemumarket
price.

Our data and proprietary analytical tools sucthasMorningstar Rating, which brings both perform@aaad risk together into one evaluation, and thenlhgstar Style
Box, which provides a visual summary of a fund'derying investment style, have become importaoistthat millions of investors and advisors usenaking
investment decisions. We've also developed in-dagtfice on security selection and portfolio buifglilo meet the needs of investors looking for irdéen portfolio
solutions. These tools are employed by many invedtecause they offer a useful framework for commggpotential investments and making decisions.

We believe Morningstar is one of the most recoghined trusted names in the investment industryoamdinvestors come first" approach to our busirtessled to a
reputation for independence and objectivity. Wedwel our position in the industry also results froigh-quality products and services, a history of prodiisovation, an
widespread recognition of our brand.

From 2000 to 2004, our revenue increased by a cantpbannual growth rate of 24.4% largely becausstrohg internally generated growth. During thisiperour lowes
annual growth rate was 20.2% in 2002, and our lsighenual growth rate was 28.8% in 2004. In 2004revenue was $179.7 million, an increase of 2808
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2003. Our net income (loss), however, has fluctliatgnificantly during this period, ranging fromnat loss of $28.6 million in 2000 to net incomeb8f8 million in 2004.
As of December 31, 2004, we had an accumulateditlefi$81.7 million.

Our business operations are divided into three se¢gn

. Individual, which focuses on products for the indual investor;
. Advisor, which focuses on products for financiaviadrs; and
. Institutional, which focuses on products for ingfiinal clients, including banks, brokerage firimsurance companies, mutual fund companies, amdmaint plan

providers and sponsors.

For individual investors, our largest product is buS.-based Web site, Morningstar.com. Morningstam is a leader in broad-based, innovative investmesearch, and
it consistently ranks among the best investmeas sih the Web. Morningstar.com has consistentin beghly rated byBarron'ssince the launch of its annual investment
Web site review in 1997, which rates investment \&feds based on ease of use, depth and usefulh@atpquality of editorial content, tools anceirstctivity, and
timeliness. In 2004Barron'snamed our site "Best Mutual Fund Site" and "BestfBli Tracker." Our site has also been namedrbsbesas "Best of the Web" for the
fund selection category in each of the past fivargeWith approximately 3.6 million registered ssand an additional 131,000 paid subscribers, Weueethat
Morningstar.com is one of the largest investnmefated subscription services on the Internet. e affer numerous investor Web sites in internalanarkets, as well .
a variety of print publications for individual ins®rs. Our Web sites and individual investor pwdilans reach more than 4 million investors worldwi@ur Individual
business segment also offers independent equitarrels to individual investors. Our independent gguEsearch is currently distributed to five majorestment banks to
meet the requirements for independent researctr tinel&lobal Analyst Research Settlements.

For financial advisors, our largest products aregmt@star Advisor Workstation, a comprehensive, Vabed investment planning system, and Princip2DérROM-
based investment research product. We also offenivigstar Managed Portfolios, an asset managensevite consisting of portfolios of mutual fundswhich advisors
can invest their clients’ assets. We sell our autyislated products both directly to independemariicial advisors and through enterprise licenshighallow financial
advisors associated with the licensing enterpdsagse our products. For example, we have enterficigse agreements in place with American ExpaessUBS, which
allow their associated financial advisors to usemit@star Advisor Workstation. According to a refgoublished in June 2003 by the research-basedittorgsfirm
Tiburon Strategic Advisors, Morningstar was rankedhe leading provider of investment researchdaitd, financial planning software, and asset afionaoftware
among 1,476 independent financial advisors surveyed

For institutional clients, our key products andvéss include Morningstar Direct (formerly Mornirigs DatalLab), a set of Web-based research todtmabines
advanced performance and holdings-based analys$isaatess to our proprietary statistics; LicensathPa complete set of investment data spannirgjgiit of our core
databases, available as an electronic data feeelstiment Consulting, which draws on our extensideistry knowledge to help clients create and mainteestment
portfolios; and Morningstar Retirement Managerr@al-based suite of services for retirement platigy@ants, including education, guidance, advaej managed
retirement accounts.
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Business Model: Leveraging Fixed Investments
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We leverage our eight core investment databases by selling a wide variety of products via multiple media to three
key investor segments around the world,
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History

In the early 1980s, the mutual fundustry was experiencing dramatic growth. Howesemprehensive information about fund performance mat readily
available to individual investors. Most individuaishe very audience for whom mutual funds were eratlacked the tools they needed to track, anabze make
intelligent decisions about mutual funds. Mornirggbunder Joe Mansueto believed this fundamentaimation should be widely available and createdommpany in
1984 to provide individual investors with usefubanformative mutual fund analysis and commentary.

In 1984, we published our first produttie Mutual Fund Sourceboola quarterly publication containing performanctagdaportfolio holdings, and other information on
approximately 400 mutual funds. This product wasmprehensive collection of mutual fund data, gtitebe affordable for individual investors.

In 1986, we launcheMlorningstar Mutual Funds a biweekly publication that included in-depthalahd analyst commentary on more than 700 mutadsfur his
publication quickly became our largest product dra/e our growth over the following several ye#ins1991, we launched Morningstar Principia, on¢heffirst software
programs that financial advisors could use to ameiputual funds. This CD-ROM-based software isentty our largest-selling product and was a leadimgrce of our
growth in the 1990s.

We launched Morningstar.com in 1997, the first of major Internet-based platform products, withteahon both stocks and mutual funds. We launchetbrningstar
StockInvestonewsletter in 1998, and have continued to expamdtogk coverage through Morningstar.com's Prenmsamice since that time.

In 1998, we established a joint venture in Japah &oftbank, the first of numerous internationattuees. To help accelerate development of ouretebased products,
Softbank invested $91 million in Morningstar in B9®urchasing 20% of our then-outstanding sharese¥tablished ventures in Australia and New Zeailai®99,
expanded into Canada in 1999, and created verituseveral Asian markets in 2000. We launched sgeetures in Europe in 2001.

In July 2003, we acquired mPower, a San Francissed)investment advisory firm that specializeceiviag retirement plans sponsored by large empfoyer

In early 2004, we began creating a hedge fund datato help make the hedge fund industry moregeanst to investors. In July 2004, we began progdndependent
equity research to five major investment banks éenthe terms of the Global Analyst Research Sedtfes.
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1984  » Joe Mansueto establishes Marningstar in his Ehicago apartment

1985 = Morningstar Rating for mutual funds debuts Y Y

1986 » Momingstar Mutual Funds launches

1891 » CD-AOM-based Principia software for advisors launches Q %

» Paul Rand designs a new laga for Morningstar
MORNINGSTAR

1992  » Morningstar creates the nine-square Morningstar Style Box B |
> Mormingstar Fundinvestor monthly newsletter debuts H:— '
*+ Revenue exceeds $10 million
1994 » LD, (International Design) Magazine names Mormingstar Mutual Funds binder
best package of the year
=
) —
1996  » Morningstar category system for mutual funds debuts

1997 » Merningstar.com launches

1998  » Tokyo-based Softbank and Morningstar establish a joint venture in Japan
» Momingstar Stockinvestor monthly newsletter debuts n

1999 = Momingstar offices open in Australia and New Zealand
+ Softbank acquires 20% stake in Morningstar
* Morningstar expands operations into Canada
* Revenue exceeds 350 million

2000 » Morningstar launches onling retiremant advice
* Morningstar Europe, Morningstar Asia, and Momingstar Korea apen
» Morningstar Japan completes initial public offering on NASDAQ-Japan

2001 * Morningstar Direct (formerly Morningstar Datalab) debuts T
» Morningstar Advisor Workstation launches
* Mamingstar Managed Portfolios launches
* Mormingstar Rating for stocks debuts

2002 » Momingstar Indexes debut
* Morningstar.com surpasses 100,000 Premium members
» Revenue exceeds $100 million

2003 = Momingstar managed retirement accounts launch
» Style Box “"Ownership Zones™ debut .
» Morningstar acquires mPower ( e g
» Morningstar Rating for separate accounts debuts

2004 » Morningstar beqins creating a hedge fund database
* Morningstar Advisor Workstation Office Edition launches
* Morningstar begins praviding independent equity research to five investment banks
under Global Analyst Research Settlements
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Competitive Strengths
We believe we have the following catifive strengths:
Strong Reputation and Brand.

We have built a trusted name amodgidual investors, financial advisors, and indtdns. We believe that our reputation for qualitlandependence is a key
reason why our clients feel comfortable choosingmoducts. Because we resell our content throughyndifferent platforms, our data and informati@pear in many
outside sources, including many large media ouletssoftware providers. Our investment analysSraquently quoted in various media for their oqms about
investing in stocks and mutual funds, which alsipéies reach a wider audience.

Investor Focus.

Because investors depend on ournimédion to help them make wetiformed investment decisions, we design our prigiteprovide the pertinent facts. We &
maintain an independent view. If we think an inwestt vehicle doesn't meet the needs of investarayen't hesitate to express that opinion. We'veeated better
disclosure practices for mutual funds and stochd,\ee've contributed Congressional testimony amderous speeches and articles addressing corparagengnce issut
in the mutual fund industry. We have a history @¥@cating clear disclosure of mutual fund managenes, complete and timely disclosure of mutual fpadfolio
holdings, lower expenses and fees for mutual finadeholders, and candid discussions of portfotatagy and performance in mutual fund shareholejgonts.

Depth, Breadth, and Accuracy of Data.

We maintain what we believe is on¢heflargest, most accurate, and most completdases in the industry, with data on more than I#bivestment
offerings. As of December 31, 2004, we providecergive data on more than 17,000 mutual fund sHasses in the United States, 38,000 mutual fundssamilar
vehicles in international markets, 5,800 stock&0@ separate accounts, 700 closed-end funds, 42aGMle annuity/life subaccounts, 190 exchangded funds, 1,200
hedge funds, and 80 Section 529 College SavingsP@ur historical performance data on mutual fuymss back to 1976. In addition to raw performestaéstics, we
also provide data on portfolio holdings for the maltfunds and other managed investment produdisriniatabase. We believe that this information sielpestors look
"under the hood" and better understand what daviesid's performance, as well as how to use indalifunds more intelligently within a portfolio.

Innovative, Proprietary Research Tools.

We have developed a number of prégmyeresearch and analytical tools that supporfandamental approach to investing, which we beligive us an edge
over our competitors. Examples include the MorniagRating, which helped popularize the conceptsi-adjusted returns among the general investulgig the
Morningstar Style Box, which classifies investmefferings based on their underlying size and inwestt style; and the Morningstar Ownership Zoneaplgical tool the
plots each stock in a fund's portfolio within th@Mingstar Style Box. We have continued to innosteleveloping a proprietary sector classificasgatem for stocks, a
tool for viewing the geographical exposure of atfodip, a set of proprietary market indexes basedhe Morningstar Style Box, and a set of comprsivenasset-
allocation tools for the retirement planning market
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The Morningstar Rating
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We provide Morningstar Ratings on mutual funds, stocks, separate accounts, closed-end funds, as well as variable
annuity/life portfolios and subaccounts. For managed investment products, the Momingstar Rating brings performance and
risk together into one evaluation, with the top 10% of rated offerings receiving 5 stars and the bottom 10% receiving 1 star. We
believe that the Momingstar Rating is an industry standard for helping individual investors and financial advisors evaluate
mutual funds.

The Morningstar Style Box
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We provide three levels of detail for the Morningstar Style Box: a basic grid illustrating the overall style of a stock or fund, a
basic Ownership Zone illustrating the area of the Style Box in which most of the fund’s holdings tend to fall, and a detailed
Ownership Zone that plots precisely where the fund’s holdings fall within the Style Box. For the hypothetical mutual fund
shown here, the first illustration shows that the fund’s overall style emphasizes large-capitalization stocks with a blend of
value and growth characteristics.

The second illustration shows that most of the fund's investments fall into the large-capitalization range and that the fund
puts slightly more emphasis on growth stocks than value-oriented stocks,

The third illustration shows the complete distribution of the fund’s holdings. Because some individual holdings have
extremely large market capitalizations, they land outside the traditional Style Box range.
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Expertise in Research, Technology, and Design.

For more than 20 years, we've focusebduilding our expertise in three core skill arearesearch, technology, and design. As of Deee@b, 2004, we
employed 150 investment analysts in our U.S. atetniational operations. Our approach to analysighesizes fundamental research. We analyze mutods$ fdown to
the individual security level, and use a consissentof research tools across our eight core imesst databases. For stocks, we focus on determihégnderlying value
of the business, instead of trying to predict stemtn price movements or momentum.

Morningstar strives to rapidly adopt new technoltiggt can improve the products we deliver to owt@mers. We have also built a flexible technololggfprm that
allows our products to work together across arirlige of investment databases, delivery formats ngarket segments. We develop most of our own soéwnd
technology tools, enabling us to leverage our eigeeand tailor our products to the needs of ogtamers. As of December 31, 2004, our technologmteonsisted of
161 programmers and 66 technology and infrastraqtaofessionals.

Because we believe that making complex financitd dacessible and easy to use empowers peoplekmmare intelligent investment decisions, we viegidn as an
integral part of the product development process.d@sign team, which consisted of 29 designecs Becember 31, 2004, has won several awards aogméions over
the past 20 years. Our designsitwrningstar FundinvestoandMorningstar Stocklnvestaeceived a certificate of excellence in the Amaritiastitute of Graphic Arts
(AIGA) annual design competition in 2002. Mornirgysivas also nominated for a Corporate Achievemevard of the Smithsonian Cooper-Hewitt National @esi
Museum's National Design Awards program in both22&0d 2004.

Large and Loyal Customer Base.

Our individual investor Web sites Bawore than 4 million registered users worldwidel aur print publications reach more than 80,00ditaxhal individuals. In
the Advisor market, we reach more than 140,00(hfired advisors. We work with approximately 500 ingtonal clients, including banks, brokerage figrmsurance
companies, mutual fund companies, and retirememt ploviders and sponsors. We believe our workhesamillions of other investors who access Morrtags data and
analysis through their financial advisors or ottleannels, such as newspapers, magazines, or otestrinent Web sites.

We sell many of our products through annual supsoris and multi-year contracts. As a result, gdguercentage of our revenue base has histormatigisted of
recurring revenue. In 2004, existing contracts lasehse and subscription renewals accounted f@%4f our revenue. We believe that the widespreadtance of our
proprietary tools creates an incentive for clidntsontinue to renew our products and serviceadtfition, our data is often integrated in our d&pperations, which we
believe creates an additional incentive for ong@agtract renewals. We also strive to retain custsrby emphasizing high levels of product suppanich entails both
helping our customers use our products effectiaaly listening to customer feedback. We believettiiattwo-way communication helps build customepalty over time.

Diversified Revenue Base and Broad Reach WithiripelSegments.

In 2004, our three segments eachribted significantly to our revenue, with Institutal, Advisor, and Individual accounting for rewen(before eliminations)
of $78.4 million, $60.9 million, and $47.0 million,
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respectively. Our business also is broadly diviediby client, with our largest customer accounfimgless than 3% of our revenue in 2004. We beliewr broad product
lineup and extensive reach across multiple investgments enhance our appeal across our busiggssr#s. For example, widespread usage of our ptedydndividua
investors helps reinforce demand from financialisahe and institutional clients because their esetsihave a high level of familiarity with our prigary tools.

Entrepreneurial Culture and Experienced Manageniergm.

Morningstar has built a strong entesyeurial culture over the past 20 years. We belthat our ability to empower and motivate emplsyisea key competitive
strength and one of the primary reasons for ouohiof internally generated growth. Our philosopéyhat people can and will do their best work witeey have the
freedom and tools to make their own decisions. i@amagers value trust and honest communication. déde a dynamic, open environment that is goveined set of
values that stress investor advocacy, entrepreaieirit, and teamwork. We also emphasize innowadind reward people for delivering results. Owcexive officers
have an average tenure with Morningstar of mora ftfayears.

Growth Strategies

Our mission is to create great prasititat help investors reach their financial goalgs mission guides our operations, in the Unéates and internationally,
and our product offerings, whether designed foividdal investors, financial advisors, or instituts. In keeping with this mission, we are pursdmg growth strategies:

Enhance our position in each of our three markeghsents by building on the strength of
existing products.

We believe our existing products pHestrong base upon which to build our future dlowVe offer integrated research and portfolio $pallowing investors to
use our proprietary information and advice acrosftipie security types. We believe that individiralestors, financial advisors, and institutionatists increasingly want
integrated solutions as opposed to having to ugereint research tools for different parts of th@rtfolios. To help meet this need, one of our gewtegies is to focus our
product offerings on four of our major Web-base¢kstor platforms:

. Morningstar.com for individual investors;

. Morningstar Advisor Workstation for financial adoefs;

. Morningstar Direct for institutional investment eesch professionals; and
. Morningstar Retirement Manager for the retiremeatkat.

We believe we can achieve deeper penetration ofwwent audiences with each of these platformaedlsas extend their reach to new segments. Widhrivhigstar.com,
we're focusing on expanding beyond our core audiefiecnutual fund investors by adding more stoclestors. With Advisor Workstation, we're adding fiiocality that
will help us reach more advisors in the United &atnd globally. With Morningstar Direct, we'redsig on expanding usage to reach a broader awdiEoc the
Retirement Manager platform, we're focusing onrmanaged account offering as more plan providere baen adopting managed accounts.
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Expand the range of services we offer investananfiial advisors, and institutional clients.

We plan to expand our product offgsito better meet the needs of investors. We plamtiioduce new databases for additional typeswéstment offerings,
including hedge funds, various types of managedstment pools in international markets, and othidely used investment products. We also expectitiicue
expanding our product offerings in three primanyaa:

. Expand our stock-research capabiliti€ur equity research builds on our approach to nidituinal analysis, which has historically focusedamralyzing the
individual stocks that make up each fund's poxfdl 2004, we increased the number of stocksiticide in-depth written analyst coverage from agpmately
700 to 1,500. We plan to sell this research thrangltiple channels, including to several institag@bclients to fulfill their obligations to purchaéndependent
research under the terms of the Global Analyst &ekeSettlements. We have entered into agreemathidive of the firms named in the Global Analystdearch
Settlements to provide independent equity researteir customers. In addition, we are continumgursue additional opportunities to distribute equity
research in the United States and in major inteonat markets. We also believe that investors'dasing awareness of the value of independent st
strengthen our business over the long term;

. Selectively develop our investment managementdmssiprimarily through Morningstar Managed Portfdiand Morningstar Retirement Managéur
investment management programs combine managestinest products—typically mutual funds—in portfalidesigned to help investors and financial advisors
meet their specific financial goals. Morningstaridged Portfolios (which we introduced in 2001) feerbased discretionary investment managementaumog
distributed exclusively through financial advisd#orningstar Retirement Manager (which we introdlize2003) is offered to retirement plan particifsathrough
retirement plan providers and employers. To meettwile believe is a growing demand, Retirement Managludes a managed account service designeaor
participants who choose to delegate managemeheufgortfolios to Morningstar's investment professls who select investment options (typically valtfunds)
and make retirement planning choices for the ppeid; and

. Develop a comprehensive hedge fund databAsehave created a hedge fund database to helpansesalyze this alternative asset class, witlgthad of making
the hedge fund industry more transparent to investdedge funds worldwide now represent more tHatifion in investor assets, according to theel@004
AFSR/Correct Net Hedge Fund Administrator surveffefing data on hedge funds is a natural extensfayur work on other managed investment vehicles. W
introduced this hedge fund database in early 2005.

Continue to expand our international brand presemeducts, and services.

Over the past three years, our irtgonal operations have generated an increasingiainod revenue, expanding from $13.9 million in 206 $20.1 million in
2003 to $25.4 million in 2004. We plan to contirex@anding our international operations to meeinbeeasing demand for wide-ranging, independergstment insight
by investors around the globe. Because approxisnatdf of the world's investable assets are locatedide of the United States, we believe theresigmaificant
opportunities for us in non-U.S. markets.
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Seek growth through strategic acquisitions.

Historically, we have focused prinfaon organic growth by developing and expandingmeducts and services. However, we have madepaydn the future
consider making, selective acquisitions that prenotr key business objectives. For example, in 2008 we acquired mPower, which specialized in igiag advisory
services to retirement plans sponsored by largdamars, and in January 2005 we acquired VARDS twaane our variable annuity data. In reviewing ptiéén
acquisitions, we plan to focus on transactions that

. offer a good strategic fit with our mission of diag great products that help investors reach firgancial goals;

. help us build our proprietary investment databasssarch capabilities, technical expertise, otorner base faster and more cost effectively thacaudd if we
built them ourselves; and

. offer a good cultural fit with our entrepreneursgirit and brand leadership.

Business Segments, Products and Services

The table below shows our revenublusiness segment for each of the past three years:

For the Year Ended December 3.

2002 2003 2004
Revenue by Segmer $00( % $00( % $00( %
Individual $ 31,99¢ 29.2% $ 35,40¢ 254% $ 46,99¢ 26.2%
Advisor 40,97: 37.4 49,16: 35.2 60,88( 33.¢€
Institutional 40,82 37.2 59,74 42.¢ 78,40 43.€
Elimination of intersegment reven (4,176 (3.9 (4,816 (3.9) (6,620 3.7
Consolidated revent $ 109,61¢ 100.C% $ 139,49t 100.C% $ 179,65¢ 100.C%
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Individual

Within the Individual business segmenr Web sites reach millions of individual int@s both in the United States and abroad. As afbder 31, 2004,
Morningstar.com had approximately 3.6 million reégied users in the United States, and our 18 iatienmal sites reach an additional 500,000 investoi® languages.
Most of our products target either experienced stwes who are engaged in the investing procedsosetwho want to learn more about investing. Baseslurveys of our
customers, we believe our products reach a mixigfit-yourself' investors who want to take charg¢heir own investment decisions and investors wiek out third-
party sources to validate the advice they recaiwe forokers or financial planners.

Our client base in this segment consists of maxa 200,000 paying customers, with the majority iimg of Premium members of Morningstar.com. Wsoadell
advertising space on Morningstar.com. We reach080sibscribers through several investment newsdatiesigned for individual investors. In additiorthis customer
base, approximately 4,000 public and private lilesam the United States subscribe to our servi&salso offer books and PDF reports on individigadurities.
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Morningstar.com (Web site)

As of December 31, 2004, our free roership services had more than 4 million registerszts worldwide, and include exclusive Mornings@mmentaries,
proprietary portfolio tools, and educational contenhelp investors of all levels learn and imprdiveir investment skills. We use our free contena gateway into
Premium membership, which includes access to writelyst reports on more than 1,500 stocks ar@Zyutual funds, Analyst Picks and Pans, and PmenStock and
Fund Screeners. Morningstar.com also includes &artk-Ray, which helps investors evaluate theirtfmios at the individual security level, and aiedy of other
portfolio tools.

As of December 31, 2004, we had more than 131,a§hg customers on Morningstar.com in the Uniteatedt We charge $13.95 for a monthly subscrip8a25 for an
annual subscription, $209 for a two-year subsaiptand $299 for a three-year subscription for Ntagstar.com's Premium service.

Growth of Morningstar.com Premium Memberships

Year Ended December 31
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Morningstar Mutual Funds (publication)

Morningstar Mutual Fund¢commonly known as the "mutual fund binder"), featuour signature one-page reports on approxima{680 mutual funds. These
reports contain historical performance data, pbafstatistics, and proprietary measurement toblece a month, subscribers receive updated refmrts60 of the
covered funds, along with news, commentary, ingugsearch, and summary performance data for@0lfunds. Subscribers can also access a béebed version for tt
most current information. We charge $549 for a gear subscription tMorningstar Mutual Funds

Morningstar Fundinvestor (newsletter)

Morningstar Fundinvestois a monthly newsletter that includes data on Sa@@most popular mutual funds, ideas on buildieger portfolios, proprietary
research, model portfolios, and news on changésmite fund industry. We charge $89 for a one-ygedascription tdvlorningstar Fundinvestor
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Morningstar Stockinvestor (newsletter)

Morningstar Stockinvestas a monthly newsletter that includes updates artwa model portfolios (a "Tortoise" portfolio dgsied for conservative investors
and a "Hare" portfolio designed for more risk-talerinvestors), a "Red Flags" column that highbgttocks to avoid, and a watch list of "The Morstiag Bellwether 50,"
which features large-capitalization stocks investony want to consider. Each issue also offers cemtemies about how investors can improve theirkssaetection and
learn from leading portfolio managers. We charge f8® a one-year subscription Morningstar Stocklnvestar

In addition to the products mentioned above, werdgdeveral other investment newsletters and assefieooks, which are available directly from usl @ambookstores.
Independent Equity Research (Web-based service)

As of December 31, 2004, we offemedkpendent equity research on more than 1,500 auagdur approach to stock analysis focuses ag+ferm
fundamentals. Our analysts evaluate companiesd®ssaisig each company's competitive advantage,znglhe level of business risk, and completingradepth
projection of the company's future cash flows. €@mmpanies we cover, we create an analyst-genef@tedlue estimate, a Morningstar Rating for sgyckrating for
business risk, and an assessment of the econonaic(enooncept designed to describe the degreeai@any's competitive advantage versus its conopglitFor the
remaining companies, we offer quantitatively getestgyrades for growth, profitability, and finandhdalth, as well as descriptive text that expl#iescompany's business
operations. We currently deliver independent equagearch primarily to individual investors as merour Premium service on Morningstar.com andugrothe Global
Analyst Research Settlements. We significantly edea the number of stocks covered by our analgsh i@ 2004.

Advisor

We believe our Web-based content@DeROM software is integrated into the daily opienas and research processes of many financial adbwsho use our
research and tools to help individual investorgheeir financial goals. We license our advisadurcts both directly to independent financial adsssand through
enterprise agreements for financial advisors afélil with larger firms. For example, our enterplisensing agreements with American Express and 8IRSv financial
advisors associated with those companies to useséidwWorkstation. Most of our license agreementgettarms ranging from one to three years. As ofdbdzer 31, 200
we had established relationships with more than@Mfinancial advisors in the United States arut@dmately 38,000 financial advisors in internagbmarkets.
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Principia Subscriptions and Advisor Warkstation Licenses
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Morningstar Principia (software)

Principia is a leading investmentpliag software for the financial advisor industndaurrently has approximately 46,000 subscriptiéssof December 31,
2004, Principia featured modules that provide tintta on more than 17,000 mutual fund share da&s800 stocks, 4,700 separate accounts, 700detrsdfunds, and
42,000 variable annuity/life subaccounts. Each neduavailable separately or together in a CD-Rfohhat and features searching, screening, andmgrtkols.
Principia allows advisors to create integratedfpbas for clients and offers three-page Portf@ioapshot reports that provide a comprehensiverpictiia portfolio. The
Snapshot report shows overall style and sectorhtiaigs as well as the cumulative exposure to imfial stocks. The Snapshot report is among thoseagg by the
National Association of Securities Dealers for final advisors to distribute and review with theients. Principia prices generally range from apgmately $615 pe
year for a subscription to one investment databm$2,695 for a subscription package spanning plalinvestment universes. Pricing for enterpriserises varies based
on the number of users.

Morningstar Advisor Workstation (Web-based product)

Advisor Workstation, a Web-based stwgent planning product, provides financial adéswith a comprehensive set of tools for conductivr core business—
including investment research, planning, and prtasiem tools. It also allows advisors to build andintain a client portfolio database that can g fategrated with the
firm's back-office technology and resources. Moezoit helps advisors create customized reportarigrcombination of variable annuity/life subaccsyuseparate
accounts, mutual funds, stocks, exchange-tradedsfuatosed-end funds, and individual stocks. ABe¢ember 31, 2004, more than 80,000 advisors kzkAslvisor
Workstation, which is available in two editionset®ffice Edition for independent financial advisarsd the Enterprise Edition for financial advisaffiliated with larger
firms. We generally charge $5,000 per year forQfffice Edition. Pricing for the Enterprise Editiaries primarily based on the number of users.

Morningstar Managed Portfolios (service)

Morningstar Managed Portfolios iea-based discretionary investment management prodistributed exclusively through financial adviso®ur team of
investment professionals selects portfolios of rabifunds, monitors the asset classes and fundsnotfos each portfolio, and makes adjustments adetee
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We complement these services with online clientagament functions such as risk profiling and actestient statements, transaction capabilities, performance
reports.

The Morningstar Managed Portfolios program wasihticed in 2001 and had more than $935 million gesunder management as of December 31, 2004h¥Ygec
asset-based fees for Morningstar Managed Portfolios

Institutional

Through our Institutional segmentp&®ecember 31, 2004, we served approximatelycii@dts, including banks, brokerage firms, insumoompanies, mutual
fund companies, and retirement plan sponsors anddars. We believe our institutional clients vatue independence, breadth of information, andarnigted services;
in addition, we believe our research, tools, andaadreach many individual investors through thiamnel. Across the Institutional segment, we'vat#isthed relationshiy
with many of the largest companies in the finans&bices industry, including American Express,idfatvide Financial, Prudential, MetLife, and Fidglihvestments.
Approximately 22% of our institutional sales arectients located outside of the United States—priljpan Australia, Canada, and various countrie€imope. We
typically sell our institutional products basedanontract term of one to three years.

Morningstar Direct (formerly Morningstar DataLaby\eb-based product)

Morningstar Direct is an Internet-edsesearch platform that provides in-depth peréoroe and holdings-based analysis of investment @hta service is the
exclusive source for the underlying details on prarprietary statistics. It is integrated acrosstipld investment types and includes mutual fundisb@), variable
annuity/life subaccounts, separate accounts, adgehieinds. Morningstar Direct allows investmentfessionals to conduct advanced performance conguerisnd in-
depth analyses of a portfolio's underlying investtrstyle. Pricing for Morningstar Direct is basedtbe number of licenses purchased: $15,000 fofirsteuser, $10,000
for the second user, and $7,500 for each additiosel.

Licensed Data (service)

We believe our investment databasesmong the most comprehensive in the industraridall of the information in our databases corfrem primary sources
and can be packaged as a stand-alone option onibination with other information. We can delivee information through up-to-date technologiesréuid
transmission and ease of use. Our Licensed Dat&saffers an extensive set of data focusing eestment performance, operations, portfolio siatisand fees and
expenses. Pricing for Licensed Data is based onuh#er of funds or other securities covered, theunt of information provided for each securityddhe level of
distribution.

Licensed Tools and Content (Web-based service)

We offer an extensive set of onlioel$ and editorial content for other investment \Bitbs to license. Our online tools and contentlmpustomized to meet the
needs of international audiences. We also offeillg integrated set of tools and applications toyde portfolio answers and analysis in context.

Investment Profiles & Guides (publications)

Our Investment Profiles are singlggaeports that combine key elements from our dkesign, and editorial content to clearly preselgvant information about
an investment. They cover mutual funds, stocksalsée annuity/life subaccounts, separate accoengpm funds, and Section 529 College Savings Plans
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Investment Profiles are designed for use when conizating with clients, as well as for employerstonmunicate with retirement plan participants. e affer
Investment Guides, which are a collection of Inwesit Profiles, summary information, and educati@mtitles. Pricing for Investment Profiles and Istreent Guides is
based on the number of securities covered, the anudinformation we provide, and the level of distition.

Morningstar Indexes (service)

Based on the same methodology abltraingstar Style Box, our 16 real-time indexeslréhe U.S. equity market by capitalization andeistment style. They
include a broad market index, three capitalizathased indexes, three composite style indexes, iardndexes based on both investment style andehasdpitalization.
The Morningstar Indexes cover approximately 97%hefU.S. equity market based on market capitatizaliVe charge licensing fees for the Morningstdekes, with fe:
levels generally customized by client. Barclaysialdnvestors is licensing our 16 style-based iedeand has introduced nine exchange-traded furidssfibased on the
Morningstar Indexes.

Morningstar Retirement Manager (service)

Morningstar Retirement Manager isiigesof services that helps retirement plan paréints plan and invest for their retirements. legielear guidance explainil
whether participants' suggested plans are on tewgeeet their retirement goals. As part of thiviee, we also offer specific suggestions for citmition rates, asset mix,
investment style, and sector exposure to helpgiaatits maximize their retirement portfolios, adhae specific recommendations for funds to iniesMorningstar
Retirement Manager includes a managed accountsetteisigned for plan participants who choose tegde management of their portfolio to Morningstanvestment
professionals. We offer these services primaritgtlyh retirement plan providersiypically third party asset management companiegoopanies that offer administrat
services. These providers often supply investmgatings to retirement plan sponsors and theirigigeints. As of December 31, 2004, more than 1lioniblan
participants had access to our advice and guidsemséces through approximately 68,000 plan sporsods29 plan providers. We believe we have a broadeh in the
retirement market than our competitors. PricingMarningstar Retirement Manager depends on the euwifparticipants, as well as the level of servigeprovide.

Investment Consulting (service)

Our team of investment professiomadsks with institutions to improve their investmeriferings and the level of service they providelients. Our consultants
evaluate portfolios, recommend strategies, helinsestment policies, design asset allocations,raaditor ongoing performance. Pricing for our cdtisg services is
based on the scope of work and the level of sereigaired.

Marketing and Sales

We promoted our print, software, &eb-based products and services with a staff ofcupately 160 sales and marketing professionatsf &ecember 31,
2004. Our marketing staff includes both productsdists and a corporate marketing group that mesagmpany initiatives. As part of this group, veedseveral
strategic account managers who oversee all aspkots largest institutional client relationshiy¥e also have a sales operations staff, which facaedracking revenue,
forecasting sales, and other tasks to supportalas $eam. Across all three of our segments, wehasipe high levels of product support to help our
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customers use our products effectively and listecustomer feedback. Providing helpful, consispentiuct support is a core aspect of our sales arllating strategy.
Individual

We promote our individual investoogucts primarily through traditional direct maiyrail, promotions on our 19 investor Web sites waitle, public relations,
and advertising on related Web sites. We had 3% sald marketing professionals in our Individughsent as of December 31, 2004.

Our strategy is to increase the number of investtrs sign up for Morningstar.com Premium memberdlyigontinuing to develop and promote Premium aotrdech as
analyst reports, Fund Analyst Picks and Pans, ahevadded portfolio tools, which we will marketramistered users and other investors. As a corkatiag strategy for
Morningstar.com, we purchase advertisements od-gharty sites such as Yahoo! and Google based maircénvestment-related key words that can brirtgriested
investors to relevant content on Morningstar.com.

We believe that equity research is a key growthoopity in the individual investor market. Our rkating strategy for this area is to emphasize ooppetary and
independent approach to stock analysis, which fxes bottom-up analysis of company fundamentals.

Advisor

Our products for advisors, which ud# Advisor Workstation, Principia, and Morningstéainaged Portfolios, are sold primarily through sates force and dire
mail, with promotional support from online and prémvertising and conference exhibits. We alsotiseannual Morningstar Investment Conference tonpte our
offerings for advisors. As of December 31, 2004 ,had 36 sales team members dedicated to sellingsddrelated products. We believe that there abstsutial
opportunities to increase Advisor Workstation sélgsttracting additional brokerage firms and irmeent advisors to sign up as clients. We also expeexpand our
offerings to financial advisors in international nkets.

Institutional

We market our products for institatbclients, including Morningstar Direct, Licens@dta, Investment Consulting, and Morningstar Retient Manager for the
retirement market, almost exclusively through ales team. As of December 31, 2004, we had 80 aatksarketing professionals in our Institutioregreent. We
provide marketing support for our sales team inftlnen of online and print advertising, direct maihd conference exhibits. We also have data regedijreements with
third-party providers of investment tools and aggions, allowing us to increase the distributibour data with minimal additional cost.

International Operations

We conduct our business operatiortsidel of the United States through a variety ofsgiibries and joint venture operating companies.Hatee wholly owned or
majority-owned operating companies doing businessach of the following markets: Australia, Candétance, Holland, Germany, Italy, New Zealand, NsywPeople's
Republic of China (both Hong Kong and the mainla&gain, and the United Kingdom. See Note 15 ofitates to Consolidated Financial Statements farimftion on
a legal proceeding that may, if decided adverselyst affect our ownership of our Australian andviNEealand subsidiaries.
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In addition, we hold minority ownership positiomsdperating companies based in Denmark, JapanakKarel Sweden. Our ownership in these companathir held
directly by us or indirectly through separate fgresubsidiaries that we control. The joint ventardapan, Morningstar Japan, is publicly tradedeuntidker 4765 on the
Osaka Stock Exchange "Hercules Market." As of Ddmmm31, 2004, we held approximately a 35% stakdamingstar Japan; our share had a market value of
approximately $36.1 million.

To enable these companies to do business in tbsigiated territories, we provide them with thétsgo the Morningstar name and logo and with actesertain of our
products and technology. Each company operatinginvét particular country is responsible for develgpor obtaining (through third-party licensingargements)
databases of securities information for that cquaird for creating new products or modifying ouisérg products to suit the needs of clients witthiat country.

Competitive Landscape

The economic and financial informatmarket has been marked by increased consolidatienthe past five years, with the strongest plagenerally gaining
market share at the expense of smaller competifarslargest competitors are Standard & Poor'syaidn of The McGrawHill Companies), Thomson Financial Servi
(a division of Thomson Corporation), and Lipped{asion of Reuters). These companies have finamesources that are significantly greater thars oWfe also have a
number of smaller competitors in one or more oftbhuee business segments. Most of our competitorgete with individual products or segments of lousiness; we a
not aware of any company that offers substantgityilar product solutions in all three of our markegments.

We believe the most important competitive factarsur industry are brand and reputation, data tyualid comprehensiveness, quality of investmeniyaisaand
analytics, design, reliability, product support @hjtities, and price.

. Individual. In our Individual business segment, we compete thighpersonal finance Web sites of Yahoo!, Ame@cdine, a division of Time Warner, Microsoft,
MarketWatch, TheStreet.com, The Motley Fool, Smantkly.com, Intuit, andhe Wall Street JournalOur print publications compete most directly witalue
Line, The Motley Fool, Phillips Investment Resowra division of Phillips International), KCI Commigations, Horizon Publishing Company, and the
Association of Mutual Fund Investors.

. Advisor.Our primary competitors in this business segmesitide Thomson Financial Services, SEI Investmébkmtson Associates, Standard & Poor's, SunGard,
and Mobius Services provided by CheckFree Investi8ervices. For Morningstar Managed Portfolios, pimary competitors are SEI Investments, Brinker
Capital, Standard & Poor's, AssetMark, and EnvesiMC.

. Institutional.In the retirement advice market, we compete prilpaith Financial Engines, Inc. and Ibbotson Asstes. For Licensed Data and Investment Prc
& Guides, our primary competitors are Lipper, S&mad& Poor's, FactSet Research Systems, and Bow@e. &or Morningstar Direct, our primary competiaire
Lipper, Zephyr Management, Markov, Strategic Insiglutual Fund Research and Consulting, Informa $twent Solutions, and Mobius Management Systems.
Our Investment Consulting business competes priynaiih Ibbotson Associates and Lipper, as welsase smaller competitors in the retirement consgilti
business.
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Our international operations compete with a varadtgther companies not named above, includingrBPaiwer, MoneyMate, ASSIRT, vanEyk Research, and. IW

Integrity and Quality
Research Independence

Our independence, integrity, and adey for investors' interests are the foundatioawfcompany. We have established specific poliaresprocedures to help
ensure that our research remains independent gectiob. All Morningstar employees are requirectthere to our Employee Code of Ethics and our =i rading
Policy. In addition, we maintain a strict line @paration between Morningstar's fund and stockyatend the company's sales teams. Sales persoer@bohibited from
setting up meetings between analysts and clierpstential clients. If a sales person wishes tdactrsomeone on the analyst staff, he or she nmastnel all requests
through the director of the analyst staff. Salas@enel may not contact analysts directly.

In addition, our analysts may not disclose the eonof their reports to any outside parties befarelication. We prohibit all Morningstar employedesm owning shares
mutual-fund management companies (defined as amtffiat earns at least 20% of its revenue from aidtinds). Our equity analysts may not own shanebe
companies they cover or in key competitors of tiapanies they cover.

Quality Controls and Procedures

Our data is the bedrock of the presland services we've created to help investorerbaker investment decisions. Throughout our histee have invested in
people and technology with the objective of maimiteg accurate, high-quality data. For exampledi@ collection process for our mutual fund datalasludes more
than 200 business rules designed to identify anckcberrors.

We also strive to continuously improve our procedun enhance the quality and integrity of our dataddition, we have established programs to batpemployees
better understand the value we place on qualitytle@dmportance of promptly addressing any questloout the accuracy of our data.

Intellectual Property and Other Proprietary Rights

We treat our brand, product nameslagds, software, technology, databases, and pttoelucts as proprietary. We try to protect thispemty by using trademat
copyright, patent and trade secrets laws, licenaimynondisclosure arrangements, and other secoei@sures. For example, in the normal course onéss, we only
provide our intellectual property to third parttesough standard licensing agreements. The purpidbese agreements are to both define the eatehtiuration of any
third party usage rights and to provide for ourtsared ownership in any intellectual property fetred.

Because of the value of our brand name and logdiave tried to register one or both of them iro&lthe relevant international classes under thaetreark laws of most -
the jurisdictions in which we do business. As wevenmto new markets, we are continuing to effeesthregistrations and, in some jurisdictions, dugstration of certain
product identifiers as well. To date, we have riegesd our name and/or logo in 14 countries andthepean Union and have applied for registratiarsx other
countries.
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We currently hold three U.S. patents, one U.K. pai@nd one Canadian patent. We do not rely ompatents and do not believe patents are importamiitdusiness.

We have encountered jurisdictions in which a tipadty has a pre-existing trademark in certain @éinternational classes. In Australia, a thirdyphas a pre-existing
trademark registration that incorporates the nawhertiingstar." We have not yet proceeded with astegiion of our brand name or logo in Australia,anddate, have not
been actively challenged by the third party registrin addition, we were not able to successf@gister the "Morningstar" name and logo in Germaith respect to
certain products because another party holds axisting registration on the name. It is possibl bur continued ability to use the "Morningstagme or logo, either on
a stand-alone basis or in association with cepedducts or services, could be compromised in thesslictions because of the pre-existing regiirs.

In addition to licensing and non-disclosure agreesiea number of practical considerations helprédget our intellectual property:

. Two decades of data collection have enabled usste one of the largest proprietary databasestifrital investment information in the industry.
. Access to this proprietary database is necessamgable most of our products to function properly.
. We continue to update and enhance our productsasméwer versions contain more features and fumetihan their older counterparts.

Government Regulation
United States

Our investment advisory and brokestelebusinesses are subject to extensive regulitithe United States at both the federal and &atd, as well as by self-
regulatory organizations. Financial services bugsre are among the nation's most extensively eglul@he SEC is responsible for enforcing the faldsgcurities laws
and serves as a supervisory body for all federallystered investment advisors and broker-dealers.

Three of our subsidiaries, Morningstar Investmenwviges, Inc., Morningstar Associates, LLC, and m@oAdvisors, LLC are registered as investment sahgi with the
SEC under the Investment Advisers Act of 1940 (Adxs Act). As registered investment advisors, tkesepanies are subject to the requirements andategns of the
Advisers Act. Such requirements relate to, amohgrmthings, recordteeping and reporting requirements, disclosureirements, and limitations on principal transacti
between an advisor and advisory clients, as weajleagral anti-fraud prohibitions.

We provide each of our investment advisor compawi#isfinancial and operational support. Howevesgte of them operates independently from other artas
Morningstar, using separate personnel and makihgp@ndent investment decisions.

Morningstar Investment Services is a broker-dea&gistered under the Securities Exchange Act oft {8Xchange Act) and a member of the NASD. Thelegigun of
broker-dealers has, to a large extent, been delédmtthe federal securities laws to self-regulatwganizations, including the NASD. Subject to mmal by the SEC,
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the NASD adopts rules that govern its members.NA8D conducts periodic examinations of the operetiof Morningstar Investment Services. Broker-desadee
subject to regulations that cover all aspects efstcurities business, including sales practiceskeh making and trading among broker-dealersansesafekeeping of
clients' funds and securities, capital structueeprd-keeping, and the conduct of directors, officand employees. Violation of applicable regolagican result in the
revocation of a broker-dealer license, the impositf censures or fines, and the suspension odggpwof a firm, its officers, or employees. Morgstar Investment
Services is subject to certain net capital requinret:under the Exchange Act. The net capital reqments, which specify minimum net capital levelsrémistered broker-
dealers, are designed to measure the financiabsass and liquidity of broker-dealers.

Additional legislation and regulations, includirgpse relating to the activities of investment adrssand brokedealers, changes in rules imposed by the SEC er all8.
or foreign regulatory authorities and self regutatorganizations, or changes in the interpretatioenforcement of existing laws and rules may asblgraffect our
business and profitability. Our businesses may aterally affected not only by regulations applieato it as an investment advisor or broker-deddet,also by
regulations of general application.

Australia

In order to provide financial infortitm services in Australia, our Australian subsigjdorningstar Research Pty Limited (Morningstarséralia), must hold an
Australian Financial Services License and submibh&jurisdiction of the Australian Securities dndestments Commission (ASIC). This license requM®rningstar
Australia to maintain positive net asset levels sufficient cash resources to cover three monttexpénses and to comply with the audit requiremefiise ASIC. The
availability of this license may be adversely aféetby the legal proceeding described in Note 1th@Notes to our Consolidated Financial Statements

Licensing Agreements
Agreements with Customers

In the majority of our licensing agneents, we license our products and/or other @aelbl property to our customers for a fee. We galyeuse our own form of
standard agreements, whether in paper or electfomt, and we do not provide our products and ses/to customers or other users without havingyaeeanent in plac

Other Licensing Agreements

We also maintain licensing agreemauitis each of our joint venture companies. We pest agreements in place so these companies canrniseellectual
property, such as our products and trademarks\eldp and market similar products under our ndfivee dissolve a subsidiary or terminate a joimtuee, all licensed
rights granted by us terminate. The only excepsaour joint venture in Japan (Morningstar Japér)as the right to continue to use our intelletpraperty for up to one
year after the termination of its joint ventureegmnent if that termination is not caused by MorstagJapan's breach. In all cases, we retain ohipen$ all information
licensed and own or have the right to acquire aosks/that are created from that information.

As well as acting as a licensor of intellectualgany, we also license certain intellectual propémm third parties. In the ordinary course of buisiness, we incorporate
and use intellectual property from a variety ofdkparty sources.
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Properties and Facilities

Our headquarters are located in QucHlinois, and consist of approximately 133,G@fuare feet of leased space. Our lease on thig gp@dares in January 20(
We lease an additional 55,000 square feet in liBesflocated around the world. We believe thatrmadquarters and other offices are adequate fanonediate needs
and that additional or substitute space is avali#bieeded to accommodate growth and expansion.

Employees

We had approximately 1,000 employeesf December 31, 2004. Our employees are naésepted by any collective bargaining organizatiom, we have nevi
experienced a work stoppage.

Legal Proceedings

In March 2002 Mr. Graham Rich, a femmanaging director, chief executive officer, &edeficial shareholder of Morningstar Australiad &wo companies
controlled by Mr. Rich named us and several oferaployees in a proceeding brought in the Equityiddin of the Supreme Court of New South Wales, ralist. In the
proceeding, Mr. Rich and his affiliates are purguimonetary damages in the amount of Australianri§on and equitable remedies, including an orsketing aside our
purchase of certain of Mr. Rich's shares in MorastagAustralia. Mr. Rich is also seeking leavehef tourt to begin a proceeding in the name of Mwstiar Australia
against Morningstar and its nominee directors. Arimg on this application occurred on April 4, 2G0% judgment was reserved. In February 2004, vegeaf to settle all
claims for Australian $1.25 million, which then apgimated U.S. $942,000, and we recorded a resgrrés amount for these claims in the fourth geladf 2003. While
we are vigorously contesting the claims againsthis,proceeding is not yet in the documentaryaliscy stage and its likely outcome cannot be ddtexdhat this time. In
2003 and 2004, Morningstar Australia generated tetenue of U.S. $3.7 million and U.S. $4.5 milligespectively, and had net losses of U.S. $0ligmiand
U.S. $0.1 million, respectively. For more infornmation this matter, see Note 15 of the Notes taGmnsolidated Financial Statements.

The staff of the SEC is conducting an investigatelated to incorrect total return data that welighled with respect to a single mutual fund, thelRGanyon Top Flight
Fund, that overstated the fund's returns. In Ma&342@ve received a "Wells Notice" from the stafttoé Division of Enforcement of the SEC indicatihgtt it intended to
recommend that the SEC take legal action againalieging that we violated Section 17(a) of theBities Act of 1933 and Section 10(b) of the Sea@siExchange Act
of 1934 and Rule 10(b)-5 promulgated thereunderh@le cooperated fully with the staff of the SEGQtsrinvestigation and engaged in settlement dsons with the
staff regarding this matter. Such discussions laweluded, however, and we were not able to regakeaent on the terms of a settlement. We canedigirwhether
such discussions will resume or the scope, timengutcome of the investigation, which may inclake institution of administrative, civil injunctiyer criminal
proceedings, the imposition of fines and penaltesl other remedies and sanctions, any of whiclddead to an adverse impact on our stock pricejriability to attract
or retain key employees, and the loss of custoriféesalso cannot predict what impact, if any, th@séters may have on our business, operating resulfancial
condition.

At our initiative in response to the investigati@scribed in the paragraph above and as part ar@eing effort to continually improve our processee have taken
numerous steps to strengthen our quality-contmtealures,
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including increasing our communication efforts, tcelizing lines of reporting for data questionseorors, augmenting the stringent business rulesave in place, and
improving our data analyst training. See-Integrity and Quality" for additional information.

On December 13, 2004, Morningstar Associates, ld @holly owned subsidiary of Morningstar, Inc.,ee@d a request in the form of a subpoena froniNghe York
Attorney General's office, seeking information @alnduments from Morningstar Associates related tmaestigation the New York Attorney General's offiis
conducting. While the subpoena is very broad, écdjrally asks for information and documents aktbietinvestment consulting services Morningstaro&iges offers to
retirement plan providers, including fund lineupammendations for retirement plan sponsors. We baee fully cooperating with the New York Attorn&gneral's
office. On December 16, 2004, shortly after the Néwk Attorney General's office issued the subpoéma SEC notified Morningstar Associates and Mugstar
Investment Services, Inc. that it had begun an @ation. In February 2005, the SEC issued a redoeshe voluntary production of documents to Mogstar
Associates. The request is similar in scope tcthmgoena. Although we believe the focus of thestigations being conducted by the New York Attor@aneral's office
and the SEC is on Morningstar Associates, it isiibes that information and documents pertaininyltningstar Investment Services may also be exainivi&e cannot
predict the scope, timing, or outcome of the ingegiton or examinations which may include the tusidbn of administrative, civil injunctive, or crimal proceedings, the
imposition of fines and penalties, and other rem&dind sanctions, any of which could lead to ae@vimpact on our stock price, the inability tieatt or retain key
employees, and the loss of customers. We also tanedict what impact, if any, these matters mayehan our business, operating results, or finaremabition.

In addition to these proceedings, from time to time are involved in legal proceedings and litigatihat arise in the normal course of our business.
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Management
Executive Officers and Directors

The name, age, position, and a fagebunt of the business experience of each ofxaoutive officers and directors are set forth below

Name Age Position

Joe Mansuet 48 Chairman, Chief Executive Officer, and Direc

Tim Armour 56 Managing Directo

Chris Boruff 40 President, Advisor Busine

Bevin Desmon( 38 President, International Busine

Martha Dustin Boudo 38 Chief Financial Officer and Secrete

Catherine Gillis Odelb 42 President, Individual Busine

Tao Huanc 42 Chief Operating Office

Elizabeth Kirsche 40 President, Data Services Busin

Art Lutschaunic 46 President and Chief Investment Officer, Morningsterestment Service
Don Phillips 43 Managing Director and Directt

Patrick Reinkemeye 40 President, Morningstar Associal

John Rekenthale 44 Vice President, Research and New Product Develop
David W. Williams 44 Managing Director, Desig

Cheryl Francis 51 Director

Steve Kaplar 45 Director

Jack Noonai 57 Director

Paul Sturrr 58 Director

Joe Mansueto

Joe Mansueto founded Morningstard84l He has served as our chairman since our iocgpind as our chief executive officer from indepto 1996 and from
2000 to the present. He holds a bachelor's degreesiness administration from The University ofcalgyo and a master's degree in business admirastfadm The
University of Chicago Graduate School of Business.

Tim Armour

Tim Armour has been one of our mangglirectors since 2000. He is responsible fotesyia relationships and business development. Hegous in 1998 as o
chief operating officer and from 1999 to 2000 sdras our president. He holds a bachelor's degriesimess administration from Gettysburg Collegd @amaster's
degree in business administration from the ColurBhisiness School at Columbia University.

Chris Boruff

Chris Boruff has been the presidérmiur advisor business since 2000. He is respoméilnloverseeing strategy, development, and magetssociated with our
products for financial advisors. He joined us i®8%s product manager for Principia, and from 1891998, he served as senior product manager ed@dvroducts.
From 1999 to 2000, he served as vice presiderd\a$ar products, where he was responsible for atketing
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related to financial advisors. He holds a bacheliegree in economics and psychology from Northevedtniversity.
Bevin Desmond

Bevin Desmond has been presidentiofrdernational business since 2000. She is resplenfor identifying and developing new marketsmaging and directir
operations, and launching new products. She joirseid 1993 and was one of three employees wheesdtarir international business. From 1998 to 2000 served as
manager of all international ventures. She holdachelor's degree in psychology from St. Mary'degel.

Martha Dustin Boudos

Martha Dustin Boudos has been owefdimancial officer since 2001 and our secretanga April 2004. She is responsible for financenlan resources, legal,
and compliance. She joined us in 1992 as a magketenager. She also played a key role in the oreafiour Web site, Morningstar.com. From 1998Q@0@, she was
responsible for our retirement advice service. By001, she served as our vice president of huegources. She holds a bachelor's degree in pbkttence from
Wellesley College and a master's degree in busashssnistration from the Kellogg School of Managemat Northwestern University.

Catherine Gillis Odelbo

Catherine Gillis Odelbo has beenipierg of our Individual segment since 2000. Shegdius in 1988 as a mutual fund analyst and fro89 18 2000 served as
senior vice president of content development ferdbmpany, as well as publisher and editor of tagksand closed-end fund research. She holds almthdegree in
American history from The University of Chicago amdhaster's degree in business administration TeenUniversity of Chicago Graduate School of Busie

Tao Huang

Tao Huang has been our chief opegatifficer since 2000. He is responsible for corposirategy, oversight of all business units, anecting our day-to-day
operations. He joined us in 1990 as a softwareldpee and from 1996 to 1998 served as chief teagyobfficer. From 1998 to 2000, he served as sernaa president of
business development and head of internationabtipes. He holds a bachelor's degree in compuiense from Hunan University in China, a masterigrée in compute
science from Marquette University, and a mastextgek in business administration from The UnivemsitChicago Graduate School of Business.

Elizabeth Kirscher

Elizabeth Kirscher has been presidéour data services business since 2000. Shesj®nsible for managing our investment databasksedated products. She
joined us in 1995 as a major accounts managerrimetitutional sales area. From 1998 to 1999,sshreed as international product manager and wasketie launch o
Morningstar Japan. From 1999 to 2000, she wastdiref sales and business development for Mornargsim and marketed Morningstar.com data and toasher
Web sites. She holds a bachelor's degree from ¥&sskege and a master's degree in business adratios from the Columbia Business School at Colizntiniversity.
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Art Lutschaunig

Art Lutschaunig has been presidedt@ref investment officer for Morningstar Invesim&ervices since August 2001. He is responsililenmaging the
investment services business, including oversi§tiegroup's investment research and portfolioagement. Before joining us in May 2001, he waswdependent
consultant. From 2000 to 2001, he served as prestdésiving Capital, Inc. He holds a bachelor'gme in marketing from Villanova University.

Don Phillips

Don Phillips has been one of our nggmgdirectors since 2000. He is responsible fopamte strategy, research, and corporate comntiorisaHe joined us in
1986 as our first analyst. He served as our viesigent and publisher from 1991 to 1996, as owigeat from 1996 to 1998, and as our chief exeeutificer from 1998
to 2000. He has served on our board of directoiseshugust 1999. He also serves on the board ettirs for Morningstar Japan. He holds a bachefedsee in English
from the University of Texas and a master's degreéemerican literature from The University of Chgm

Patrick Reinkemeyer

Patrick Reinkemeyer has been presioeMorningstar Associates since October 2004isHesponsible for Morningstar's investment comsgland retirement
businesses. From 2001 until October 2004, Reinkemssrved as president of Morningstar's instit@iamvestment consulting business. He joined uk9®6. From 1996
to 1997, he directed our print and software vaeainuity/life products. He holds a bachelor's degn history from Middlebury College and a mastdegree in business
administration from The University of Chicago GratkiSchool of Business.

John Rekenthaler

John Rekenthaler has been vice peasiof new product development since October 200April 2005, he took on additional responsibdgias vice president of
research. From 2001 until October 2004, he serggaesident of Morningstar Associates and headetbmpany's retirement advice business. He jaised 1988 as an
assistant editor and from 1998 to 2000 he prewosistved as our director of research. From 199085, he served as editorMbrningstar Mutual Fundsnd
Morningstar Fundinvestc. He holds a bachelor's degree in English fromuhiversity of Pennsylvania and a master's degréaiginess administration from The
University of Chicago Graduate School of Business.

David W. Williams

David W. Williams has been one of managing directors since 2000. He is in charg#esfgn and its application to brand identity, prcidycommunications,
and the workplace. He joined us in 1993 and has bestrumental in establishing design as one ofrecognized core capabilities. He holds a baclsettagree in
industrial design from The Ohio State Universitylanmaster's degree in fine arts from the Yale &hsity School of Art.

Cheryl Francis

Cheryl Francis was elected to ourrdad directors in July 2002. She has been vicérctean, Corporate Leadership Center, since 2002aariddependent
business and financial advisor since 2000. Fron5 182000,
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she served as executive vice president and chiafi¢ial officer of R.R. Donnelley & Sons Companyriat media company. She currently serves as abaeof the
board of directors of HNI Corporation and Hewittsisiates, as well as a trustee for Cornell UniterS§ihe holds a bachelor's degree from Cornell &hsity and a
master's degree in business administration fromUrtfieersity of Chicago Graduate School of Business.

Steve Kaplan

Steve Kaplan served as a member oadusory board beginning in 1998 and was eletdexlir board of directors in August 1999. Since8 9& has been a
professor at The University of Chicago Graduateo8tbf Business where he currently is the Neub&aenily Professor of Entrepreneurship and Finaneehélds a
bachelor's degree in applied mathematics and edeadrom Harvard College and a Ph.D. in businessemics from Harvard University. He also servestanboard of
trustees of the Columbia Acorn Funds where he sease& member of the governance and compliance ittgas

Jack Noonan

Jack Noonan served as a member ahdwisory board beginning in 1998 and was electemlit board of directors in August 1999. Since 1%@2has served as
president and chief executive officer of SPSS lasoftware company specializing in predictive giied, where he also currently serves on the boadirectors.

Paul Sturm

Paul Sturm served as a member ohduisory board beginning in 1998 and was electexslitdoard of directors in August 1999. Since 1982has worked at
Smart MoneyMagazine where he currently writes a monthly colwmrinvesting. From 1985 to 1989, he was assistamiaging editor éBusiness Week-rom 1980 until
1985, he held a similar positionRdrbes. Prior to that, he worked as a business writeafeariety of publications based in New York, Wagion, and London. He holds
a bachelor's degree in economics from Oberlin @elknd a master's degree in journalism from Colardlmiversity. He received a law degree from Geangat
University Law Center.

Board of Directors

Our board consists of six directéosy of whom our board has determined satisfy tiieependence criteria set forth in the NASDAQ Maplkate Rules. Each
member is subject to election at each annual ngefishareholders. The authorized number of dirsattay be changed only by resolution of the bo&udirectors or a
vote of the shareholders.

We do not intend to rely on the "controlled compaexception to the NASDAQ Marketplace Rules. Acdoglly, we intend to comply with the rules generatiyuiring
that companies listed on NASDAQ have a majorityndependent directors and maintain a compensatiomtttee and a nominating and corporate governeocenittee
composed entirely of independent directors. Folf@aéompletion of this offering, a majority of ourettors will be independent and all of the direston our
compensation and nominating and corporate goveenemmmittees will be independent.
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Committees of the Board of Directors
Audit Committee

We have established an audit committede up solely of independent directors congistfrCheryl Francis, Steve Kaplan, and Paul St@heryl Francis serve
as the chair of our audit committee. We believé daeh of the members of our audit committee iarfaially sophisticated and able to read and unatedsbur financial
statements, and our board has determined that OFenycis is an audit committee financial expetthivi the meaning of the Sarbanes-Oxley Act of 200 audit
committee's duties include:

. reviewing and recommending to the board internebanting and financial controls and accounting @gles and auditing practices to be employed in the
preparation and review of our financial statements;

. making recommendations to the board concerningtigegement of an independent registered publiauatiog firm to audit our annual financial statenseand
the scope of the audit to be undertaken by suchaadand

. approving in advance all audit services to be ghedito us and all non-audit services to be providags by our independent registered public acdogriirm.

Compensation Committee

We have established a compensatiomutiee made up solely of independent directorsisting of Steve Kaplan, Jack Noonan, and Pauh&tBteve Kaplan
serves as chairman of our compensation committee cdmpensation committee is appointed by the bmeadsist in establishing annual and léegn performance goa
and compensation for senior management. The cormpentommittee ensures that executive compensegioains competitive in order to retain and atttaleint to
Morningstar and is closely linked to both indivilaad company performance. The compensation comestduties include:

. reviewing at least annually the performance of gemianagement in meeting our goals and objectimdsecommending actions to the board regarding base
salaries, incentive plans, and equity-based plansenior management;

. overseeing the administration of our option plang ather compensation plans, approving plan amentimeverseeing compliance, and interpreting plan
guidelines;

. approving annual award grants to employees andgglsain share price; and

. providing an annual summary report on executive@msation to the board of directors.

Nominating and Corporate Governance Committee

We have established a nominatingamgorate governance committee made up solelyd&fendent directors consisting of Cheryl Franeisk Noonan, and
Paul Sturm. Paul Sturm serves as chairman of amimaiing and corporate governance committee. Tinaimeting and corporate governance committee's slutgude:

. identifying individuals qualified to become boarémbers;
. recommending director nominees for the next anmesdting of shareholders;
. identifying director candidates to fill any vacaesion the board of directors;
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. reviewing size, performance, composition, dutiesponsibilities, function, structure, and operatbthe board of director:
. making recommendations to the board of director&eming tenure and retirement policies for indejgen directors and succession planning; and

. periodically reviewing our corporate governancedglines, including all of our policy statementsatilg to corporate governance.

We have adopted charters for our audit committeecampensation committee. We will adopt a chadeofir nominating and corporate governance comenfiteor to
the completion of this offering. We will make eamftthese documents available on our corporate Welasglobal.morningstar.com.

Director Compensation

Each non-employee director is erditiereceive a fee of $1,000 per board meeting®&0® per committee meeting attended, plus trayeteses in connection
with attendance at meetings. As chair of the atmitmittee, Cheryl Francis will receive an annugireer of $5,000 beginning in 2005. Upon electiothte board, non-
employee directors receive a grant of options telpase 60,000 shares of our common stock at aalieitercise price equal to the fair market valtisuzh stock at the
date of grant. Non-employee directors are alsdledtio receive an annual grant of options to pasehl12,000 shares of our common stock. Optiongegtdaa our non-
employee directors vest over three years. The mpgpanted to our non-employee directors for 2G04tan initial exercise price equal to $14.70 pere, with the
exercise price increasing over the term of theomstiat a rate equal to the 10-year Treasury yaklas of the date of grant. On the date the liptiblic offering price is
determined, we intend to grant our non-employeecttirs options for 2005 at an initial exercise @egual to the initial public offering price, withe exercise price
increasing over the term of the options at a rgteakto the 10-year Treasury yield rate as of e df grant. Subject to the discretion of our daamd our compensation
committee, we intend to continue the practice ahgjing options with similar exercise price featu@son-employee directors for the foreseeableréutBee "—Executive
Compensation." Directors who are also our emplogeesot receive any additional compensation foviagron the board of directors or attending boaetimgs.

Compensation Committee Interlocks and Insider Parttipation

None of our executive officers seraesa member of the board of directors or the coisgtéon committee of any other company that hasoomeore executive
officers serving as a member of our board of dinecor compensation committee. Prior to the foramatif the compensation committee in 2003, the bo&directors as a
whole made decisions relating to compensation oeaacutive officers. Our compensation committegently consists of Steve Kaplan, Jack Noonan,Renal Sturm.
Prior to April 30, 2004, our compensation committeasisted of Steve Kaplan, Jack Noonan, and Joesido, our chief executive officer. On August B399, Joe
Mansueto loaned us $6.5 million that we repaid @ardfl 30, 2004. Additionally, a corporation wholkyred by him provided sales and other services teetiween 1995
and 2003 that were discontinued effective DecerBthe2003. For more information on these transastieae "Certain Relationships and Related Partysactions—
Transactions Involving Joe Mansueto."
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Executive Compensation

Our compensation philosophy is to pagior management competitive base salaries awvitlerthem the opportunity to earn meaningful inisencompensation,
ranging from 50% to 130% of base compensationutiindhe Morningstar Incentive Plan. Equity awatdg vest over time are also an important compooghow we
reward employees. We believe equity awards candlgp the economic interests of our managemert thibse of our shareholders. To better ensuretbaienefits of
these awards are tied to meaningful appreciati@hareholder value, we granted options in 2004 aitimitial exercise price equal to $14.70 per shand, on the date 1
initial public offering price is determined, we émid to grant options at an initial exercise prigeas to the initial public offering price, in eachse with the exercise price
increasing over the term of the options at a rgteakto the 10-year Treasury yield rate as of thte @f grant. Subject to the discretion of our daamd our compensation
committee, we intend to continue the practice ahtjing options with similar exercise price featui@sthe foreseeable future.

Our board has adopted share ownership requirerf@mtsir senior management. Our managing directodspaiesidents are required to own shares of ounuamstock
with a value equal to at least two times and amesi their annual base salaries, respectively. Bheymalso requires that senior management retameaningful portion o
the aftertax value they realize through equity awards, @agbptions, for so long as they remain employeH ust Our senior management must retain at ledst@Gucl
value before they satisfy applicable share ownpragquirements and 40% of such value after thagfgahose requirements.

CEO Compensation

In consideration of his status asmrimcipal shareholder, Joe Mansueto believestisatompensation as our chief executive officeudhbe realized primarily
through appreciation in the long-term value of common stock. Accordingly, at his request, he departicipate in our equity or cash-based ineenprograms. In
addition, since resuming his role as our chief age officer in 2000, his annual salary has beeed at $100,000. While our compensation committlecontinue to
have the discretion to review and make recommemnagttoncerning his compensation, we expect thatdisy will remain at $100,000 per year for theegeeable future
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Compensation of Executive Officers

The following table shows all competisn earned or received during the year endedibeer31, 2004 by our chief executive officer andfowe other senior
executive officers (the named executive officettsd, first four of whom qualify as our most highlymapensated executive officers, for the year endecebber 31, 2004.

Annual Long Term
Shares
Underlying

Option LTIP All
Summary Compensation Salary Bonus (1 Awards Payouts (2) Other (3)
Joe Mansueto
Chairman and Chief Executive Offic $ 100,00( $ — — $ — $ 7,02¢
Tim Armour
Managing Directo 275,00( 175,00( 25,00( 7,607 13,25¢
Martha Dustin Boudos
Chief Financial Officer and Secrete 200,00( 250,00( 80,00( 14,48’ 12,18¢
Tao Huang
Chief Operating Office 250,00( 387,27t 110,00( 11,22¢ 13,23:
Don Phillips
Managing Directo 300,00 160,00( 40,00( 11,41 13,27¢
David W. Williams
Managing Director, Desig 160,00( 165,00( 55,00( 10,14 11,82(

Q) This table does not include deferred cash bonusiatadhat may be payable to certain of our namedeive officers if we meet certain performancegéss in the
year ending December 31, 2005. If the performaaiggets are met, all of the deferred cash bonus atsevill be paid. If the performance targets aremet, none
of the deferred cash bonus amounts will be paidaRoore detailed description of our Incentive Pkee "—Morningstar Incentive Plan." These defec&sh
bonus amounts are as follows: Tim Armour $25,00@rtktr Dustin Boudos $50,000; Tao Huang $62,276; PraHips $35,000; and David W. Williams $40,000.

2) "LTIP Payouts" consist of deferred cash bonus arsounder our Incentive Plan that were paid to aed&our named executive officers for meeting aert
performance targets for the years ended Decemh&@08B and 2004.

(3)  "All Other" includes matching contributions to ot01(k) plan for the year ended December 31, 2004donamed executive officers in the following amts: Jot
Mansueto $7,000; Tim Armour $13,000; Martha Dutoudos $12,000; Tao Huang $13,000; Don Phillips @13 and David W. Williams $11,667; and also
includes the amounts paid for basic life insuraemte accidental death and dismemberment insuranbetwadf of our named executive officers as follodee
Mansueto $25; Tim Armour $254; Martha Dustin Bou#®88; Tao Huang $232; Don Phillips $276; and DaVidwilliams $153.
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Option Grants

The following table shows certainamhation concerning grants of common stock optiorsach of our named executive officers for ther yealed December &

2004.

Number of Percent o

Securities Total Options Exercise

Underlying Granted to Price Per Expiration
Option Grants in 2004 Options (2) Employee: Share (3 Date Grant Date Value (4
Joe Mansueto (1 — —%3$ — — $ —
Tim Armour 25,00( 1kt 14.7( 12/1/201- 234,75(
Martha Dustin Boudo 80,00( 4.¢ 14.7( 12/1/201- 751,20(
Tao Huanc 110,00( 6.€ 14.7( 12/1/201- 1,032,901
Don Phillips 40,00( 2.t 14.7( 12/1/201- 375,60(
David W. Williams 55,00( 34 14.7C 12/1/201- 516,45(

1) Joe Mansueto does not receive options under ock sfation plans.

2) These options have a term of 10 years and vesfual@nnual amounts over four years.

?3) The initial exercise price of $14.70 will increameer the term of the options at a rate equal td.thgear Treasury yield rate as of the date oftgran

4) These values were estimated using a Black-Schekasnepricing model with the following weighted aage assumptions: expected volatility: 50%; interate:
4.24%,; dividend yield: 0%; expected life: 7 yeaspected exercise price: $19.67; and fair valueoaimon stock (per share): $17.50.

Aggregate Option Exercises in 2004 and Year-End Ojuin Values

The following table shows informatiomncerning the exercise of stock options durirggythar ended December 31, 2004 by our named exeafficers and the

value of unexercised options as of December 314200

Number of Shares
Underlying Unexercised Options

Value of Unexercisec
In-the-Money Options (1)

Number of

Shares

Aggregate Option Acquired on
Exercises Exercise  Value Realize( Exercisable Unexercisable Exercisable Unexercisable
Joe Mansuet — % — — — % — $ —
Tim Armour — — 551,04¢ 36,87 5,183,89. 159,66¢
Martha Dustin Boudo 2,72¢ 35,35¢ 159,12: 216,87! 1,137,49: 1,261,26!
Tao Huang — — 1,244,14 282,50( 7,527,83 1,129,62!
Don Phillips — — 1,536,67. 198,32¢ 14,000,44 2,337,59:
David W. Williams — — 128,01« 71,25( 885,94¢ 266,36:

(1) We determined the value of unexercised intieney options at December 31, 2004 by calculatiegdifference between an assumed initial publieraff price o
$17.50 per share (the midpoint of the range s#h fum the cover of this prospectus) and the opgiercise price of each applicable in-the-moneyooptultiplied

by the number of shares underlying such option.

Employment Agreements and Change in Control Arrangments

We do not have any employment agregéséermination agreements, or change-in-congmements with any of our named executive officers.
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Morningstar Incentive Plan

We have adopted the Morningstar ItigerPlan (Incentive Plan), formerly known as therkingstar Bonus Program, that rewards employeesiéeting and
exceeding annual performance goals establisheldedbgdmpensation committee that we expect to bedb@seperating income before stock-based compemsatipense.

Eligibility to participate in the Incentive Planlimited to all regular full-time and part-time efopees.

Employees are eligible to receive bonuses basedemting financial goals that are set for both dfebusinesses and the company as a whole. Emiaybe work at th
corporate level (including our executive officeralananaging directors) receive bonuses based smidlye overall profitability of the company.

Financial goals for the Incentive Plan are esthblisby our compensation committee at the beginairige year. If a business or the company missdiancial goals in
given year, the bonus is reduced and if the sHbigfaubstantial enough, eliminated.

The company retains a portion of each annual bpoakfor one year to encourage continued positaeilis in the following year. This deferred amasrayable to
employees only if performance in the business argany meets the minimum financial goals set forfttlewing year.

Bonus payouts are determined at year-end oncedi@maesults are final and audited and are paithsh. Each individual's bonus is based upon theithal's
contribution to the success of the specific busimesasured or the company.

In addition, temporary employees and any indepenctamtractors are not eligible to participate ia thcentive Plan.

The compensation committee administers the Inceriflan and has the authority to construe, interpret implement the Incentive Plan and prescritreral, and rescind
rules and regulations relating to the IncentivenPThe determination of the compensation commiteall matters relating to the Incentive Plan of award agreement is
final, binding, and conclusive.

Through the Incentive Plan (including predecess$amg), Morningstar awarded $12.6 million in inceatbonuses to 694 recipients in 2003 and $21.0amilh incentive
bonuses to 836 recipients in 2004.
Morningstar 1999 Incentive Stock Option Plan

We maintain the Morningstar 1999 meee Stock Option Plan (the 1999 Option Plan).opy of the 1999 Plan is filed as an exhibit to tieigistration statement
of which this prospectus is a part.

In February 1999, we granted options to purchas@01000 shares of our common stock at an exercise @f $2.77 per share, representing the fair etarklue of our
common stock as determined by our board. Of thpsierts, 1,138,560 options were fully exercisablerugrant and 361,440 become exercisable in equalen
installments over 10 years. As of December 31, 206ptons to purchase 869,174 shares were outsiguodider
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the terms of the 1999 Option Plan, of which optitmpurchase 724,598 shares of common stock wereisable. No additional options may be granteceutize 1999
Option Plan. All outstanding options under the 1@98ion Plan will continue to be governed by thedisting terms.

Morningstar 1993, 2000, and 2001 Stock Option Plans

Historically, we have maintained Merningstar 1993 Stock Option Plan, the Morning&@00 Stock Option Plan, and the Morningstar 20@tISOption Plan
(collectively, the Prior Plans), under which we éayranted stock options to certain of our employe®snon-employee directors. The Morningstar 20@4SIncentive
Plan (Stock Incentive Plan) amended and restae@iior Plans.

As of December 31, 2004, 8,460,218 shares weraligswpon exercise of outstanding options grantetuthe Prior Plans, of which options to purchg847,979 share
of common stock were exercisable. We will not giamg additional options under any of the Prior Bland any shares subject to an award under athe ¢frior Plans
that are forfeited, canceled, settled or othentgsminated without a distribution of shares, orhitld by us in connection with the exercise of ptiom or in payment of
any required income tax withholding, will not beadable for awards under the Stock Incentive Plan.

Morningstar 2004 Stock Incentive Plan

The Stock Incentive Plan providesdmnts of options, stock appreciation rights,riet&td stock, restricted stock units, and perforogashares. All of our
employees are eligible for awards under the Stockritive Plan. Joe Mansueto does not participateeiistock Incentive Plan. Awards may also be ntader non-
employee directors and consultants under the Stmekative Plan. A total of 5,628,843 shares of camrstock may be granted under the Stock Incentae ffom 2004
through 2008.

In December 2004, we granted options to purcha&221539 shares of our common stock under the Stmeltive Plan. As indicated in the 2004 columithef following
table, 760,000 of these options were granted terecutive officers, all with an initial exerciseqe of $14.70, with the exercise price increasngr the term of the
options at a rate equal to the 10-year Treasuiy yae as of the date of grant. These optionsweiit over four years. On the date the initial ubffering price is
determined, we intend to grant options to purcl®8:184 shares of our common stock under the Stmgative Plan. As indicated in the 2005 colummhef following
table, we intend to grant 355,000 of these opttorur executive officers, all with an initial exése price equal to the initial public offering g&i with the exercise price
increasing over the term of the options at a rgteakto the 10-year Treasury yield rate as of thte @f grant. These options will vest over fourrgea
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Number of Options
Executive Officer 200¢ 200t

Joe Mansuet — —

Tim Armour 25,00( 25,00(
Martha Dustin Boudo 80,00( 40,00(
Tao Huanc 110,00( 60,00(
Don Phillips 40,00( 40,00(
David W. Williams 55,00( 25,00(
Named executive officers as a grc 310,00( 190,00(
Executive officers as a group (13 persc 760,00( 355,00(

Options to acquire an additional 130,816 share®nfmon stock have been approved for grant in 280%&dditional 2,906,304 underlying shares are abe! for
issuance under our Stock Incentive Plan. Sharégededl pursuant to awards may consist of authorimedinissued common stock or authorized and issaetnon stock
held in treasury. Any shares subject to an awaduthe Stock Incentive Plan that are forfeitediceted, settled, or otherwise terminated withodis&ibution of shares,
or withheld by us in connection with the exerci$am option or in payment of any required incomeudthholding, will again be available for awardsder this plan.

The compensation committee administers the Stooénitive Plan. It has the authority to construeeriortet, and implement the Stock Incentive Plansgiibe, amend, and
rescind rules relating to the Stock Incentive P&rg grant awards and determine who receives awBhéscompensation committee may also modify, ektenrenew
outstanding awards, as long as participants corifseir rights are impaired. It also has the auifly to adjust the terms of any outstanding awani$ the number of
shares of the common stock issuable under the $toektive Plan to prevent the enlargement or iditubf rights, or for any increase or decreaséértumber of issued
shares of our common stock (or the issuance ogstarstock other than shares of common stock]tiegdirom a recapitalization, stock split, revesteck split, stock
dividend, spin-off, combination, or reclassificatior exchange of the shares of our common stoctgeneconsolidation, rights offering, separati@gnganization, or any
other change in corporate structure or event thegpemsation committee determines in its sole digoretffects our capitalization. The determinatidithe compensation
committee on all matters relating to the Stock ftive Plan or any award agreement is final, bindargd conclusive.

Except to the extent otherwise provided in the aveegreement or approved by the compensation coeenitb award or right granted to any person urgestock
Incentive Plan is assignable or transferable dthean by will or by the laws of descent and disttibu, or through a qualified domestic relationseardAll awards and
rights are exercisable during the life of the geanonly by the grantee or the grantee's legal septative.

The Stock Incentive Plan automatically terminateydars after its adoption by the board, or ifiegrivhen all reserved shares have been issueépEgs otherwise
provided in an award agreement, the board of dirsghay from time to time suspend, discontinueisesvor amend the Stock Incentive Plan providetinbaamendment
will materially adversely affect a grantee withdloat person's prior written consent.

In summary, under all of our stock option plangj@ys to acquire 10,951,931 shares of our commaekstere outstanding as of December 31, 2004, adtwh, 772,577
were exercisable at a weighted average exercise pri
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of $9.81 per share and 3,179,354 were not exeleisatdl had a weighted average exercise price afi8Ier share. On the date the initial public drffgiprice is
determined, we intend to grant options to acqué®@, B84 shares of common stock at an initial exerpitce equal to the initial public offering prié@ptions to acquire an
additional 130,816 shares of common stock have Bpproved for grant in 2005. An additional 2,90@,3Bares of common stock are available for issuander our
Stock Incentive Plan.

401(k) Plan

Our employees are eligible to papate in our 401(k) plan. Under our 401(k) plan, Eayp@es may elect to make annual salary reductiotribations up to the
lesser of 100% of eligible compensation less applie tax withholding or the statutorily prescritsthual limit, which was $13,000 in 2004. The 40X(an is intended t
qualify under Section 401 of the Code, so thattiwributions by our employees will be deductibjeus when made and income earned on plan conwitmitvill not be
taxable to the employees until withdrawn or disttéadl. We match the contributions of our employgeour% of their salary, with 50% of the matchirmpgibutions
vesting after the first year and 100% vesting dftersecond year.

Deferred Compensation Agreement with Don Phillips

In February 1999, Don Phillips hefttions to acquire 1,500,000 shares of our commueksit an exercise price of $0.075 per share. Utideterms of the
options, which were granted to him in 1989 and dalesl to expire in 1999, he had the ability to eiser the options at an aggregate exercise pri¢d12,500. Rather th
require him to exercise the options and potentialiljgate ourselves to repurchase his shares, teeeghinto an arrangement with him under whichapgons granted to
him in 1989 were permitted to expire and we gramhietl under the 1999 Option Plan, new options talpase 1,500,000 shares of our common stock atexgise price
of $2.77 per share.

To compensate Don Phillips for the $2.69 per shamease in exercise price between his expirechemdoptions, we entered into a deferred compensatioeement
dated February 15, 1999 that obligates us, suliemrtain limitations, to pay him $2.69 for eatlar® of our common stock that he acquires uporcieseeof the options
that we granted to him in 1999. At our elections frayment may be made in cash or shares of oumzonstock. If at the time he becomes entitled payment, the fair
market value of our stock is below $2.77 per shidweamount of deferred compensation payable towilhbe reduced proportionately based on the peage that the
then current fair market value of a share of ouncmn stock represents of $2.77. As of Decembe2@d4, he had exercised 630,826 of the options ggdatothim in 199
for which he received total deferred compensatio$ilo7 million and he continues to hold 869,174wth options for which up to $2.3 million of defsrcompensation
remains payable.

Limitation of Liability and Indemnification of Offi cers and Directors

Our articles of incorporation provithat directors will be not personally liable foonetary damages to us for breaches of their fidyclaty as directors, unless
they violated their duty of loyalty to us or to @irareholders, acted in bad faith, knowingly oemionally violated the law, authorized illegal idiends or redemptions, or
derived an improper personal benefit from theiicast as directors. Prior to the completion of #ffering, we intend to obtain insurance that insuar directors and
officers against specified losses. In addition, lsysiaws provide that our directors, officers, amployees shall be indemnified by us to the fukegent
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authorized by lllinois law, as it now exists or maythe future be amended, against all expensediayitities reasonably incurred in connection wiitieir service for or on
behalf of us.

In addition, we have entered into separate indeoatibn agreements with certain of our directord erecutive officers. We believe that these provisiand agreements
are necessary to attract and retain qualified peras directors and executive officers. These imifezation agreements may require us to indemnify directors and
executive officers for related expenses, includittgrneys' fees, judgments, fines, and settlenmmaouats incurred by a director or executive offitean action or
proceeding arising out of his or her service asafraur directors or executive officers.
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Certain Relationships and Related Party Transactios
Transactions Involving Joe Mansueto

On August 31, 1999 and as part ofamnversion from an S Corporation to a C Corporetay federal income tax purposes, Joe Mansuetoglmairman, chief
executive officer, and controlling shareholdernled us $6.5 million. As a principal shareholdethef company, the loan enabled him to preserverbjsoptionate share
the net operating loss carry forwards that we fedimulated through the date of our conversion.l®ae, which accrued interest at LIBOR plus 150 asints per year,
was payable on demand or no later than July 6, 20@4repaid the note in full on March 30, 2004.

Between 1995 and 2003, a corporation owned by Jaeslieto provided sales and other services for esadkeed to pay an amount equal to the total austsred by the
corporation in providing these services, consissialgly of compensation related expenses for tiggoration's employees (which did not include hipilis 5.0% of these
costs. In 2002 and 2003, we recorded an expenghese services of $3.3 million and $2.9 millioespectively, of which $0.2 million and $0.1 milliaespectively,
represented the amount paid in excess of the catipnts actual costs. This arrangement was disuoadi effective December 31, 2003, at which timemployees of the
corporation were transferred to Morningstar. Thiraiagement was intended to reduce Morningstar'ssigxvarious states for state sales tax purpasesthereby reduce
our obligations for such taxes. During 2003, weipgrated in voluntary disclosure or similar progisito resolve prior state sales tax obligations. "S&anagement's
Discussion and Analysis of Financial Condition &webults of Operations—Sales Tax Expense."

Transactions Involving Softbank

On July 8, 1999, we entered into greement with Softbank pursuant to which Softbacduaed 7,612,500 shares of common stock for ah@se price of
$91 million. Under the agreement Softbank has terights that will continue following this offer@ including:

. the right to appoint one member to our board dators as long as it owns at least 3,806,250 slofi@sr common stock;
. two demand registration rights, subject to ourtrighdelay registration under certain circumstances
. the right, subject to the ability of an underwritedimit the number of shares to be included negistration, to participate in or "piggy back" any public offering

of our common stock (other than this offering oy &ransaction relating to securities issued undegraployee benefit plan or as part of any acqoisitmerger or
business combination); and

. the right to participate on a pro rata basis in saig of shares of our common stock by Joe Manserttuding any sales to other shareholders of Mgstar or hi:
family members or other affiliates and excluding aales not exceeding 3 million of his shares afammmon stock.

We own approximately a 35% interest in Morningst@pan, a Japanese corporation in which an affitib&oftbank owns approximately a 50% interest. aie
Morningstar Japan entered into a license agreedsatl April 8, 1998 pursuant to which we licens&ltwningstar Japan certain of our financial infotima products and
services, database systems, and trademarks. Ir2000e Morningstar Japan paid the company $1.8amjltepresenting a lump sum royalty payment fer afsthe
licensed products and services through 2029.
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In April 2000, we and Advanced Internet Visions ftiea formed a joint venture, Morningstar Asia Liedt to provide financial information and service#\sia, except in
Japan and Korea. Initially, we and our partner eaghed approximately equal interests in the ventBubsequently, each of us sold a 10.0% interdseinenture to
Softbank and Softbank Investment Internationalai®tic) Limited, respectively. On October 1, 2008,purchased the 60.1% interest in the venturenkalid not then
own for approximately $5.8 million in cash. See &l6tof the Notes to our Consolidated FinancialeBtents.

Yoshitaka Kitao, president and chief executiveagffiof Softbank, was elected to our board of dimexin August 1999. Mr. Kitao was appointed to leard by Softbank
under the terms of the agreement pursuant to wdadtbank acquired shares of our common stock. Mad<resigned from our board of directors on AgB| 2004.
Softbank has not appointed a director to replacekifao; however, Softbank retains the right to@ppone member to our board as long as it consina®wn at least
3,806,250 shares of our common stock. During higice on the board, Mr. Kitao received compensationsistent with our other non-employee directSee
"Management—Director Compensation." During Mr. iglsatenure on our board, Bob Takeuchi, preside®t@FTBANK Finance America Corporation, an affiliate
Softbank, regularly attended meetings of our b@ard representative of Softbank in Mr. Kitao's abseln consideration for his services, on Septertb2000 we
granted Mr. Takeuchi options to acquire 20,000ehaf common stock at an exercise price of $14etZpare.

Transactions Involving our Common Stock

During the period from January 1, 2@frough December 31, 2004, the following exeeutfficers exercised options to acquire sharesiotommon stock on
the terms set forth below:

Executive Officer # Shares Acquirec Total Exercise Price
Martha Dustin Boudo 2,72¢  $ 4,68t
Don Phillips 29,15:¢ 80,75
Catherine Gillis Odelb: 40,06: (1) 34,05

1) Of the 40,062 options exercised, 12,862 shares iwereediately sold back to Morningstar to cover dip¢ion price and taxes on the exercise.

During the period from January 1, 2002 through Demer 31, 2004, the following executive officer evised his right under our 1993 Stock Option Plaexercise his
options and immediately sell the shares back toua purchase price equal to the then-currentnfigirket value of the shares of our common stodessrmined by our
board of directors, less the aggregate exercise pffithe options. The rights of option holdersequire us to purchase their shares will termingten completion of this
offering.

Executive Officer # Options Cancellet Total Purchase Price

Don Phillips 71,991 $ 199,411 (1)

Q) Excludes $193,778 paid to Don Phillips under aetecompensation agreement in connection witkekéscise of these options. See "Management—Executiv
Compensation—Deferred Compensation Agreement wath Bhillips."

On April 30, 2003, two executive officers purchasédres of our common stock at a purchase prical égthe then-current fair market value of ourreBaas determined
by our board of directors:

Executive Officer # Shares Acquirec Total Purchase Price
Patrick Reinkemeye 11,66¢ $ 99,99t
David W. Williams 1,00( 8,57(
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Principal Shareholders

The following table sets forth centaiformation regarding beneficial ownership of ctommon stock as of December 31, 2004 and as adjtstreflect the sale
of the shares of common stock offered pursuartisopgrospectus by:

. each of our directors;

. each of our named executive officers;

. all of our directors and executive officers as @augr, and

. each person or group of affiliated persons who m@kowns beneficially more than 5.0% of our comrstock.

Beneficial ownership is determined in accordandé e rules of the SEC. To compute the numbehafes beneficially owned by a person and the ptagerownership
of that person, shares of common stock subjecptioms held by that person that are currently @gelbde or will become exercisable within 60 daysr@becember 31,
2004 are deemed outstanding. However, the shagemadeemed outstanding for purposes of comppigngentage ownership of any other person. Unldéssoise
indicated in the footnotes below, the persons amities named in the table have sole voting aniegstment power with respect to all shares beiadiffoowned.

The following table is based on 38,446,614 shafesocommon stock outstanding as of December 824 2nd outstanding immediately after this offeriag of
December 31, 2004, we had 54 shareholders of re@gechave granted the underwriters a 30-day opitiggurchase up to 1,141,875 shares of our comnumk b cover
over-allotments, if any. The following table asswsnttee underwriters do not exercise their over-algit option.
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Shares Beneficially Ownec Shares Beneficially Ownec

Prior to This Offering After This Offering

Principal Shareholders # Share: % Shares # Share: % Shares
Joe Mansuet 30,000,000 78.(% 30,000,00 78.(%
Tim Armour (1) 701,04¢ 1.8 701,04¢ 1.8
Martha Dustin Boudos (2 161,84! * 161,84! *
Tao Huang (3 1,272,80: 3.2 1,272,80: 3.2
Don Phillips (4) 1,750,25 4.4 1,750,25 4.4
David W. Williams (5) 132,75( * 132,75( *
Cheryl Francis (6 52,00( * 52,00( *
Steve Kaplan (7 120,00( * 120,00( *
Jack Noonan (7 120,00( * 120,00( *
Paul Sturm (7 420,00( 11 420,00( 11
All directors and executive officers

as a group (17 persons) | 35,891,28 82.2 35,891,28 82.:
SOFTBANK Finance Corporation (! 7,612,501 19.¢ 0 —

@
@
(©)
©)
®)
(6)
@)
®)
9)

Represents beneficial ownership of less than 1%.

Includes 551,049 shares of common stock issuatiie agercise of stock options exercisable withird&@s of December 31, 2004.

Includes 159,121 shares of common stock issuatiie agercise of stock options exercisable withird&@s of December 31, 2004.

Includes 1,244,146 shares of common stock issuglza exercise of stock options exercisable witlfirdéys of December 31, 2004.

Includes 1,572,818 shares of common stock issuglaa exercise of stock options exercisable witlfirdéys of December 31, 2004.

Includes 128,014 shares of common stock issualiie agercise of stock options exercisable withird&@s of December 31, 2004.

Includes 52,000 shares of common stock issuable agercise of stock options exercisable within &9sdof December 31, 2004.

Includes 120,000 shares of common stock issuatiie apercise of stock options exercisable withird&@s of December 31, 2004.

Includes 5,180,965 shares of common stock issuglzla exercise of stock options exercisable witlfirdéys of December 31, 2004.

Consists of 6,984,821 shares held by SOFTBANK Itnest Corporation and 627,679 shares held by SORIBE&ontents Fund, each of which is an affiliate of
SOFTBANK Finance Corporation. SOFTBANK Finance Gogtion is a wholly owned subsidiary of SOFTBANKBq which as the parent of SOFTBANK

Finance Corporation could be deemed the benefigiaker of these shares. SOFTBANK Corp. disclaimefieial ownership of these shares. SOFTBANK Finance
Corporation's address is 20F |zumi Garden Towerl1IR®ppongi, Minato-ku, Tokyo 106-6020 Japan.
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Selling Shareholder

The following table sets forth centéiformation regarding the beneficial ownershippaf common stock as of December 31, 2004 by tfiegshareholder.
Please see "Certain Relationships and Related Paatysactions” for a description of material r@laships between us and the selling shareholder.

Shares Beneficially Number of Shares Shares Beneficially
Owned Prior Being Sold in Owned after
to this Offering this Offering this Offering
Selling Shareholder # Share: % Shares # Share: # Share: % Shares
SOFTBANK Finance Corporation (. 7,612,501 19.8% 7,612,501 0 —%

(1) Consists of 6,984,821 shares held by SOFTBANK Imaest Corporation and 627,679 shares held by SORIB&ontents Fund, each of which is an affiliate of
SOFTBANK Finance Corporation. SOFTBANK Finance Gogiion is a wholly owned subsidiary of SOFTBANKB9 which as the parent of SOFTBANK
Finance Corporation could be deemed the benefigiaker of these shares. SOFTBANK Corp. disclaimefieial ownership of these shares. SOFTBANK Finance
Corporation's address is 20F Izumi Garden Towerl1IR®ppongi, Minato-ku, Tokyo 106-6020 Japan.
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Description of Capital Stock

Our authorized capital stock consi$t200 million shares of common stock, no par ggler share, and 5 million shares of preferreckstoe par value per share.
After completion of this offering, assuming no eise of over-allotment option, 38,446,614 sharesusfcommon stock and no shares of our prefer@kstill be issued
and outstanding. The following description of oapital stock and certain provisions of our arti@dé@corporation and by-laws is a summary. Thecdpton below is
qualified in its entirety by the provisions of anticles of incorporation and by-laws, which haeeb filed as exhibits to the registration statemehich includes this
prospectus.

Common Stock

The issued and outstanding sharesio€ommon stock are, and the shares of our constomk being offered by us in this offering will hggon payment for the
shares, validly issued, fully paid, and nonassdssktwlders of shares of our outstanding commoakstwe entitled to receive dividends if our boafdlicectors decides to
declare any dividends. See "Dividend Policy." Oamenon stock is neither redeemable nor convertibfmn liquidation, dissolution, or winding up of Mongstar,
holders of shares of our common stock are entileéceive, pro rata, our assets that are legatijlable for distribution, after payment of all deland other liabilities.
Each outstanding share of common stock is entitiexhe vote on all matters submitted to a votehafeholders. Our bylaws do not allow for cumulatreéing in the
election of directors.

Preferred Stock

Our articles of incorporation autlzerthe issuance of 5 million shares of preferredistno par value per share. Our board of direétoasithorized to provide for
the issuance of shares of preferred stock in omease series, and to fix for each series votingtsgif any, designation, preferences and relapeeticipating, optional or
other special rights and such qualifications, latidns, or restrictions as provided in a resolutomesolutions adopted by our board of directors.

The purpose of authorizing our board of directorissue preferred stock and determine its rightispaaferences is to eliminate delays associated avithareholder vote
on specific issuances. The issuance of prefermmk stvhile providing flexibility in connection withossible acquisitions, future financings, and ptiweporate purposes,
could have the effect of making it more difficuttr fa third party to acquire, or could discouradbial party from seeking to acquire, a majorityoof outstanding voting

stock. Upon completion of this offering, there vii# no shares of preferred stock outstanding, antdave no present plans to issue any shares efrméfstock.

Options

Options to acquire 10,951,931 shafesir common stock were outstanding as of Decer@be004, 7,772,577 of which were exercisablevatighted average
exercise price of $9.81 per share and 3,179,35vhafh were not exercisable and had a weighted geetaercise price of $12.43 per share. On thetHatmitial public
offering price is determined, we intend to grantiaps to acquire 969,184 shares of common stoek atitial exercise price equal to the initial polaffering price.
Options to acquire an additional 130,816 sharemofmon stock have been approved for grant in 288%&dditional 2,906,304 shares of common stockeserved for
issuance under our Stock Incentive Plan.
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Co-Sale Rights

We have entered into shareholdereageats with Joe Mansueto, Tim Armour, and PaulStmd purchase agreements with Patrick ReinkenagyebDavid W.
Williams in connection with their purchases of gsaof our common stock. Under these agreementsg gtereholders are entitled to participate inproposed sale by a
shareholder or shareholders of shares represemtimgjority of the outstanding shares of our capitatk. If any of these shareholders elects tagiaate in a proposed
sale, such shareholder will be required to sethencontemplated sale, at the same price and osathe terms as the majority shareholder or shatefopropose to sell,
the number of shares equal to the product of (hshareholder's pro rata interest in the aggregateer of shares owned by all of the shareholaeds(ii) the number of
shares to be sold in the contemplated sale. Pa@edkkemeyer's and David W. Williams' rights untheir respective purchase agreements automatieattyinate upon
the completion of this offering.

Anti-Takeover Effects of lllinois Law and our Artic les of Incorporation and Bylaws

lllinois law and our articles of impmration and by-laws contain several provisiora thay make it more difficult for another persoratguire control of us by
means of tender offer, open market purchases, pomtest, or otherwise. Set forth below is a desion of those provisions.

lllinois Law

Following the completion of this afifeg, we will be subject to Section 7.85 of thénldlis Business Corporation Act (IBCA). Section 7@56hibits a publicly heli
lllinois corporation from engaging in a businessmbination unless, in addition to any affirmativaevoequired by law or the articles of incorporatafrthe company, the
proposed business combination:

. receives the affirmative vote of the holders diast 80% of the combined voting power of the thatstanding shares of all classes and series afthporation
entitled to vote generally in the election of dimgs voting together as a single class (the vasimayes), and the affirmative vote of a majorityhaf voting shares
held by disinterested shareholders;

. is approved by at least two-thirds of the disirgezd directors; or

. provides for consideration offered to shareholdleas meets certain fair price standards and sesisfrtain procedural requirements.
Such fair price standards require that the fairketwalue per share of the consideration offeredchel to or greater than the higher of:

. the highest per share price paid by the interesftadeholder during the two-year period immediapeigr to the first public announcement of the pregb business
combination or in the transaction by which theies¢éed shareholder became an interested sharehatder

. the fair market value per common share on theftfissting date after the first public announcemédrihe proposed business combination or on theftfiasling date
after the date of the first public announcement tha interested shareholder has become an irgerekaireholder.

For purposes of Section 7.85, disinterested direntans any member of the board of directors otémporation who:
. is neither the interested shareholder nor an atiilor associate of the interested shareholder;
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. was a member of the board of directors prior tatitne that the interested shareholder became arested shareholder or was a director of the catjpor before
January 1, 1997, or was recommended to succeainéedested director by a majority of the disingtee directors then in office; and

. was not nominated for election as a director byitkerested shareholder or any affiliate or asse@#the interested shareholder.

For purposes of Section 7.85 and Section 11.75itbestcbelow, a business combination generally ihefua merger, asset sale, or other transactiotingsin a financial
benefit to an interested shareholder, and an stietleshareholder is generally a person who, togetitie affiliates and associates, owns (or withie prior three years, did
own) 15% of the voting shares.

We are also subject to Section 11.75 of the IBCKictv prohibits business combinations with interéstieareholders for a period of three years follgwitre date that su
shareholder became an interested shareholder sunles

. prior to such date, the board of directors apprdhedransaction that resulted in the shareholdeoiming an interested shareholder;

. upon consummation of such transaction, the intedesthareholder owned at least 85% of the votingeshautstanding at the time such transaction corneten
(excluding shares owned by directors who are afceos, and shares owned by employee stock plamgich employee participants do not have the right
determine confidentially whether shares held sulgethe plan will be tendered in a tender or exgeeoffer); or

. on or after such date, the business combinatiappsoved by the board of directors and authorizedraeeting of the shareholders by286 % of the outstanding
voting shares not owned by the interested sharehold

lllinois law requires the affirmative votes of agkt two-thirds of the shares entitled to votepjorave or authorize any:

. merger or consolidation of us with or into anotberporation;

. sale, lease, or other disposition of all or sulisaéiy all of our assets;
. our dissolution; or

. amendment of our articles of incorporation.

The two-thirds voting requirement may delay, deteprevent a change of control of us if the pra@mbshange is not favored by a shareholder or gopbspareholders
holding more than one-third of our outstanding ngtstock.
Elimination of Liability in Certain Circumstances

Our articles of incorporation elimiedhe liability of our directors to us or our sklaolders for monetary damages resulting from besiofitheir fiduciary duties
as directors. Directors remain liable for breaabfetheir duty of loyalty to us or our shareholdexs,well as for acts or omissions not in good faitthat involve intention.
misconduct or a knowing violation of law, and tracgons from which a director derives improper
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personal benefit. Our articles of incorporatioroal® not absolve directors of liability under SentB.65 of the IBCA, which makes directors perslyriable for:

. unlawful distributions to shareholders if the dierddid not act in good faith,
. loss or damage to known creditors resulting froitufa to give these creditors notice of the barrafiggnown claims against the corporation after alison, or
. debts incurred by a dissolved corporation in cagyan its business except as may be necessaryitbupithe business.

The effect of this provision is to eliminate thegmmnal liability of directors for monetary damadesactions involving a breach of their fiduciarytg of care, including
any such actions involving gross negligence. Weebelthat this provision does not eliminate theility of our directors to us or our shareholdesshonetary damages
under the Federal securities laws. The articleaaafrporation and by-laws also provide indemnificatfor the benefit of our directors and officesstiie fullest extent
permitted by lllinois law as it may be amended friome to time, including most circumstances undeici indemnification otherwise would be discretipna

Number of Directors; Removal; Vacancies

Our bylaws provide that we will have no fewer than fivelano more than 12 directors, as may be deternbimedsolution of the board of directors. Vacanae
the board of directors, or any directorship toibed by reason of an increase in the number afaors, may be filled by the board of directorsdeinlllinois law, one or
more directors may be removed, with or without eaas$ meetings of shareholders by the affirmativte vf the holders of a majority of the outstandshgres that are
entitled to vote at an election of directors.

Special Meetings of Shareholders

Our by-laws provide that special nregs of our shareholders may be called only byahairman of the board, our chief executive officen, board of directors,
or the holders of not less than a majority of ladl butstanding shares entitled to vote on the miattevhich the meeting is being called or the s or purposes stated in
the meeting notice.

Authorized But Unissued Shares

The authorized but unissued share®wimon stock and preferred stock are availabléufore issuance without shareholder approval. &taeklitional shares
may be utilized for a variety of corporate purpes$esiuding future public offerings to raise addital capital, corporate acquisitions, and empldyeeefit plans. We do
not, however, currently intend to raise additiocegbital through offerings of our common stock @fprred stock in the next 12 months. The existefi@ithorized but
unissued shares of common stock and preferred stmdll render more difficult or discourage an afteto obtain control of us by means of a proxy eshttender offer,
merger, or otherwise.

Transfer Agent and Registrar

The transfer agent and registraofarcommon stock is Computershare Investor SeryideS.

Listing

Our common stock has been approveddotation on NASDAQ under the symbol "MORN."
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Shares Eligible for Future Sale

Following this offering, we will ha\d8,446,614 shares of common stock outstandingdbas¢he number of shares outstanding as of Dece&ih@004. If the
underwriters exercise their over-allotment optioffdill, we will have 39,588,489 shares of commartktoutstanding. The 7,612,500 shares (or 8,75458@Ees if the
underwriters exercise their ovallotment option in full) sold in this offering wibe freely tradable without restriction or furthegistration under the Securities Act, exc
that any shares purchased by our affiliates, age¢ha is defined in Rule 144, may generally ordysold in compliance with the limitations of Ruké4ldescribed below.

The remaining 30,834,114 shares of common stocitanding following this offering will be "restrialesecurities" as the term is defined under Rule ¥d issued and
sold these restricted securities in private traimas in reliance on exemptions from registratiowler the Securities Act. Restricted securities tragold in the public
market only if they are registered or if they gfyafor an exemption under Rule 144 or Rule 701 urkde Securities Act, as summarized below.

We have agreed with WR Hambrecht + Co., on belaleunderwriters, that we will not, without theqr written consent of WR Hambrecht + Co, issug additional
shares of common stock or securities convertitite, imxercisable for or exchangeable for share®wincon stock for a period of 180 days after the déteis prospectus,
except that we may grant options to purchase sloir@smmon stock under our stock incentive plans,iasue shares of common stock upon the exertimetstanding
options.

Our executive officers and directors and the hal@drsubstantially all of our shares of common Istoave agreed subject to certain exceptions tlegtwhll not, without
the prior written consent of WR Hambrecht + Cogoffell, pledge, or otherwise dispose of any shaf@ur common stock or any securities convertitiie or
exercisable or exchangeable for, or any rightstpisie or purchase, any of our common stock, ofigytannounce an intention to effect any of thes@sactions, for a
period of 180 days after the date of this prospe@to up to approximately 30 days longer in certdiicumstances) without the prior written consent o

WR Hambrecht + Co, except that nothing will prevany of them from exercising outstanding options.

Taking into account the lock-up agreements, andraggy WR Hambrecht + Co does not release sharetsoiden these agreements, the following shareshgikligible
for sale in the public market at the following tisne

. on the date of this prospectus, 7,647,694 shameki@iing the 7,612,500 shares sold in this offérini) be immediately available for sale in the fiabmarket;

. 90 days after the date of this prospectus, apprately 13,243 shares will be eligible for sale parsito Rule 144 and Rule 701, none of which wilshéject to
volume, manner of sale, and other limitations uriRigle 144;

. 180 days after the date of this prospectus, apprabaly 30,782,953 shares will be eligible for s&8l@,707,596 of which will be subject to volume, manof sale,
and other limitations under Rule 144; and

. the remaining 2,724 shares will be eligible foresahder Rule 144 from time to time upon the exjreof various one-year holding periods applicabléhose
shares.
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Shares issuable upon exercise of options we gramtedto the date of this prospectus will alscalvailable for sale in the public market pursuariRtde 701 under the
Securities Act, subject to certain Rule 144 liniias, and, in the case of some holders, to the-lpcgreements. Rule 701 permits resales of tHesesbeginning
90 days after the date of this prospectus by perether than affiliates.

In general, under Rule 144, a shareholder who aestsicted shares that have been outstanding feasat one year is entitled to sell, within anyetiimonth period, a
number of these restricted shares that does neeexte greater of:

1% of the then outstanding shares of common stacpproximately 384,466 shares immediately after ¢ffering; or

. the average weekly trading volume in the commonkstm NASDAQ during the four calendar weeks precgdhe sale.

Our affiliates must comply with the restrictiongdaequirements of Rule 144, other than the one-lyelating period requirement, to sell any sharesomfimon stock they
may own or acquire which are not restricted seiesrit

Under Rule 144(k), a shareholder who is not culyeahd who has not been for at least three mdnefizre the sale, an affiliate of ours and who ovessricted shares th
have been outstanding for at least two years mesliréhese restricted shares without complianch thié above requirements. The one- and two-yedairigperiods
described above do not begin to run until thegulichase price is paid by the person acquiringdbgicted shares from us or an affiliate of ours.

Through December 31, 2004, we have granted opt@parchase 10,951,931 shares of common stocketifsga persons pursuant to our stock incentivegl&Ve intend
to file, after the effective date of this offerirgregistration statement on Form S-8 to registestle of approximately 14,958,235 shares of comstmck upon exercises
of options granted under our stock incentive pldine registration statement on Form S-8 will becaiffiective automatically upon filing. Shares isswedler our stock
incentive plans, after the filing of a registratistatement on Form S-8, may be sold in the opekehaubject, in the case of some holders, to tile R44 limitations
applicable to affiliates and subject to lock-upesgnents similar to those described above whichave bntered into with certain of our option holders
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Underwriting

In accordance with the terms of thdarwriting agreement among WR Hambrecht + Cogpeesentative of the underwriters, the sellingethalder, and us, ea
underwriter named below has severally agreed tohfase from the selling shareholder that numbehafes of common stock set forth opposite the undeme name
below at the public offering price less the undéimg discounts and commissions described on thercpage of this prospectus.

Number of
Underwriter Shares
WR Hambrecht + Co, LL(
HARRIS direct, LLC
Total 7,612,501

The underwriting agreement provides that the obibga of the underwriters are subject to conditjensluding the absence of any material adversegan our busines
and the receipt of certificates, opinions, ancelstfrom the selling shareholder, us, and our &s@ecounsel. Subject to those conditions, theeanwdters are committed
to purchase all of the shares of our common stéfekenl by this prospectus if any of the sharesparehased.

The underwriters propose to offer the shares ofcourmon stock directly to the public at the offgrjrice set forth on the cover page of this prospea@s this price is
determined by the OpenlIPO process described belogvio certain dealers at this price less a coiaresst in excess of $ per sharee Whderwriters may allo
and dealers may reallow, a concession not to exéeed per share on sales to other deafeny dealers that participate in the distribotad our common stock may
be deemed to be underwriters within the meaning@fSecurities Act, and any discount, commissioroncession received by them and any providedéale of the
shares by them may be deemed to be underwritingualigs and commissions under the Securities AderAbmpletion of the initial public offering ofélshares, to the
extent the underwriters are left with shares thatessful bidders have failed to pay for, the uwdégrs may sell those shares at a different paioet with different selling
terms.

The following table shows the per share and tatalenwriting discount to be paid to the underwriteyshe selling shareholder and us in connectidh this offering. The
underwriting discount has been determined throwegotiations among the selling shareholder, ustlmdnderwriters, and has been calculated as amtege of the
offering price. These amounts are shown assumittyrimexercise and full exercise of the over-allettroption.

Per Share No Exercise Full Exercise
Public Offering Price $ $ $
Underwriting Discoun $ $ $
Proceeds, before expenses, to the selling shawest $ $ $
Proceeds, before expenses, t $ $ $

The expenses of this offering payable by us aimeagtd to be approximately $2.5 million, which i€, among other things, our legal fees, accourfiéies, printing
expenses, expenses incurred in connection withingset

105




with potential investors, filing fees of the Seties and Exchange Commission and the NASD, feesiofransfer agent and registrar, and the listaes fof the Nasdaq
National Market. The selling shareholder's legakfare not payable by t

An electronic prospectus is available on the Wesshaintained by the underwriters in this offeriagd may also be made available on Web sites aiaét by selected
dealers and selling group members participatirt@ismoffering.

The OpenlPO Auction Process

The distribution method being usethis offering is known as the OpenlPO auction,chhdiffers from methods traditionally used in undetten public
offerings. In particular, as described under thatioas "Determination of Public Offering Price" atfdlocation of Shares," the public offering priead the allocation of
shares are determined by an auction conductedebyrttierwriters and other factors as described beMdiwqualified individual and institutional invests may place bids
an OpenlPO auction, and investors submitting Vailitd have an equal opportunity to receive an afiosaf shares.

The following describes how the underwriters antheselected dealers conduct the auction processaafidm bids from prospective investors:
Prior to Effectiveness of the Registration Statemen

Before the registration statemerdtieg to this offering becomes effective, but aéigreliminary prospectus is available, the auctilhopen and the
underwriters and participating dealers will sollidls from prospective investors through the Inteand by telephone and facsimile. The bids spdsgynumber of shares
of our common stock the potential investor propdsgsurchase and the price the potential investariliing to pay for the shares. These bids magptbave or below the
range set forth on the cover page of the prospethes minimum size of any bid is 100 shares.

The shares offered by this prospectus may not lokg Isor may offers to buy be accepted, prior totthe that the registration statement filed wite 8EC is declared
effective. A bid received by the underwriters atesler involves no obligation or commitment of &myd prior to the closing of the auction. Bids dammodified or
revoked at any time prior to the closing of theteurc

Approximately two business days prior to the regitiin statement being declared effective, prospeatvestors receive, by e-mail, telephone, osifade, a notice
indicating the proposed effective date. Potentiséstors may at any time expressly request thavradiny specific, communications between themthadinderwriters ar
participating dealers be made by specific mea®ofmunication, including e-mail, telephone, andiimile. The underwriters and participating dealeilscontact the
potential investors in the manner they request.

Effectiveness of the Registration Statement

After the registration statement tialg to this offering has been declared effectpaential investors who have submitted bids touhéerwriters or a dealer are
contacted by e-mail, telephone, or facsimile. Piaémvestors are advised that the registratiateshent has been declared effective and that tt@aunay close in
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as little as one hour following effectiveness. Bidl continue to be accepted in the time perioeiafhe registration statement is declared effedbut before the auction
closes. Bidders may also withdraw their bids intthee period following effectiveness but before these of the auction.

Reconfirmation of Bids

The underwriters will require thatiders reconfirm the bids that they have submittettié offering if any of the following events shaticur:

. more than 15 business days have elapsed sincédther submitted its bid in the offering;
. there is a material change in the prospectus éuplires recirculation of the prospectus by us aedihderwriters; or
. the initial public offering price is more than 2G#ove the high end of the price range or belowdheend of the price range. In this event, the uwdiéers will

circulate a revised prospectus with their requasstéconfirmation.

If a reconfirmation of bids is required, the undeters or participating dealer will send an elentconotice (or communicate in an alternative maragerequested by a
bidder) to everyone who has submitted a bid netgthem that they must reconfirm their bids by actihg the underwriters or participating dealerwihich they have
their brokerage accounts. Bidders will have a mimimof four hours to reconfirm their bids. Bidder#l Wwave the ability to cancel, modify, or recomfirtheir bids at any
time until the auction closes. If bidders do natorgfirm their bids before the auction is closed ightwill be no sooner than four hours after theues for reconfirmation
is sent), we and the underwriters will disregamrthids in the auction, and they will be deemetdwe been withdrawn. If appropriate, the undeessimay include the
request for reconfirmation in a notice of effectiess of the registration statement.

Changes in the Price Range Prior to Effectivendsh@Registration Statement

If, prior to the date on which theGHeclares our registration statement effectiveretlis a change in the price range or the numbshares to be sold in this
offering, in each case in a manner that is notretise material to this offering, we will issue a&ps release announcing the revised price rangenober of shares to be
sold in this offering, as the case may be. In aalditwe and the underwriters or participating deal#:

. provide notice on our respective Web sites of #hesed price range or number of shares to be adhis offering, as the case may be; and
. send an electronic notice (or communicate in arréitive manner as requested by a bidder) to emeryto has submitted a bid notifying them of thesed price
range or number of shares to be sold in this offgras the case may be.

In these situations, the underwriters could aceeghvestor's bid after the SEC declares the magish statement effective without requiring a t&deb reconfirm.
However, the underwriters may decide at any timetire potential investors to reconfirm theiridnd if they fail to do so, unconfirmed bids Vil invalid.
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Closing of the Auction and Pricing

The auction will close and a publftedng price will be determined after the regitiva statement is declared effective at a time edjte by the selling
shareholder, us, and WR Hambrecht + Co, which wieipate will be after the close of trading on thasdag National Market on the same day on whichegstration
statement is declared effective. The auction magecin as little as one hour following effectiveme$the registration statement. However, the datktime at which the
auction will close and a public offering price wiké determined cannot currently be predicted aticbeidetermined by the selling shareholder, us and
WR Hambrecht + Co based on general market conditioming the period after the registration stateriedeclared effective. If we are unable to cldseauction,
determine a public offering price, and file a fipabspectus with the SEC within 15 days after #ggstration statement is initially declared effeetiwe will be required to
file with the SEC and have declared effective a+edfective amendment to the registration staterbefitre the auction may be closed and before aig/ by be
accepted.

Once a potential investor submits a bid, the bmaias valid unless subsequently withdrawn by them@l investor. Potential investors are able tindvaw their bids at
any time before the close of the auction by natifyihe underwriters or the participating dealeotigh which they have submitted their bid.

Following the closing of the auction, the underenstdetermine the highest price at which all ofshares offered, including shares that may be psedh by the
underwriters to cover any over-allotments, maydid ® potential investors. This price, which idled the "clearing price," is determined basedtanresults of all valid
bids at the time the auction is closed. The clegpirice is not necessarily the public offering prievhich is set as described in "Determinationudjlle Offering Price"
below. The public offering price determines theedition of shares to potential investors, withvalid bids submitted at or above the public offgrprice receiving a pro
rata portion of the shares bid for.

You will have the ability to withdraw your bid abyatime until the closing of the auction. The undeters or a participating dealer will accept swgsfal bids by sending
notice of acceptance after the auction closes gnubkc offering price has been determined, andédig who submitted successful bids will be obligatepurchase the
shares allocated to them regardless of (1) whether bidders are aware that the registration seiehas been declared effective and that the aubts closed or

(2) whether they are aware that the notice of aeree of that bid has been sent. The underwritdrsi@t cancel or reject a valid bid after the et of acceptance have
been sent.

Once the auction closes and a clearing price iasdescribed below, the underwriters or a pastgig dealer accept the bids from those bidderssevtnids are at or abc
the public offering price but may allocate to agpective investor fewer shares than the numbeudiecl in the investor's bid, as described in "Altasaof Shares" below.

Determination of Public Offering Price

The public offering price for thisferfing is ultimately determined by negotiation beém the underwriters, the selling shareholder,usnafter the auction closes
and does not necessarily bear any direct relatipishour assets, current earnings, or book vaiue any other established criteria of value, altfiothese factors are
considered in establishing the initial public ofifey price. Prior to the offering, there has been no
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public market for our common stock. The princigdtbr in establishing the public offering pricehe clearing price resulting from the auction, althh other factors are
considered as described below. The clearing psicseéd by the underwriters, the selling sharehpltet us as the principal benchmark, among othesiderations
described below, in determining the public offerprice for the stock that will be sold in this affey.

The clearing price is the highest price at whidtoathe shares offered, including the shares ey be purchased by the underwriters to cover apy-allotments, may k
sold to potential investors, based on the valid laidthe time the auction is closed. The shargesufo the underwriters' over-allotment option ased to calculate the
clearing price whether or not the option is actuakercised.

Depending on the outcome of negotiations amongtitkerwriters, the selling shareholder, and uspth#ic offering price may be lower, but will not begher, than the
clearing price. The bids received in the auctiod gme resulting clearing price are the principatdas used to determine the public offering pritéhe stock that will be
sold in this offering. The public offering price gnbhe lower than the clearing price depending onralver of additional factors, including general neartkends or
conditions, the underwriters' assessment of ouragement, operating results, capital structure barsihess potential, and the demand and price ofesigecurities of
comparable companies. The underwriters, the sedliegeholder and we may also agree to a publiciogf@rice that is lower than the clearing pricemer to facilitate a
wider distribution of the stock to be sold in tHéedng. For example, the underwriters, the sellshgreholder, and we may elect to lower the puifiering price to
include certain institutional or retail bidderstims offering. The underwriters, the selling shaleler, and we may also lower the public offering@tto create a more
stable post-offering trading price for our shares.

The public offering price always determines theedkion of shares to potential investors. Therefibtbe public offering price is below the cleagiprice, all valid bids
that are at or above the public offering price nez@ pro rata portion of the shares bid for. ffisient bids are not received, or if we do not siter the clearing price to
adequate, or if the underwriters, the selling shalder, and we are not able to reach agreemerteopublic offering price, then the underwriters arewill either
postpone or cancel this offering. Alternatively, may file with the SEC a post-effective amendmerthe registration statement in order to conduw\a auction.

The following simplified example illustrates howetpublic offering price is determined through tetéon process:

Company X offers to sell 1,500 shares in its pubffering through the auction process. The undeensj on behalf of Company X, receive five bidptochase, all of
which are kept confidential until the auction clese

The first bid is to pay $10.00 per share for 1,6B88res. The second bid is to pay $9.00 per shaf®fbshares. The third bid is to pay $8.00 peresfa 900 shares. The
fourth bid is to pay $7.00 per share for 400 sharhes fifth bid is to pay $6.00 per share for 86ares.

Assuming that none of these bids are withdrawn adified before the auction closes, and assumingnthadditional bids are received, the clearinggrised to
determine the public offering price would be $8p@0 share, which is the highest price at whicli #00 shares offered may be sold to potential tovesvho have

109




submitted valid bids. However, the shares may ket aioa price below $8.00 per share based on regois between Company X and the underwriters.

If the public offering price is the same as the0$8er share clearing price, the underwriters wagltept bids at or above $8.00 per share. Beca086 ghares were bid
for at or above the clearing price, each of theeahpotential investors who bid $8.00 per sharearerwould receive approximately 75% (1,500 divithgd2,000) of the
shares for which bids were made. The two potemmiadstors whose bids were below $8.00 per sharddwmat receive any shares in this example.

If the public offering price is $7.00 per shares timderwriters would accept bids that were maae above $7.00 per share. No bids made at a pfies®than $7.00 per
share would be accepted. The four potential investith the highest bids would receive a pro ratipn of the 1,500 shares offered, based on #h@®shares they
requested, or 62.5% (1,500 divided by 2,400) ofstin@res for which bids were made. The potentiastor with the lowest bid would not receive anyrelan this
example.

As described in "Allocation of Shares" below, besmbids that are reduced on a pro rata basis meyubeed down to round lots, a potential investayroe allocated le
than the pro-rata percentage of the shares bid fars, if the pro-rata percentage was 75%, thenpiaténvestor who bids for 200 shares may receiyzo rata allocation
of 100 shares (50% of the shares bid for), ratien receiving a pro rata allocation of 150 sharé&q of the shares bid for).

The following table illustrates the example desedilabove, after rounding down any bids to the retaoeind lot in accordance with the allocation sudescribed below,
and assuming that the initial public offering priseset at $8.00 per share. The table also asstimaethese bids are the final bids, and that teégct any modifications
that have been made to reflect any prior chang#setoffering range and to avoid the issuanceatftional shares.

Bid Information Auction Results

Clearing

Approx. and Initial

Cumulative Allocated Public
Initial Public Offering Shares Shares Shares Requestet Offering Amount
of Company X Requestel Requestel Bid Price Allocated Shares Price Raisec
1,00¢ 1,00C $ 10.0¢ 70C 5% $ 8.0C $ 5,60(
10C 1,10C $ 9.0C 10C 5% $ 8.0C $ 80C
Clearing Price 90C 2,00C $ 8.0C 70C 5% $ 8.0C $ 5,60(
40C 2,400 $ 7.0C 0 0% — —
80C 3,20C $ 6.0C 0 0% — —
Total 1,50( $ 12,00(
I I

Allocation of Shares

Bidders receiving a pro rata portidrthe shares they bid for generally receive apcaliion of shares on a round-lot basis, roundeduitiples of 100 or
1,000 shares, depending on the size of the biditloare rounded to a round lot higher than thgirmai bid size. Because bids may be rounded dowaunod lots in
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multiples of 100 or 1,000 shares, some bidders maegive allocations of shares that reflect a grgagecentage decrease in their original bid tharatrerage pro rata
decrease. Thus, for example, if a bidder has aoefira bid for 200 shares, and there is an averagata decrease of all bids of 30%, the bidder reagive an allocation
of 100 shares (a 50% decrease from 200 shardsgr taan receiving an allocation of 140 share9)¢4 8ecrease from 200 shares). In addition, sondebsdnay receive
allocations of shares that reflect a lesser peagentiecrease in their original bid than the avepageata decrease. For example, if a bidder hlassted a bid for

100 shares, and there is an average pro rata deavéall bids of 30%, the bidder may receive docation of all 100 shares to avoid having theronded down to zero.

Generally the allocation of shares in the offemvity be determined in the following manner, coniimy the first example above:

Any bid with a price below the public offering peics allocated no shares.

The prorata percentage is determined by dividing the nurobshares offered (including the overallotmentiap) by the total number of shares bid at or abttre
public offering price. In our example, if there &©00 shares bid for at or above the public affgprice, and 1,500 shares offered in the offertihgn the pro-rata
percentage is 75%.

All of the successful bids are then multiplied bg pro-rata percentage to determine the allocabefre rounding. For example, the three winnirds for
1,000 shares (Bid 1), 100 shares (Bid 2), and 8@@es (Bid 3) would initially be allocated 750 #®r75 shares, and 675 shares, respectively, basheé pro rata
percentage.

The bids are then rounded down to the nearestli®@ sound lot, so the bids would be rounded tq @0&nd 600 shares, respectively. This creatésbacs 200
unallocated shares.

The 200 stub shares are then allocated to the Gmi#tinuing the example above, because Bid 2 forstares was rounded down to 0 shares, 100 ofuheskares
would be allocated to Bid 2. If there were not &ight stub shares to allocate at least 100 sharBg&l 2, Bid 2 would not receive any shares indffering. After
allocation of these shares, 100 unallocated statestwould remain.

Because Bid 3 for 900 shares was reduced, as i oésounding, by more total shares then Bid 1%00 shares, Bid 3 would then be allocated theaneing 100
stub shares up to the nearest 100 round lot (fl@@nsbiares to 700 shares).

If there are not sufficient remaining stub shacesrtable a bid to be rounded up to a round loD6fghares, the remaining unallocated stub shareke allocated to
smaller orders that are below their bid amount® fBible below illustrates the allocations in tharaple above.

Pro-Rata
Allocation Allocation
Initial Public Offering (75% of Initial of Stub Final
of Company X Initial Bid Initial Bid) Rounding Shares Allocation
Bid 1 1,00( 75C 70C 0 70C
Bid 2 10C 75 0 10C 10C
Bid 3 90C 67¢ 60C 10C 70C
Total 2,00( 1,50( 1,30(¢ 20C 1,50(
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Requirements for Valid Bids

Valid bids are those that meet tlggirements, including eligibility, account statuslasize, established by the underwriters or padiong dealers. HARRIS
directdoes not require a potential investor to deposgitfands with it to open an account. It limits peipiation in the bidding process for all new issgaity offerings to
account holders who have equity of at least $50i0@he or among a combination of accounts witther than the minimum account balance requiregdaticipation
in new issue equity offerings, WR Hambrecht + Cd BARRISdirectwill not have different requirements for valid bigsthe offering. In order to open a brokerage
account with WR Hambrecht + Co, a potential investast deposit $2,000 in its account. This brokeragcount will be a general account subject to
WR Hambrecht + Co's customary rules, and will reotitmited to this offering. Other than the $2,0@&cribed above, prospective investors are notmedjtd deposit any
money into their accounts until after the registrastatement is declared effective. No funds baltransferred to WR Hambrecht + Co, and any ansaargxcess of
$2,000 may be withdrawn at any time until the aurctloses and the bid is accepted. The auctionaioag in as little as one hour after the regisiratitatement is
declared effective. Of course, any potential bidtlat decides not to participate in the auction wlage its account at WR Hambrecht + Co and withdts funds at any
time. The underwriters reserve the right, in tiseile discretion, to reject or reduce any bids thetunderwriters deem manipulative or disruptiveatrcreditworthy in
order to facilitate the orderly completion of thiéeoing. For example, in previous transactionsdtrer issuers in which the auction process was, Wbeduinderwriters ha
rejected or reduced bids when the underwritertheir sole discretion, deemed the bids not creditwoor had reason to question the bidder's imemieans to fund its
bid. In the absence of other information, an undiéewor participating dealer may assess a biddegditworthiness based solely on the bidder'ohiswith the
underwriter or participating dealer. The underwstlave also rejected or reduced bids that themddgin their sole discretion, to be potentiallynipalative or disruptiv:
or because the bidder had a history of allegedréiesulaw violations. Suitability and eligibilitgtandards of participating dealers may also vasyaAesult of these
varying requirements, a bidder may have its bidatejd by the underwriters or a participating deateite another bidder's identical bid is accepted.

The Closing of the Auction and Allocation of Shares

The auction will close on a date ahd time estimated and publicly disclosed in adeaby the underwriters on the Web sites of WR Haciir+ Co at
www.wrhambrecht.com and www.openipo.com. The aaati@y close in as little as one hour following effeeness of the registration statement. The 75I®Pshares
offered by this prospectus, or 8,754,375 shardeifinderwriters' over-allotment option is exerdigefull, will be purchased from the selling shizmtder and us by the
underwriters and sold through the underwriters garticipating dealers to investors who have suleiittalid bids at or higher than the public offerprice.

The underwriters or a participating dealer willifyosuccessful bidders by sending a notice of atzugge by e-mail, telephone, facsimile, or mail ¢ading to any
preference indicated by a bidder) informing bidd&et the auction has closed and that their bigde haen accepted. The notice will indicate thegpaicd number of
shares that have been allocated to the succesdfldrbOther bidders are notified that their bidséinot been accepted.

Each participating dealer has agreed with the wndkers to sell the shares it purchases from treeaariters in accordance with the auction procestdbed above,
unless the underwriters otherwise consent. The
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underwriters do not intend to consent to the shing shares in this offering outside of the autfioocess. The underwriters reserve the righteir gole discretion to
reject or reduce any bids that they deem manimglatr disruptive in order to facilitate the ordeclympletion of this offering, and they reservetiigét, in exceptional
circumstances, to alter this method of allocatisthey deem necessary to ensure a fair and ordistlybution of the shares of our common stock. &ample, large
orders may be reduced to ensure a public distdbuind bids may be rejected or reduced by therumiders or participating dealers based on eligipibr
creditworthiness criteria. Once the underwritergehaccepted a bid and closed the auction, theatitotof shares sold in this offering will be mazording to the
process described in "Allocation of Shares" abawe, no shares sold in this offering will be all@chon a preferential basis or outside of the aflonaules to any
institutional or retail bidders. In addition, thederwriters or the participating dealers may regeaeduce a bid by a prospective investor whodmagged in practices that
could have a manipulative, disruptive, or othervéideerse effect on the offering.

Some dealers participating in the selling group stymit firm bids that reflect indications of ingst from their customers that they have receivemtiegs within the
initial public offering price range. In these casbe dealer submitting the bid is treated as ttiddy for the purposes of determining the cleagrige and allocation of
shares.

Price and volume volatility in the market for oanemon stock may result from the somewhat uniqueraaif the proposed plan of distribution. Price aallime volatility
in the market for our common stock after the comiheof this offering may adversely affect the netririce of our common stock.

We have granted the underwriters an option, exatésno later than 30 days after the date of ttasgectus, to purchase up to an aggregate of 813 additional shares
of our common stock from us at the offering priess the underwriting discounts and commissionfos#t on the cover page of this prospectus. Tcetttent that the
underwriters exercise this option, they will haviira commitment to purchase the additional shames, we will be obligated to sell the additionadusds to them. The
underwriters may exercise the option only to camagr-allotments made in connection with the salshafres offered.

We have agreed not to offer, sell, contract tg pé#idge, grant any option to purchase, make aost shle, or otherwise dispose of any shares ofiwomstock, or any
options or warrants to purchase common stock atizar the shares of common stock or options to aegoimmon stock issued under our stock incentiaaglfor a
period of 180 days after the date of this prospeayncept with the prior written consent of WR Haedht + Co. Each of our directors and executivieefs and addition:
holders of a substantial majority of our outstagdiapital stock have agreed to restrictions orr dgility to sell, offer, contract, or grant anytigm to sell, pledge, transft
or otherwise dispose of shares of our common diarcé period of 180 days after the date of thisspeztus, without the prior written consent of WRhiiaecht + Co. The
persons signing the lock-up agreements will be aibteansfer their shares of common stock as a bideayift to immediate family members or to a tras partnership or
other business entity, or as a distribution withaarhpensation to partners, members, or sharehadflerbusiness entity, subject to the transfergeseing to enter into a
lock-up agreement. In considering any requestlease shares subject to a lock-up agreement, WRbkaimt + Co will consider the possible impact @ thlease of the
shares on the trading price of the stock sold énatfiering.
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The 180¢day restricted period described in the precedimggraph will be automatically extended if: (1) cgrithe last 17 days of the period we issue an egsmelease ¢
announce material news or a material event; opii@) to the expiration of the period, we annoutie we will release earnings results during thelag period beginnin
on the last day of the period, in which case thevemnt restrictions described in the preceding gragsh will continue to apply until the expiratiohtbhe 18-day period
beginning on the issuance of the earnings releaee@nnouncement of the material news or mateviaht.

In connection with the offering, the underwriterayrpurchase and sell shares of common stock inghe market. These transactions may include shtas,sstabilizing
transactions, and purchases to cover positionsettdry short sales. Any short sales made by thenwrders would be made at the public offering eri€hort sales
involve the sale by the underwriters of a greatenber of shares than they are required to purdhabe offering. "Covered" short sales are saledaria an amount not
greater than the underwriters' option to purchasktianal shares from us in the offering. The umdéers may close out any covered short positioritlyer exercising
their option to purchase additional shares or msitty shares in the open market. As described abiww@umber of shares that may be sold pursuahetanderwriters'
overallotment option is included in the calculatmfrthe clearing price. In determining the sourEshares to close out the covered short positlepunderwriters will
consider, among other things, the price of sharaable for purchase in the open market as congp@réhe price at which they may purchase sharesigi the over-
allotment option. "Naked" short sales are any salexcess of such option. To the extent that tigetwriters engage in any naked short sales, thednshort position
would not be included in the calculation of theatieg price. The underwriters must close out arledashort position by purchasing shares in the oparket. A naked
short position is more likely to be created if thlerwriters are concerned that there may be dowhpr@ssure on the price of the common stock iroflen market after
pricing that could adversely affect investors whioghase in the offering. Stabilizing transactioossist of various bids for or purchases of comntonksmade by the
underwriters in the open market prior to the coripfeof the offering.

These activities by the underwriters may stabilimajntain, or otherwise affect the market pricéhef common stock. As a result, the price of theroom stock may be
higher than the price that otherwise might exighimopen market. If these activities are commentbedunderwriters may discontinue them at any tifiiese transactiol
may be effected on the Nasdaq National Markethénaver-the-counter market, or otherwise.

The underwriters currently intend to act as markakers for the common stock following this offeriftpwever, the underwriters are not obligated tesdand may
discontinue any market making at any time.

The selling shareholder may be deemed to be aretumier” within the meaning of the Securities Alfthe selling shareholder is deemed to be an &andter," it will
be subject to the prospectus delivery requiremefiiise Securities Act.

Indemnity

We and the selling shareholder, @ahe hand, and the underwriters, on the other,lrene agreed to indemnify each other againstioerial liabilities,
including liabilities under the Securities Act.
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Legal Matters

Winston & Strawn LLP, Chicago, lllisowill pass upon the validity of the shares of coom stock offered hereby for us. Sidley Austin Bnof&Wood LLP,
Chicago, lllinois will pass upon the validity ofettshares of common stock offered hereby for thewndters.

Experts

The consolidated financial statemeft§lorningstar, Inc. and subsidiaries as of Decen8i, 2003 and 2004, and for each of the threesyradhe period ended
December 31, 2004, included in this prospectustlaadelated financial statement schedule includeglhere in the registration statement have beditegliby Deloitte &
Touche LLP, an independent registered public addogifirm, as stated in their reports appearingehreand elsewhere in the registration statementhane been so
included in reliance upon the reports of such fjiwen upon their authority as experts in accoundéing auditing.

The consolidated financial statements of mPower,dom and subsidiaries as of December 31, 20012808 and for each of the two years in the periudid
December 31, 2002, included in this prospectusta@delated financial statement schedule includseldhere in the registration statement have beditegliby Deloitte &
Touche LLP, independent auditors, as stated im thports appearing herein and elsewhere in tigistration statement (which reports express an alifeed opinion and
include explanatory paragraphs relating to the amgls change in its method of accounting for gotidwid intangible assets and restatement of itnfiial statements
discussed in Note 13), and have been so includegliance upon the reports of such firm given ugha@ir authority as experts in accounting and angliti

Where You Can Find More Information

We have filed with the SEC a registrastatement on Form S-1 (including exhibits,esliles, and amendments) under the Securities Alctrespect to the
shares of common stock to be sold in this offerifgs prospectus does not contain all the inforamasiet forth in the registration statement. Fothierrinformation about
us and the shares of common stock to be soldsroffering, you should refer to the registratioatsiment. Statements contained in this prospeckating to the contents
of any contract, agreement, or other document ar@ecessarily complete. Whenever this prospeetiess to any contract, agreement, or other docurgentshould refe
to the exhibits that are a part of the registrastaiement for a copy of the contract, agreememtpoument.

You may read and copy all or any portion of thestgtion statement or any other information we &t the SEC's public reference room at 450 Fiftee$, N.W.,
Washington, D.C. 20549. You can request copiehedd documents, upon payment of a duplicatingofeeyriting to the SEC. Please call the SEC at 1-8&T-0330 for
further information about the operation of the pubéference rooms. Our SEC filings, including tkgistration statement, are also available to yothe SEC's Web site
(http://www.sec.gov).

As a result of this offering, we will become sultjezthe information and reporting requirementshaf Exchange Act and, in accordance with thoseirements, will file
periodic reports, proxy statements, and other médion with the SEC.
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Report of Independent Registered Public Accountindrirm

Morningstar, Inc.
Chicago, lllinois

We have audited the accompanying consolidated talsineets of Morningstar, Inc. and subsidiaries {@ompany") as of December 31, 2003 and 2004{tendelated
consolidated statements of operations, sharehokefgugty and comprehensive income (loss), and fiasls for each of the three years in the periodeehBecember 31,
2004. These financial statements are the respditysitfithe Company's management. Our respongjtigito express an opinion on these financial statés based on our
audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamBiqUnited States). Those standards require tbagilan and
perform the audit to obtain reasonable assuranoetathether the financial statements are free dére misstatement. The Company is not requireltbtee, nor were w
engaged to perform, an audit of its internal cdrdxer financial reporting. Our audit included cmesation of internal control over financial repog as a basis for
designing audit procedures that are appropriatiearcircumstances but not for the purpose of esprgsan opinion on the effectiveness of the Comisaingernal control
over financial reporting. Accordingly, we expresssuch opinion. An audit also includes examiningadest basis, evidence supporting the amountsliaotbsures in the
financial statements, assessing the accountingiplés used and significant estimates made by nemagt, as well as evaluating the overall finansatement
presentation. We believe that our audits provideasonable basis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, timarficial position of the Company as of December2BD3 and 2004, and
the results of their operations and their cash $léov each of the three years in the period endsceBber 31, 2004, in conformity with accountingipiples generally
accepted in the United States of America.

DELOITTE & TOUCHE LLP
Chicago, lllinois
March 14, 2005
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Morningstar, Inc. and Subsidiaries
Consolidated Balance Sheets

As of December 3!

(in thousands except share amount: 200¢: 200¢
Assets
Current asset
Cash and cash equivalel $ 53,50¢ $ 59,49!
Investments 22,64¢ 35,97(
Accounts receivable, less allowance of $654 and $@spectively 22,17:¢ 33,66¢
Deferred tax asset, n 3,30« 2,37:
Other 3,11¢€ 4,25(
Total current asse 104,75 135,75¢
Property, equipment, and capitalized software 17,60( 17,52:
Investments in unconsolidated entit 13,91¢ 14,70
Goodwill 14,07¢ 14,40¢
Intangible assets, n 1,86( 1,57
Deferred tax asset, n 27,06 27,10¢
Other asset 997 2,29¢
Total asset $ 180,26! $ 213,36:
Liabilities and shareholders' equity
Current liabilities
Accounts payable and accrued liabilit $ 19.36( % 12,08¢
Accrued compensatic 12,41 20,20¢
Income tax payabl — 3,76:
Deferred revenu 55,55¢ 63,36
Accrued stoc-based compensatic 12,53( 15,87:
Long-term dek—current portior 6,571 18
Other 3,52 3,54¢
Total current liabilities 109,95¢ 118,85:
Long-term dekt—net of current portio 12 —
Accrued compensatic 1,59 3,561
Accrued stoc-based compensatic 19,39¢ 23,94:
Other lon¢-term liabilities 4,48: 2,61¢
Total liabilities 135,44 148,98(
Shareholders' equi
Common stock, no par value, 200,000,000 sharesardi, of which 38,395,480 and 38,446,614 shaerew
outstanding as of December 31, 2003 and 2004, ceply 4 4
Treasury stock at cost, 233,334 shares as of Dezredih 2003 and 20( (3,280) (3,280)
Additional paic-in capital 139,16: 148,14
Accumulated defici (90,53¢) (81,725
Accumulated other comprehensive income (Ic
Currency translation adjustme (53¢ 1,34(
Unrealized gains (losses) on available for salerstes 3 (102)
Total accumulated other comprehensive income ( (530 1,23¢
Total shareholders' equi 44,82: 64,38
Total liabilities and shareholders' equ $ 180,26¢ $ 213,36:

See notes to consolidated financial statements.




Morningstar, Inc. and Subsidiaries
Consolidated Statements of Operations

Year Ended December 3:

(in thousands except per share amountt 200z 200¢ 200¢
Revenue $ 109,61¢ $ 139,49¢ $ 179,65¢
Operating expense (1
Cost of goods sol 39,03t 43,521 54,70¢
Developmen 11,88: 14,66 16,167
Sales and marketir 24,99: 30,79¢ 36,03
General and administratiy 36,50 54,14¢ 46,78¢
Depreciation and amortizatic 5,547 7,12¢ 8,22¢
Total operating expen: 117,95¢ 150,25( 161,92:
Operating income (los: (8,340 (10,759 17,73¢
Nor-operating income (expenst
Gain on sale of investment in unconsolidated e 3,39¢ 51C 19
Interest income, ne 1,04z 27¢ 1,211
Other income, ne 23 321 57¢
Non-operating income, ni 4,467 1,11C 1,80t
Income (loss) before income taxes, equity in nebine of unconsolidated entities, minority interest
in net loss of consolidated entities, and extrawwi gain (3,877 (9,649 19,54(
Income tax expense (benet (311 2,95( 11,57«
Equity in net income of unconsolidated entit 75C 697 84:
Minority interest in net loss of consolidated egs 17¢ — —
Income (loss) before extraordinary g (2,63¢) (11,89)) 8,80¢
Extraordinary gai—acquisition 3,08¢ — —
Net income (loss $ 44€ $ (11,899 $ 8,80¢

Basic income (loss) per sha

Income (loss) before extraordinary g $ (0.079) $ 03) % 0.22
Extraordinary gai—acquisition 0.0¢ — —
Basic income (loss) per she $ 0.01 $ 03) % 0.22

Diluted income (loss) per sha

Income (loss) before extraordinary g $ 017 % 03) 3% 0.21
Extraordinary gai—acquisition 0.0¢ — —
Diluted income (loss) per she $ (0.09 $ 03) % 0.21

Weighted average common shares outstan:
Basic 38,34¢ 38,38: 38,41¢
Diluted 40,36: 38,38: 41,85¢

Year Ended December 3:

(1) Includes stockbased compensation expense (income) 2002 2002 2004
Cost of goods sol $ B9 $ 3,091 $ 2,147
Developmen (59) 2,09( 1,02C
Sales and marketir (64) 2,107 1,18¢
General and administrati 7,50¢ 21,74: 12,37¢

Total stocl-based compensation expel $ 729: $ 29,02¢ $ 16,72

See notes to consolidated financial statements.
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Morningstar, Inc. and Subsidiaries
Consolidated Statements of Shareholders' Equity an@omprehensive Income (Loss)
for the Years Ended December 31, 2002, 2003, andd20

Common Stock

Accumulated

Additional Other Total
Shares Par Treasury Paid-in Accumulated Comprehensive Shareholders
(in thousands except share amount: Outstanding Value Stock Capital Deficit Income (Loss Equity
Balance, January 1, 200: 38,284,52 $ 4% 3219 $ 117,06¢ (79,089 $ 1,19¢ $ 35,97(
Comprehensive los
Net income — — — 44€ — 44€
Reclassification adjustment for realiz
losses included in net incor — — — — 33 33
Unrealized loss on investmen
net of tax of $13! — — — — (20)) (201)
Foreign currency translation adjustm — — — — 1,29(C 1,29(C
Total comprehensive incon — — — 44¢€ 1,05¢ 1,502
Issuance of common sto 87,39¢ — — 214 — — 214
Repurchase of common sta (5,502) — (612) — — — (612)
Stocl-based compensatic — — 10,507 — — 10,507
Balance, December 31, 20C 38,366,41 $ 4% (3,280 $ 127,79( (78,637) $ 2,25t $ 48,13:
Comprehensive incom
Net loss — — (11,897 — (11,897
Reclassification adjustment for realiz
gains included in net log — — — — 88 88
Unrealized gain on investmen
net of tax of $1¢ — — — — 9€ 9€
Foreign currency translation adjustm — — — — (2,96¢9) (2,969)
Total comprehensive lo: — — — (11,897 (2,78%) (14,687)
Issuance of common sto 29,06t — — 127 — — 127
Stocl-based compensatic — — 11,24« — — 11,24«
Balance, December 31, 20C 38,395,48 $ 4% (3,280 $ 139,16: (90,539 $ (530 $ 44,82
Comprehensive los
Net income — — — 8,80¢ — 8,80¢
Reclassification adjustment for realized
gains included in net incon — — — — (8) (8)
Unrealized loss on investmen
net of tax of $6¢ — — — — 97) 97)
Foreign currency translation adjustm — — — — 1,87: 1,872
Total comprehensive incon — — — 8,80¢ 1,76¢ 10,577
Issuance of common sto 51,13¢ — — 692 — — 692
Reclassification related to the conversion of
Morningstar Europe options to
Morningstar, Inc. option — — 531 — — 531
Stocl-based compensatic — — 7,76( — — 7,76(
Balance, December 31, 20C 38,446,61 $ 49 (3,280 $ 148,14 (81,725 $ 123t $ 64,38

See notes to consolidated financial statements.
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Morningstar, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

Year Ended December 3:

(in thousands) 200z 200z 200¢
Operating activities
Net income (loss $ 44¢€ $ (1.,89) $ 8,80¢
Adjustments to reconcile net income (loss) to rethcflows from operating activitie
Depreciation and amortizatic 5,547 7,12¢ 8,22t
Deferred income taxe (455) 2,457 83C
Stocl-based compensatic 7,29z 29,02¢ 16,72:
Provision for (recovery of) bad de 1,73¢ 85t (55)
Gain on sale of investment in unconsolidated e (3,399) (510 19
Extraordinary gain on acquisitic (3,089 — —
Equity in net income of unconsolidated entit (750) (697) (849
Foreign exchange ga — — (339
Minority interest in net loss of consolidated et (17¢) — —
Gain on sale of fixed asse — — (73)
Other, ne (194) (325) (55€)
Changes in operating assets and liabilities, neffetts of acquisitions
Accounts receivabl (5,160 (2,21¢) (10,86¢€)
Other asset (2,00 36 (2,35¢)
Accounts payable, accrued liabilities, and accre@mdpensatiol 4,89¢ 3,69¢ 2,48¢
Deferred revenu 14,59: 4,43% 7,03¢
Accrued stoc-based compensatic (1,53¢) (320) (303)
Income taxes payab — — 3,762
Other liabilities (1,219 (1,959 391
Cash provided by operating activiti 16,54: 29,70t 32,86:
Investing activities
Purchases of investmer (15,82¢) (22,347 (50,557)
Proceeds from sale of investme 14,87: 20,727 37,52¢
Proceeds from sale of investments in unconsolideéity 4,83¢ 51C 19
Proceeds from sale of fixed ass — — 73
Capital expenditure (5,989 (8,607) (7,730
Acquisitions, net of cash acquir 3,51¢ (10,807) (210)
Other, ne 24 37 44
Cash provided by (used for) investing activit 1,43¢ (20,487 (20,82%)

Financing activities

Payments of lor-term debt and capital lease obligatic (2,127) (159) (6,567)
Payments for purchases of treasury st (44 — —
Proceeds from sale of common st 214 127 194
Cash used for financing activiti (1,957) (26) (6,367)

Effect of exchange rate changes on cash and casveénts 34¢E (26) 317
Net increase in cash and cash equival 16,37( 9,172 5,982
Cash and cash equivale—Beginning of yea 27,967 44,337 53,50¢
Cash and cash equivale—End of yeal $ 44,337 $ 53,50¢ $ 59,49¢

Supplemental disclosures of cash flow informatiol

Cash paid for intere: $ 384 $ 29z $ 90

Cash paid for income tax $ 8 $ 80z $ 6,61%
Supplemental information of nor-cash investing and financing activitie:

Payable for purchases of treasury st $ 17 $ — 8 —

Unrealized gain (loss) on available for sale inresits $ (33) $ 11z $ (16€)

Non-cash consideration related to acquisit $ — 8 — 8 69

See notes to consolidated financial statements.
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Morningstar, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

1. Organization

Our company, Morningstar, Inc. argdsitibsidiaries ("Morningstar,” "we," "our"), is eopider of independent investment research in thit¢ed States and in
major international markets. We offer an extensiive of Internet, software, and print-based proddot individual investors, financial advisors, anstitutional clients
and provide data on investment offerings worldwide.

2. Summary of Significant Accounting Paties

Principles of ConsolidationThe accompanying consolidated financial statemigrtude the accounts of Morningstar, Inc. andwiuolly and majority-owned
subsidiaries. The assets, liabilities, and resfltperations of subsidiaries in which we have rtr@iling interest have been consolidated. Investsién entities in which
we exercise significant influence, but do not cohtare accounted for using the equity method sighificant intercompany accounts and transactiene been
eliminated.

Use of EstimatesThe preparation of financial statements in camfty with accounting principles generally accepirethe United States requires us to make
estimates and assumptions that affect the repartenints of assets, liabilities, revenues, and esgeeduring the reporting period. Actual results mi#fer from these
estimates.

ReclassificationsCertain amounts for 2002 and 2003 have beenssfiled to conform to the presentation used in 2004

Cash and Cash Equivalent€ash and cash equivalents consist of cash andymoarket funds with original maturities of threemths or less. They are stated at
cost, which approximates fair market value.

Fair Value of Financial Instrumentsihe carrying values for accounts receivable, aotopayable, and accrued liabilities reasonabty@pmate fair market
value because of the nature of these financiallimgnts and the short-term maturity of these itéfhe. carrying value of long-term debt approximdgesvalue as it is
borrowed at prevailing interest rates.

InvestmentsCertain investments, consisting of certificatedeposit, are classified as held-to-maturity sities; based on our intent and ability to hold thes
securities to maturity. Held-to-maturity investneate recorded at amortized cost on the Consotidzaédance Sheets. Certain other investments, dorgsigrimarily of
equity securities, are classified as trading séesribased on our intent to hold the securitiegfshort period of time and generate profits artsterm differences in
price, as well as the requirements of one of ouwllyrowned subsidiaries, which is a registered broketéteUnrealized and realized gains and losse<iaied with suc
investments are included in "Other income (expenss) in the Consolidated Statements of Operatibng&stments not classified as held-to-maturityrading securities
are classified as available-for-sale securitied, @msist primarily of fixed income securities. Balized gains and losses are reported as otherrebesive
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income (loss), net of related income taxes. Babitrg and available-for-sale securities are reabedéheir fair value on the Consolidated Balanbeess.

Concentration of Credit Riskf receivables from our customers become delinguge begin a collections process. No single custds large enough to pose a
significant credit risk to our operations or finalcondition. For the years ended December 3122R003, and 2004, no single customer represeifi#&ddt more of our
consolidated revenue. Likewise, no single custamgresented 10% or more of our accounts receiabtd December 31, 2003 or 2004. We maintain awalhce for
losses based on our estimate of the probable logssesounts receivable.

Property, Equipment, Capitalized ®afte, and Depreciation.Property, equipment, and capitalized softwarestated at historical cost and are depreciatedjusin
the straight-line method based on the useful lifdhe asset which, excluding leasehold improvemeatsges from three to seven years. Leasehold weprents are
amortized over the remaining lease term or thesfuldives, whichever is shorter.

Goodwill. Goodwill is not amortized and is subject to anwal test for impairment. We performed annual impant reviews as of December 31, 2002, 2003,
and 2004. During the years ended December 31, 2008, and 2004, changes in the carrying amouatiofecorded goodwill were primarily the resultafsiness
acquisitions. No impairment losses were recorde2Db2, 2003, or 2004.

Intangible Assetslntangible assets consist of intellectual propartd a customer list; we amortize these assatg tisé straight-line method over their economic
useful lives, which we estimate to be seven years.

Revenue RecognitiofWe recognize revenue from subscription salesudteg print publications, CD-ROM software, and etlsubscription sales, in equal
installments over the term of the subscription,egally one year. Deferred revenue represents thmartized portion of subscription payments billecdidvance. Revenue
from consulting, retirement advice, and other nobssription products and services is recognizedwhe product or service is delivered or, when iapple, over the
service obligation period defined by the termshef tontract.

Advertising CostsWe expense advertising costs as incurred. Adiegtiexpense for the years ended December 31, 2003, and 2004 totaled $1,602,000,
$2,051,000, and $2,780,000, respectively.

Computer Software and Product Develept Costs. We capitalize certain costs in accordance witrefican Institute of Certified Public Accountantat8tnent
of Position No. 98-1Accounting for the Costs of Computer Software Dmped or Obtained for Internal Useand SFAS No. 86Accounting for the Costs of Computer
Software to be Sold, Leased, or Otherwise Markesadl amortize these costs on a straight-line loagisthe estimated economic life of the softwareich is generally
three years. Product development costs primarifsisd of costs relating to the development of neeb¥dased products and certain major enhancemenissting
products. Product development costs primarily cirafipersonnel costs.
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Stock-Based Compensatioe measure and record compensation expensedrétes¢éock option grants in accordance with thevigsions of SFAS No. 123,
Accounting for Sto-Based Compensatian

Income (Loss) per Shar®V/e compute and present income (loss) per shaeciordance with SFAS No. 12Barnings per ShareThe difference between
weighted average shares outstanding and diluteesleatstanding is due to the dilutive effect otktoptions for all periods presented.

Income TaxesWe record deferred income taxes for the tempatéfgrences between the carrying amount of asseddiabilities for financial statement
purposes and the amounts used for income tax pesppsccordance with SFAS No. 18@counting for Income Taxes

Foreign Currency We translate the financial statements of foreigbsidiaries to U.S. dollars using the period-er@hange rate for assets and liabilities and an
average exchange rate for each period for reveamegexpenses. We use the local currency as thédoatcurrency for all of our foreign subsidiari&¥e record
translation adjustments for foreign subsidiariea asmponent of "Accumulated other comprehensigernire (loss)" in the Consolidated Statements of Stwders' Equit
and Comprehensive Income (Loss). Exchange gain$oaséds arising from transactions denominated ireagies other than the functional currency, actuisted in "Othe
income (expense), net" in the Consolidated StatésrafrOperations.

3. Income (Loss) Per Share

We compute basic income (loss) peresiby dividing net income (loss) by the applicablenber of weighted average common shares outsiguaidiring each
year. For purposes of determining the diluted inedloss) per share, we adjust the recorded netriaqtoss) for the stockased compensation expense (income) rela:
stock options recorded under the liability methodeflect the effect based on assumed share setilgfthe equity method), if the impact of this céédion is more
dilutive. Diluted income (loss) per share also unigls the assumed impact, using the treasury stettkoah, of converting stock options with an exergisee below the
average fair value of our stock.

The computation of weighted average common sharessamding for the year ended December 31, 200Bi@d 5,163,000 incremental shares related to grapletock
options. These shares were not included in the atatipn of the loss per share due to their antitdié effect.
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A reconciliation of the net income (loss) and tlienber of shares used in computing basic and dilutszine (loss) per share is as follows:

Year Ended December 3:

(in thousands except per share amountt 200z 200¢ 200¢

Calculation of basic income (loss) per share

Income (loss) before extraordinary g $ (2,639 $ (11,897 $ 8,80¢
Extraordinary gai—acquisition 3,08¢ — —
Net income (loss $ 44€ 3 (11,89) $ 8,80¢
Weighted average common shares outstan 38,34 38,38: 38,41¢
Basic income (loss) per sha
Income (loss) before extraordinary g $ 0.0 $ 0.37) $ 0.22
Extraordinary gai—acquisition 0.0¢ — —
Net income (loss $ 0.01 $ 0.37) $ 0.22

Calculation of diluted income (loss) per share

Income (loss) before extraordinary g $ (2,639 $ (11,897 $ 8,80¢
Deduct stoc-based compensation income under the liability nobthet of tax (2,617 — —
Deduct stoc-based compensation expense under the equity metabdf tax (1,417 — —
Income (loss) before extraordinary gain, as adguie computing diluted loss per sh: (6,662) (11,897 8,80¢
Extraordinary gai—acquisition 3,08¢ — —

Net income (loss), as adjusted for computing diliteome (loss) per sha $ (3,57¢) $ (11,897 $ 8,80¢
Weighted average common shares outstan 38,34¢ 38,38: 38,41¢
Net effect of dilutive stock options based on tteasury stock methc 2,01¢ — 3,44(

Weighted average common shares outstanding, astedjior computing diluted income (loss) per
share 40,36 38,38: 41,85¢

Diluted income (loss) per sha

Income (loss) before extraordinary g $ 0179 $ 031 $ 0.21

Extraordinary gai—acquisition 0.0¢ — —

Net income (loss $ 0.09 $ 0.3) $ 0.21
4, Segment and Geographical Area Informan

We organize our operations basedrodyzts sold in three segments: Individual, Advisard Institutional.

. The Individual business segment focuses on prodoctse individual investor including our U.S.-legisWeb siteMorningstar.comindependent equity research,
and a variety of print and Web-based publications.
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. The Advisor segment focuses on products for fireredvisors. Our largest products in this segmenMorningstar Advisor Workstatio, a comprehensive, W-
based investment planning system, Bnidcipia , a CD-ROM-based investment research product. Weaffer Morningstar Managed Portfolios, an asset
management service, which provides portfolios ofualfunds in which advisors can invest their d¢assets. We sell our advigetated products both directly
independent financial advisors and through entsegdicenses, which allow financial advisors asgediavith the licensing enterprise to use our présiuc

. The Institutional segment focuses on products andces for institutional clients, including bankspkerage firms, insurance companies, mutual fiordpanies,
and retirement plan providers and sponsors. Oupkegucts and services in this segment are Mortan@rect, a set of Web-based research toolscitiabines
advanced performance and holdings-based analyfisaatess to our proprietary statistics; LicensathPavailable as an electronic data feed; Mormamgs
Retirement Manager, a broad-based set of toolefoement planning; and Investment Consulting,aluthielps clients create and maintain investmerdymts.

We measure the operating results of these segrhas¢sl on operating income (loss), including arcation of corporate costs, depreciation expenskaamortization of
purchased capitalized software. We include intereeg revenue and expenses in segment informatiensél services and products between segmentsdeétermined
rates primarily based on cost. The recovery offgaigment cost is shown as "Intersegment revenegrh8nt accounting policies are the same as thaseilded in Note Z
except for stock-based compensation expense aiitdlcagd internal product development costs. Stbaked compensation expense (income) is not albeatde
business segments and is a reconciling item teeaati the consolidated financial information. Weorel compensation expense related to ongoing ptathvelopment as
an expense in the business segment operatings.eEh# capitalization and amortization of thesedpod development expenses are shown as a recgniedim to arrive a
the consolidated financial information. We exclstieck-based compensation expense (income) anabzation and amortization of product developmensts from our
operating segment results in order to provide bigfoperating decision maker with a better indaabf each segment's ability to generate cash.fldvis information is
one of the criteria used by our chief operatingglen maker in determining how resources are alemtto segments. Segment disclosures include tsiedss segment
information provided to the chief operating deaisinaker on a recurring basis, and, therefore, wead@resent balance sheet information by segment.
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Segment information is as follows:

Year Ended December 31, 200

Eliminations
and Corporate
($000) Individual Advisor Institutional Items Total
Revenue
External customer $ 29,98( $ 40,14 $ 39,497 $ — $ 109,61
Intersegmen 2,01¢ 83C 1,32¢ (4,176 —
Total revenue 31,99¢ 40,97: 40,82t (4,17¢) 109,61¢
Operating expense, excluding depreciation
and amortizatiol 26,974 39,95:¢ 45,34 13¢€ 112,41.
Depreciation and amortizatic 682 1,59/ 1,87¢ 1,39 5,541
Operating income (los: $ 4,34z $ (575 $ (6,39¢) $ (5,709 $ (8,340
Capital expenditure $ 102 $ 41C $ 65€ $ 4,821 $ 5,98¢
U.S. revenut $ 95,76¢
Non-U.S. revenut $ 13,85(
U.S. lon¢-lived asset: $ 13,51:
Non-U.S. lon¢-lived asset: $ 1,78(
Year Ended December 31, 200
Eliminations
and Corporate
($000) Individual Advisor Institutional ltems Total
Revenue
External customer $ 33,25¢ $ 48,28: $ 57,95¢ $ — $ 139,49t
Intersegmen 2,147 88C 1,78¢ (4,816 —
Total revenu 35,40¢ 49,16! 59,74t (4,816 139,49¢
Operating expense, excluding depreciation
and amortizatiol 27,123 37,96¢ 53,27¢ 24,76( 143,12
Depreciation and amortizatic 88¢ 1,67¢ 2,30¢ 2,25( 7,12¢
Operating income (los: $ 7,391 $ 9,521 $ 4,16C $ (31,826 $ (10,759
Capital expenditure $ 21€ $ 274 $ 63¢ $ 747¢ $ 8,607
U.S. revenut $ 119,37t
Non-U.S. revenut $ 20,11¢
U.S. lon¢-lived asset: $ 15,85¢
Non-U.S. lon¢-lived asset: $ 1,74«
F-12
Year Ended December 31, 200
Eliminations
and Corporate
($000) Individual Advisor Institutional ltems Total
Revenue
External customer $ 44.47¢ $ 59,32¢ $ 75,85¢ $ — $ 179,65¢
Intersegmen 2,51¢ 1,55¢ 2,54¢ (6,620 —



Total revenue 46,99¢ 60,88( 78,40z (6,620 179,65¢
Operating expense, excluding depreciation

and amortizatiol 38,13( 45,31 62,49¢ 7,761 153,69¢
Depreciation and amortizatic 1,041 1,60 2,23¢ 3,34: 8,22¢
Operating income (los: $ 7,828 $ 13,96¢ $ 13,667 $ (17,729 $ 17,73t
Capital expenditure $ 10C $ 62z $ 72z $ 6,28¢ $ 7,73(
U.S. revenut $ 154,24¢
Non-U.S. revenut $ 25,41(
U.S. lon¢-lived asset: $ 16,01¢
Nor-U.S. lon¢-lived asset: $ 1,50¢

5. Investments

We monitor the concentration, diviesiion, maturity, and liquidity of our investmeportfolio. As of December 31, 2003 and 2004, curtfplio of cash, cash
equivalents, and investments, primarily in fixedame securities, had a weighted average maturigssfthan six months, and no single security hadrity greater
than 24 months. Our investments are classifiedlésAfs:

As of December 3!

($000) 200z 200¢
Available for sale $ 20,76¢ $ 31,95(
Held to maturity 1,01¢ 2,85(
Trading securitie 864 1,17C

Total $ 22,64¢ $ 35,97(
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The cost, unrealized gains (losses), and fair walekted to investments classified as availabledte and held to maturity are as follows:

As of December 3!

2003 2004
Unrealized Unrealized Fair Unrealized Unrealized Fair
($000) Cosl Gain Loss Value Cosl Gain Loss Value
Available for sale
Corporate bond $ 5,49¢ 8 (14) $ 549: $ 20,48 2 (102) $ 20,38¢
Senior note: 5,00( 3 5) 4,99¢ — — — —
Government obligation 10,26: 15 2 10,27¢ 11,63¢ 1 (70) 11,567
Total $ 20,76 26 21 % 20,76¢ $ 32,11¢ 3 (1720 $  31,95(
L] I I
Held to maturity:
Certificate of depos $ 1,01¢ — — $ 1,01¢ $ 2,85( — — $ 2,85(
L] I I

As of December 31, 2003 and 2004, investments witkealized losses for greater than a 12-month geviere not material to the Consolidated Balancee&hend were
not deemed to be other than temporary declinealirev

The net carrying value and estimated fair valugedft and marketable equity securities classifiegvadiable for sale and held to maturity at Decen®ie 2003 and 2004
are shown below by contractual maturity. Expectedunities may differ from contractual maturitiechase the issuers of the securities may havegheto prepay

obligations without prepayment penalties.

As of December 3!

2003 2004

($000) Cosl Fair Value Cosl Fair Value

Available for sale
Due in one year or le $ 7,966 $ 7,96: $ 12,13 $ 12,07¢
Due after one year through three ye 12,79t 12,80: 19,98t 19,87«
Total $ 20,76: $ 20,76¢ $ 32,11¢ 3% 31,95(
I

Held to maturity:

Due in one year or le: 45¢€ 45¢€ 2,85( 2,85(
Due after one year through three ye 562 562 — —
Total $ 1,01¢ $ 1,01¢ % 285( $ 2,85(
I
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The net unrealized gains on trading securitiesroszbin our Consolidated Statements of Operatice® 857,000 and $71,000 in 2003 and 2004, respdctiNo
unrealized gains or losses were recorded in 2002.

The net realized gains (losses) recorded in ous@laated Statements of Operations were as follows:

Year Ended December 3:

($000) 200z 200: 200¢
Realized gain $ 46 $ 9% % 33
Realized losse (79 @) )
Realized gains (losses), 1 $ (33 $ 88 % 31
6. Acquisitions, Goodwill, and IntangibleAssets

Morningstar Norway

In February 2004, we purchased theairing 51% of Morningstar Norge AS ("Morningstaniay") that we did not previously own. The purahasice
consisted of $210,000 cash and $69,000 of othesideration. Prior to this transaction, we accouritedur investment in Morningstar Norway using #egiity method.

mPower.com, Inc.

In July 2003, we acquired 100% owhgref mPower.com, Inc. ("mPower"), an investmettigory firm that specialized in serving the lapglan sponsor
retirement market. The aggregate purchase pricepd@64,000. The results of mPower's operations baen included in the Consolidated Financial Btates since the
date. The acquisition was strategic in nature a gis immediate entry into the large plan sponmsket. The purchase price was less than theftitalalue of the
assets acquired; as a result, certain long-teretsaare allocated values that were lower tham fagivalues at the date of acquisition. We altedathe aggregate
purchase price to the acquired assets and liglsiltased on estimated fair market values as afdteeof acquisition.
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The purchase price was allocated to the net aasgtsred as follows:

($000
Cash 397
Other current asse 451
Property, equipment, and capitalized softw 161
Deferred tax asse 4,66
Intangible asset 2,00:
Liabilities (2,81))
Purchase pric 4,86¢

Of the $2,003,000 of acquired intangible assetz1&B0 was assigned to a customer list and $1,082/@s assigned to intellectual property. We arpertiese intangib

assets over their economic useful lives, which sterate to be seven years.

Pro forma consolidated financial information, conibg our 2002 and 2003 financial results with mPisvgnancial results for the years ended Decer3tbe002 and

2003, are as follows:

Year Ended December 3:

(in thousands except per share amountt 2002 (Unaudited Pro forma 2003 (Unaudited Pro forma
Revenue $ 115,82: 142,22:
Operating los: $ (30,31¢) (13,280)
Loss before extraordinary gain and cumulative ¢fééchange in accounting

principle $ (24,39) (14,489
Extraordinary gait 3,08¢ —
Cumulative effect of change in accounting princ (417) —
Net loss $ (21,729 (14,48¢)
Basic loss per sha $ (0.57) (0.3¢)
Diluted loss per shai $ (0.69 (0.39)

Morningstar Canada

In January 2003, we purchased theaeimg 50% of Morningstar Research Inc. ("Mornirsgstanada") that we did not previously own for 88,800 in cash.
Accordingly, the purchase price has been alloceteéde acquired assets and liabilities based an ¢sémated fair values as of the date of acqoisjtwith the remainder

allocated to goodwiill.
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The purchase price was allocated as follows:

($000
Current assel $ 674
Property, equipment, and capitalized softw 22¢
Other asset 37€
Goodwill 8,48¢
Liabilities (3,429
Total purchase pric $ 6,33¢

Prior to January 2003, we controlled the day-to-diagrations of Morningstar Canada. As a resultfittencial results for Morningstar Canada, adjugtedhe minority
interest, are included in the Consolidated Findr&tatements for all years presented.

Morningstar Asia

In April 2000, we formed a joint veng¢, Morningstar Asia Limited ("Morningstar Asiat, provide financial information and services isi# except Japan and
South Korea. We agreed to contribute technologysandices up to a maximum value of $6,600,000 ¢cofberations of Morningstar Asia during the threanyperiod
following the date of formation of the joint venéutOur ownership interest and profit and loss siganterest in Morningstar Asia were 39.9% as ofuday 1, 2002. In
October 2002, we purchased the remaining 60.1%ahMgstar Asia for $5,776,000 in cash. Under ttwvisions of SFAS No. 142, if the fair value of mestets acquire
exceeds the purchase price, the transaction qeegh8 a bargain purchase. The purchase pricecatt first to current assets and liabilities ang excess of net asset
value over the purchase price is recognized imntelglias an extraordinary gain. Accordingly, as acquired interest in the fair value of MorningsAaia exceeded the
purchase price, we recognized an extraordinary @fa®3,084,000 as a result of the transaction.

The purchase price was allocated as follows:

($000'
Other current asse $ 8,90¢
Extraordinary gait (3,089
Liabilities (48)
Total purchase pric $ 5,77¢

Beginning in October 2002, we began including tharfcial results of Morningstar Asia in our Condalied Financial Statements. Prior to this transactve accounted
for this investment using the equity method.
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Morningstar Australia/New Zealand

In April 1999, we entered into agrees to purchase a minority ownership interest orivhgstar Research Pty Limited ("Morningstar Aab&/New Zealand"),
a company that provides financial information produand services in Australia and New Zealand. Oginout 2000 and 2001, we increased our ownershgeptage in
Morningstar Australia/New Zealand to 65.86% throaglditional share acquisitions. Beginning in Jap®01, we included the financial results of Mogstar
Australia/New Zealand, adjusted for the minoritienest, in our Consolidated Financial Statement$/arch 2002, pursuant to the terms of a sharerokligreement, we
exercised our option to purchase all of the remagjishares of Morningstar Australia/New Zealandrehg increasing our ownership percentage to 106%.\®te 15 to
the Notes to our Consolidated Financial Statemfent®formation on a legal proceeding that, amotigeothings, seeks an order that certain of thestretions by which
we acquired 100% ownership of Morningstar AustrBlew Zealand be set aside.

In accordance with the terms of the shareholdemsesgent, the purchase price of the remaining sheasszero and the fair value of the net assetsimthwas as follows:

($000
Current assel $ 57€
Goodwill 41¢€
Current liabilities (992
Purchase pric $ —

Goodwill
The following is a summary of actyih goodwill by reporting unit:
Morningstar
Australia/ Morningstar Morningstar

($000) New Zealanc Canade Norway Total
Balance as of January 1, 2C $ 2,33t $ 3,651 $ — $ 5,99t
Goodwill acquired during the ye — 8,48¢ — 8,48¢
Other, primarily currency translation adjustm — (404) — (404)
Balance as of December 31, 2( $ 2,33¢ $ 11,737 $ — $ 14,07t
Goodwill acquired during the ye — — 24¢ 24¢
Other, primarily currency translation adjustm — 85 — 85
Balance as of December 31, 2( $ 2,33t $ 11,82 $ 248 $ 14,40¢
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Intangible Assets

Intangible assets consist of intellat property and a customer list; we amortizeahessets using the straight-line method over #gwinomic useful lives, which
we estimate to be seven years. The following isnansary of our intangible assets:

As of December 31, 200

Accumulated

As of December 31, 200

Accumulated

($000) Gross Amortization Net Gross Amortization Net
Intellectual propert $ 1,132 $ 121 $ 1,011 $ 1,132 (249 $ 88¢
Customer lis 871 (22 84¢ 871 (187) 684
Total intangible asse $ 2,00: $ 143 $ 1,86( $ 2,00: (430 $ 1,57

I I I

No intangible assets or amortization expense wezerded during 2002. Total amortization expensétferyears ended December 31, 2003 and 2004 wastBD4anc
$287,000, respectively. Estimated aggregate anatidiz expense for intangible assets is approxim&287,000 for each of the years ended Decembe2(®h, 2006,

2007, 2008, and 2009.

7. Investments in Unconsolidated Entities

Investment in Japarin April 1998, we entered into an agreement \@tttbank to form a joint venture, Morningstar Japal. ("MJKK"), which develops and
markets products and services customized for thendse market. In June 2000, MJKK became a puliiatied company on the Osaka Stock Exchange, "lsrcu
Market," using the ticker number 4765. We accoonolr investment in MJKK using the equity meth@dur investment in MJKK totaled $13,400,000 and 832,000 at
December 31, 2003 and 2004, respectively. MIKK'skatavalue was approximately Japanese Yen 9.®billapproximately U.S. $89,700,000) and Japanese Ye
10.7 billion (approximately U.S. $103,400,000) &cd@mber 31, 2003 and 2004, respectively. At DeceBibe2003 and 2004, we owned approximately 35 K.

Joint Venture in Korealn June 2000, we entered into a joint ventureagrent with Shinheung Securities Co., Ltd. and SEANK Finance Corporation and
established a Korean limited liability company nanvorningstar Korea Ltd ("Morningstar Korea"). Mamgstar Korea develops, markets and sells analygicalucts an
services to assist in the analysis of financiatfpbos and provides financial information and sees for financial products in South Korea. Our evahip interest and
profit and loss sharing interest in Morningstar &mwas 40% as of December 31, 2003 and 2004. Mfestiment totaled $518,000 and $767,000 at Dece&iher003
and 2004, respectively. We account for this investnusing the equity method.

Other Investments in Unconsolidatedites. As of December 31, 2004 we have other equitystments with a book value of approximately $85,000.
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Investment in Techfi Corporation March 2000, we entered into a stock purchgseeament with Techfi Corporation (“Techfi"), a pider of portfolio
management and accounting software, training apgastito investment advisors and financial plann@rs June 7, 2002, Techfi Corporation and Adveritv&oe, Inc.
entered into an Agreement and Plan of Merger, vihyeadl of the issued and outstanding shares of fTeommon stock and vested options were convertagthe right to
receive cash. Our share of the total proceeds wA388,000, resulting in a gain of $3,398,000 in20f 2003 and 2004, $510,000 and $19,000, resdygtivas released
from escrow and recorded as an additional gain.getres recorded in 2002, 2003, and 2004 are indlade'Gain on sale of investment in unconsolidatdy," in the
Consolidated Statements of Operations.

Condensed combined financial information, a portbwhich is unaudited, for all of our investmeirtentities accounted for under the equity meth®diacussed above
is as follows:

As of December 3!

($000) 200z 2002 2004
Revenue $ 5701 $ 473¢  $ 4,60t
Operating income (los: $ 124C $ 197 $ 187
Net income (loss $ 66z $ (282) $ 178

As of December 3!

($000) 200z 200¢: 200<
Current assel $ 29,89: $ 41,56 $ 44,05¢
Total asset $ 38,18¢ $ 4986: $ 53,07:
Current liabilities $ 787 % 51t % 91C
Total liabilities $ 1,02¢  $ 524 % 91C
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8. Property, Equipment, and Capitalized &tware

Property, equipment, and capitaligeffware summarized by major classifications arfobews:

As of December 3!

($000) 200: 200¢
Computer equipmet $ 16,06¢ $ 18,50¢
Capitalized softwar 17,27: 19,25¢
Furniture and fixture 3,46( 3,47¢
Leasehold improvemen 6,43 8,72¢
Telephone equipmel 1,047 1,26¢
Other 29€ 29€
Property, equipment, and capitalized softwarepat 44,57 51,53:
Less accumulated depreciati (26,977) (34,019
Property, equipment, and capitalized software $ 17,60C $ 17,52:

Depreciation and leasehold amortization expensgeii$5,547,000, $6,980,000, and $7,938,000 in 20023, and 2004, respectively.
9. Long-Term Debt

Long-term debt consists of the folioge

As of December 3!

($000) 200: 200¢
Capital lease obligatior $ 56 $ 18
Note payable 6,50( —
Bank loans 33 —
Total lon¢-term debt 6,58¢ 18
Less current portion of lor-term deb (6,577 (18)
Long-term dek—net of current portio $ 12 3 —
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Future minimum lease payments under the capitatladhDecember 31, 2004 are as follows:

Year Ending December 31 ($000
2005 $ 19
Less amount representing inter @
Total $ 18

Assets under capital leases at December 31, 20@ist@rimarily of computer equipment with a reniagnnet book value of $13,000.

The note payable as of December 31, 2003 repreBentswvings from Joe Mansueto, our chairman, oliefcutive officer, and controlling shareholderAngust 1999, h
loaned Morningstar $6,500,000. Interest on the lwas based on the London Interbank Offered Rate 180 basis points, which was 2.62% at Decembe2@®13. The
loan was repaid in March 2004.

Morningstar Australia/New Zealand had a bank lob$33,000 at December 31, 2003. The bank loanezhimiterest at 7.15% and matured on December 4. 20
The weighted average interest rate on all debtanding at December 31, 2003 was 3.18%.
10. Operating Leases

Minimum future rental commitments dneach of the next five years and thereafteafonon-cancelable operating leases, consistinganily of rent for office
space, are as follows:

Year Ending December 31 ($000
2005 $ 2,43¢
2006 2,23:
2007 1,992
2008 1,81¢
2009 992
Thereaftel 371
Total $ 9,83¢

I

Rent expense for 2002, 2003, and 2004 was $3,383%30521,000, and $4,155,000, respectively, inoyithxes, insurance, and other operating costs.
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Deferred rent in the amount of $1,021,000 and £8Bat December 31, 2003 and 2004, respectivdbtereto build-out and rent abatement allowancesived, which
are being amortized on a straight-line basis dver¢maining portion of the original term of thade.

11. Stock Options and Deferred Compensation

Our 1993 Stock Option Plan (the "18%an") provides for the grant of options to mamaget and other employees to purchase shares of corstock at an
exercise price equal to fair value at the daterahg All employees were eligible to participatetie 1993 Plan, in certain cases, after two yelesnployment. In general,
options vest ratably over a five-year period angirex10 years after the date of grant. Under thadeof the 1993 Plan, at the option holder's edactihe option may be
settled in cash, subject to certain conditionsebam the difference in exercise price and thenfgirket value at the date of exercise, or the optiay be exercised
resulting in issuance of common stock to the eng#oyn the event an employee exercises an optidmlacts net cash settlement, Morningstar hasghéto make
payment to the employee over a period of time,enily five years. Interest accrues on any unpaldrioa due to the employee at a floating rate eigutile yield on the
13-week U.S. Treasury Bill, adjusted on Januarmpd &uly 1 of each year. We account for options gcinnder the 1993 Plan as a liability which is suead each period
in accordance with SFAS No. 123. We record chaing#se liability due to changes in the fair valugr ghare of our common stock during the periothinGonsolidated
Statements of Operations.

Under our 1989 Nonqualified Stock Option Plan (th@89 Plan"), options to purchase 1,500,000 shafreemmon stock at an exercise price of $0.075hare, equal to
the fair value at date of issue, were granted BO1® an officer of Morningstar. These options weoéexercised and expired in February 1999. Inmaly 1999, we
entered into an Incentive Stock Option AgreementaiNonqualified Stock Option Agreement under t889lIncentive Stock Option Plan (the "1999 Planithwhe
officer. Under these agreements, options to puectigg00,000 shares of common stock at an exerdise @f $2.77 per share, equal to the fair valudatgrant date, were
granted to the officer. Options granted are fulhgted and expire in February 2009. On the dateaoitgl,138,560 options were fully exercisable anadditional 36,144
shares became and continue to become exercisattigzear from 1999 through 2008. The officer hasopiécally exercised options under the 1999 Plancivtiiave been
net settled in cash, based on the difference irceseeprice and the fair value of common stoclatdate of exercise. As a result, we account fioop granted under the
1999 Plan as a liability which is measured eaciogem accordance with SFAS No. 123. Changeseénitibility, due to changes in the fair value peare of our common
stock during the period, are recorded in the Cadatdd Statements of Operations. There were 86%f#idns remaining to be exercised as of Decembg2@3, and
2004.

In February 1999, in conjunction with the expiratiaf options granted under the 1989 Plan, we ediate a Deferred Compensation Agreement (the "Agrent") with
an officer of Morningstar. Under the terms of thgrédement, on any date that the officer exercisesigfint to purchase shares under the 1999 Plashelépay to the
officer $2.69 per share in the form of cash onuatelection, shares of common stock. If on the défpurchase the fair market value of Morningstsiock is below $2.77
per share, the amount paid per share will be retlhased on the terms of the Agreement. Our obtigat pay deferred compensation will not be incedas
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by any imputed interest or earnings amount. THaliig related to the Agreement is included in tbensolidated Balance Sheets as follows:

As of December 3!

($000) 2002 2002
Current liabilitie—other $ 1,95 $ 2,047
Non-curren—other lon¢-term liabilities 39C 29¢
Total $ 234C 3 2,34(

In March 2000, we adopted the 2000 Morningstar iS@ption Plan (the "2000 Plan"). All remaining apts available for future grants under the 1993 plare canceled.
Under the 2000 Plan, all employees are eligiblestdicipate on the first day of employment, alliops expire 10 years after the date of grant andeneral, options vest
ratably over a four-year period. In May 2001, wetéd the 2001 Morningstar Stock Option Plan (2@071 Plan"), which allowed for the use of the rarraj options
available for grant under the 2000 Plan. The tarnder the 2001 Plan are substantially consistethi tive 2000 Plan. We account for options grantetbuthe 2000 and
2001 Plans as equity instruments in accordancetigtiprovisions of SFAS No. 123.

Prior to 2004, Morningstar Europe, a majority-owsetbsidiary of Morningstar, granted approximateB0D,000 options in the common stock of Morning&arope to
certain of its employees. The options vested oeuryear period and none had been exercised Beagmber 31, 2004. We accounted for these opésresjuity
instruments in accordance with the provisions cASMo. 123. In December 2004, the Board of Directarthorized the cancellation of the Morningstaroige option
plan and the exchange of all options outstandirdeuthe Morningstar Europe option plan for optigrented under the Morningstar 2004 Stock IncerRiem (the "2004
Stock Incentive Plan"), as discussed below.

In November 2004, we adopted the 2004 Stock Ineertlan. The 2004 Stock Incentive Plan amends estdtes the 1993 Plan, the 2000 Plan, and the R@al
(collectively, the "Prior Plans"). Under the 200#& Incentive Plan, we will not grant any addigboptions under any of the Prior Plans, and amyeshsubject to an
award under any of the Prior Plans that are farkitanceled, settled, or otherwise terminatedowith distribution of shares, or withheld by ug@mnection with the
exercise of options or in payment of any requirembme tax withholding, will not be available for ands under the 2004 Stock Incentive Plan. The 264k Incentive
Plan provides for grants of options, stock apptemiaights, restricted stock, restricted stockisinind performance shares. All of our employediswieligible for award
under the 2004 Stock Incentive Plan. Joe Manswoetochairman and chief executive officer, will ipatrticipate in the 2004 Stock Incentive Plan. Avgamhy also be
made to our non-employee directors under the 2@0dkSncentive Plan. 5,628,843 shares may be giameer the 2004 Stock Incentive Plan.
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In December 2004, the board of directors author&zgdant of 1,622,539 options to purchase comnmmeksinder the 2004 Stock Incentive Plan, inclu@agl89 options
resulting from the exchange of Morningstar Europgams for Morningstar Inc. options. The conversieas accounted for in accordance with SFAS No. &8d,resulted
in no incremental stock-based compensation expense.

The options granted during 2004 have an exercise pn the date of grant of $14.70. For 1,541, 35@® options granted in 2004, the exercise prideincrease over the
term of the options at a rate equal to the 10-Jeeasury yield rate as of the date of grant. Ferémaining 81,189 options granted, the exercise will remain $14.70
for the life of the options.

Stock-based compensation expense is as follows:

Year Ended December 3:

($000) 2002 2002 200<
Stock-based compensation expense (income) under thétliabethod $ (3287 $ 17,79¢  $ 8,96:
Stocl-based compensation expense under the equity m 10,57¢ 11,23 7,76(
Stock-based compensation expense, $ 7,29: $ 29,02¢ $ 16,72¢

For stock-based compensation expense accountedifgy the liability method, we have classified liabilities as follows:

As of December 3!

($000) 200: 200
Current liabilitie—accrued stoc-based compensatic $ 12,53 $ 15,87«
Nonr-current liabilitie—accrued stoc-based compensatic 19,39¢ 23,94
Total $ 31,92¢ 3% 39,817
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We periodically grant options to purchase commoglstt an exercise price that is below the fainggler share of our common stock at the date oft.gfasummary of
stock option activity for these option grants idakws:

Year Ended December 3:

2002 2003 2004
Weighted Weighted Weighted
Average Average Average
Underlying Exercise Underlying Exercise Underlying Exercise
Shares Price Shares Price Shares Price
Options outstandir—beginning of perioc 2,278,31 $ 7.12 1,937,17. $ 6.8( 1,936,62: $ 6.7¢
Granted 60,000 $ 8.57 14,750 $ 8.57 1,622,53 $ 14.7(
Cancelec (300,000 $ 10.9¢ (15,300 $ 10.9: (1,455 $ 8.57
Exercisec (101,149 $ 2.77 — — (25 $ 8.57
Options outstandir—end of perioc 1,937,17. $ 6.8(C 1,936,62: $ 6.7¢ 3,557,68: $ 10.3¢
I
Options exercisabl 1,208,561 $ 6.11 1,487,32' $ 6.6¢ 1,760,89. $ 7.07

A summary of stock option activity, excluding adjvfor options to purchase common stock at an@sgerprice that was below the fair value per slasdi@irr common

stock at the time of grant is as follows:

Year Ended December 3:

2002 2003 2004
Weighted Weighted Weighted
Average Average Average
Underlying Exercise Underlying Exercise Underlying Exercise
Shares Price Shares Price Shares Price
Options outstandir—beginning of perioc 6,853,79. $ 10.97 6,949,791 $ 10.8¢ 7,556,36. $ 10.6-
Granted 794,82" $ 10.91 834,98 $ 8.57 — —
Cancelec (595,96°) $ 13.1% (168,81() $ 13.2( (80,709 $ 11.6¢
Exercisec (102,867 $ 2.2¢% (59,604 $ 1.72 (81,41) $ 5.4t
Options outstandir—end of perioc 6,949,791 $ 10.8¢ 7,556,36. $ 10.6- 7,394,24; $ 10.67
I
Options exercisabl 3,292,48 $ 8.7¢ 4,648,30: $ 9.8¢4 6,011,68 $ 10.61
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Additional information for options outstanding amptions exercisable as of December 31, 2003 islksfs:

Options Outstanding Options Exercisable
As of December 31, 2003 As of December 31, 2003
Weighted
Average Weighted Weighted
Remaining Average Average
Underlying Contractual Exercise Underlying Exercise
Range of Exercise Price Shares Life (Years) Price Shares Price
$0.85- $2.77 2,546,96: 4.4t $ 2.4¢€ 2,338,19 $ 2.44
$8.57-$14.13 6,946,021 711 $ 12.5: 3,797,43 $ 13.17
$0.85- $14.13 9,492,98 6.3¢ $ 9.82 6,135,63. $ 9.0¢

Additional information for options outstanding amptions exercisable as of December 31, 2004 islksfs:

Options Outstanding Options Exercisable
As of December 31, 2004 As of December 31, 2004
Weighted
Average Weighted Weighted
Remaining Average Average
Underlying Contractual Exercise Underlying Exercise
Range of Exercise Price Shares Life (Years) Price Shares Price
$1.72-$2.77 2,493,501 35 % 2.4¢ 2,343,421 $ 2.4¢
$8.57-$14.70 8,458,42! 6.84 $ 12.9¢ 5429,15 $ 12.97
$1.72-$14.70 10,951,93 6.0¢ $ 10.5% 777257 $ 9.81

The number of shares available for future stockoopgrants as of December 31, 2003 and 2004 wa&¥ B@5 and 4,006,304, respectively.

The weighted average fair value of the options g@m 2002, 2003, and 2004 calculated using akB&zholes option-pricing model is $5.40, $4.08, 8889 per share,
respectively. We estimate the fair value of eadiioop
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granted on the date of grant using a Black-Schmi¢i®n-pricing model with the following weightederage assumptions:

200z 200z 200
Expected life (years 5.C 5.C 7.C
Expected volatility (% 50% 50% 50%
Dividend yield (%) — — —
Interest rate (% 4.1% 2.8%% 4.24%
Expected exercise pric $8.57-$10.9¢ $8.57-$14.7( $19.67
Fair value of common stock (per sha $8.57-$10.9¢ $8.57-$14.7( $17.5(

Substantially all of the options granted during 20@ve an initial exercise price of $14.70, whidh increase over the term of the options at a eafeal to the 10-year
Treasury yield rate as of the date of grant; theeeted exercise price included in the option pggimdel in 2004 was calculated using the estimifedf seven years ar
a 10-year Treasury yield rate of 4.25%.

For all options granted under the 1993 Plan an® F3an accounted for under the liability method,reeorded the liability using the fair value peahof our common
stock of $14.70 as of December 31, 2003 and $1at.B&cember 31, 2004.

Following is a summary of options granted during 12 months prior to December 31, 2004:

Fair Value of Common Stocl

Number of Used in the Determination o

Underlying Stock-based Compensatio
Grant Date Shares Exercise Price Expense
First quarter 200 — — —
Second quarter 20( — — —
Third quarter 200 — — —
Fourth quarter 200 1,622,53° $ 14.7C  $ 17.5(

12. Related Party Transactions

Between December 1995 and Decemt@3,20corporation wholly owned by Joe Mansueto,ahairman and chief executive officer, providedesand other
services for us. We agreed to pay an amount equheéttotal costs incurred by the corporation iovating these services, consisting solely of conspéinn-related
expenses for the corporation's employees (whictndidnclude Joe Mansueto), plus 5% of such césts2002
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and 2003, we recorded expense for these servick3,892,000 and $2,915,000, respectively, of whit57,000 and $139,000, respectively, representedrtount paid i
excess of the corporation's actual costs. At Deeerib, 2003, we recorded an amount payable to sugoration of $398,000, included in "Accounts dalgeand accrue
liabilities" in the Consolidated Balance Sheetss®irangement was discontinued on December 38 20@hich time all employees of the corporatiomemeansferred t
Morningstar. As of December 31, 2004, no liabiittemained related to the arrangement.

Under the 1993 Plan, employees are able to exespisens and elect net cash settlement, basedeodiffierence between the exercise price and thevéile of our
common stock. In the event an employee exercisepton and elects net cash settlement, we havagheto make payments over a period of time, Wwhccurrently
five years. Interest accrues on any unpaid baldneghe employee at a floating rate equal to taklyn the 13-week U.S. Treasury Bill, adjustedanuary 1 and July 1
of each year. Additionally, in years prior to 2084rtain employees, including an officer of Morrstay, sold common stock back to Morningstar. Thelpase price of
these shares is also being paid to employees dixer-gear period.

The liabilities for stock options exercised anddommon stock repurchases included in our CondeliiBalance Sheets are as follows:

As of December 3!

($000) 2002 2002
Liability for stock options exercise $ 2,02¢ $ 1,04¢
Liability for common stock repurchas 804 394
Total $ 2,83 $ 1,44

We have included the liabilities for stock optianercised and for common stock repurchases in ons@idated Balance Sheets as follows:

As of December 3!

($000) 200: 200¢
Current liabilitie—other $ 1,36¢ $ 1,29(
Non-curren—other lon¢-term liabilities 1,46¢ 152
Total $ 2,83: $ 1,442

Interest expense incurred on all amounts due wa98d, $36,000, and $27,000 for the years endeérdeer 31, 2002, 2003, and 2004, respectively.
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We had a note payable related to borrowings froemMansueto, our chairman and chief executive afficE$6,500,000 as of December 31, 2003, thatrepaid in
March 2004. (See Note 9, Long-Term Debt.)

13. Defined Contribution Profit-Sharing Plan

We sponsor a defined contributiorhoaisdeferred arrangement 401(k) plan, which allowsU.S.-based employees to voluntarily contritpretax dollars up to
a maximum amount allowable by the U.S. Internaléderxe Service. We contribute an amount equal tertiigoyee's contributions, up to 7% of the emplaysalary. Our
matching contributions were $2,478,000, $2,324,@0d, $3,221,000 for the years ended December 82, 2003, and 2004, respectively.

14. Income Taxes

The effective income tax expense éfi€rrates are as follows:

Year Ended December 3:

($000) 200z 200 2004

Income (loss) before income taxes, equity in nebine of unconsolidated entities, minority inteiiast

net loss of consolidated entities, and extraordigain $ (3.87) $ 9649 $ 19,54(
Equity in net income of unconsolidated entit 75C 697 845
Minority interest 17¢ — —
Extraordinary gai—acquisition 3,08¢ — —
Total $ 13 $ (8,947 $ 20,38:
Income tax expense (benet $ (311 $ 2,95 $ 11,57«
Effective income tax expense (benefit) r (232.9% 33.(% 56.£%

In all periods, the tax provision reflects the iropaf expense related to incentive stock optiomsMeich no tax benefit is recorded, and the faat the are not recording a
tax benefit related to losses recorded by certaguonon-U.S. operations.
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The income tax expense (benefit) consists of theviing:

Year Ended December 3:

($000) 200z 2002 2004
Federe—deferred $ (37¢) $ 2,047 $ 1,04:
Federe—current — 35z 8,65:
State—deferrec 79 41C 352
State—current 144 137 2,08¢
Foreigr—deferrec — — (565)
Foreigr—current — 3 8
Income tax expense (benet $ (311 $ 295 $ 11,57«

A reconciliation of our income tax expense (befefitthe U.S. federal income tax rate of 35% t@me tax expense (benefit) as recorded is as follows

Year Ended December 3:

(in thousands except percentage: 200z 200: 200¢
Income tax expense (benefit) at U.S. federal $ 47 35.0% $ (3,139 (35.0%$ 7,13¢ 35.0%
State income tax—net of federal income tax effe (94) (70.2) 34z 3.8 1,67C 8.2
Equity in losses of foreign joint ventures and sdiasies 32¢ 246.% 1,27: 14.2 924 4.t
Stock option activity 51 38.2 4,40t 49.2 2,27: 11.2
Foreign tax expense (bene — — 3 — (557 2.7
Gain on sale of investment in unconsolidated e (577) (427.5) — — — —
Othe—net (73) (55.1) 59 0.8 13C 0.€
Total income tax expense (bene $ (31)) (232.9%3% 2,95( 33.0% $ 11,57« 56.8%

F-31




We recognize deferred income taxes for the tempdfiffierences between the carrying amount of asseddiabilities for financial statement purposed #eir tax bases.
The tax effects of the temporary differences tlna¢ gise to the deferred income tax assets anditiab are as follows:

As of December 3!

2003 2004
Current Non-current Current Current Non-current Non-current

($000) Asse Asse Asse Liability Asse Liability
Net operating loss carryforwa—U.S.  $ — $ 6,341 $ — $ — $ 1,67¢ $ —
Net operating loss carryforwa—foreign,
net of valuation resen — — 44¢ — — —
Stocl-based compensatic — 18,63¢ — — 22,617 —
Deferred compensatic 784 191 — — — —
Property, equipment, and capitalized
software — 97t — — 57¢ —
Deferred ren — 29¢€ — — 331 —
Allowance for doubtful accoun 227 — 92 — — —
Prepaid expenst — — — (1,349 — —
Deferred royalty revenu — 624 — — 60¢ —
Accrued liabilities 2,271 — 3,22t — 1,457 —
Foreign exchange gai — — — — — (260)
Unrealized loss on available-for-sale
securities 16 — — (43 — —

$ 3,30¢ $ 27,06: $ 3,765 $ (1,399 $ 27,26 $ (160)

L] I

During 2003 our operating results included a lesfote income taxes. However, for tax purposes werted taxable income in the United States, prigas a result of
recording stock based compensation expense whiubt ideductible for tax purposes until employeesreise their options. Therefore, we were able tapproximately
$14,400,000 of net operating losses ("NOLs") du0g3.

A portion of the NOLs generated by mPower in thargeprior to July 1, 2003 (the date of acquisitisrgvailable to Morningstar. On July 1, 2003, meohad
$121,430,000 of NOLs. Because of limitations onubke of the NOLs imposed by the U.S. Internal ReeeBode, our use of the NOLs is limited to appratety
$200,000 per year. On the date of acquisition,eeended a valuation allowance of $116,932,000 espriing a portion of these NOLs to reflect thelik@od that the
benefit of the NOLs will not be realized.

At December 31, 2003, we had U.S. NOL carryforward$16,184,000. During 2004, we utilized approxieta$12,022,000 of these NOLs. The remaining BISL
carryforwards of $4,162,000 as of December 31, 2@i4xpire in 2022. In addition, we have NOL c#orwards related to our foreign operations. Dughthistorical
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operating losses of certain of the foreign operatithat generated these NOLs, we have recordelliatiom allowance against the portion of the ndeded tax assets
created by these NOLs because we do not beliege theLs will be utilized.

15. Contingencies
Morningstar Australia/New Zealand

In 2001, Mr. Graham Rich, the themaging director and chief executive officer of Mioigstar Australia/New Zealand, and one of two coniggcontrolled by
Mr. Rich, filed a suit in the Supreme Court of NBauth Wales, Australia against Morningstar andagef its officers and nominee directors on thardof Morningstar
Australia/New Zealand. Mr. Rich also was a benafioivner of shares in Morningstar Australia/New [Zad. Mr. Rich and his company originally soughtigonction
which, if granted, would have precluded Morning#tastralia/New Zealand from terminating the sersiogé Mr. Rich and from issuing additional sharedMorningstar in
exchange for the provision of further funding by Mimgstar to Morningstar Australia/New Zealand.tRar, Mr. Rich and his company sought an order dhaiovisional
liquidator be appointed for Morningstar AustraliaiN Zealand. The court rejected this injunction agaion, observing that Morningstar Australia/Neeatand would be
insolvent without financial backing from Morningstdhe application for the appointment of a pramisl liquidator also failed.

The services of Mr. Rich were terminated in Novenf891. Mr. Rich and his company have since bedared to pay Morningstar's costs of the injuncposceedings,
although such costs have not been paid to date.

Mr. Rich and the two companies noted above havéiaddl pending claims alleging, among other thing®aches by Morningstar of contracts and stafwgtod general
law duties, misleading, deceptive, and unconscilenaiinduct by Morningstar, oppression by Morningatad its nominee directors, relief under the IdalsRelations
Act of New South Wales, breaches of directors'edully Morningstar's nominee directors, and conflichterest. The claims seek various forms ofeféhcluding
monetary damages in the amount of Australian $2Eom,j the setting aside of transactions which leslin Morningstar obtaining control of Mornings#australia/New
Zealand, and an order either setting aside Mortemgsacquisition of the shares formerly benefigialvned by Mr. Rich and his companies or deterngra different pric
for such acquisition. In the alternative, Mr. Rextd his companies seek an order that they beeshtdl purchase the shares in Morningstar Austhdia/Zealand at a
price to be determined by the court or book vahsedefined in the shareholders agreement of Mostang\ustralia/New Zealand). Morningstar has detiedclaims and
filed counter-claims against Mr. Rich and certdifnis companies, alleging breaches of statutorgegs law, and contractual duties.

In July 2004, the court decided Morningstar's agion for security for its potential additionalst® in the litigation by ordering the two compargestrolled by Mr. Rich
to pay approximately Australian $925,000 to thertas security for such costs. The court stayegtbeeedings by such companies until such amopigsand
indicated that it would entertain an applicationNdgrningstar for additional security at a later¢iin the proceedings. The companies have not paidecurity as ordered
and have indicated to the court that they do not
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intend to pay the security, and their claims haserbstayed. The court's order does not prevenRMh from pursuing his individual claims against idingstar and its
nominee directors.

Mr. Rich is also seeking leave of the court to heggproceeding in the name of Morningstar Austdiav Zealand against Morningstar and its nomineecttirs. A
hearing on this application is expected in ApriD20

In May 2003, the parties adverse to Morningstagrefdl to settle all claims for Australian $6,500,@00s costs of Australian $500,000, which then apjmnated U.S.
$5,275,900. That offer has expired. In February420@ offered to settle all claims for Australiah 260,000, which then approximated U.S. $942,000, in accordance
with SFAS No. 5Accounting for Contingenciesve recorded a reserve in this amount for thesienslin the fourth quarter of 2003. While we amgovously contesting tt
claims against us, this proceeding is not yet indbcumentary discovery stage and its likely outt@annot be determined at this time.

Securities and Exchange Commission "Wells Notice"

The Securities and Exchange Commisisi@onducting an investigation related to incartetal return data that we published during atsperiod in early 2004
with respect to a single mutual fund, the Rock @enYop Flight Fund. On May 24, 2004, we receivetalls Notice" from the Division of Enforcement thfe SEC
indicating that it intended to recommend that tE«€C3ake legal action against us alleging that ve¢ated U.S. securities laws. We cannot predicstitpe, timing, or
outcome of the investigation, which may include ithetitution of administrative, civil injunctive reriminal proceedings, the imposition of fines gehalties, and other
remedies and sanctions.

Morningstar Associates, LLC Subpoena from New YAttdrney General's Office and Examinations by Siéesrand Exchange Commission

In December 2004, Morningstar Ass@salLC, a wholly owned subsidiary of Morningstag., received a request in the form of a subpdeoma the New Yort
Attorney General's office, seeking information @wduments from Morningstar Associates, LLC reldtedn investigation the New York Attorney Generaffice is
conducting. While the subpoena is very broad, ectfirally asks for information and documents abthetinvestment consulting services Morningstaro&iges, LLC
offers to retirement plan providers, including fuirdtup recommendations for retirement plan spanshortly after the New York Attorney General'aef issued the
subpoena, the Securities and Exchange Commisstifireddorningstar Associates, LLC and Morningsitavestment Services, Inc., also a wholly owned wlitny of
Morningstar, Inc., that it had begun an examinatiorFebruary 2005, the Securities and Exchangerfiission issued a request for the voluntary prodaatif documents
to Morningstar Associates, LLC. The request is kinin scope to the subpoena. Although we belibedacus of the investigations being conductechieyNew York
Attorney General's office and the Securities andiaxnge Commission is on Morningstar Associates,,lit 8 possible that information and documentggring to
Morningstar Investment Services, Inc. may alsoxasrened. We cannot predict the scope, timing, acame of the investigation or examinations, whiciyrmclude the
institution of administrative, civil injunctive, @riminal proceedings, the imposition of fines grahalties, and other remedies and sanctions.
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In addition to these proceedings we are involvelégal proceedings and litigation that have arigethe normal course of our business. Althoughathieome of a
particular proceeding can never be predicted, wealdelieve that the result of any of these mattah have a material adverse effect on our busgneperating results,

financial condition.
16. Subsequent Event
In January 2005, we acquired the tale Annuity Research and Data Service ("VARDS'l) from Finetre Corporation for $9.0 million in dassubject to an

adjustment for working capital. VARDS provides r@s# and data on variable annuity products andes by nearly every firm that offers variable atiesi The service
is also used by many brokerage firms for reseahat diligence, and suitability determination.

17. Recently Issued Accounting Pronouncemisn

In December 2004, the Financial Actimg Standards Board issued SFAS No. 123 (Red66d),Share-Based Paymenivhich requires all companies to
measure compensation cost for all share-based pagrtiecluding employee stock options) at fair eal8FAS No. 123 (Revised 2004) is effective forlgubompanies
(except small business issuers as defined in SEQIR#N SB) for interim or annual periods beginning aftendu5, 2005. Management is in the process of réngetine
provisions of SFAS No. 123 (Revised 2004) as itantp our existing practice in which we recognizektbased compensation expense.
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Independent Auditors' Report
To the Stockholder of mPower.com, Inc.:

We have audited the accompanying consolidated talsineets of mPower.com, Inc. and subsidiarie§ Bs@ember 31, 2001 and 2002, and the related tidaged
statements of operations, stockholders' equitycanaprehensive income (loss), and cash flows foy#zes then ended. These financial statementhanesponsibility of
mPower.com, Inc.'s management. Our responsibditp iexpress an opinion on these financial statesri@sed on our audits.

We conducted our audits in accordance with auditagdards generally accepted in the United Stdtdsnerica. Those standards require that we plahpemform the
audit to obtain reasonable assurance about whigthdinancial statements are free of material ratestent. An audit includes examining, on a tesishbasidence
supporting the amounts and disclosures in the €imhstatements. An audit also includes assesbim@dcounting principles used and significant estias made by
management, as well as evaluating the overall §iishstatement presentation. We believe that oditaprovide a reasonable basis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tinaricial position of mPower.com, Inc. and subsidi&as of December 31,
2001 and 2002 and the results of their operatiodstiaeir cash flows for the years then ended irfaramty with accounting principles generally acaaghin the United
States of America.

As discussed in Note 1, effective January 1, 26@R2gwer.com, Inc. changed its method of accountngdodwill and intangible assets upon adoptioStatement of
Financial Accounting Standards No. 1&hodwill and Other Intangible Assets

As discussed in Note 13, the accompanying condelidstatements of operations have been restated.

DELOITTE & TOUCHE LLP

Chicago, lllinois

April 1, 2004

(January 31, 2005 as to the effects of
the restatement discussed in Note 13)
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mPower.com, Inc. and Subsidiarie:
Consolidated Balance Sheets as of December 31, 2@0d 2002

2001 200z
Assets
Current asset
Cash and cash equivalel $ 7,692,121 $ 4,106,83:
Restricted cas 3,841,05! 150,00(
Accounts receivable—net of allowance for doubtizd@unts of $90,280 in 2001
and $54,425 in 200 761,06( 711,91
Prepaid expenses and other as 1,049,63! 1,061,06!
Total current asse 13,343,86 6,029,80!
Property and equipme—net 4,645,30! 365,46«
Intellectual propert—net 6,525,23: 1,197,65!
Goodwill 378,16t —
Other asset 1,537,70 —
Total asset $ 26,430,27 $ 7,592,92!
Liabilities and stockholders' equity
Current liabilities
Accounts payable and accrued liabilit $ 3,817,65 $ 1,888,63:
Deferred revenu 1,322,71! 2,133,58
Current portion of note payak 3,841,05! 625,00(
Total current liabilities 8,981,42: 4,647,21!
Note payable, less current porti 625,00( 1,081,27.
Total liabilities 9,606,42: 5,728,49:
Stockholders' equit
Convertible preferred stock, $.0001 par value, 28,883 shares authorized in 20
Series A, 62,824 shares authorized, issued anthadiag in 2001 (aggregate liquidation
preference of $6,282,38 1,266,38! —
Series AA, 21,224 shares authorized; 15,823 isanddutstanding in 20C — 318,94t
Series B, 28,509 shares authorized, issued anthodisg in 2001 (aggregate liquidation
preference of $5,578,29 6,128,54! —
Series BB, 28,509 shares authorized; 1,232 issogaatstanding in 200 — 264,90°
Series C, 73,697 shares authorized, issued anthondisg in 2001 (aggregate liquidation
preference of $17,487,60 17,714,05 —
Series CC, 73,697 shares authorized; 37,122 issmugdutstanding in 20( — 8,922,78!
Series D, 64,516 shares authorized, issued anthodisg in 2001 (aggregate liquidation
preference of $46,998,93 41,325,58 —
Series DD, 64,516 shares authorized; 31,774 issnédutstanding in 20C — 17,056,23
Series F & G, 341,132 shares authorized in 2000988 shares issued and outstanding in
2001 (aggregate liquidation preference of $65,918), 62,246,83 —
Series FF & GG, 305,337 shares authorized in 2002,557 shares issued and outstanding in
2002 — 37,140,11
Series A-1, 10,000,000 shares authorized in 20871247 shares issued and outstanding in
2002 — 7,371,11.
Common stock, $.01 par value, 1,000,000 share@améld in 2001 and 2002, respectively; 85,645
and 363,090 shares issued and outstanding in 2002G02, respectivel 12,934,84 77,909,60
Notes receivable from stockholde
Accumulated other comprehensive income (li (89,60¢€) 121,72:
Less treasury sto—at cost, 32,675 shares in 2001 and 2 (3,409,061 (3,409,061
Accumulated defici (121,293,72) (143,831,92)
Total stockholders' equit 16,823,85 1,864,43i
Total liabilities and stockholders' equ $ 26,430,27 $ 7,592,92!

See notes to consolidated financial statements.

F-37




mPower.com, Inc. and Subsidiarie:
Consolidated Statements of Operations for the Year&nded December 31, 2001 (restated) and 2002 (retetd)

2001 2002
(As restated, (As restated,
see Note 13) see Note 13)
Revenue
Advice fees $ 2,862,37. $ 5,104,95!
Development fee 1,323,83 849,50(
Other 329,94( 248,98t
Total revenue 4,516,141 6,203,441
Operating expense
Personnel and consultit 23,712,45. 9,011,49:
Sales and marketir 3,785,65! 1,899,05:
Software, technology, and communicat 3,069,41! 3,961,64.
General and administratiy 2,900,23 2,286,38:
Depreciation and amortizatic 8,116,26! 4,868,96!
Impairment of fixed assets and intangible assedd@ss on disposal of fixed ass 2,272,18 4,862,411
Rent and othe 3,054,16! 1,527,02
Total operating expens 46,910,39 28,416,98
Operating los! (42,394,24) (22,213,54)
Interest incom—net 640,86( 92,63:
Loss before cumulative effect of change in accagngrinciple (41,753,38) (22,120,91)
Cumulative effect of change in accounting princ — (417,28¢)
Net loss (41,753,38) (22,538,19)
Accretion of mandatorily redeemable preferred s (2,030,88) —
Loss attributable to common stockhold $ (43,784,27) $ (22,538,19)

See notes to consolidated financial statements.
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mPower.com, Inc. and Subsidiaries
Consolidated Statements of Stockholders' Equity an€omprehensive Income (Loss) for the Years Ended Bember 31, 2001 and 2002

Series A
Convertible Preferred Stock

Series AA
Convertible Preferred Stock

Series B
Convertible Preferred Stock

Series BB
Convertible Preferred Stock

Shares Amount

Shares Amount

Shares

Amount

Shares Amount

Balance—January 1, 2001
Comprehensive los
Net loss

Foreign currency transaction income

(loss)

Total comprehensive incon

(loss)

Issuance of common sto
Repurchase of common stock for nc
Exercise of stock optior

Common stock options and warrants iss

for services

Amendment of warrants and cancellat
of note payable to stockhold
Conversion of mandatorily redeemable
convertible to convertible preferred stc
Conversion of Series E to Series F &
Issuance of preferred st—net
Accretion of mandatorily redeemat
preferred stocl

Balance—December 31, 200
Comprehensive los
Net loss
Foreign currency transaction incol
(loss)

Total comprehensive incon
(loss)

62,82: $ 1,266,381

— $ J—

28,50¢

©®
I

6,128,54!

|
@
|

62,82¢ 1,266,381

Conversion of convertible preferred stock

to shadow preferred sto

(15,829 (318,941)

Conversion of convertible preferred stock

to common stoc!
Issuance of preferred st—net

Balance—December 31, 200:

(47,00) (947,440

15,82¢ 318,94¢

28,50¢

(1,237

(27,27)

6,128,54!

(264,90)

(5,863,63)

1,232 264,90°

©

15,82: $ 318,94¢
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1,23 $ 264,90°

Series C
Convertible Preferred Stock

Shares Amount

Series CC
Convertible Preferred Stock

Series D

Shares Amount

Convertible Preferred Stock

Shares

Series DD

Amount

Convertible Preferred Stock

Shares Amount

Balance—January 1, 2001
Comprehensive los
Net loss
Foreign currency transaction inco
(loss)

Total comprehensive incon
(loss)

Issuance of common sto

Repurchase of common stock for nc
Exercise of stock optior

Common stock options and warra
issued

for services

Amendment of warrants and cancellat

of note payable to stockhold
Conversion of mandatorily redeemable
convertible to convertible preferred st
Conversion of Series E to Series F &
Issuance of preferred st—net
Accretion of mandatorily redeemable
preferred stocl

|
@
|

73,691 17,714,05

|
©
|

|
©

- 64,51¢

41,325,58

|
*
|

Balance—December 31, 200:
Comprehensive los
Net loss
Foreign currency transaction inco
(loss)

Total comprehensive incon

73,691 17,714,05

64,51¢

41,325,58



(loss)

Conversion of convertible preferr:
stock

to shadow preferred sto
Conversion of convertible preferred
stock

to common stoc

Issuance of preferred st—net

Balance—December 31, 200:

(37,12 (8,922,78) 37,12 8,922,78 (31,779 (17,056,23) 31,77¢ 17,056,23
(36,579 (8,791,27) — — (32,747 (24,269,34) — —

— 8 — 37,12. $ 8,922,78 — 3 — 31,77 $ 17,056,23
.= ;. & __________§& _______§& =& . ]
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Series E
Convertible Preferred Stock

Shares

Series F & G

Convertible Preferred Stock

Amount

Shares

Series FF & GG
Convertible Preferred Stock

Amount Shares

Series /-1

Convertible Preferred Stock

Amount Shares

Amount

Balance—January 1, 2001
Comprehensive los
Net loss
Foreign currency transaction inco
(loss)

Total comprehensive incon
(loss)

Issuance of common sto

Repurchase of common stock for nc
Exercise of stock optior

Common stock options and warra
issued

for services

Amendment of warrants and cancellal

of note payable to stockhold
Conversion of mandatorily redeema
convertible to convertible preferred st
Conversion of Series E to Series F §
Issuance of preferred st—net
Accretion of mandatorily redeemable
preferred stocl

Balance—December 31, 200:
Comprehensive los
Net loss
Foreign currency transaction inco
(loss)

Total comprehensive income
(loss)

Conversion of convertible preferr:
stock

I
©»

I
@

|
|
@

@
I

112,03 35,498,19 —
(112,039 (35,498,19) 35,498,19
300,93t 26,748,63

— 300,93t 62,246,83 — —

to shadow preferred stoi (179,55) (37,140,11) 179,55 37,140,11
Conversion of convertible preferred
stock
to common stoc! (121,38) (25,106,71) — — —
Issuance of preferred st—net — — 2,870,24 7,371,11
Balance—December 31, 200: — $ — — $ —_ 179,55 $ 37,140,11 2,870,24 $ 7,371,11
I I B B B B S
F-41
Accumulated
other
Common Stock Treasury Stock comprehensive
income (loss)—
cumulative Total
translation Accumulated stockholders'
Shares Amount Shares Amount Notes receivabl adjustment deficit equity
Balance—January 1, 2001 62,41: $ 6,502,96 — — (4,367,20) $ — $ (77,509,45) $ (74,107,30)
Comprehensive los
Net loss — (41,753,38) (41,753,38)
Foreign currency transactic
income (loss (89,60¢€) — (89,60¢€)
Total comprehensive income
(loss) — — — (89,60¢) (41,753,38) (41,842,99)
Issuance of common sto 21,42¢ 2,592,26 2,592,26
Repurchase of common stock for
notes (32,679 (3,409,061 4,367,20! — — 958,13¢
Exercise of stock optior 1,80¢ 71,427 — — — — 71,427
Common stock options ar
warrants issued
for services 268,19. — — — — 268,19.
Amendment of warrants and
cancellation
of note payable to stockhold 3,500,00! — — — — 3,500,001
Conversion of mandatoril
redeemable
convertible to convertible
preferred stocl — — — — — 100,666,38
Conversion of Series E
Series F & C — — — — — —
Issuance of preferred st—net — — — — — 26,748,63
Accretion of mandatorily
redeemable
preferred stocl — — — — (2,030,881 (2,030,88)
Balance—December 31, 200 85,64¢ 12,934,84 (32,679 (3,409,06) (89,606 (121,293,72) 16,823,85
Comprehensive los
Net loss — — — — (22,538,19) (22,538,19)
Foreign currency transactic
income (loss — — — 211,32¢ — 211,32¢



Total comprehensive income
(loss)

Conversion of convertibl

preferred stock

to shadow preferred stor

Conversion of convertible

preferred stock

to common stoc 277,44¢
Issuance of preferred st—net

— — — 211,32 (22,538,19) (22,326,86)
64,974,75 — — — — (3.661)
— — — — — 7,371,11
77,909,60 (32,67 $ (3,409,06) $ — 3 121,72: $ (143,831,92) $ 1,864,431

Balance—December 31, 200: 363,09( $

See notes to consolidated financial statements.
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mPower.com, Inc. and Subsidiarie:

Consolidated Statements of Cash Flows for the YeaEnded December 31, 2001 and 2002

2001 200z
Cash flows from operating activities
Net loss $ (41,753,38) $ (22,538,19)
Adjustments to reconcile net loss to net cash usegerating activitie:
Depreciation and amortizatic 8,247,72: 4,868,96'
Provision for bad debr 369,68¢ 41,79«
Stocl-based compensation on restricted stock repurc 1,861,70: —
Common stock, warrants and options issued for ses 268,19: —
Loss on purchase commitme 1,225,001 —
Foreign currency transaction los: — 166,55
Impairments of intellectual property and other ngi#les — 3,339,01:
Impairments of property and equipmi — 1,371,94
Loss on disposal of asst 2,272,18 151,45¢
Cumulative effect of change in accounting princ — 417,28t
Changes in assets and liabilit
Restricted cas 60,48( 3,717,601
Accounts receivabl (140,03) 12,22°
Prepaid expenses and other current a: 412,23 (30,020
Other asset 660,62 1,371,17
Accounts payable and accrued liabilit (3,459,17)) (1,931,44)
Deferred revenu 746,14 805,05:
Net cash used in operating activit (29,228,62) (8,236,58)
Cash flows from investing activities
Acquisitions of property and equipme (426,17() (4,31)
Proceeds from sale of ass 57,200 52,90!
Payments on capital lease obligatir (4,28¢)
Acquisitions of businesses and intellectual proj—net of cash acquire (783,02)
Net cash provided by (used in) investing activi (1,156,27)) 48,59:
Cash flows from financing activities
Proceeds from issuance of preferred s<—net 21,463,45 7,367,45!
Proceeds from issuance of common st 71,42]
Borrowings from notes payah 1,803,16:
Repayment of notes payal (60,480 (4,594,92)
Net cash provided by financing activiti 21,474,40 4,575,68
Decrease in cash and cash equivaler (8,910,49) (3,612,31)
Effect of exchange rate changes on ca (78,049 27,02:
Cash and cash equivalent
Beginning of yea 16,680,65 7,692,121
End of yeal $ 7,692,121 $ 4,106,83
Other cash flow informatic—
Cash paid for intere: $ 811 $ —
Noncash investing and financing activit
Issuance of common stock for acquisit $ 2,678,557 $ —
Issuance of preferred stock for acquisit $ 3,982,39. $ —
Issuance of preferred stock for reduction in pusehabligatior $ 1,225,000 $ —
Conversion of mandatorily redeemable convertiblfgared stock to convertible preferred st $ 100,666,38 $ —
Amendment of warrants and cancellation of note pkeyt shareholde $ 3,500,001 $ —

See notes to consolidated financial statements.




mPower.com, Inc. and Subsidiarie:
Notes to Consolidated Financial Statements

1. Organization and Significant Accountig Policies

Organization.mPower.com, Inc. (the "Company") is a Delaware emapon. The Company was formed to provide custethasset allocation and retirement
planning advice to employee retirement plan pgodiots via the Internet.

Basis of Presentatiohe consolidated financial statements include twants of mPower.com, Inc. and its wholly-ownebssdiaries, mPower Advisors LLC,
a registered investment advisor, and mPower Europited ("mPower Europe"), a limited liability corapy incorporated in England and Wales, and locatédndon,
England. All significant intercompany balances #&athsactions are eliminated in consolidation.

Use of EstimateS he preparation of financial statements in conféymiith accounting principles generally acceptethia United States of America requires
management to make estimates and assumptiondféetthe reported amounts of assets and liakslidied disclosure of contingent assets and liadslitit the date of the
financial statements and the reported amount afmees and expenses during the reporting periodiahotsults could differ from those estimates.

Currency TranslationAssets and liabilities of mPower Europe have besmstated at the period-end exchange rate and meom expenses have been translated
using weighted average exchange rates for theghéeFianslation adjustments are included as a coemgarf accumulated other comprehensive income)(loss

Cash EquivalentsThe Company considers cash investments with a ityatfrthree months or less at the time of purchtadee cash equivalents. Cash
equivalents include money market instruments awodt $érm corporate obligations.

Property and EquipmentThe Company records furniture, fixtures, equipneerd leasehold improvements at cost. Except foredégion on leasehold
improvements, depreciation is computed using tragtt-line method over estimated useful liveshoée years. Leasehold improvements are depreciated the
straight-line method over the remaining periodhef lease, or the estimated useful life of the imenaent, whichever is shorter.

Intellectual Propertylntellectual property consists of a patent whichégng amortized using the straight-line methodr @ggeeconomic useful life, which has
been estimated to be five years (see Note 5).

Goodwill and Intangible Asset§he Company adopted Statement of Financial Accogr8itandards ("SFAS") No. 14@podwill and Other Intangible Asseter
January 1, 2002. Under the provisions of this steshdgoodwill is no longer amortized. Intangiblsets with indefinite lives are not amortized. Thuosdh finite lives are
amortized over the expected period of benefit. @olbdnd intangible assets with indefinite livegaubject to an annual test for impairment. Uparpédn, the required
initial benchmark evaluation was performed. Duprmiected operating cash flow losses for mPowepgeira goodwill impairment loss of $417,286 wa®geized as a
cumulative effect of a change in accounting pritecip 2002. The fair value of that reporting unasv
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estimated using the expected present value ofddash flows. The discontinuation of goodwill arfration required under this standard had no mateffiect on the
Company's results of operations in 2001 or 2002duition to goodwill, a customer list intangibkesat is being amortized using the straight-linehmeover its economic
useful life, which has been estimated to be thesgg/(see Note 3), and is included in other assets.

Revenue Recognitiomhe Company derives its revenue primarily from depeent services and direct advice services. Dgveémnt services may include web
site development, web site customization, perfoghire initial financial analyses of the variouseéstment options of the customer retirement plamspiling databases
and fund profiles, and building a database of plarticipants. Direct advice services typically imd# ongoing retirement planning investment advitgntenance, and
customer support. Revenue associated with developseevices and direct advice services are recegnihen the product or service is delivered or,mégeplicable,
over the service obligation period defined by #weris of the contract.

In 2001, one customer accounted for approximaté®y df total revenues. In 2002, one customer acealfar approximately 12% of total revenues.
Product Development and Engineering ExpenBesduct development and engineering expenses argeshto operations as incurred.

Stock-Based Compensatidrhe Company accounts for its employee stock opilan in accordance with the provisions of Accougtirinciples Board ("APB")
Opinion No. 25Accounting for Stock Issued to Employe€he Company accounts for stock options and westiaeued to non-employees in accordance with the
provisions of SFAS No. 122\ccounting for Stock-Based Compensatard Emerging Issues Task Force ("EITF") Issue Mel® Accounting for Equity Instruments
That Are Issued to Other Than Employees for Acagiror in Conjunction with Selling, Goods or Seegcunder the fair value based method using the B&atoles
option pricing model.

If the Company had accounted for its employee stgtlon plans in accordance with the provisionSBAS No. 123, the net loss on a pro forma basisqagared to
such items as reported) would have been as follows:

Year Ended December 3:

2001 200z
Net los—as reportet $ (41,753,38) $ (22,538,19)
Add: Stock-based compensation expense includegported net loss,
net of tax effect: 1,861,70. —
Deduct: Total stock-based compensation expensendied under
fair value based method, net of tax effe (2,029,67) (191,35%)
Pro forma net los $ (41,921,35) $ (22,729,55)
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Income Taxedeferred tax liabilities are recognized for futtegable amounts, and deferred tax assets are rieedgior future deductions, net of a valuation
allowance to reduce net deferred tax assets to mt:ithat are more likely than not to be realized.

Concentration of Credit RiskEinancial instruments that potentially subject@@mmpany to concentration of credit risk consistratle receivables. The
Company's credit risk is mitigated by the Compangeslit evaluation process and the reasonably shilection terms. No single customer is large @foto pose a
significant credit risk to the Company, and no Engistomer accounted for more than 10% of accaestsivable at December 31, 2001 or 2002. The Cogngaes not
require collateral or other security to supportoacts receivable and maintains an allowance foemq@t! credit losses.

Impairment of Long-Lived Assets and Long-Lived #sEe Be Disposed Ofhe Company evaluates its long-lived assets foaimgent whenever events or
changes in circumstances indicate that the caringunt of such assets may not be recoverable vRetality of assets to be held and used is medswye comparison
of the carrying amount of an asset to future uradisted net cash flows expected to be generateldebgdset. If such assets are considered to bergdpé#ie impairment
to be recognized is measured by the amount by whilearrying amount of the assets exceeds thedhie of the assets. Assets to be disposed opoeted at the lowt
of the carrying amount or fair value less costseib.

ReclassificationsCertain prior years amounts have been reclasgiiednform to the current year presentation.

Recently Issued Accounting Pronounceméiifective January 1, 2001, the Company adopted SRA.SL33,Accounting for Derivative Instruments and Hed¢
Activities, as amended by SFAS No. 12&counting for Certain Derivative Instruments aner@in Hedging Activities which establishes accounting and reporting
standards for derivative instruments, includingaierderivative instruments embedded in other @mté; and for hedging activities. SFAS No. 133mgnded, requires
the recognition of all derivative instruments abei assets or liabilities in the statement ofriitial position measured at fair value. The adoptibthis standard had no
material effect on the Company's financial posibomesults of operations.

In June 2001, the Financial Accounting Standardsr@¢'FASB") issued SFAS No. 14RBusiness Combinationsvhich was effective for the Company on July 1020
SFAS No. 141 prohibits pooling-of-interests accaumfor acquisitions. The adoption of this standaad no material effect on the Company's finarmisition or results
of operations.

In October 2001, the FASB issued SFAS No. Ietounting for the Impairment or Disposal of Lonigdd Assetswhich was effective for the Company on January 1,
2002. This standard supersedes SFAS No.A@dgunting for the Impairment of Long-Lived Assetd for Long-Lived Assets to be Disposed Tfe adoption of this
standard had no material effect on the Companyéiial position or results of operations.
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In November 2002, the FASB issued FASB Interpretello. ("FIN") 45,Guarantor's Accounting and Disclosure Requiremémtssuarantees, Including Indirect
Guarantees of Indebtedness of Othef$N 45 requires that upon issuance of a guarattieeguarantor must recognize a liability for faie value of the obligation it
assumes under that guarantee. The disclosure jfuosisf FIN 45 are effective for financial staterteefor fiscal years ending after December 15, 2002 provisions for
initial recognition and measurement are effectimeagrospective basis for guarantees that aredssumodified after December 31, 2002. The disdlegrovisions of
FIN 45 have been considered in the Company's ciolaget! financial statements. The Company doesxpea that the adoption of the remaining provisiohBIN 45 will
have a material impact on its financial positiomesults of operations.

In May 2003, the FASB issued SFAS No. 1B8¢counting for Certain Financial Instruments with&acteristics of Both Liabilities and Equiteffective in June 2003.
SFAS No. 150 requires an issuer to classify, dilii@s, any financial instruments that fall withihe scope of this pronouncement. Adoption of SR&S150 is not
expected to have a material effect on the finammaition or results of operations of the Company.

In January 2003, the FASB issued FIN @6nsolidation of Variable Interest Entitie§IN 46 requires that the assets, liabilities, ezmlilts of the activity of variable
interest entities be consolidated into the finansiatements of the entity that has the controlfingncial interest. FIN 46 also provides the fravoek for determining
whether a variable interest entity should be cadat#d based on voting interest or significantificial support provided to it.

In December 2003, the FASB issued FASB Interprataio. 46 (Revised December 2003) ("FIN 46(REPnsolidation of Variable Interest Entitieso replace FIN 46
and to clarify the application of Accounting ReseBulletin No. 51Consolidated Financial Statementas amended by SFAS No. @hnsolidation of All Majority-
Owned Subsidiariesto certain entities in which equity investorsrdi have the characteristics of a controlling ficiahinterest or do not have sufficient equityiakfor
the entity to finance its activities without addital subordinated financial support. The Compariyapply FIN 46(R) to any interest in an entity fedi to its provisions
created after December 31, 2003. The Company sl apply FIN 46(R) to all entities subject topt®visions created before December 31, 2003 begindanuary 1,
2005. The adoption of FIN 46(R) is not expectetidge a material impact on the Company's finan@altfpn or results of operations.

2. mPower Europe

In August 2000, the Company acqu#2b% of the outstanding equity of mPower EuropeMbay 2001, a restructuring of mPower Europe o@ziirAs part of
this transaction, the Company relinquished 18.7%sadwnership interest in mPower Europe, decregissnownership to 23.8%. The Company's ownersttgrest in
mPower Europe increased an additional 1.8% upofotfigiture of mPower Europe shares by an mPoweojiisenior executive upon resignation, also in Riz1.

In September 2001, the Company entered into anehgeeat for the Sale and Purchase of Shares in mABwepe with the other shareholders of mPower Egirpprsuar
to which the Company acquired from such
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shareholders their shares of mPower Europe, reftirger4.4% of the capital stock of mPower European as converted basis, by issuing 1,171 shargerads F
Preferred Stock and 17,883 shares of Series GrredfStock of the Company. As a result of thisgeation, mPower Europe became a whollyaed subsidiary. The to
purchase price of this acquisition was $4,268,82, was allocated to the assets and liabilitiesieed) based on their estimated fair values asefitite of acquisition as
follows:

Cash $ 3,765,87
Property and equipme 151,43!
Goodwill 385,98
Liabilities (34,47¢)
Total purchase pric $ 4,268,82.

As of December 31, 2001, mPower Europe had a logmagreement of $3,841,040 secured by restrietel in the same amount. This note was repaid danog.
3. Asset Purchases

On May 18, 2001, the Company acquaastantially all of the assets of Rational Ineestinc. and certain assets of The McGraw-Hill @aries Inc., through
its Standard & Poor's Division ("S&P"), in excharfge 21,429 shares of the Company's common stodkuarto an additional 35,714 shares of the Compargyyhmon
stock to be issued over a period of four yearsdapen the conversion of S&P paid participanth®&ompany's retirement planning advice product. tbkal purchase
price of this acquisition was $2,689,036, and whated to the assets and liabilities acquirecetam their estimated fair values as of the datqtiisition as follows:

Receivable: $ 334,87¢
Property and equipme 37,40(
Customer lis 2,316,75:
Total purchase pric $ 2,689,03

In May 2002, the Company and S&P amended the agneeto terminate S&P's right to earn additionarsbaf the Company's common stock (see Note 7)uratated
amortization of the customer list intangible asgas $479,544 as of December 31, 2001. As a refait mtangible asset impairment analysis perforomeder SFAS
No. 121 as of December 31, 2001, the Company redoad impairment charge of $1,670,692 relatedeatistomer list. In 2002, the Company recorded &radion
expense related to the remaining customer lishgitde asset of $94,487. As of December 31, 20@2carrying value related to the customer listrigthle asset was
determined to be impaired, as the carrying amoxcegeded the sum of the undiscounted cash flowsctaqéo result from the use of the asset. The impait loss of
$72,035 was measured as the amount by which tigregiamount of the asset exceeded its fair vahtkveas recorded in impairment of fixed assets and
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intangible assets and loss on disposal of fixedtashiring the year ended December 31, 2002. Asoémber 31, 2001 and 2002, the carrying valueetustomer list
intangible asset was $166,523 and zero, respegtivel

4. Property and Equipment

Property and equipment consist offttiewing:

As of December 3!

2001 200z
Computer equipment and softw: $ 7,581,83 $ 6,824,06:
Office equipment and furnitui 2,320,81 1,544,73.
Leasehold improvemen 1,325,13! 1,032,88I
Total 11,227,78 9,401,67
Less accumulated depreciati (6,582,47.) (9,036,21)
Property and equipme—net $ 4,645,300 $ 365,46

The cost of property and equipment under capitadds was $53,100 as of December 31, 2001, and atatethdepreciation associated with these assei$8®740. No
property and equipment was under capital leasé Be@ember 31, 2002.

The Company recorded a net charge of $2,140,73804 relating to the disposal of fixed assets tegufrom the consolidation of excess facilitiesoferty and
equipment that was disposed of or removed fromaiers consisted primarily of furniture and fixtareomputer equipment, and leasehold improvem&hts Company
also recorded a charge of $1,371,945 in 2002 ttewliown fixed assets held for use to their faiueabs the carrying value related to these assetsletermined to be
impaired, since the carrying amount exceeded theafithe undiscounted cash flows expected to réwrt the use of the fixed assets. The impairmess lvas measured
as the amount by which the carrying amount of #sets exceeded their fair value. These impairntearges are included in impairment of fixed assetsiatangible
assets and loss on disposal of fixed assets in 2002002.

5. Intellectual Property
Derivative Insights Agreement

In February 2000, the Company entérrlan agreement to purchase intellectual prgpmmsisting of patents and software from Derivativsights LLC
("Derivative Insights Agreement”). The purchase@ronsisted of $5,000,000 in cash plus contingapinents of up to $5,000,000 based on a certageptrge of
revenue derived from the licensing of the softwameaddition, the Company issued a warrant to pasel7,000 shares of common stock of the Compaay exercise
price of $465.00 per share. The vesting termsefithrrant were 25% after one year from the dathehgreement and monthly over the next three ygamswarrant
expires 10
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years from the date of grant. The warrant becomesediately exercisable upon a change in controtlifahally, upon the first anniversary date of dgreement, the
counterparty had the right to surrender its righany future contingent payments in exchange frash payment of $10,000,000 less payments preyioustle and
cancellation of unexercised warrants or returrhefdcommon stock obtained from exercising such wartdpon the second anniversary date of the agnegnie
counterparty had the right to surrender its righaty future contingent payments in exchange faash payment of $15,000,000 less payments preyioustle and
cancellation of unexercised warrants or returrhefdcommon stock obtained from exercising such wa f&econd Anniversary Cash Option"). In the ewefra change in
control, the Second Anniversary Cash Option wo@ddme immediately exercisable by the counterparty.

In January 2001, the Company amended the Derivataights Agreement. Under the amended agreenfenfpliowing terms as specified in the originalegment were
removed: 1) Cash payment of $2,500,000 due onrnthwersary of the effective date, 2) contingentrpawts of up to $5,000,000 based on a certain pemgernf revenue
derived from the licensing of the software, 3) tighsurrender such contingent payments in exchéorge cash payment, and 4) issuance of 7,000 waret an exercise
price of $465.00 per share. In consideration ferrttodification of these terms, the Company madesing payment to Derivative Insights LLC of $4,280 on
February 28, 2001, and issued 7,000 warrants exarcise price of $200.00 per share to the prihcipaer of Derivative Insights LLC. In addition,glfCompany recorde
a $3,500,000 capital contribution related to thecedlation of the note payable. Accumulated amati@n of the patent intangible asset was $3,727g260f December 31,
2001. In 2002, the Company recorded $2,060,60@nioréization expense related to the patent. As afebeber 31, 2002, the carrying value related tg#tent was
determined to be impaired, as the carrying amoxeeeded the sum of the undiscounted cash flowscéaghéo result from the use of the asset. The impait loss of
$3,266,977 was measured as the amount by whiotatinging amount of the asset exceeded its faireyand was recorded in impairment of fixed assadsistangible
assets and loss on disposal of fixed assets dtivengear ended December 31, 2002. As of Decemb&(B1l and 2002, the carrying value of the patexg $6,525,233
and $1,197,656, respectively. Future estimated tation expense related to the patent is as fald42,335 in 2003, $542,335 in 2004, and $112i92605.

Employment Agreement

In February 2000, the Company entaredan employment agreement with a principal awafeDerivative Insights LLC ("Employment Agreem&nfThe
Employment Agreement provided for the issuance afrants to purchase 3,000 shares of common steeK'\(Yarrant") for $465.00. 1,000 Warrant share$ létome
exercisable on February 28, of each of 2005, 2806,2007 subject to potential acceleration duermination or change of control. The Warrant exgirel0 years.

In January 2001, the Company amended the EmployAgneement. Under the amended employment agreethenGompany cancelled its issuance of 3,000 wesrian
$465.00 per share and issued a warrant to purh@86 shares of common stock at $200.00 per shitte25% of the warrants exercisable on February2®81 and the
balance exercisable monthly over the next threesy@e term of the warrant expires in 10 yearsofiSecember 31, 2001 and 2002, no shares weredsslated to this
warrant. Of the 10,000 warrants issued, 7,000
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were accounted for as a fixed award, and 3,000 e&reunted as a variable award. During the yeatsdeBecember 31, 2001 and 2002, no variable avwampensation
expense was recorded as the exercise price was beddfair market value of the Company's commoulsfor all periods.

6. Income Taxes

The primary components of the deftex assets are as follows:

As of December 3!

2001 200z
Net operating loss carryforwar $ 40,155,611 $ 47,071,03
Deferred revenu 902,59: 183,78:
Excess book over tax depreciat| 1,417,84. 4,855,13
Accrued expense 1,317,720 208,63
Other 159,82: 49,79t
Total 43,953,58 52,368,37
Valuation allowanct (43,953,58) (52,368,37)
Net deferred tax ass $ — 3 —

No tax benefit has been recorded in 2001 or 20@2use of the net operating losses incurred by dmepany resulting in the recording of a valuatidowince for al
deferred tax assets. A valuation allowance is plediwhen it is more likely than not that some poriof the deferred tax asset will not be realiZéte Company
established a valuation allowance for all defeteedassets at December 31, 2001 and 2002 due tmtgetainty of realizing future tax benefits frasinet operating loss
carryforwards and other deferred tax assets.

As of December 31, 2002, the Company has net apgraiss carryforwards of approximately $118,223 56 federal and $64,398,293 for California fraisehtax
purposes, which begin to expire during fiscal y&#$0 and 2003, respectively.

7. Stockholders' Equity
Common Stock, Convertible Preferred Stock, andaiutieferred Stock

In September 1995, 401K Forum wasriperated under the laws of the State of Califorimiavarch 1997, 401 K Forum, Inc. was incorporateder the laws of
the State of Delaware, and in March 1997, 401K Foftlne original California corporation) was mergeith and into 401K Forum, Inc. under the "401K Forunc."
name. In February 1999, the name of the Companychasged to Emergent Advisors, Inc. In Decembe®18% name of the Company was changed to
mPower.com, Inc.

In conjunction with the Company's re-incorporatioMarch 1997, each issued and outstanding shateed®ompany's 63,074 shares of common stock waseded into
one share of the Company's Series A Preferred

F-51




Stock ("Series A"). Also in 1997, 35,428 shareSefies B Preferred Stock ("Series B") were issoe®$,243,216 in cash and conversion of $506,78wtas payable
including accrued interest. Additionally, 11,799rreats for Series B were available for issuandevestors in conjunction with these transactionsar@ng of the
warrants was contingent upon the occurrence oaiceevents such as introducing new customers t€tmepany who as a result, enter into signed agretsmeéth the
Company.

In October 1998, the Company issued 73,150 shdr@er@s C Preferred Stock ("Series C") for totageeds of $14,630,000. All warrants relating ® plarchase of
shares of Series B were cancelled at the timeeoisguance of Series C pursuant to the executian ¢rivestor Incentive Program Agreement (see belmMarch 1999,
the Company issued 547 shares of Series C forretgiroceeds of $101,000.

In December 1999, the Company issued 64,516 sbaaries D Preferred Stock ("Series D") for totef proceeds of $37,075,706.

In November 2000, the Company engaged in a bridge financing in the amount of $11,479,565 (thed@e Financing”) with certain existing investons.connection
with the Bridge Financing, the Company issued cditle promissory notes which were convertible iskares of Series E Preferred Stock ("Series E").

In December 2000, the Company issued 112,034 shhfsries E for $23,116,489 in cash and conversi®11,602,953 in promissory notes, including aedrinterest,
issued in connection with the Bridge Financing. Addally, 2,821 warrants for Series E were isstethvestors in conjunction with these transactions

In May 2001, the Company issued 186,713 sharesié¢sSF Preferred Stock ("Series F") and 94,34@eshaf Series G Preferred Stock ("Series G") ftaltoet proceeds
of $20,617,618. Pursuant to the terms of the fim)mew investors were required to invest 50%hefrttotal investment in Series F and the remaiBiog of their total
investment in Series G. Any existing investorshiea tompany who patrticipated in the financing puseldaSeries G only. In addition, pursuant to theseof the financing,
if a holder of Series E elected to invest in tlaficing in an amount equal to at least 25% of guygemate amount invested by such holder in theeSé&tifinancing, all of
the shares of Series E held by such holder, asaselhy warrants exercisable for Series E heldibly bolder, automatically converted into SeriesrRyarrants
exercisable for Series F. All investors in Seridga\ested the required 25% and therefore all S&iskares and warrants converted to Series F shadesarrants. Reute
America, Inc. ("Reuters") contributed cash andduation of the Company's commitment to purchaseices under the Company's agreement with ReuteesNste 11).
In June 2001, the Company issued 831 shares a&fsS@rfor total net proceeds of $173,641.

In May 2001, in conjunction with the Series F anéirancing, the Company authorized 30,000 shargseaferred stock to be designated as "Junior RedfeStock." The
Company adopted the 2001 Stock Option Plan whiokiges for the grant of 30,000 nonqualified optitmsertain management, key employees, and forimeetdrs of
the Company. The options are exercisable for stafrasiew series of Junior Preferred Stock. Theéaoptgranted under the 2001 Stock Option Plan teataion
January 1, 2003 or upon the occurrence of othaerteve
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(see further discussion in Stock Option Plans sadielow). As of December 31, 2002, no shares mibdiPreferred Stock had been issued.
In September 2001, the Company issued 1,171 sbhaReries F and 17,883 shares of Series G fordeisition of an additional 74.4% of mPower Eurgpee Note 2).

In May 2002, the Company and S&P entered intotarleigreement ("Letter Agreement"), pursuant tocivithe Company or a third-party purchaser wouldhiwil0 days
after execution, purchase from S&P 45,352 sharesmwimon stock, which equaled all of the Companytaroon stock held by S&P at such time (includingd23,shares
of common stock that were converted upon suchradpfsom 11,962 shares of Series F and 11,962 sba®sries G), for the full consideration of $132#hich
represented the fair value of such shares. Pursodnis agreement, in May 2002, S&P sold its shéweCapital Z, one of the Company's current insstand to an
individual investor. Additionally, the Company aB&.P agreed, as of May 2002, to amend the Purchgesefnent dated May 18, 2001 (see Note 3) to tetmniB&P's
right to earn shares of the Company's common sthekanumber of which was calculated based upordhegersion of S&P customers to the Company's agwviceuct.

Significant terms of the Series A, Series B, Se@ieSeries D, Series E, Series F, Series G (togéetBenvertible Preferred Stock") and Junior PrefdrStock as of
December 31, 2001 are as follows:

. Series A, Series B, Series C, Series D, SeriegigSF, and Series G are convertible into comnimeksat any time after the date of issuance intaraber of
shares of common stock that is determined by digidihe Series A, Series B, Series C, Series DeSé&j Series F, or Series G issue price by theersion price,
(original issue price adjusted for splits, dividendnd certain other dilutive issuances) whicteigdnined on the date the certificate is surrertifmeconversion.
Each share of the Convertible Preferred Stock aatically convert into common stock upon the eardiea) completion of a public offering with aggetg
proceeds not less than $50,000,000 at not lesspdEB00 per share or (b) upon the written conskat least two-thirds of the holders of that seé Convertible
Preferred Stock, voting together as a single clhssior Preferred Stock is not convertible to comratock.

. In the event that a holder of Series E purchasei@ssé in an amount equal to or greater than 25%@fggregate purchase price paid by such haddehé share
of Series E then held, the shares of Series E attcally convert into Series F determined by dinglthe aggregate Series E issue price paid bytseider by the
Series F/G issue price.

. In the event of any liquidation of the Company (g¥hincludes the acquisition of the Company by amoémtity), the holders of Series B, Series C,e3el,
Series E, Series F, and Series G have a liquidatieierence over common stock and Series A ofl@2$0 per share, $200.00 per share, $620.00 peg,sh
$326.00 per share, $209.00 per share, and $1,08BrGthare, respectively; plus (i) a liquidatioemium equal to 8% of the original Series B, Se@eSeries D,
Series E, Series F, and Series G issue price pemasompounded semi-annually for each outstandiagesfrom the date of first issuance;
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plus (iii) all declared but unpaid dividends. Afsarch payment, the holders of Series A have adaion preference of $100.00 per share plus ankadtbut
unpaid dividends. Upon payment of all ConvertibtefBrred Stock liquidation preferences, any renmgiroceeds will be allocated to the common stoldédrs.
Prior to and in preference to any distributionta# tissets or surplus funds to the holders of SBri€gries C, Series D, Series E, Series F, S€i&eries A, and
common stock, the holders of Junior Preferred Sghalll be entitled to receive 12.75% of the aggeegansideration received by the Company multiptigdh
fraction ("Share Ratio") equal to the total numbgshares of Junior Preferred Stock outstandingidd/by 30,000. In the event the acquiring enstg private
company and the consideration is solely in the fofrehares of capital stock of such surviving aquadng company ("Acquirer"), the holders of JunRreferred
Stock are entitled to receive 12.75% of the Acqusteares received by the Company multiplied byShare Ratio. In the event the consideration sloal$ist of a
mix of cash and Acquirer shares, the holders ofodWPreferred Stock shall be entitled to receiver5%o of the cash consideration and Acquirer shawdgplied by
the Share Ratio.

In conjunction with the Series F and G financirgg imandatory redemption feature was removed oe$BriSeries C, Series D, and Series E. Prior p 2081,
the Company was required to redeem Series C anesI2iat any time after seven years and six yeaspgectively, from the date of first issuance feilog the
receipt of a written request from the holders aigority of the voting power of Series C and Sebesespectively, by paying a cash sum per shateeoSeries C
and Series D issue price, the Series C and Seriiggiidation premium plus all declared or accumedabut unpaid dividends on such shares. The Compasy
required to redeem the Series B on January 31, B9@aying cash at a per share amount equal toripmal Series B issue price plus the liquidagwamium plus
all declared or accumulated but unpaid dividendswmh shares. After receipt by the Company of &S& redemption request or Series D redemptionesgigor
the Series B redemption date, the Company wasnejto redeem the Series E following receipt ofrtt@n request from the holders of a majority & thoting
power of Series E by paying a cash sum per shatedberies E issue price plus the liquidation puemplus all declared or accumulated but unpaiddeinds on
such shares. Series A was not redeemable. Subseqube Series F and G financing, Series B, S&ieSeries D, Series E, Series F, and Series Goare
redeemable. The Company must redeem the sharasiof Preferred Stock outstanding upon the eaoli¢i) 90 calendar days after the completion otialjz
offering or (ii) May 15, 20086, if no liquidation kaccurred prior to such date, by paying a cashesyumal to 10% of the per share price paid by swdtheln of
Junior Preferred Stock.

Series A, Series B, Series C, Series D, SeriegiigeSF, and Series G are entitled to dividendgnadnd if declared by the board of directors, wpprtion to the
number of shares of common stock which would bd bgleach such holder if all shares of such pretestock were converted to common stock at the then
effective conversion rate. Such dividends are natative. Holders of Junior Preferred Stock areemtitled to receive any dividends.

Holders of Convertible Preferred Stock and Juniefétred Stock have the same voting rights as ddehs of common stock and have one vote for ehalesof
common stock into which the preferred stock cohkhtbe converted.
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Series A-1 Preferred Stock Financing and Recapiilbn

In May 2002, the Board of Directotgherized the Company to issue and sell sharegéSA-1 Preferred Stock ("Series A-1") to raipg@ $15 million in the
financing at a purchase price of $2.70 per shalso i May 2002, the Company completed the firgsitlg of the financing by issuing 2,870,247 shafeSeries A-1 for
total net proceeds of $7,371,111.

In connection with the financing, the Board of @i@'s authorized a recapitalization plan (the "Réadization") which involved two steps: (i) upadmetfirst closing of the
financing, all outstanding shares of existing pnefe stock, including Series A, Series B, SerieS€&jes D, Series F, and Series G, converted artesponding shares of
Series AA, Series BB, Series CC, Series DD, Sétiesand Series GG preferred stock ("Shadow Prefe8teck") and/or common stock (the "Preferred Cosiva")
based on each preferred stockholder's participatitime Series A-1 financing, and (ii) upon theafislosing of the financing (which shall occur @telr than April 1, 2003,
or upon other triggering events which may occumsoj all outstanding shares of Shadow Preferrdicbwiconverted into shares of common stock ("ShaBeeferred
Conversion"). Following the financing and the Rétadjzation, Series A-1 will become the only seradsConvertible Preferred Stock authorized.

Immediately after giving effect to the Shadow Pnefd Conversion, each share of the Company's thestamding shares of common stock and Series Atbeisplit and
converted into 0.01 shares of common stock an&$éri1, respectively.

Holders of Series A-1 are entitled to customarptsg preferences and privileges of preferred stSglecifically, these rights include, among others:

. Holders of Series A-1 are entitled to receive nomglative dividends, when as declared by the Boafirectors in preference and priority to any paytnef any
dividend on the Shadow Preferred Stock and comramk st the rate of 8% per annum of the Seriesigste price.

. Holders of Series A-1 shall be entitled to rece#2e70 for each outstanding share of Series A-X alliquidation premium equal to 8% of the Series issue pric:
per annum compounded semi-annually from the datieeofirst issuance prior to and in preferenceny distribution to the holders of common stock.

. In the event that at any time subsequent to MayQ@a9, (i) holders of a majority of Series A-1 halected to cause the Company to redeem such shacks
(i) no public offering or liquidation has occurretien such holders will notify the Corporationdslivery of written notice to the Company. Uponaigt of the
Series A-1 redemption notice, the Company shakeedall of the outstanding shares of Series Attieabriginal Series A-1 issue price.

. Each share of Series Ashall be convertible into common stock at anyetafter the date of issuance into a number of stareommon stock that is determinec
dividing the Series A-1 issue price by the comargirice, which is determined on the date the faeate is surrendered for conversion. Each shatheof
Convertible Preferred Stock automatically converts common stock upon the earlier of (a) completd a public offering with aggregate proceedslass than
$50,000,000 at not less than
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$750.00 per share or (b) upon the written conskat keast two-thirds of the holders of that seaé€onvertible Preferred Stock, voting togetheaaingle class.

. Holders of Series A-1 have the same voting righttha holders of common stock and have one votedon share of common stock into which the prefiesteck
could then be converted.

Warrants

In November 1999, the Company entértaa Strategic Alliance Agreement (the "Alliankgreement”) with a financial service provider. TAliance
Agreement provided for the granting of warrantptiochase 3,000 shares of common stock (“Initialféfer) for $200.00 per share and up to 9,000 shafreesmmon
stock ("Performance Warrants") based on predetemngerformance milestones relating to the refefralan sponsors and their participants as set farthe Alliance
Agreement. The Initial Warrant expires at the eaif five years or upon the consummation of atiahpublic offering. The Performance Warrants exercisable at the
lesser of the price per share of the most recarieped stock offering, the fair value of the Comya common stock (if publicly traded), or $1,2@f6r grants in 2000,
$1,500.00 in 2001, or $1,800.00 in 2002 as detezchat the date of grant. The grants expire fives/ram the date of issuance. Within the first éégim months of the
Alliance Agreement, if the Alliance Agreement isnténated due to breach of contract (as definechbyAlliance Agreement), the Company has the rigliepurchase any
common stock issued from exercise of any warramteuthe Alliance Agreement at the original exer@sce. The fair value of the Initial Warrant df38.,252 issued in
1999 was recognized as sales and marketing expen®ecember 2001, the Company granted Perform@fareants for 1,000 and 500 shares of common starck f
$209.00 per share. The warrants expire on Jany&@Qab and February 5, 2006, respectively. Thevidine of these warrants of $11,013 and $5,507ra@sgnized in
2001 as sales and marketing expense. No Perfornvslao@nts were granted in 2002. As of DecembefB@2, no warrants have been exercised under tienad
Agreement.

In April and November 1999, the Company grante@xacutive recruiting firm warrants to purchase $b6ares of common stock for $50.00 per share, afdH8res of
common stock for $125.00 per share, respectivetysérvices performed. The warrants expire fivey&am their respective dates of grant. The falue of these
warrants of $3,811 and $46,629 was recognized 99 B8 Software, technology, and communication espand General and administrative expense, resphctin
April 2001, the Company issued additional warrdatpurchase 21 and 13 shares of common stock &5.88 per share. The warrants expire in five y&ar their
respective dates of grant. The fair value of theagants of $1,506 and $904 was recognized in 2803oftware, technology, and communication expandeGeneral ar
administrative expense, respectively. No warrarggevgranted in 2002. As of December 31, 2002, mbieese warrants have been exercised.

In June 2000, the Company entered into a Web Siteldpment, Services, and Distribution Agreemedre {Development Agreement") with a financial seevirovider.
The Development Agreement provided for the grantihgarrants to purchase 1,000 shares of commaik $ttitial Warrant") for $465.00 per share andtop

1,500 shares of common stock ("Development Warfph&sed on predetermined performance milestoriang to the development as set forth in the Depelent
Agreement. The Initial Warrant and the Developm&fatrants expire at the earlier of five years ornufiee consummation of the Company's initial pubffering. The
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Development Warrants are exercisable at the l@ggbe fair market value of the Company's commaulstas determined in good faith by the board cfators, the
average closing price of the Company's common stsajuoted on NASDAQ, the closing prices quotedmnexchange on which the Company's common stdiktesl
(if publicly traded), or $465.00. Within the firsighteen months of the Development Agreementgifdbvelopment Agreement is terminated due to bre&cbntract (as
defined by the Development Agreement), the Compesythe right to repurchase any common stock iskaedexercise of any warrants under the agreeieuethie
original exercise price. The fair value of the ilditwarrant of $380,392 was recognized in 2000 eslaction of revenue. In June 2000, the Compasueis a
Development Warrant for 500 shares of common st @4d65.00 per share which expires on June 8, Z0@5fair value of the Development Warrant of $196, was
recognized in 2000 as a reduction of revenue. bri&y 2001, the Company issued a Development \Wafwa 500 shares of common stock at $125.00 whigsires on
February 20, 2006. The fair value of the Developnarrant of $50,184 was recognized as a reductieavenue. No Development Warrants were issu@d@®. As of
December 31, 2002, no warrants have been exercrsbet the Development Agreement.

In February 2000, the Company issued a warranetivBtive Insights LLC to purchase 7,000 sharesoofimon stock of the Company at an exercise pric#656.00 per
share. In February 2000, the Company issued a mtaoa principal owner of Derivative Insights L& purchase 3,000 of common stock at $465.00 meshin
January 2001, the Company cancelled the issuanetiofvarrants and issued a warrant to the prihciaer of Derivative Insights LLC to purchase 1Ghares of
common stock at $200.00 per share, with 25% ofvtuieants exercisable on February 28, 2001 anddtambe exercisable monthly over the next threesy8dre term of
the warrant expires in ten years. As of Decembe@B@2, none of these warrants have been exercised.

In November 2001, the Company issued to Blue JEgogies West, the Company's landlord, a warraputehase 10,000 shares of common stock at a pez skercise
price of $50.00 per share. The warrant expires ciol@r 1, 2008. The warrant was issued in conneetith the First Amendment and Restatement of ©ffiease dated
as of October 1, 2001. The fair value of the warcdi$209,673 was recognized in 2001 as rent expeks of December 31, 2002, none of these warteats been
exercised.

Notes Receivable from Stockholders

In November 1999 and March 2000,Goenpany issued an aggregate of 27,500 and 2,008ssbicommon stock, respectively, to three seexecutives of the
Company. In connection with such issuance and pntsio Restricted Stock Purchase Agreements ("RERA€se senior executives paid for the stock byiry
promissory notes (secured by the shares of the @oy'pcommon stock) totaling $4,367,205 to the CamgpThe shares were subject to repurchase atitina
purchase price by the Company upon the occurreihcerin events or conditions, such employmembieation. The Company's repurchase rights lapsed four years.

In February 2001, one of the executives terminate@mployment with the Company. As of the exe@isivermination date, 14,063 shares of the 25,b8fes of
common stock purchased by the executive were fidfted. The Company fulfilled its obligation to weghase the remaining 10,937 shares of unvestethoormstock in
accordance with the terms of the executive's RSRAby canceling a proportionate part of the priatgnd
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interest on the promissory note. Following thiscslation, the remaining balance on the executivets, including accrued interest, was $1,833,Pé@suant to a
settlement agreement and release, the executive ifigist to put all (and not less than all) of tnessted shares of common stock to the Compamcimaage for
forgiveness of all principal and interest remainargthe promissory note. This put right terminateBebruary 2005. Additionally, the due date of tlée was extended to
February 2005. In connection with this executi@tlement Agreement and Release, the Companydetaompensation expense during 2001 of $1,758663
recorded a reserve to notes receivable for the semoeint.

In March 2001, a second executive terminated hisl@gment with the Company. As of the executivermiaation date, all 2,000 shares of common stockhmsed by
the executive were subject to repurchase by thep@agn In connection with this repurchase, the Camgancelled the related principal and interesthenpromissory
note.

In July 2001, the third executive terminated hipiyment with the Company. As of the executivemiration date, 833 shares of the 2,500 sharesrafron stock
purchased by the executive were fully vested. Tom@any exercised its obligation to repurchase ehgaining 1,667 shares of unvested common stockdordance witl
the terms of the executive's RSPA and by cancelipgpportionate part of the principal and intecfghe promissory note. Following this cancellatitre remaining
balance on the executive's note, including acciniedest, was $114,957. Pursuant to a settlemeaeagent and release, the executive has the rightttall (and not less
than all) of these vested shares of common stottket@ompany in exchange for forgiveness of ai@pal and interest remaining on the executivete.nbhis put right
terminates in July of 2005. Additionally, the dwustelof the note was extended to July 2005. In cotiorewith this executive's settlement agreemedtratease, the
Company recorded compensation expense during 208104,142 and recorded a reserve to notes redeif@bthe same amount.

Stock Option Plans

The Company's 1997 Stock Option Rihe "1997 Plan") provides for the grant of up 47 1122 incentive or nonqualified options to puréhesmmon stock to
employees, directors and consultants of the Compathe fair market value of the common stock fmentive stock options (and not less than 85%iohfiarket value
for nonqualified stock options) on the date of gr@smdetermined by the board of directors. Optgmasited under the 1997 Plan have various vestimgdseges pursuant to
individual written agreements, but generally vesably over a period of four years and expire teary from the date of grant. Some option agreenpeatsde for
accelerated vesting of options upon the effectate @f an initial public offering or a change imtwl of the Company.

In May 2001, the Company adopted the 2001 Stocko@gtlan (the "2001 Plan") which provides for thrarg of 30,000 nonqualified options to certain ngamaent, key
employees, and former directors of the Company.dgi®ns are exercisable for shares of Junior PedeStock. The options granted under the 2001 félaminate on the
earlier of (a) January 1, 2003 provided that a ghaof control has not occurred as of such dateDézember 2011; (c) the completion of a public wfig; (d) one year
after the underlying securities for the
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options received as a result of a change in cob#obme publicly traded. Options granted to emmeyeest as follows: (i) in the event of the closiig change of contr
that occurs prior to January 1, 2003, one-thirthefshares will vest three days prior to the clpsihsuch change of control, (ii) an additional dhied of the shares will
vest on the six-month anniversary date of such @har control; and (iii) the remaining shares wakt on the twelve-month anniversary date of singtmge of control.
The vesting may accelerate based on the emplageeimation date. Options granted to former direct@st 100% in the event of the closing of a ckeasfgcontrol that
occurs prior to January 1, 2003.

In May 2002, in connection with the Series A-1 finang, the Company adopted the 2002 Stock Plan'2d@2 Plan"), effective upon the first closing.eTimaximum
aggregate number of shares that are subject toroatid sold under the 2002 Plan equals the nunitstrages that constitute approximately 18.205%eftotal shares of
capital stock of the Company outstanding on a fdilyted basis (excluding options granted underl®®@7 Plan and 2001 Plan) upon the Shadow Pref@wegersion (as
defined in the Company's Sixth Amended and Restaggtificate of Incorporation), of which shares stituting 0.25% of the capital stock are resenardoption grants t
former directors of the Company. The 2002 Plan igies/incentive or nonqualified options to employek®ctors and consultants of the Company atdirenfarket value
of the common stock for incentive stock optiongd(ant less than 85% of fair market value for notifjed stock options) on the date of grant as dateed by the Board
of Directors. The fair market value increases t0%Zor both incentive and nonqualified option geatat holders who, at the time of grant, own stagkesenting more
than ten percent (10%) of the voting power of Ekses of stock of the Company or any parent csidiaty. Options granted under the 2002 Plan haviws vesting
schedules pursuant to individual written agreemeémisgenerally vest ratably over a period of theour years and expire ten years from the dagrant. Some option
agreements provide for accelerated vesting of optigpon the effective date of an initial publicesiig or a change in control of the Company.

A summary of activity under the Company's 1997,22@hd 2002 Plans is as follows:

Number of Exercise Price Weighted Average

Option Shares Range Exercise Price

Outstanding at January 1, 2C 28,187 $ 16.00- $620.0C $ 227.0(
Granted 74,07 25.00- 125.0( 42.0(
Exercisec (1,809 16.00- 465.0( 40.0(
Cancelec (15,667) 16.00- 465.0( 252.0(
Outstanding at December 31, 2( 84,79t $ 16.00-$620.0C $ 65.0(
Granted 2,13549 $ 0.01-$25.0C $ 2.71
Exercisec — — —
Cancelec (28,20¢) 16.00- 620.0( 65.0(
Outstanding at December 31, 2( 2,192,08 $ 0.01-$620.0( $ 4.3z
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At December 31, 2002, 2,192,084 shares were odlisiguand 1,771,830 shares were available for thetigrg of additional options under the 1997, 2G01d 2002 Plans.

The following table summarizes information aboutrently outstanding and exercisable stock optidridecember 31, 2002 under the 1997, 2001, and PGO%s:

Options QOutstanding Options Exercisable

Weighted

Average
Outstanding at Remaining Weighted Vested a Weighted
December 31 Contractual Life Average December 31 Average
Range of Exercise Price 200z (Years) Exercise Price 2002 Exercise Price
$16.30-$620.00 91,11: 83 % 65.0( 64,64( $ 122.0(
$0.01 2,100,97: 9.9¢ 0.01 1,929,871 0.01
2,192,08 9.8¢ $ 4.3z 1,99451 % 3.9¢

Additional Stock Plan Information

As discussed in Note 1, the Compampants for its stock-based awards to employeesube intrinsic value method in accordance wittlBAF, Accounting fo
Stock Issued to Employeeand its related interpretations.

SFAS No. 123Accounting for Stock-Based Compensatioequires the disclosure of pro forma net incoloss) had the Company adopted the fair value mesivazt the
Company's inception. Under SFAS No. 123, the falue of stock-based awards to employees is cagzlithtough the use of option pricing models, et@ugh such
models were developed to estimate the fair valufeeely tradable, fully transferable options witheesting restrictions, which significantly diffeom the Company's
stock option awards.

The Company's calculations for employee grants wexde using the minimum value option pricing maaigh the following weighted average assumptions:

Year Ended December 3:

2001 200z
Dividend yield None None
Volatility None None
Risk free interest rat 3.9% 4.6%
Expected term, in yea 3.€ 3.€
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The weighted average minimum value per option deeflate of grant for options granted during 2806d 2002 was $0.05 and $0.00, respectively.
8. Lease Commitments

Future minimum net lease paymentsundncancellable operating leases (with initialesnaining lease terms in excess of one year) @ndef minimum capital
lease payments as of December 31, 2002 are aw$ollo

Year Ending

December 3.
2003 $ 303,36t
2004 403,84¢
2005 408,32¢
2006 136,10¢
2007 —
Thereaftel —
Total $ 1,251,65;

Total rent expense under operating leases for 28612002 was $2,625,468 and $1,209,778 respectively

In 1999, the Company obtained a letter of cred62)#79,598 for a security deposit on leased offfzce. The letter of credit is collateralized bytain assets of the
Company and is included in other assets as of DieeeB1, 2001. In October 2001, the Company andatiiord amended the original lease whereby aqodf the
premises was returned to the landlord, and the tesdor the remaining portion of the premises wamlified. Additionally, the security deposit tttae Company was
required to maintain with the landlord was reduftech $2,479,598 to $1,345,097. As part of this agrent, the Company recorded $550,469 as leasenttion fees. Of
this amount, $340,796 was cash and $209,673 wakddair value of a warrant to purchase 10,000eshaf common stock.

In April 2002, the Company and the landlord furtherended the lease whereby a portion of the premias returned to the landlord as of February @228dditionally,
the landlord was allowed to draw upon the entiream of the letter of credit being held as seculiéposit under the lease agreement. As a restiitsodmendment, the
Company recorded $773,442 as lease terminatiorefes:$571,655 as prepaid rent. The prepaid renthe refunded to the Company on a pro rata basjsio the event
of an early termination by the landlord, terminataf the lease due to destruction or eminent donmaiif the parties mutually agree to the earlyrtieation of the lease.
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9. 401(k) Plan

Effective January 1, 1997, the Conypiarplemented a 401(k) plan (the "Plan") coveritiggmployees who have met certain eligibility regments. Under the
Plan, employees may elect to contribute up to 20%er eligible compensation to the Plan, subjeatertain limitations. The Company immediately oh&ts employee
contributions at 50% up to the first 6% of emplogl@mmpensation. Employees are fully vested irCiimpany's contributions after one year of serviith the Company.
During 2001 and 2002, the Company made contribsttorthe Plan of $158,499 and $163,977, respeygtivel

10. Customer Litigation

In January 2001, a demand for artiitnawas served against the Company by one ofigtomners. The customer claimed that the Compatedfto produce
software that passed "acceptance testing" pursoansoftware license executed between the custante€ompany in June 2000. The customer demantieth i&f
$2,500,000 previously paid to the Company in 2000lay 2002, the customer and the Company enterteca Settlement Agreement and Mutual Releaset{&getnt"),
which required the Company to pay to the custonteta of $1,375,000, with $750,000 payable atdiosing of the Settlement (June 7, 2002). The Campssued an
unsecured promissory note to the customer forahraining $625,000, which will be payable on Jun20D3.

11. Related Party Transactions
Notes Receivable From Employees

At December 31, 2000, the Company mekes receivable from several senior executive®nnection with personal loans made to theseithakls. These notes
bear interest at the rate of 6.36% per annum amd sexured by Company stock owned by employeeZ00a, the employees repaid these notes which tbtal$526,30(
including accrued interest. Of the amount repad@®3$205 was repaid by surrendering Company comnumk ®wned by the employees, at $50.00 per share.

At December 31, 2001, the Company held notes rab&\rom a senior executive in connection witrspeal loan made to the executive. The balanceesktiotes,
including accrued interest, was $96,837 as of Déegr@l, 2001. These notes were issued in Augus, ®ptember 2000 and September 2001 and beazshgrthe
LIBOR rate effective as of the effective date o tiote. These notes are due upon the earlier aéttle anniversary of the note, nine months follgythe employee's
termination from the Company, nine months followthg closing of the Company's initial public offegior nine months following the dissolution, liqaitn, or merger
with or into another corporation, or sale of subgstdly all of the assets of the Company. Sincestaeior executive terminated employment in Oct@®1, the notes we
due in July 2002. As the balance of the notes neethiinpaid at December 31, 2002, the Company basded an allowance for the entire balance of titesnincluding
interest as of December 31, 2002.

The Company also holds a note from a senior exexuticonnection with the advance payment of hid12fonus. This note had a principal balance, inotydccrued
interest, totaling $25,753 as of December 31, 206is note was issued in May 2001 and bears irttate&s per annum. The note was repaid in Marct2200
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In March 2001, the Company issued a note to a seriecutive in the amount of $500,000, with inteees5.41% per annum. This note was repaid in Gxtab01 upon
the termination of the executive. The executivai@phe note by surrendering Company Common Sto§k@00 per share, plus surrendered vested sfutakns to
purchase 4,031 shares of common stock.

S&P

In May 2001, the Company entered anagreement with S&P, an investor, to purchageaiodicensed information over a thrgear period ("S&P Agreement'
The license fees payable to S&P are calculatedp@scentage of net revenue, defined as the tatal (fxcluding development or implementation fees) td the Company
for services that include, incorporate or otherwiskze the licensed information. The minimum filge to S&P each year is $500,000 with a maximu$b60,000 in
Year 1, $1,500,000 in Year 2, and $2,500,000 inrBe®uring 2001 and 2002, the Company paid $25Dd0l $64,290, respectively, in conjunction witis tigreement.

In May 2002, the Company and S&P entered into aeeagent to cancel the S&P Agreement. In consideraif S&P's cancellation of the S&P Agreement,@leenpany
made a cash payment to S&P of $171,089 and isspeshaissory note to S&P for $461,254 with inter@s8% per annum, payable on May 31, 2007 or updraage of
control of the Company. Interest expense incurrethis note totaled $22,181 during 2002. As of Delger 31, 2002, the balance of this note, includiogrued interest,
was $483,435.

Reuters

In December 2000, the Company enter@dan agreement with Reuters, an investor, tohmase certain Reuters' services in the aggre&&, 200,000 over a
period of five years. As part of the Series F/GaFicing, Reuters agreed to reduce the Company'sgegcommitment by $1,609,000, in exchange for2&10®0 of
Reuters' $3,725,000 obligation to trigger the cosiom right of its Series E into Series F. Durir@2 and 2002, the Company paid $314,000 and $5@8:66pectively, i
conjunction with this agreement.

In May 2002, in connection with the initial closin§the Series A-1 financing, the Company and Rsutvised their existing agreement to reduce theust of services
the Company is obligated to purchase to approxin&®9 million over a four-year period. In considion of Reuters' agreement to enter into thisagent, the
Company issued an unsecured note to Reuters amtlbent of $620,020 with interest at 8% per annueaple on May 24, 2007 or upon a change of confrtile
Company. Interest expense incurred on this notde1$30,812 during 2002. As of December 31, 2@@2balance of this note, including accrued intereas $650,832.

Fees Paid to Related Parties

A senior executive officer, who tenmaied his employment in February 2001, servedtesaed member of a consulting firm and of a profasai employer
organization to which the Company paid fees. Appnately $427,000 was paid to the consulting firrd 293,000 was paid to the professional employgareation in
2001. No payments were made to the consulting dirto the professional employer organization in200
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12. Subsequent Even
Management Retention Plan and Employee Severanegmgnts

In January 2003, the board of directipproved a Management Retention Plan, whichemteapool of 20% of the consideration which mighatreceived in an
acquisition transaction for allocation to the cadceemployees. Payments under the plan are sernparytoent of Series A-1, are to be made in the ame of the
acquisition consideration which might be receivat] are to be subject to a vesting schedule. lnaigr2003, the board of directors also approveédrsexe agreements
for employees that provide severance equal ton@)week's salary for each six months service digrothereof for staff positions, or (ii) one weekalary for each six
months of service or portion thereof plus one maatlary for senior management positions, in thexeae employee is terminated prior to, or withix sionths
subsequent to an acquisition. Employees who resgiverance under their respective employee seveemgreements will be entitled to payment undeMbaagement
Retention Plan only to the extent the payment utfteManagement Retention Plan exceeds severarmeésrpaid.

Amendment to Executive Employment Agreement

In January 2003, the board of direcpproved an amendment to a senior executivesbogment agreement whereby the executive exchafig@fi, 000 of cash
severance due under the employment agreement faf 8% consideration which might be received iraaquisition transaction, payment of which will$enior to
payment of Series A-1.

Shadow Preferred Conversion and Reverse Stock Split

As the final closing of the SerieslAinancing was not consummated prior to April @02, shares of the Company's Shadow Preferred seeneerted into shares
of common stock by dividing the aggregate conversieference ($100.00, $162.30, $200.00, $620200.90, and $1,045.00 for Series AA, Series BBieSeLC,
Series DD, Series FF, and Series GG, respectipklg,8% thereon from initial issuance through AfriR003, except for Series AA, compounded semialiyjlby the
Shadow Preferred conversion price of $28.07. Imatet)i after giving effect to the Shadow Preferresh@rsion, each share of the Company's then odisgshares of
common stock and Series A-1 was automatically aplit converted into 0.01 shares of common stockshatkes of Series A-1, respectively. Accordinglyhsstorical
financial information has been restated as if tbelssplit had been in effect for all periods preed. Following the Shadow Preferred Conversionthedeverse stock
split, 5,475,837 shares of common stock and 2,870shares Series A-1 were outstanding.

Purchase by Morningstar Associates LLC

In May 2003, the board of directoppeved an Agreement and Plan of Reorganizatian“(ferger") whereby the Company became a whollyedhsubsidiary
of Morningstar Associates LLC. The Merger was apptbon June 13, 2003 by the requisite majorityhefdutstanding shares of the capital stock of thegany, and the
Merger closed on June 30, 2003. Of the total adiprisconsideration of $4,695,680, $1,279,520 wseduo settle existing liabilities of the Compa$¥,475,443 was
distributed to holders of Series A-1, $383,232
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was distributed to employees covered under the temant Retention Plan discussed above, and $5Wd8%listributed to the executive discussed abovaddition,
$1,500,000 of the total acquisition considerati@swplaced in escrow until December 31, 2004, tdisteibuted as follows: $1,155,000 to holders afi&eA-1, $300,000
to employees covered under the Management Retelzon and $45,000 to the executive discussed alevhe amount of the total acquisition considerateceived
was not sufficient to allow distribution of procestd holders of the Company's common stock, aitantling shares of the Company's common stock eeereelled and
extinguished upon the closing date of the Mergeaddition, all outstanding warrants and optionsaaterminated upon the closing date of the Mergkso in connection
with the Merger, the board of directors approvezldissolution of mPower Europe.

Amendment and Termination of 401(k) Plan

In June 2003, the board of directapproved the amendment and restatement of the Gosp#01(k) Plan to comply with the Uruguay Rourgtdements, the
Uniformed Services and Re-employment Rights Act3894, the Small Business Job Protection Act of 1886 Taxpayer Relief Act of 1997, the Internal Bewe Service
Restructuring and Reform Act of 1998, and the ComitguRenewal Tax Relief Act of 2000. Also in Jur@3, the board of directors approved the terminaticthe
Company's 401(k) Plan in accordance with the Medggussed above. In accordance with the provisibiise 401(k) Plan, all participants became fulygted in their
accrued benefits as of the plan termination date.

13. Restatement

Subsequent to the issuance of thealmtated financial statements for the year endecehber 31, 2002, we determined that impairmestkeelated to fixed
assets and intangible assets and loss on dispdfbeda assets for the years ended December 311, 266 2002 should be classified as operating expéysa result, the
accompanying Consolidated Statements of Operakiams been restated to increase both operating s&@em operating loss; and to decrease non opgmtpense in
the amounts of $2,140,733 and $4,862,416 for thesyended December 31, 2001 and 2002, respectiMadyrestatement has no impact to net loss, orftash for any
period presented.
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mPower.com, Inc. and Subsidiarie:

Unaudited Condensed Consolidated Statement of Opetians for the Six Months Ended June 30, 2003

The following unaudited Condensed ConsolidatedeBtant of Operations of mPower.com Inc. (mPower}Hersix months ended June 30, 2003 is presentebdsix
month period prior to the acquisition of mPowemigrningstar Associates LLC, a wholly owned subsigiaf Morningstar Inc. The unaudited Condensed Glidiated
Statement of Operations is presented for informapierposes only and should be read in conjunctiitim tive historical consolidated financial statensesftmPower,

including the notes thereto, which are containséwhere in this document.

Six Months Endec

June 30, 200
(in thousands) (Unaudited)
Revenue 2,72¢
Operating expens:
Cost of goods sol 1,49
Developmen 30<
Sales and marketir 1,022
General and administratiy 2,251
Depreciation and amortizatic 30z
Total operating expen: 5,371
Operating los! (2,645
Non-operating income (expenst
Interest (expense 19
Loss before income tax (2,659
Income tax expens —
Net loss (2,659

See accompanying notes to the unaudited condepssdldlated statement of operations.

F-66




mPower.com, Inc. and Subsidiarie:
Notes to the Unaudited Condensed Consolidated Statent of Operations

1. Basis of Presentation

Interim Financial Information. The unaudited Condensed Consolidated Stateof@yerations for the six months ended June 303 2@fuded herein has be
prepared in accordance with accounting principkrsegally accepted in the United States of Amemcarfterim financial information. In the opinion ofanagement, all
adjustments, including normal recurring accruatsisidered necessary for a fair presentation hage meluded.

Stock-Based CompensatioriThe Company accounts for its employee stoclongilan in accordance with the provisions of Aatting Principles Board
("APB") Opinion No. 25Accounting for Stock Issued to Employe&ke Company accounts for stock options and wegiiasued to noemployees in accordance with
provisions of SFAS No. 122\ccounting for Stock-Based Compensatard Emerging Issues Task Force ("EITF") Issue Mel® Accounting for Equity Instruments
That Are Issued to Other Than Employees for Acagjror in Conjunction with Selling, Goods or Seegcunder the fair value based method using the B&aholes
option pricing model.

If the Company had accounted for its employee stgtlon plans in accordance with the provisionSBAS No. 123, the net loss on a pro forma basisqagared to
such items as reported) would have been as follows:

Six Months Endec

($000) June 30, 200
Net los—as reportet $ 2,65¢
Add: Total stoc-based compensation expense determined under fa@ based method, net of tax eff 96
Pro forma net los $ 2,75¢
2. Customer Litigation

In January 2001, a demand for artiitnawas served against the Company by one ofigtomners. The customer claimed that the Compatedfto produce
software that passed "acceptance testing" pursaansoftware license executed between the custante€ompany in June 2000. The customer demantieth i&f
$2,500,000 previously paid to the Company in 2000Jay 2002, the customer and the Company entertecai Settlement Agreement and Mutual Releaset{&getnt"),
which required the Company to pay to the custonteta of $1,375,000, with $750,000 payable atdiosing of the Settlement (June 7, 2002). The Campssued an
unsecured promissory note to the customer foreghmaining $625,000, payable on June 7, 2003.
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3. Subsequent Events
Purchase by Morningstar Associates LLC

In May 2003, the board of directoppreved an Agreement and Plan of Reorganizatian“(ferger") whereby the Company became a whollyedhsubsidiary
of Morningstar Associates LLC. The Merger was apptbon June 13, 2003 by the requisite majoritthefdutstanding shares of the capital stock of tgany, and the
Merger closed on June 30, 2003. Of the total adiprsconsideration of $4,695,680, $1,279,520 wseduto settle existing liabilities of the Compa$¥,475,443 was
distributed to holders of Series A-1, $383,232 diatributed to employees covered under the ManageRetention Plan discussed above, and $57,48%lisaibuted to
the executive discussed above. In addition, $108@0of the total acquisition consideration was @thin escrow until December 31, 2004, to be distet as follows:
$1,155,000 to holders of Series A-1, $300,000 tpleyees covered under the Management Retention &ah$45,000 to the executive discussed above.

As the amount of the total acquisition consideratieceived was not sufficient to allow distributiohproceeds to holders of the Company's commarks#dl outstanding
shares of the Company's common stock were cancatié@xtinguished upon the closing date of the Bterg addition, all outstanding warrants and amiavere
terminated upon the closing date of the MergeroAisconnection with the Merger, the board of dioes approved the dissolution of mPower Europe.

Amendment and Termination of 401(k) Plan

In June 2003, the board of direcapproved the amendment and restatement of the Gorsp#01(k) Plan to comply with the Uruguay Rourgtdements, the
Uniformed Services and Re-employment Rights Act384, the Small Business Job Protection Act of 1886 Taxpayer Relief Act of 1997, the Internal Bewe Service
Restructuring and Reform Act of 1998, and the ComityutRenewal Tax Relief Act of 2000. Also in Jur@03, the board of directors approved the terminadiothe
Company's 401(k) Plan in accordance with the Medigussed above. In accordance with the provisibtise 401(k) Plan, all participants became fulyted in their
accrued benefits as of the plan termination date.
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Appendix: Road Show Presentation

The Morningstar Story

The Morningstar Story

Welcome to the road show presentdtioMorningstar, Inc. This text reflects commemtade by Morningstar's management team during assefipresentations
prior to the company's planned initial public ofifiey. For more information, please refer to our pexsus.
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Note from Our Lawyers

“You should view this prasentation together with the more detailed
information included elsewhere in the praspectus

An investment in Momingstar imvolves significant risks. There are
many risk factors listed in the prospectus. You should carefully consider
them before you decide to imvest in Maorningstar commaon stock.

WR Hambrecht + Co
Note from Our Lawyers
You should view this presentationethgr with the more detailed information includéske/here in the prospectus.

An investment in Morningstar involves significargks. There are many risk factors listed in thespextus. You should carefully consider them bejoredecide to inve:
in Morningstar common stock.
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Note from Our Lawyers,
Continued

Thse: fallowing presentation containg certain forward-iooking statements
relating o future events or to Momingstar's future Hinancial pedannance
that are subject to & number of risks, uncertainties, and assumptions,
including those descritsed in the: “Risk Factors™ section of our prospectus.

These risks include, but are net limited 1o, our accumulated deficit,

the significant competition we face, potential decreases in our subscriptions
of license agreements o in dermand far awr products, the effect of
downturns in the mutual fund industry, and perceptions that aur ratings,
research, or recommendations are not impartial o not gecurale,

In light of these risks, uncanainties, and assumptions, the forward-looking
events and circumstances in the presentation may not oceur and

actual results could vary segnificantiy and adversely from those anticipated
o imeplied in the forward-looking statements.

WR Hambrecht + Co
Note from Our Lawyers, Continued

The following presentation contaiestain forward-looking statements relating to fetevents or to Morningstar's future financial perfance that are subject to
a number of risks, uncertainties, and assumptioohjding those described in the "Risk Factors'tisecof our prospectus.

These risks include, but are not limited to, owuawulated deficit, the significant competition veeé, potential decreases in our subscriptionsensie agreements or in
demand for our products, the effect of downturnthenmutual fund industry, and perceptions thatratings, research, or recommendations are notrimapar not
accurate.

In light of these risks, uncertainties, and assiongt the forward-looking events and circumstanoéble presentation may not occur and actual reseltild vary
significantly and adversely from those anticipadedmplied in the forward-looking statements.
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The Dffering

Ticker MOBN

Shares Uffered 1612500

Filing Hange $16 w0819

Expacted Pricing Week of May 7, 2005
Underwriter Wi Hambwecht + Co

WR Hambrecht + Co
The Offering

At this point I'd like to give yourse key details on the proposed initial public dffgr Morningstar plans to list its shares on thedéay National Market
(NASDAQ) under the ticker symbol "MORN." The offeg will consist of 7,612,500 shares. The filinggans $16 to $19 per share, and we expect to threeffering
during the week of May 2. WR Hambrecht + Co issbke underwriter for this offering.
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2. Jog Mansueto
. Chairman &
% Chief Executive Officer
£ Don Phillips
Managing Director
T‘a Martha Dustin Boudos
\ Chief Financial Officer

WR Hambrecht + Co
Speaker Introductions
I'm pleased to introduce today's kpeafrom Morningstar:
Joe Mansuet, chairman and chief executive officer, who found&atningstar in 1984 and continues to head the @myppoday;
Don Phillips, managing director, who plays an integral roléhim company's strategy and investment research; and
Martha Dustin Boudo, chief financial officer, who is responsible forasseeing the finance, human resources, legalcamgliance functions at Morningstar.

A-5




Morningstar Founding
and Mission

= (e migsion: Create greal products that
help investers achiove their financial goals

= Started in 1984 with print publication on
Hidivifats L ' mutual funds fior individual investors

= Business expands to linancial 2dvisoes,
ther institutions

= Morningstar’s populzrity with
individizal investors creates poll demand
from advisors and institutions

= Key value: lovestors come first

Joe Mansueto
Morningstar Founding and Mission
| founded Morningstar in 1984 to hildividual investors make better investment decisi

| came up with the idea while working as a stocilgst for Harris Associates in the early 1980safstock analyst, | had access to timely, in-depibrmation about the
securities | was covering. When | looked at theualfund industry, | saw that most individuals Hisite more than total return data to use in makimgjr investment
decisions. | wanted to bring the same kind of mgisr fundamental analysis that was available atkstto mutual fund investors.

We produced our first publication with a few peopierking out of my apartment and sold it directyindividual investors. Soon, financial advisomrttd subscribing
and they became a major audience for us as welmk institutions came to us looking for infornagt Our popularity with individual investors credtpull demand from
advisors and institutions who were interested imkimgy with us because our name and analytics warglifair to their clients.

While our business has expanded over time, ong tieimains constant: Our focus has always been timginvestors' interests first and doing what$t for investors.
Our mission is to create great products that helpstors reach their financial goals. This sengais$ion is exceptionally strong at Morningstapétvades our
organization, defines us, and we believe sets ag &pm other companies in our industry.

I'll now turn it over to Don Phillips to discuss Muongstar's evolution and core skills. After thilt,return to talk about our key products and gritmstrategies and the
Martha Dustin Boudos will discuss our financialsn&lly, I'll conclude with a brief overview of whabu can expect as a shareholder of Mornings
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Core Skills and Evolution

Don Phillips
Managing Director

Don Phillips
Core Skills and Evolution
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Core Skill: Technology

Frim 2 ot o b bty 4 v B e e = Early adapter of new technology

T - Technology has enabbed our evalution
e ke = fram data to analyses o advice

= Emphasis on intgraally developsed
sottware and tachnobogy

Seftware S

227 programmers and technology
professionals

Internat | T —

Don Phillips

Core Skill: Technology

Thanks, Joe. Morningstar's growth theen driven by skillfully adopting new technolodgge was able to launch Morningstar in 1984 in pacause he'd been an

early experimenter with the personal computer. Tieiw resource allowed him to assemble big datatesefraction of the prior cost. Advances in depkpublishing
allowed us to combine text, data, and graphicslamachMorningstar Mutual Funds the publication | was hired to work on as Morrstag's first analyst in 1986.

Over the years, we've continued to push our busifa/ard by adopting new technology. With eachngeawe've tried to ask: What does this new teclgyo#diow us to
do that we couldn't do before? For example, softvediows for screening capabilities not possiblprint. The Internet allows for integrated portéotbols and
applications. By moving early to adopt new fornsish as software and the Internet, we've beentalieet a broader range of investor needs.

Technology remains at the core of what we do. Ageair-end 2004, we employed 227 programmers amodagy professionals worldwide. We manage our tMeb
sites and build our own software applications,@athan rely on outside vendors. That allows usotttrol our development and better manage cosédlieg us to respor

quickly to market changes and to meet customersefitiently.
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Core Skill: Research

Momingsiar Rading”

* *hk  hkk khkkhk kkkkk

Momingstar Style Box®

Extended tool capabilities

Research based on principle
of independence

Innovative, proprietary research tooks

Fundamantal, battean-up approach to
investment research

150 researchers and ivestment analysts

Analyst coverage on 2 000 tunds
and 1,500 stocks

Don Phillips

Core Skill: Research

Our research is based on the priaaypindependence. Unlike the major bond ratingises, for example, we do not charge security issteebe rated. Our
revenue instead comes from subscriptions and licageeements, reducing many of the inherent caésilicother ratings models. Because our businestehien't based
on ratings that issuers pay for, our analysts e tb speak candidly about the investments thegrco

We have a long history of innovation when it conesesearch. The Morningstar Rating for mutual fupdpularized the concept of risk- and cost-adfustéurn. The
Morningstar Style Box has changed the way investlassify and analyze funds. Newer tools like oum@rship Zones, Sector Deltas, and Market Baronaiew
investors to see how different investments worletbgr to form a portfolio and to track its progrédere recently, in our stock coverage, we havekedito popularize
the concepts of economic moats and margin of safety

Today we employ 150 research professionals andgeavritten analyst reports on more than 3,500 ses. We believe that our analysts' insights ailingness to
stand up for the small investor position us welkimarket environment where investors are lookargridependent and trustworthy sources.
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Care Skill: Design

= [Goal & to make cemplex financial data
accessible and easy 1o use

= Design a3 integral part of product
development process

= Visual tools help iwestors
understand investment style and
fong-term pedormance

= 29 communication and interface
desigaars

Don Phillips
Core Skill: Design

Design has also been an essentialeglein our success. It's all too easy to inungatestors with tables of numbers and think thateées to education. Showing
information in a graphic form makes it easier forastors to understand their holdings and how fitéggether. For us, great design means takingrmétion and
arranging it in a logical way to make it clear amtessible. Our design staff also works on theaVisterfaces for our software and Internet tooihwthe goal of making
them intuitive and easy to use.

We are in the behavior modification business. @gtinvestors to do something counterintuitive likgying a quality investment in an out-of-favor pafrthe market is no
easy task, but it's essential if we are to imprindr results. We think great design is an impdrgant of this process because it enables investarsre clearly
understand the key characteristics of their investrnportfolios. From our corporate logo, developgdhe late Paul Rand, to our award-winning sta®designers, we
believe we have created an important asset infilityeto clearly communicate and present inforroati
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Maorningstar Evalution

Ivadia

il s Senaces:

Capabilities

Investment Coverage

Authencs

Geography

Don Phillips
Morningstar Evolution

While our mission has been constast our 20-year history, the ways in which we sémuestors have evolved. We've come a long way fassmgle mutual
fund publication for individual investors in the ithd States. Today we offer a wide array of sewvioea variety of media, covering not just mutuaids, but also stocks,
variable annuities, closed-end funds, separateuatspexchange-traded funds, hedge funds, and&29.[By applying similar metrics to each of thda&abases, we
enable investors to make comparisons between thentoaevaluate portfolios that include more thaa type of investment.

Twenty years ago, the challenge facing investors simply finding a handful of good investment pbgsies. Today, investors realize that picking daovestments alor
is not enough; the real challenge is assemblingrigtio that is suitable for their goals. Mornirtigss breadth of investment coverage provides@lesiintegrated resource
for research and portfolio construction that calp kéth this crucial task.

We're committed to serving investors, and we naaehenany of them by working through financial advss institutions, or employers, as is the cash witr services for
401(k) plans. By providing a consistent set of aesk tools for individuals, advisors, and instibuis, we can create a common language for these gnoeips to use,
helping to ensure that all parties are on the Szege.

Finally, we believe that the needs we addresstdmaited to investors based in the United Statée:ve expanded internationally and now have opmratin 16 countries
to help meet this global need for investment infation.
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Morningstar Today

= Establighed, wefl-regarded name in
independent imestment research

= Serving more than 4 million individuals,
140,000 advisors, and S00 institutipng

* Extensive research and data on more than
125,000 investment afferings

= [pnovation and independence make us &
trusted resource

MOANINGSTAR

Don Phillips
Morningstar Today

Today Morningstar is an establishredpected name in independent investment reseaielserve more than 4 million individuals, 140,00@isors, and 500
institutions, and we offer extensive data on mbhent125,000 investment offerings around the wadlidlions of investors regularly view our data anubdytics and gain
exposure to the Morningstar brand through a wideetsaof sources.

Our history of innovation and our independence maka trusted resource for investors. By integgatthnology, research, and design, we have evéigeda mutual
fund data provider to an influential force in theéstment community. While we're proud of our acpbishments, we're more excited about our potenied.believe we
have laid a foundation that will allow us to seimeestors even better in the years to come.

Now I'll turn the floor back over to Joe to talkali some of Morningstar's key products and growrdtesgies.
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Key Products
and Growth Strategies

Joe Mansueto
Chairman &
Chief Executive Officer

Joe Mansueto
Key Products and Growth Strategies
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Business Model:
Leveraging Fixed Investments
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Joe Mansueto
Business Model: Leveraging Fixed Investments

Thank you, Don. This chart summarizesbusiness model and describes how we thinktalwobusiness strategically. We're fortunate tinbee business that t
relatively low variable costs. It costs us lititeserve each additional customer. The strategitidatipn of that is that scale matters, and sonyéd leverage our fixed
investments as much as possible. The idea is td ibwince and sell it many times.

At the top of the chart, in the circles, are theestment databases that we maintain. Below thineimliamonds are our core skills of research, ®idgy, and design—the
value we add to the raw data. These two componeths-data and our core skills—represent what weidensur fixed investments.

We try to leverage these investments in three waiyst, by media: We publish print publicationsckaged software, and Internet-based products. Sebgraudience:
We sell our research to individuals, financial advs, and institutions, including banks, brokertges, insurance companies, mutual fund compaiied,retirement plan
sponsors and providers. And the third way is geaigcally, by selling our products around the world.

The more scale we can achieve, the more we carddffaeinvest in our core databases and coresskilie circles and diamonds—to make them even beitech
enables us to attract more customers. Focusingignittuous circle has been key to our success tineyears.
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Individual Segment
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Joe Mansueto
Individual Segment

I'll now describe our three businesgments and some of the more significant produitisn each segment. First is our Individual segmesich focuses on
products for individual investors. This segment B4d@ million in revenue in 2004, or 26% of our tovenue. You'll see in the second column thagmere for the
Individual segment increased 33% in 2004, whileratpeg income increased nearly 6%. Our income i;m$bgment was impacted in 2004 in part becaudauwilteup our
stock analyst research staff to provide researettimg to the Global Analyst Research Settlememtsch I'll discuss soon.

The last column of this slide has data on our reacthis market. You'll see that we directly reasbre than 3.8 million individual investors in thaitéd States, out of a
total of 84 million. Of that number, about 200,08@ paying customers for our print and Web-basedyuts and the rest are registered users of Mcgtdngom in the
United States. We see an opportunity to expandralividual business as we add more stock contesthsarve more stock investors. In addition, we thyldbal markets
will be a long-term opportunity as individual intess around the world seek out independent investmesearch.
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Maorningstar.com

19 global investment Web sites
with content tailored to each market

Analyst research on 2,000 funds
and 1,508 stocks

Narmed “Best Mutual Fund Site” and
“Best Portiolio Tracker™ by Barron's, and
"Best of the Web" for fund sefection

category by Farbes

Free site is a gateway to Premium
membarship

Premium prices: $13.95/manth
or $125/year

Joe Mansueto

Morningstar.com

Our flagship product for individuagsMorningstar.com, our U.S. Web site or its eqlémin a given country. We have 19 investment \igds around the worl
each in the country's native language and eachexiimsive information on locally domiciled funds.

In the United States, Morningstar.com provideslépth analyst reports on 2,000 mutual funds an@0lsfocks. Our site has won numerous awards, imgu®est Mutua
Fund Site" and "Best Portfolio Tracker" frddarron'sand "Best of the Web" for the fund selection catgdimom Forbes. Morningstar.com includes both a large free area
and a paid Premium content area. We've pricedenice affordably—$13.95 per month or $125 per yeaith the goal of attracting a large number of gser

And, as you can see from the chart, our strategyoi&ing. We've grown our Premium membership base 14,000 in 1999 to more than 130,000 in 2004thtdssnumbe
has grown, we've been able to reinvest into owaieh staff—including both stock and mutual fundlgsts—to help attract even more users. Key tavamningstar.com
growth strategy is to expand beyond our core awsief mutual fund investors to add more stock itorss While there's an established base of mutuad fnvestors on

our site, we believe investors who own stocks taveven greater demand for timely, independenareBen their investments. In addition, many ingeshow own bot

stocks and mutual funds, leading to a need fogmated research and portfolio tools.
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Independent Equity Research

Fundamental approach favoes companies
with discount 1o estimated intrinsic valug
and sustainalile competitive advantage
{ecanomic mogt)

(Globat Analyst Research Settlements
heiped accelerate expansion into stocks

fncreased analyst staff from
31 to 14, and increased coverage from
500 1o 1500 stocks

PMan 1o add additional bakerage
firm clignts, international castomers,
and eventually buy-side clients

Joe Mansueto

Independent Equity Research

Another key product in our Individisagment is our independent equity research. VWe'ga providing equity research through Morningstem since we
launched the site in 1997. Over the past seveeby®&ve've continued to build our stock analydt s@sed on growing demand for Premium content @mrlihgstar.com.
Our equity research employs a fundamental apprtettfavors companies that trade at a discounstimated intrinsic value and have a sustainablepetitive
advantage—a wide economic moat.

In July 2004 we began providing equity researcfiveomajor investment banks as part of the Globalst Research Settlements. The terms of theersents require
12 leading Wall Street firms to allocate approxietat$450 million over a period of five years (bagimg in July 2004) to provide independent rese#dheir clients. We
vied for this business and were successful in wigrinnual contracts with five of the 12 firms: Miétrynch, Goldman Sachs, JP MorganChase, Smith®afitigroup,

and Piper Jaffray.

As a result, we increased our stock analyst staffif31 analysts at the end of 2003 to 74 at theof2604, and the total number of companies undalyat coverage has
increased from 500 at the end of 2003 to more 1ha00 today. We believe we have one of the largfasfs of independent equity analysts in the world.

Now that we've made the investment in our equifsive'reexcited about the opportunity to leverage that stwent by attracting more stock investors to
Morningstar.com, adding additional brokerage filiergs, international customers, and, over timgnts from buy-side asset management organizations.
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Joe Mansueto

Advisor Segment

Our Advisor segment focuses on preslaad services for financial advisors. This segrgenerated $61 million in revenue in 2004, or 33%ur total revenue.
Advisor segment revenue increased 24% in 2004pperthting income increased 47%.

We have good penetration with advisors and haveriam 140,000 paying clients out of a market ailyer00,000 advisors worldwide. Our popularity wétdvisors is
reflected in the most recent survey conducted bybin Strategic Advisors in 2003. That survey rahke as the leading provider of investment reseanchdata,
financial planning software, and asset allocatioitvgare for independent financial advisors.

We have an opportunity to expand our advisor bssiie the United States as we broaden the funditypio our software and tools. We're also justibegng to tap the
advisor market overseas, which we believe has lpogential.
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Maorningstar Principia
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research software
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Joe Mansueto
Morningstar Principia

Morningstar Principia is our CD-ROMd&d investment research software for financiaisads. It's one of the most widely used investnmeséarch tools in the
financial planning industry. Principia really drotre growth of our firm in the 1990s, and is oungs largest product in terms of revenue.

Principia has eight investment database modulesémbe purchased either individually or all tbget The price ranges from $615 to $2,695 per ypending on how
many databases you buy and whether you want tiveeapdates monthly or quarterly.

As you can see in the chart, we have approximdt@|900 Principia subscriptions. It's been fairbt thver the last several years as growth has comedur Internebasec
Advisor Workstation, which I'll talk about next. \ébart these two products together because we sagration from CD-ROM to the Internet in this segm What's
important to us is serving more advisors, not tleglionm they choose for purchasing our information.
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Morningstar Advisor Workstation

Aabwisor Worksiation Licenses
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Joe Mansueto
Morningstar Advisor Workstation

Advisor Workstation is our next geatésn of advisor software. It's a Web-based platftinat's designed to help advisors manage thanednont office: client
management, asset allocation, research, and plieséntations.

Advisor Workstation is available in two editionsatErprise and Office. The Enterprise Edition i¢exible suite of modules that can be purchasedsiddally or together.
It's tailored to financial advisors who are affiid with a larger firm—primarily larger broker-dees. The Office edition is designed to be a comgmstve solution for
independent advisors. Prices range up to $5,000g&rfor the complete suite.

As you can see in the chart, Advisor Workstatios tiaubled its number of licenses over the pasethears. It was our largest contributor to revegnasvth during that
period. More than 80,000 advisors now use Advisork&tation.
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Joe Mansueto
Institutional Segment

Our last segment is Institutional.tAe name implies, it includes the products andises we sell to institutions. This segment gereet&78 million of revenue i
2004, or 44% of our total revenue. Revenue follrisétutional segment increased 31% in 2004, aretaimng income more than tripled.

As for market penetration, we reach more than &6fitutions out of an estimated 9,000 institutigiabally. Moreover, the market size for financiableeconomic data is
approximately $17 billion, the bulk of which is titational. Given this sizable market, we believe have a significant opportunity to increase bbthrtumber of
institutions that we work with and the amount osimess we have with each institution.
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Morningstar Direct

Momingstar Direct Licenses
Yaar Entted December 31

m

]

Flagship institutional oifering

provides most robust and Himely access
tg Morningstar imestmant data
Enhanging product o inclute

workdwide Morningsiar data and anabysis
Simple pricing: $15,000 for first user,

§10,000 for second user, and $7.500 for
pach additional user

Joe Mansueto

Morningstar Direct

Morningstar Direct is our flagshidering for institutions. It provides the most timetobust access to Morningstar data and anaiéee basically trying to put
Morningstar's entire research database on theajeskinstitutional investors. Because our rese#mols have a consistent methodology that cutssacab of our core
databases, Morningstar Direct is a powerful resetvol available in an easy-to-use desktop apjpdinat

We're also enhancing Morningstar Direct to includeldwide Morningstar data and analysis, allowingdross-border performance comparisons and tiolyadjin-depth
research. Our goal is to provide comprehensivennédion on a large number of securities aroundatbed in one integrated research platform.

We sell Morningstar Direct with a simple pricingapl $15,000 for the first user, $10,000 for theoselc and $7,500 for each additional user. It'spmoeuct, one price,

sold globally.

We introduced Morningstar Direct in late 2001. Altigh this product is just in its infancy, it's giiag quickly and had 775 licensed users as of yadr2004. We believe
Morningstar Direct has significant potential, atisl & large area of development spending for usg0al is to broaden the usage of Morningstar Dibeyond our core
audience of research and marketing professionafv@stment management firms. Given its highereppioints, adding even several thousand clientshaile a
meaningful impact on our results.
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Morningstar Retirement Manager

Retiremant Platlerm Audiences and Senvices
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Joe Mansueto

Morningstar Retirement Manager

Morningstar Retirement Manager is Wleb-based platform for the retirement market.désigned to help retirement plan participants jplagh invest for their
retirement. We believe we have a broader reacheimetirement market than our competitors. More thmillion plan participants have access to etirement services

through more than 68,000 plan sponsors and 29pstanders.

We offer a wide range of services, including onklvice and guidance, call center assistance nstatebased advice, and managed accounts.

Online advice solutions work well for plan partiaigs who have an interest in managing their owireraent assets, but they don't address the neezlgeofone in the
plan. Many people want to delegate the investmemtagement responsibility to a professional. Thieereent industry has recently been moving towardaged account
offerings to meet this need, and we were an eathant with our service, which we now deliver thgbufour plan providers.

The plan providers we work with have approxima®&30 billion in combined retirement plan assetsedime, there is an opportunity for us to expandretirement
business by serving more of the participants isehgans who wish to delegate their investment g@mant responsibility to a professional.
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Joe Mansueto
Licensed Data

Licensed Data includes a variety atadfeeds that we sell to institutions that enétiden to power their own applications. Nearly alttog information in our
databases comes from primary sources and is aleftatus to license to our clients.

So, for example, we sell our data to Microsoft, A@hd Yahoo! for them to show on their Web sitasaddition, we sell our data to large investmemgi like Fidelity,
Charles Schwab, and T. Rowe Price, which they aig@pulate their enterprise applications.

We also license the use of our proprietary analytiools, such as our star rating and style baxinfieestment companies to use in communicating miestors.

Not only is Licensed Data a significant and growiegenue source for us, but it also greatly hekperel the reach of our brand. Millions of investaegularly view ou
data and analytics and gain exposure to the Mostémdrand through a wide variety of sources.
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Joe Mansueto
Growth Strategy: Build Leadership Position in Eadflarket Segment

Now I'll turn to our growth strategieéOur first growth strategy is to build a leadgvgbosition in each of our market segments. Wedieglthat by focusing our
efforts on expanding the reach of our flagshipeinét-based platforms for each of our audiencesnigstar.com for individuals, Morningstar Adviséorkstation for
advisors, Morningstar Direct for institutions, addrningstar Retirement Manager for the retiremeatkat.

We believe our clients want comprehensive, integrablutions instead of having to link togethepdrsite applications on their own. So we're conaéing our
development efforts on expanding the functionalftyhese major platforms. Because we use the saherlying research methodologies for each databases can
combine multiple databases and perform in-depttfqar analysis.

We believe we can achieve deeper penetration ofwuent audiences with each of these platformsjedlsas extend their reach to new segments. Withrivhgstar.com,
we're focusing on expanding beyond our core audiefenutual fund investors by adding more stoclegtars. With Advisor Workstation, we're adding ftimicality that

will help us reach more advisors in the United &aand we're also just beginning to tap the iatesnal market. With Morningstar Direct, we're jsgirting to ramp up

this platform and have a large market globally thare addressing. And, finally, we see more oppoty for our Retirement Manager platform as owrpprovider client
adopt managed accounts.

We have our major platforms in place. We can nowu$oon adding new databases and new functionhbiywill extend the market for these platforms ateh make thei
more valuable to our current clients. We're corregimy our efforts on driving the growth of thedatforms in the coming years.
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Growth Strategy:
Expand Range of Products
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Joe Mansueto
Growth Strategy: Expand Range of Products and Sees

Our next growth strategy is to exp#rgrange of products and services we offer imresAs you can see in the Leverage diagram, veehancing our fixed
investments by adding more investment databasebultling strength in our core skills. We want &ek our efforts squarely focused on empoweringsitors and find
even more ways to help them.

We're concentrating our efforts on three areasrtiate to this strategy. First, as | mentionedi@amwe want to leverage the investment we've madguity research. So
we're targeting more stock investors with Morniagsiom. We're also marketing our stock researdindgkerage firms, international investors in U.Suiggs, and,
eventually, buy-side analysts and portfolio managethe United States.

Second, we want to develop our hedge fund datedras@nalytics business. We launched our hedgedatabase in March of this year. The hedge fundsimgus a
$1 trillion market worldwide, and investors needt®einformation and analytics to help them makeerinformed investment decisions. There's no dominesearch firn
in this area right now. We believe over time we aahieve the leading position in this market.

Our third strategy is to selectively develop oweistment management business in areas that tapungxpertise in creating portfolios of managecestment products.
We're doing this in two areas. One is providinganaged account option in our Retirement Managéfopia. And the other is Morningstar Managed Poitfel a prograr
exclusively for advisors who want to outsource pibetfolio management function. Together, we hadertban $1 billion in assets under management isethbeograms as
of year-end 2004. In the United States
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alone, assets in mutual fund advisory programs $&35 billion (based on data from Cerulli Assoest which leaves us much room for growth.

Lastly, if we find we can extend our business neffieiently by making an acquisition, we'll conside Because we know how to create databases aitdlibvestment
applications, an acquisition for us becomes a baoiitbuy decision. We're mainly looking for acquimits that add investment databases or researchtisepend thereby
further our mission of helping investors. For exéenpe acquired mPower to expand our reach ingtiement market in 2004, and we acquired VARD8xpand our
variable annuity database in early 2005.
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Growth Strategy:
Expand Internationally
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Joe Mansueto

Growth Strategy: Expand Internationally

Another growth strategy is to expamtérnationally. Investors have the same neednidependent, objective research no matter wherelitheeyAnd, just as they
are in the United States, investors worldwide @eoming more aware of research conflicts and pgaaihigher value on independent research and satikigng with this
trend, approximately half of the world's investaisets are outside the United States. We believe ts a large opportunity for Morningstar inteioally.

We're focusing our international expansion efforisncreasing our presence with advisors and uigtits by selling Advisor Workstation and MorningsbDirect. Also,
we believe the individual market overseas will présa long-term opportunity for us as that segngenivs in the coming years.

By having an international presence, we're betir @ secure multinational agreements. For exammehave a global agreement with Microsoft wheeeswpply mutuz

fund data to MSN Web sites in 10 countries arotmedvworld.

You can see that our international business hasnbedncreasingly important to us. Revenue fromiotgrnational operations made up about 14% of otal tevenue in

Now I'll turn it over to Martha Dustin Boudos whdlwiscuss Morningstar's business model and finalsc
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Business Model and
Financials

WMartha Dustin Boudos
Chief Financial Officer

Martha Dustin Boudos
Business Model and Financials

Thanks, Joe. Now I'd like to take ybrough some of the key areas of Morningstararfaials. We focus on three measures when lookiograbusiness results:
revenue growth, operating income, and free cast. We think these measures provide the best ingighthow we're adding to the intrinsic value of company. I'll alst
quickly review our decision to expense stock opiand its effect on our financials going forward.
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Martha Dustin Boudos
Revenue: Consistent Growth over 20 Years

First, let's take a look at revenuangh. We've experienced consistent revenue gralwting our history and had a compound annual growati of 23% from
2000 through 2004. Even during times when the stoakket has experienced downturns, Morningstastithachieved growth.

Virtually all of our revenue increases have beemegated by internal growth. For example, the mPaequisition added just $4.6 million, or roughl$%, to our nearly
$180 million of revenue in 2004.

Three main factors have contributed to our expandéwenue base over the years:

. First, we've expanded our customer segments andsaoxe individuals, financial advisors, and institos.
. Next, we continue to introduce innovative new praduo meet a wider array of our customers' needs.
. And, most recently, we've entered internationalketrto provide our products to investors arourmdvbrid.
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Recurring and Visible Revenue
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Martha Dustin Boudos

Recurring and Visible Revenue

Many of our products are sold throsgbscriptions or license agreements, which gelgeraine up for renewal after one to three yeargsaBse so much of our
business is driven by subscriptions and licenseeagents as opposed to one-time sales, we've hatpmyenerated significant recurring revenue.

To break it down in more detail, our revenue basdly consists of three parts. First, we have "walkrevenue, or revenue for which we had agreemienplace when we
walked into the year. More specifically, we defthés as revenue that will be recognized duringyt@r from existing subscriptions and license agesgs) absent
cancellations. This walk-in revenue made up thgdstr percentage of our revenue base for each pfstethree years.

Second, we have renewal revenue, which we defimevanue from renewal of subscriptions or licergeaments. Because many of our products are saldgh
subscriptions or license agreements, renewal revinalso an important component of our revenue bdasng the course of each year.

Finally, we have new revenue, which could comeegiffom selling additional products to current oasérs or from sales to new customers. While sak#swe close in a
year contribute a smaller portion of that yeanerie base, they are critical to building our wiallend renewal revenue for future years.

Because of the way our business works, our revemds to be relatively visible, meaning that weehaclear view of the amount of walk-in revenuthatbeginning of
each year. We can also estimate the amount of @@new
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revenue to expect during the course of the yeappjying historical renewal rates to subscriptiand license agreements that will come up for rehewa

For example, we began 2004 with $96.8 million irkaia revenue. Cancellations subsequently redubidamount by approximately 4%, leaving us walkewmenue of
$93.3 million. During the year, we renewed consabft brought in an additional $40.8 million fbetyear. That means that at the start of the yearad a fairly clear
view of the source of about $134 million in revenwhich ultimately represented about 75% of ourumhmevenue in 2004. We also signed new contractsighout 2004
that contributed $46 million, or approximately 2%¥our revenue for the year. We started 2005 witb%5 million of walk-in revenue. During the remdém of 2005, our
sales teams will focus on securing renewals arglrgjonew business, both of which, if we are sudagssill contribute to revenue in 2005 and futyrars.
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Diversified Revenue
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Martha Dustin Boudos
Diversified Revenue

Our revenue base is also diversifiebss multiple segments, products, and, increlgsiggographies; this diversity provides greatabsity for our business and
minimizes our reliance on any one area. In 2004 edour three segments contributed significardglpr total revenue: 26% for Individual, 34% forvAgbr, and 44% fo
Institutional. Similarly, several of our producBsincipia, Licensed Data, Morningstar.com, and AdviWorkstation, contributed double-digit perceetagf our revenue
in 2004. It's also interesting to note that ougést customer accounted for less than 3% of owmey during 2004.

Currently we generate most of our revenue in thitedrStates, but our international operations gt&® from 2003 to 2004 (excluding the positive intpafccurrency)
and contributed 14% of our revenue last year.
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Significant Operating Leverage
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Martha Dustin Boudos

Significant Operating Leverage

Our second key measure of finanagfggmance, operating income, has increased oegodbkt several years because our revenue growthaatsignificantly
outpaced growth in operating expense. During tist theee years our revenue growth has ranged f@#tmt® nearly 30%, while operating expense befareksbased
compensation has grown at lower rates, as younse ichart. We've been able to achieve this becafuthe operating leverage inherent in our busimesdel. As Joe
mentioned, after we make the initial investmertiddd our investment databases and create ourndsaad analysis, we can then leverage them aoresy products,
audiences, and geographies. This means that thebleacost of adding a user is relatively low, afilog us to increase our revenue while keeping ostscrelatively fixed.

Our expense growth rate in 2004 was higher thamemious years partly because we increased spetalimgjld our analyst staff early in the year toyide research for
the Global Analyst Research Settlements. This esmeame in ahead of the revenue, which we stagtaxijnizing in the third quarter. Despite this, Wik grew revenue
faster than expense, but not to the same degreeowiel have if the timing of this revenue and exgehad been more closely matched.
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Free Cash Flow

Friee Cish Flow

Year Endad Decembar 31 ($000)

¥

Healthy free cash flow as revenue grows
faster than expense

Business does not require significant

i ongoing capital investrant
§iEs | : L - .
T 1 » [apital expanditures consist mainly of
computer equipment, capitalized
] [ software development, and ieasehold
izl . | improvemants
— |:_|| =
5 I6.5-‘—2 5 ﬁ.#:b 1 3.’.5&' Lo prvidied by oparaiing seinviiey
165 [20.481) (ralire) Carts providied by |usod Fory mvesting actsvins
11357 {3 |B8.367) Lt used hor finascing actactims
3 15542 § H=nE § I26E Cah prvidied by fuused for) opamtaons
(5983 18507 [P Capital exprdihess
105 21,008 5T Friwm cesh How

Tovar caiad s o™ b e firmd ey roee prowidind by detod bo) speting st Ber cugetl cuporaditpery W Buve prpsrtnd e s Tow. woindy e 0 comivrmones] dincieanms: 15 hidp o sty
bk vt v et cath o awvactads 3 map gl iy 16 Suieieks dor bkaoid, Thes Ladths inchadé i stk e (o proedhind by beioad Dol imitng: St e 4 b

raith Howe W et e e Sow 1 evaleaie the porlornarns of o beskiss. Tnod meh Liow shookd ot e oot in sfematies foamy s of periosrenor a5 fromuigsind wde GRAF
s 2 iy provietnd ey e ol perativg. ivnsdieg. el g amevtion. nor Shual S data b coneidod e indicatio o der pverall e goshormares o oty Adsa, s o
et S’ eI T T4 L COOREREMRSE £ vy L) Mot ienes ropedied by o companes:

£

Martha Dustin Boudos
Free Cash Flow

Now let's turn to our third key measaf performance: free cash flow. Because we'eeit@easing operating income and low capital edfiares, we've been
able to generate healthy free cash flow in eachepast three years. Our business does not resjgiticant ongoing capital investment. In 2004 spent about 4% of
revenue on capital expenditures. The majority ofaapital expenditures is for computer equipmertus support our technology platforms, for cajpital software
development, which is largely focused on produeiettgpment, and for leasehold improvements, primatiour headquarters in Chicago. Therefore, @lasgcentage of
the operating cash flow remains available to reshuethe business.
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Solid Balance Sheet
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Martha Dustin Boudos
Solid Balance Sheet

We have a strong balance sheet bahundperations. At the end of last year we hadentioan $95 million in cash, cash equivalents, amdstments. We have
virtually no debt with just $18,000 in capital leasAn important driver of our solid balance sheetur subscription and license model, which meeagenerally get paid
in advance of providing services to our customehés creates a deferred revenue liability on odamee sheet and generates cash, allowing us tstinveur business
while keeping debt minimal. Our liabilities consaisginly of this deferred revenue, which was $63iarilat the end of the year, and stock-option esldiabilities of
$40 million at year-end. The second column showsdrtipact on our balance sheet of the change itréhément of options accounted for under the lighihethod, which
I'll address next.
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Voluntary Choice to Expense
Stock Dptions {SFAS 123)
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Our decision to voluntarily expensgck options creates the liability we just lookeda our balance sheet and the operating expewsestn our income

statement. We allocate this cost across the tirgt éxpense categories on our income statemente\Wiei Financial Accounting Standards Board (FA&#)not require
companies to expense options until later this yearchose to expense them in our financial statésmesw and retroactively to 1999 because we thiakhie right thing
for companies to do.

Martha Dustin Boudos

Voluntary Choice to Expense Stock Options (SFAS 123

Because of certain provisions in our option plansuse two different accounting methods to caleutatr option expense. The first is the liabilitythes, which is
necessitated by the provision we have in some bption plans to settle options in cash. We imm@atad this provision to offer some liquidity to it holders while w:
were a privately held company. This provision awtioally terminates upon the completion of our IR©the meantime, we record this expense—and irestamses
income—as the fair value of our stock changes. Wherstock price increases, we record the diffezdretween the exercise price and the current g as expense
for each outstanding option. This method accoufdedearly $18 million and $9 million of expense2B03 and 2004, respectively.

Upon completion of our IPO we will no longer be ugqd to settle any options for cash and, as dtresel'll stop using the liability method. At thétne, we'll book a final
adjustment on our income statement to record tifiereince between our most recently recorded pricktiae IPO price. Also, we'll move the resultiregility and the
existing $40 million option-related liability toghshareholders' equity section of our balance sheet
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The second expense method we use, the equity méshibé more commonly known way to expense optitimsler this method we record the expense ovevekgng
period of the option, which is generally four yeasthe Black-Scholes value of the option on thie @f grant. This method contributed $11 milliow &8 million to our
stock-based compensation expense in 2003 and &fXpkctively. We will continue to use this metholiofving our IPO.

During 2005, we expect that the expense underdgbigyemethod will be approximately $6.9 million fal currently granted options. This expense mayedase if we gral
additional options during the year.

Going forward, we expect that all options we gnaitithave exercise prices that increase over thma t&f the options based on the 10-year Treasuiy yae.
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Why Use the OpenlP0’
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Martha Dustin Boudos
Why Use the OpenlPO Auction Approach?

Finally, I'd like to mention why wecided to pursue an auction approach for our IP@e@imply, the benefits of an auction resonatétl ws and our company
philosophy. Under the auction, every investor—lamgd small—will have access to the same informatoout our company. All qualified investors will &ble to submit
a bid. And all bids at or above the clearing pridk be treated consistently, with shares allocaiach prorata basis. In contrast to traditional IPOs, theeeno preferenti
allocations under the auction format. This opeamgparent process is consistent with how we interedntinue running the company once we're pubbidt made sense
us to take the company public using this approach.

Now I'll turn the floor back over to Joe for a feancluding thoughts
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Joe Mansueto
Morningstar is a "Wide-Moat" Business

Inspired by Warren Buffett, our staghkalysts use the term "economic moat" to des¢rilve enduring a business's competitive advantaged\ée believe
Morningstar is a "wide-moat" business because therenany aspects of our business that would fieudiffor a competitor to replicate.

We believe the key elements of our economic maat ar

. a well-known and respected brand name. Our bramnawidely recognized and engenders a large degreust by investors.

. extensive, hard-to-replicate investment databadesmaintain a comprehensive set of data on more1B&,000 securities around the world, all buillcommon
research methodologies.

. innovative, proprietary research tools. The Morstag Rating and Style Box have become industrydstats.

. expertise in research, technology, and design. &Ve hn independent analyst staff of 150 researemerinvestment analysts that would be difficuitdanew

entrant into our market to replicate.

. a large and loyal customer base. We reach milladmsvestors who value our products and who westained over the years.
We believe that these strengths will continue tavjate us with important competitive advantagesimfuture.
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Joe Mansueto
What to Expect as a Morningstar Shareholder
| want to conclude with a descriptafrwhat you can expect as Morningstar shareholder.

First, we plan to continue to manage our businessaximize long-term results. This has worked Vi@llus over the past 20 years, and we don't seeeaspn to change
that once we're public. We'll continue to invegingdiicantly in development efforts that will driveir future growth.

Second, we'll strive to communicate with candor gatidyou the unvarnished truth about our busin@ssopposed to having one-on-one meetings or cender calls, we'll
answer your questions in written form on a regbksis and we'll make those answers available ghalleholders at the same time.

We also don't plan to issue financial forecasts.dtfet want to create short-term incentives to "entile numbers" and possibly encourage our peoptai® decisions
that aren't in the long-term interest of sharehwde

One of the reasons we're going public is to prowideoutside investor, Softbank, an opportunitged its shares. Becoming a public company wilbgisovide more
liquidity for our employees and create a currer@at tay be helpful for acquisitions.

The members of our management team hold significanership stakes in Morningstar. We expect thabtatinue. | know it will for me. So you can be assl of a
management team that has its interests alignedtimgte of shareholders and has strong incentiviesil long-term value.

A-41




Business Model
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MORNINGOTAR

Dealer Prospectus Delivery Obligation

Until , 2005 (25 days after thege of this prospectus), all dealers that effeetsactions in these securities, whether or naitcgzating in this offering, may be
required to deliver a prospectus. This is in addito the dealers' obligation to deliver a prospgethen acting as underwriters and with respetiteiv unsold allotments
or subscriptions.




Part 1l Information Not Required in Prospectus
Item 13. Other Expenses of Issuance and Distributio

The following table sets forth theperses (other than underwriting discounts and caesioris) we expect to incur in connection with tffering described in th
registration statement.

Securities and Exchange Commission Registratior $ 20,50(
NASD Filing Fee 17,20(
Nasdaqg National Market Listing F 125,00(
Accounting Fees and Expen: 690,00(
Printing and Engraving Expens 400,00(
Legal Fees and Expens 770,00(
Miscellaneous 477,30(
Total 2,500,001

The foregoing items (other than the SecuritiesExxhange Commission registration fee, NASD filieg,fand Nasdaqg National Market listing fee) areneged. All
expenses will be borne by Morningstar.

Item 14. Indemnification of Directors and Officers
lllinois Business Corporation Act

Section 8.75 of the lllinois Busin&srporation Act (IBCA) provides generally and ierfinent parts that an Illinois corporation mayenthify its directors,
officers, employees and agents, or anyone sentitfieaequest of the corporation as a directoiceff employee or agent of another corporationtngaship, joint venture
trust or other enterprise, against expenses (icdke of actions by or in the right of the corporgtor against expenses, judgments, fines, anlgsents (in all other
cases) actually and reasonably incurred by theoommection with any action, suit, or proceedingrifconnection with the matters in issue, they @ategood faith and in
manner they reasonably believed to be in, or npbseed to, the best interests of the corporation iantbnnection with any criminal suit or proceagliif in connection
with the matters in issue, they had no reasonahlsecto believe their conduct was unlawfubvided thaho indemnification shall be made with respect tp eaim,
issue, or matter as to which such person has lfadged to have been liable to the corporationessmbnd only to the extent that the court in wkieth action or suit wi
brought shall determine upon application that, deghe adjudication of liability, such persondsrfy and reasonably entitled to indemnity. If gent or former director,
officer or employee of an lllinois corporation Hasen successful in the defense of any such astiningr proceeding, claim, issue or matter, suasBqreshall be
indemnified by the corporation against expenses.

Section 8.75 of the IBCA further permits an lllin@orporation to pay expenses incurred by an afficelirector in defending a civil or criminal amtti, suit or proceeding
in advance of the final disposition of such actisuit or proceeding if the director or officer unéées to repay such amount if it is ultimatelyadetined that such person
is not entitled to be indemnified by the corporatién Illinois corporation may also grant additibimedemnification through its by-laws, agreementstes of shareholders
or disinterested directors, or otherwise,
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and may purchase and maintain insurance on behaifyoindemnifiable person against any liabilitgesed against such person and incurred by suclompér his or her
capacity as an indemnifiable person whether otlmtorporation would have the power to indemnifghsperson against liability under the terms ofti®ad.75 of the
IBCA.

Our Articles of Incorporation and By-laws

Article SEVENTH of our Amended andsiReted Articles of Incorporation provides that weels to the full extent permitted by Section 8afghe IBCA, as
amended from time to time, indemnify all person®mhwve may indemnify pursuant thereto.

Article VI of our Amended and Restated By-Laws pdes that we will indemnify, to the fullest extaaitowed, any and all persons whom we have the péavieildemnify
under the IBCA against any and all expenses, judggnénes, amounts paid in settlement, and angrdiabilities. In addition, we may, at the disdoetof our board of
directors, purchase and maintain insurance to proterselves and any indemnifiable persons agaimssuch expense, fine, amount paid in settlemeother liability,
whether or not we would have the power to indemsifgh persons under the IBCA.

Directors' and Officers' Liability Insurance

Prior to completion of this offeringe intend to obtain a directors' and officerdjility insurance policy, which insures against iigies that directors or officers
may incur in such capacities. This insurance poliegether with indemnification agreements, magtfiiciently broad to permit indemnification of odirectors and
officers for liabilities, including reimbursemertt@éxpenses incurred, arising under the SecurititsoA1933, as amended (Securities Act).

Indemnification Agreements

Prior to completion of this offeringe will enter into indemnification agreementspenfi of which is filed as Exhibit 10.1 to this reméion statement, with each
of our directors and executive officers, which nb&ybroader than the specific indemnification priovis contained in the IBCA, as amended from timénte. These
indemnification agreements will require us, amotigeothings, to indemnify our directors, officeasid certain key employees against liabilities thay arise by reason
their status or service. These indemnification egrents also may require us to advance all expemsesed by the directors, officers, or certain leegployees in
investigating or defending any such action, suiproceeding. However, an individual will not reeeindemnification for judgments, settlements, xpenses, if he or she
is found liable to us (except to the extent a cdetermines he or she is fairly and reasonablyledtio indemnity for expenses), for settlementsapproved by us, or for
settlements and expenses if a settlement is nobegg by a court.

Underwriting Agreement

The underwriting agreement, a formvbfch is filed as Exhibit 1.1 to this registratistatement, will provide that the underwriters @lpéigated, under certain
circumstances, to provide indemnification to us andofficers, directors, and employees for cerktaibilities, including liabilities arising unden¢ Securities Act or
otherwise.
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Item 15. Recent Sales of Unregistered Securities
Since January 1, 2002, we sold tfieviing securities that were not registered unter$ecurities Act:

. Since January 1, 2002, we issued to directors;@#i and employees options to purchase 3,327tdrés0f common stock with an aggregate exercise pf
$40,769,693, and we sold an aggregate of 148,48@slof common stock to 46 directors, officers, amgloyees through option exercises at prices nanfgom
$0.53 to $14.13 per share, for aggregate cashdenagion of $455,486. The options were grantedyaursto Morningstar's option plans. At the time dp&ions
were granted, each recipient was employed by Mgstar. The option grants and sales of the undeylgirares were exempt from registration under tloen8es
Act pursuant to Rule 701 promulgated under Se@{bi) of the Securities Act as transactions purst@atritten compensatory benefits plans. All reeigs either
received adequate information about Morningstdramt access, through employment or another reldtipnt® such information.

. On April 30, 2003, we sold an additional 12,668rekaf our common stock to two of our executivéceffs at a purchase price of $8.57 per share gigregate
cash consideration of $108,565. These securities issued to U.S. purchasers based on the exenfmiorthe registration requirements of the Seasifct as
set forth in Section 4(2) of the Securities Actrasisactions not involving a public offering. Therghasers received written disclosures that theriess had not
been registered under the Securities Act and thatesale must be made pursuant to a registratian available exemption from such registration.

No underwriters were involved in the foregoing salé securities




Item 16. Exhibits and Financial Statement Schedules

(a) Exhibits
Exhibit Description
11 Form of Underwriting Agreemen
3.1 Amended and Restated Atrticles of Incorporation afiMngstar
3.2t Amended and Restated -laws of Morningstar
4.1t Specimen Common Stock Certifica
5.1%* Opinion of Winston & Strawn LLF
10.11 Form of Indemnification Agreemer
10.2t Morningstar Incentive Plai
10.3t Subscription Agreement dated December 29, 1998dmtWwiorningstar and Tim Armot
10.4% Morningstar 1999 Incentive Stock Option PI
10.5t Morningstar 2004 Stock Incentive Pl
10.67 Deferred Compensation Agreement dated Februar§99® between Morningstar and Don Philli
10.7% Shareholders Agreement dated February 1, 1999 aiMongingstar, Joe Mansueto, Paul Sturm, and Tima\umr
10.8t Purchase Agreement dated April 30, 2003 betweemivigstar and Patrick Reinkemey
10.9t Purchase Agreement dated April 30, 2003 betweemigstar and David William:
10.10t Stock Purchase Agreement dated July 8, 1999 betieeningstar and Softban
21.1t Subsidiaries of Morningsta
23.1 Consent of Deloitte & Touche LLI
23.2 Consent of Deloitte & Touche LLI
23.3** Consent of Winston & Strawn LLP (contained in Exhihl).
24.1% Powers of Attorney (included on signature pa
T Previously filed.

** This exhibit has been refiled and replaces theimensreviously filed with this Registration Statemb@nder the same exhibit number.

(b) Financial Statement Schedules

Morningstar Inc. and Subsidiaries

The following financial statement edule for the years ended December 31, 2002, 20@B2004 is a part of this registration statemedtshould be read in
conjunction with the Consolidated Financial Statete®f Morningstar, Inc. and Subsidiaries:

Page
Schedule ll—Morningstar, Inc. and Subsidiaries
Valuation and Qualifying Accoun I1-6
Report of Independent Registered Public Accourfinm -7

Schedules not listed above have been omitted be¢hasnformation required to be set forth theiginot applicable or is shown in the Consolidatethfcial Statements
or related notes.
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mPower.com, Inc. and Subsidiaries

The following financial statement edule for the years ended December 31, 2001 an2li2@0part of this registration statement and khba read in
conjunction with the Consolidated Financial Statete®f mPower.com, Inc. and Subsidiaries:

Page
Schedule —mPower.com, Inc. and Subsidiaries Valuation andliireg Accounts 11-8
Independent Auditors' Repc -9

Schedules not listed above have been omitted be¢hasnformation required to be set forth theiginot applicable or is shown in the Consolidatethfcial Statements
or related notes.
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Schedule Il Morningstar, Inc. and Subsidiaries Valation and Qualifying Accounts ($000)

Charged Deductions
Balance at (Credited) to Including
Beginning of Costs & Currency Balance at
Year Expenses Translation End of Year
Allowance for doubtful account
Year Ended December 2
2002 $ 57¢ $ 1,73¢  $ 151) $ 79¢
2003 79¢ 85t (999 654
2004 654 (55) (343) 25€
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Report of Independent Registered Public Accountingrirm

Morningstar, Inc.:

We have audited the consolidatednfoie statements of Morningstar, Inc. and subsieafthe "Company") as of December 31, 2003 and 28Qd for each of
the three years in the period ended December 34, 20hd have issued our report thereon dated MiatcR005 (included elsewhere in this Registratitatednent). Our
audits also included the financial statement scleeltgied in Item 16 of this Registration Statemdittis financial statement schedule is the respiitgiof the Company"

management. Our responsibility is to express aniopibased on our audits. In our opinion, suchrfoia statement schedule, when considered in ogldti the basic
financial statements taken as a whole, presentg faiall material respects the information setficherein.

DELOITTE & TOUCHE LLP

Chicago, lllinois
March 14, 2005
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Schedule Il mPower.com, Inc. and Subsidiaries Valu@on and Qualifying Accounts ($000)

Deductions
Balance at Charged to Including
Beginning of Costs & Currency Balance at
Year Expenses Translation End of Year
Allowance for doubtful account
Year Ended December 2
2001 $ 9 3 37 $ (289) $ 90
2002 90 42 (78) 54




Independent Auditors' Report
To the Stockholder of mPower.com, Inc.:

We have audited the consolidatednfond statements of mPower.com, Inc. and subsasdtimPower") as of December 31, 2001 and 2002farehch of the
two years in the period ended December 31, 20G2hawe issued our report thereon dated April 1420Mich report expresses an unqualified opinioth iacludes an
explanatory paragraph relating to mPower's chamgfs method of accounting for goodwill and intasigiassets) (included elsewhere in this Registigdimtement). Our
audits also included the financial statement scleeliited in Item 16 of this Registration Stateméiitis financial statement schedule is the respditgiof mPower's
management. Our responsibility is to express aniopibased on our audits. In our opinion, suchrfoia statement schedule, when considered in oglati the basic
financial statements taken as a whole, presenty faiall material respects the information settfictherein.

DELOITTE & TOUCHE LLP

Chicago, lllinois
April 1, 2004

11-9




Item 17. Undertakings
The undersigned registrant herebyrass responsibility that:

(2) For purposes of deteiingrany liability under the Securities Act of 193Be information omitted from the form of prospexfiled as part of this
registration statement in reliance upon Rule 430é eontained in a form of prospectus filed by thgistrant pursuant to Rule 424(b)(1) or (4) or #9Tinder the
Securities Act of 1933 shall be deemed to be (dttis registration statement as of the time it waslared effective.

) For the purpose of deti@ing any liability under the Securities Act of3® each post-effective amendment that containsma 6f prospectus shall be
deemed to be a new registration statement rel&ditige securities offered therein, and the offenhguch securities at that time shall be deemédxbtthe initiabona fide
offering thereof.

3) It will provide to thenderwriters at the closing specified in the undémg agreement certificates in such denominatamd registered in such name:
required by the underwriters to permit prompt dafywto each purchaser.

4) Insofar as indemnificattifor liabilities arising under the Securities A(t1933 may be permitted to directors, officerg] aontrolling persons of the
registrant pursuant to the foregoing provisiongtherwise, the registrant has been advised thaeiopinion of the Securities and Exchange Conionissuch
indemnification is against public policy as expezbin the Act and is, therefore, unenforceabléhénevent that a claim for indemnification agassth liabilities (other
than the payment by the registrant of expensesredwr paid by a director, officer, or controllipgrson of the registrant in the successful defehsay action, suit, or
proceeding) is asserted by such director, officecontrolling person in connection with the setiesi being registered, the registrant will, unliesthe opinion of its
counsel the matter has been settled by contrgliirgedent, submit to a court of appropriate jucisain the question whether such indemnificatioritby against public
policy as expressed in the Act and will be govergdhe final judicial decision of such issue.
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SIGNATURES

Pursuant to the requirements of the Seéearfict of 1933, as amended, Morningstar has dalysed this amendment to registration statemerg ggmed on its beh:
by the undersigned, thereunto duly authorizedhénQity of Chicago, State of lllinois, on April 22005.

MORNINGSTAR, INC.

By: /s/ JOE MANSUETO

Name: Joe Mansue
Title: Chairman of thBoard and Chief Executive Offic

Pursuant to the requirements of the Seearfict of 1933, as amended, this amendment tetragon statement has been signed by the followergons in the
capacities and on the dates indicated.

Signature Title Date

/s JOE MANSUETO Chairman of the Board and Chief Executive

X o . ) April 29, 2005
Joe Mansuet Officer (principal executive officer)
/s MARTHA DUSTIN BOUDOS Chief Financial Officer (principal April 29, 2005
Martha Dustin Boudo accounting and financial officer)
*
Director April 29, 2005
Donald J. Phillips |
*
Director April 29, 2005
Cheryl Francis
*
Director April 29, 2005
Steven Kaplai
*
Director April 29, 2005
Jack Noonai
*
Director April 29, 2005
Paul Sturrr

*By:/s/ MARTHA DUSTIN BOUDOS

Martha Dustin Boudos
as attorne-in-fact

Martha Dustin Boudos was appointed attorinefact with power and authority to execute thiméndment No. 4 to Registration Statement on betfidlfe Directors
named above pursuant to the power of attorney dieciion the signature page at the time of the ffiliilag of this registration statement.
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7,612,500 SHARES

MORNINGSTAR, INC.

COMMON STOCK, NO PAR VALUE

UNDERWRITING AGREEMENT



May _, 2005

WR Hambrecht + Co, LLC
as Representative of the several
Underwriters named in Schedule Il hereto

c/o WR Hambrecht + Co, LLC
539 Bryant Street, Suite 100
San Francisco, CA 94107

Ladies and Gentlemen:

Subject to the terms and conditions contained heceirtain shareholders of Morningstar, Inc., &ndis corporation (the "COMPANY"), named in Schésluhereto (the
"SELLING SHAREHOLDERS") severally propose to sellytou and the other underwriters named in Schdtlhiereto (the "UNDERWRITERS"), an aggregate of
7,612,500 shares (the "FIRM SHARES") of the Comi8tutk, no par value, of the Company (the "COMMONDEK"), with each Selling Shareholder selling the
amount set forth opposite such Selling Sharehalderne in Schedule | hereto.

The Company proposes to issue and sell to the aevaderwriters not more than an additional 1,14%,8hares of Common Stock (the "ADDITIONAL SHARES"and
to the extent that you, as Representative of théedmriters (the "REPRESENTATIVE"), shall have detéred to exercise, on behalf of the Underwriters,right to
purchase such shares of Common Stock granted tdrtlerwriters in Section 3 hereof. The Firm Shaned the Additional Shares are hereinafter colletyiveferred to ¢
the "SHARES." The Company and the Selling Sharedsldre hereinafter sometimes collectively refetoeaks the "SELLERS."

The Company has filed with the Securities and ErgeaCommission (the "COMMISSION") a registratioatstnent, including a prospectus, relating to ther&h The
registration statement as amended at the timedrbes effective, including the information (if amgemed to be part of the registration statemethieatime of
effectiveness pursuant to Rule 430A under the SexsiAct of 1933, as amended (the "SECURITIES AL E hereinafter referred to as the "REGISTRATION
STATEMENT"; the prospectus in the form includedhe Registration Statement at the time of effecigss or, if Rule 430A under the Securities Acelged on, the final
prospectus filed with the Commission pursuant teeR24(b) under the Securities Act, is hereinafééerred to as the "PROSPECTUS." If the Companyfitetsan
abbreviated registration statement to registertexidil shares of Common Stock pursuant to Rule)62tder the Securities Act (the "RULE 462 REGISTIR@N
STATEMENT"), then any reference herein to the téREGISTRATION STATEMENT" shall be deemed to incluslech Rule 462 Registration Statement.
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1. REPRESENTATIONS AND WARRANTIES OF THE COMPANYh& Company represents and warrants to and agréesadh of the Underwriters that:

(a) The Registration Statement has become effectivetop order suspending the effectiveness oRégistration Statement is in effect, and no prdeegs for such
purpose are pending before or, to the Company'wleulge, threatened by the Commission.

(b) (i) The Registration Statement, when it becaiffective, did not contain and, as amended or supehted, if applicable, will not contain any untetatement of a
material fact or omit to state a material fact iegglito be stated therein or necessary to maket#tiements therein not misleading, (ii) the Regi&in Statement and the
Prospectus comply and, as amended or suppleméinagpglicable, will comply in all material respeatsth the Securities Act and the applicable ruled eegulations of
the Commission thereunder and (iii) the Prospedtes not contain and, as amended or supplemehggaplicable, will not contain any untrue statemeind material fact
or omit to state a material fact necessary to ntlaestatements therein, in the light of the circtamses under which they were made, not mislea@xggpt that the
representations and warranties set forth in thiagraph do not apply to statements in or omissim the Registration Statement or the Prospeased upon
information relating to (i) any Underwriter furnisth to the Company in writing by or on behalf oftslunderwriter through you expressly for use theri(ii) any Selling
Shareholder furnished to the Company in writingobyn behalf of such Selling Shareholder exprefslyse therein.

(c) The Company has been duly incorporated andlidly existing as a corporation in good standingler the laws of the State of lllinois, has thepcoate power and
authority to own its property and to conduct itsibess as described in the Prospectus and is dalifigd to transact business and is in good stapli each jurisdiction
in which the conduct of its business or its owngrsh leasing of property requires such qualifioatiexcept to the extent that the failure to begusified or be in good
standing would not have a material adverse effathe Company and its subsidiaries, taken as aewhol

(d) (i) Each majority-owned subsidiary (as definedthe Securities Act) of the Company (each, a "SUBARY," and, collectively, the "SUBSIDIARIES") xeept for
those referred to in Section 1(d)(ii) below, hasrbduly incorporated and is validly existing a®gporation in good standing under the laws of thisgliction of its
incorporation, has the corporate power and authtwmibwn its property and to conduct its businesdescribed in the Prospectus and is duly qualifiegdansact business
and is in good standing in each jurisdiction in evhihe conduct of its business or its ownershilgasing of property requires such qualificatiorcept to the extent that
the failure to be so qualified or be in good stagdivould not have a material adverse effect orCiiapany and its subsidiaries, taken as a wholespas described in
the Prospectus or set forth in the RegistratioteStant, all of the issued shares of capital std@aoh such Subsidiary have been duly authorizddasa validly issued,
fully paid and non-assessable and are owned, Birecindirectly, by the Company, free and cleaabf
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liens, encumbrances, equities or claims; and éigheSubsidiary which has been organized as a tinfiability company has been duly formed, is validkisting as a
limited liability company in good standing undeetlaws of the jurisdiction of its formation, ha timited liability company power and authoritydwn its property and
to conduct its business as described in the Praspaad is duly qualified to transact businessiama good standing in each jurisdiction in whitle tonduct of its
business or its ownership or leasing of properires such qualification, except to the extent the failure to be so qualified or be in good gfag would not have a
material adverse effect on the Company and itsidiabies, taken as a whole; except as describéueifProspectus or set forth in the RegistratioteStant, all of the
issued membership or other equity interests of each Subsidiary have been duly authorized andalidly issued, fully paid and non-assessable aad®ned, directly
or indirectly, by the Company, free and clear éfiahs, encumbrances, equities or claims.

(e) This Agreement has been duly authorized, execamnd delivered by the Company.
(f) The authorized capital stock of the Companyfoons as to legal matters to the description thiecentained in the Prospectus.

(9) The shares of Common Stock (including the Faimares to be sold by the Selling Shareholdersjanding prior to the issuance of any Additional i®seto be sold by
the Company have been duly authorized and arelyadislied, fully paid and non-assessable.

(h) Any Additional Shares to be sold by the Comphaye been duly authorized and, when issued ativbded in accordance with the terms of this Agreetneill be
validly issued, fully paid and non-assessable,thedssuance of any such Additional Shares willbesubject to any preemptive or similar rights.

(i) The execution and delivery by the Company of] ¢he performance by the Company of its obligationder, this Agreement will not contravene anysion of
applicable law or the articles of incorporatiorbgrlaws of the Company or any agreement or othgtrument binding upon the Company or any of itssRliiaries that is
material to the Company and its subsidiaries, taeea whole, or any judgment, order or decree pigavernmental body, agency or court having judgdn over the
Company or any of its Subsidiaries, and no consgptoval, authorization or order of, or qualificatwith, any governmental body or agency is reggliior the
performance by the Company of its obligations uridisr Agreement, except (i) such as may be requiyetthe securities or Blue Sky laws of the varipugsdictions in
connection with the offer and sale of the Shaii@shpse consents, approvals, authorizations,rsrdad qualifications that have been obtained gifdof any thereof
(exclusive of any thereof which, if not obtainedyudd preclude the Company from executing and defigethis Agreement or from performing its obligats hereunder)
the failure of which to have been obtained woultlhrave a material adverse effect on the Companytamsbsidiaries, taken as a whole.
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() There has not occurred any material adversag#ezor any development involving a prospectiveemal adverse change, in the condition, financiadtherwise, or in
the earnings, business or operations of the Comaadyts subsidiaries, taken as a whole, fromgbaforth in the Prospectus (exclusive of any anmerds or
supplements thereto subsequent to the date oAgrsement).

(k) There are no legal or governmental proceedp@ggling or, to the Company's knowledge, threatémechich the Company or any of its Subsidiariea farty or to
which any of the properties of the Company or ahysoSubsidiaries is subject that are requiredealescribed in the Registration Statement or thsgectus and are not
so described or any statutes, regulations, costaabther documents that are required to be destin the Registration Statement or the Prospesttes be filed as
exhibits to the Registration Statement that aredestribed or filed as required.

() Each preliminary prospectus filed as part & thgistration statement as originally filed opast of any amendment thereto, or filed pursuamute 424 under the
Securities Act, complied when so filed in all mé&krespects with the Securities Act and the applie rules and regulations of the Commission thedeu

(m) The Company is not, and after giving effectite offering and sale of the Shares and the apjgicaf the proceeds thereof as described in thegrctus will not be,
required to register as an "investment companypuab term is defined in the Investment Companyokdi940, as amended (the "INVESTMENT COMPANY ACT").

(n) The Company and its Subsidiaries (i) are in gliance with any and all applicable foreign, fedestate and local laws and regulations relatintheprotection of
human health and safety, the environment or hamardotoxic substances or wastes, pollutants alacainants ("ENVIRONMENTAL LAWS"), (ii) have receigeall
permits, licenses or other approvals required efrtlunder applicable Environmental Laws to condueir respective businesses and (iii) are in compgawith all terms
and conditions of any such permit, license or apglr@xcept where such noncompliance with Enviromiae_aws, failure to receive required permitselises or other
approvals or failure to comply with the terms aondditions of such permits, licenses or approvalsldimot, singly or in the aggregate, have a mdtadsaerse effect on
the Company and its subsidiaries, taken as a whole.

(o) There are no costs or liabilities associatetth &nvironmental Laws (including, without limitatipany capital or operating expenditures requicectfeanup, closure ¢
properties or compliance with Environmental Lawsoy permit, license or approval, any related qairss on operating activities and any potentabilities to third
parties) which would, singly or in the aggregateyéna material adverse effect on the Company arslilisidiaries, taken as a whole.

(p) Except as described in the Prospectus, thera@contracts, agreements or understandings betivee€Company and any person granting such pensoright to
require the Company to file a registration statemuewler the Securities Act with respect
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to any securities of the Company or to requireGbenpany to include such securities with the Sheggstered pursuant to the Registration Statement.

(q) Subsequent to the respective dates as of vifilicimation is given in the Registration Statemamd the Prospectus, (i) the Company and its Subgdihave not
incurred any liability or obligation, direct or dimgent, that is material to the Company and itss@iaries, taken as a whole, nor entered intotemsaction not in the
ordinary course of business that is material toaGbmpany and its subsidiaries, taken as a whajehé Company has not purchased any of its oudstgrcapital stock,
nor declared, paid or otherwise made any dividerdgigiribution of any kind on its capital stock;dafiii) there has not been any material changééncapital stock, short-
term debt or long-term debt of the Company an&itbsidiaries, except in each case as describée iRrospectus (exclusive of any amendments or songpits thereto
subsequent to the date of this Agreement).

(r) The Company and its Subsidiaries have goodnaaudketable title to all personal property ownedhm®m which is material to the business of the Camzand its
subsidiaries, taken as a whole, in each case fr@elaar of all liens, encumbrances and defectebauch as are described in the Prospectus orasudb not materially
affect the value of such property and do not ieterfwith the use made and proposed to be madelbfsoperty by the Company and its Subsidiaries@bmpany does
not own any real property; and any real property lamldings held under lease by the Company anSltssidiaries that are material to the businesseCompany and i
subsidiaries, taken as a whole, are held by theserwalid, subsisting and enforceable leases with €xceptions as are not material and do notferewith the use
made and proposed to be made of such propertyultings by the Company and its Subsidiaries, ithezase except as described in the Prospectus.

(s) The Company and its Subsidiaries own or possegan acquire on reasonable terms, all patpatent rights, licenses, inventions, copyrightsvhow (including
trade secrets and other unpatented and/or unpblemeoprietary or confidential information, systeor procedures), trademarks, service marks add trames currently
employed by them in connection with the businesg aperated by them, except for those the loss adlwbr the failure of which to have been obtainaalild not have a
material adverse effect on the Company and itsidiaboies, taken as a whole, and neither the Companyny of its Subsidiaries has received any eaifdnfringement
of or conflict with asserted rights of others wiispect to any of the foregoing which, singly othia aggregate, if the subject of an unfavorabéésite, ruling or finding,
would have a material adverse effect on the Companlits subsidiaries, taken as a whole.

(t) No material labor dispute with the employeeshef Company or any of its Subsidiaries existsepkas described in the Prospectus, or, to the leuge of the
Company, is imminent; and the Company is not awéemny existing, threatened or imminent labor diséunce by the employees of any of its principalpdieps or
contractors that would have a material adverseeffie the Company and its subsidiaries, takenvelscde.
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(u) The Company and its Subsidiaries are insureiddyrers of recognized financial responsibilitgggt such losses and risks and in such amounthwoi the
Company's knowledge, are prudent in the businassekich they are engaged; except to the extentipusly disclosed to you, neither the Company nor ef its
Subsidiaries, within the last three (3) years, ieen refused any material insurance coverage sougiplied for; and neither the Company nor angsoSubsidiaries has
any reason to believe that it will not be ablegnaw its existing insurance coverage as and whem@verage expires or to obtain similar coveragmfsimilar insurers
as may be necessary to continue its businesscat dhat would not have a material adverse effadhe Company and its subsidiaries, taken as aewhokach case
except as described in the Prospectus.

(v) Except as described in the Prospectus, (iCtipany and its Subsidiaries possess all matesitificates, authorizations and permits issuedheyappropriate federal,
state or foreign regulatory authorities necessaigonduct their respective businesses, and netiee€ompany nor any of its Subsidiaries has redeawsy notice of
proceedings relating to the revocation or modifaaof any such certificate, authorization or perwiiich, singly or in the aggregate, if the subjefcan unfavorable
decision, ruling or finding, would have a mategdverse effect on the Company and its subsidiaea&en as a whole; (ii) the Company neither isas been registered 1
is or has been required to be registered as astimeat advisor or broker-dealer under the InvestrAdmisers Act of 1940, as amended (the "IAA"), thechange Act (as
hereinafter defined) or any state blue sky or seesiaw or the rules and regulations thereuneecept for such registration under any state btyeos securities law or
the rules and regulations thereunder the failunetoth to have been complied with would not haveaterial adverse effect on the Company and itsidigb®es, taken as
whole; (iii) each of Morningstar Investment Sergctnc., Morningstar Associates, LLC and mPoweri8drs, LLC is duly registered as an investment setvinder the
IAA and the rules and regulations thereunder armtliig qualified as an investment adviser understage blue sky or securities laws and the rulesregdlations
thereunder of each jurisdiction in which the cornicafdats business requires such qualification, @xte the extent that the failure to be so quaifieould not have a
material adverse effect on the Company and itsidiabies, taken as a whole, (iv) each of Morningstaestment Services, Inc., Morningstar Associaté€ and mPowe
Advisors, LLC has filed a Form ADV with the SECancordance with the IAA, which Form at the timdiliig was, as amended and supplemented as ofateehereof
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is, and upon any required filing of a further ammedt to reflect the sale of the Shares contemplageeby shall be, in effect pursuant to the requénets of the IAA and
accurate and complete in all material respects;

(v) Morningstar Investment Services, Inc. is ddgistered as a broker-dealer under the Exchangearftthe rules and regulations thereunder andlysregistered or
qualified as a broker-dealer under the state ltyes securities laws and the rules and regulattbeseunder of each jurisdiction in which the coctdef its business
requires such registration or qualification, exdepthe extent that the failure to be so registeregualified would not have a material adverseafbn the Company and
its subsidiaries, taken as a whole; (vi) Morningstaestment Services, Inc. has filed a Form BChwifite SEC in accordance with the Exchange Act, wkRiorm at the
time of filing was, as amended and supplementeaf t®e date hereof is, and upon any required fibhg further amendment to reflect the sale ofShares contemplated
hereby shall be, in effect pursuant to the requimets of the Exchange Act and accurate and comipletié material respects; and (vii) each of Morrstag Investment
Services, Inc., Morningstar Associates, LLC and mé&0Advisors, LLC (A) has made all filings, includj reports and other documents, required by the dAd the
Exchange Act and any applicable state blue skgourities laws and the respective rules and reigakathereunder, (B) has made all disclosures afideded all
documents required by the IAA and the Exchangeté\bie delivered to its clients and

(C) has maintained in all material respects alldsoand other records required by the IAA and thehgrge Act; and each of such reports and othemdests at the time
of filing was, as amended and supplemented aseodidite hereof is, and after consummation of theséretions contemplated hereby shall be, accurate@mplete in all
material respects.

(w) The Company and each of its Subsidiaries mairgtaystem of internal accounting controls suéfitito provide reasonable assurance that (i) tcsiosa are executed
in accordance with management's general or speifttorizations; (ii) transactions are recordedexssary to permit preparation of financial statein conformity
with generally accepted accounting principles anthaintain asset accountability; (iii) access ®e#sis permitted only in accordance with managémganeral or
specific authorization; and (iv) the recorded actahility for assets is compared with the existisgets at reasonable intervals and appropriatendsttaken with respect
to any differences.

(x) The Prospectus and any preliminary prospettggther for this purpose with the applicable sapmnt thereto intended to be distributed thereinithespectively, the
United Kingdom and Canada, comply in all materepects, and any further amendments or supplertarito will comply in all material respects, withy applicable
laws or regulations of the United Kingdom and Canachich are the only foreign jurisdictions, to thempany's knowledge, in which the Prospectus wipaeliminary
prospectus, as amended or supplemented, if apfdicate contemplated to be distributed.

2. REPRESENTATIONS AND WARRANTIES OF THE SELLING SIREHOLDERS. Each Selling Shareholder representsaardants to and agrees with each of the
Underwriters that:

(a) This Agreement has been duly authorized, execamnd delivered by or on behalf of such Sellingr8holder.

(b) The execution and delivery by such Selling 8hafder of, and the performance by such Selling&tader of its obligations under, this Agreeméimé, Custody
Agreement signed by such Selling Shareholder amdpDtershare Trust Company, Inc., as Custodiartjmgléo the deposit of the Shares to be sold by Selling
Shareholder (the "CUSTODY AGREEMENT") and the PowkeAttorney appointing certain individuals as s\8#lling Shareholder's attorneys-in-fact to theexset
forth therein, relating to the transactions contetgul hereby and by the Registration Statement'R@NVER OF ATTORNEY") will not contravene any prsiin of
applicable law, or the certificate of incorporationby-laws of such Selling Shareholder (if such
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Selling Shareholder is a corporation), or any ages# or other instrument binding upon such Selhgreholder or any judgment, order or decree ofgawgrnmental
body, agency or court having jurisdiction over s&afiling Shareholder, and no consent, approvahaeization or order of, or qualification with, aggvernmental body «
agency is required for the performance by suchirge8hareholder of its obligations under this Agneat or the Custody Agreement or Power of Attoroeguch Selling
Shareholder, except such as may be required bsethgities or Blue Sky laws of the various statesannection with the offer and sale of the Shares.

(c) Such Selling Shareholder owns, and on the GfpBiate will own, the Shares to be sold by suckir§eShareholder free and clear of all securitgiiests, claims, liens,
equities or other encumbrances and has, and d@ldising Date will have, the legal right and powaerd all authorization and approval required by fenter into this
Agreement, the Custody Agreement and the Powetttof@ey and to sell, transfer and deliver the Sh&mebe sold by such Selling Shareholder.

(d) The Custody Agreement and the Power of Attoftmaye been duly authorized, executed and deliiegyesiich Selling Shareholder and are valid and hindgreemen
of such Selling Shareholder.

(e) Delivery of the Shares to be sold by such Bgl8hareholder and payment therefor pursuant $oihieement will pass valid title to such Sharese fand clear of any
adverse claim within the meaning of Section 8-10the New York Uniform Commercial Code, to each &nriter who has purchased such Shares withoutenofian
adverse claim.

(f) Such Selling Shareholder is not prompted by iafiyrmation concerning the Company or its subsidgawhich is not set forth in the Prospectus tbitseShares
pursuant to this Agreement.

(9) (i) The Registration Statement, when it becaiffective, did not contain and, as amended or supehted, if applicable, will not contain any untetatement of a
material fact or omit to state a material fact iegglito be stated therein or necessary to makst#tiements therein not misleading, and (ii) thespeotus does not contain
and, as amended or supplemented, if applicablenatilcontain any untrue statement of a materietl & omit to state a material fact necessary thenthe statements
therein, in the light of the circumstances undeiciwhhey were made, not misleading, except thatépeesentations and warranties set forth in thigiGn 2(g) are limited
to statements or omissions made in reliance ugfonniration relating to such Selling Shareholder fsted to the Company in writing by or on behalsoth Selling
Shareholder expressly for use in the RegistratiateSent, any preliminary prospectus, the Prospemtany amendments or supplements thereto.

3. AGREEMENTS TO SELL AND PURCHASE. Each Sellinga&holder, severally and not jointly, hereby agteesell to the several Underwriters, and each
Underwriter, upon the basis of the representatammswarranties herein contained, but subject tatimelitions hereinafter stated, agrees, severatiyrst jointly, to
purchase from such Selling Shareholder at $ a
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share (the "PURCHASE PRICE") the number of Firmr8sgsubject to such adjustments to eliminateifvaat shares as you may determine) that bearsathe s
proportion to the number of Firm Shares to be dglduch Selling Shareholder as the number of Finaré&s set forth in Schedule Il hereto oppositentirae of such
Underwriter bears to the total number of Firm Share

On the basis of the representations and warracietined in this Agreement, and subject to itsgeand conditions, the Company agrees to selledtiderwriters the
Additional Shares, and the Underwriters shall hreeright to purchase, severally and not jointlytai 1,141,875 Additional Shares at the Purchase PYou may
exercise this right on behalf of the Underwritersvihole or from time to time in part by giving weh notice of each election to exercise the optimniater than 30 days
after the date of this Agreement. Any exerciseagoshall specify the number of Additional Sharebeagurchased by the Underwriters and the datehichvguch shares
are to be purchased. Each purchase date mustésestabne business day after the written notiggvisn and may not be earlier than the closing ftatéhe Firm Shares
nor later than ten business days after the datedf notice. Additional Shares may be purchasgu@sded in Section 5 hereof solely for the purpokeovering over-
allotments made in connection with the offeringta Firm Shares. On each day, if any, that Additi@hares are to be purchased (an "OPTION CLOSINGH), each
Underwriter agrees, severally and not jointly, toghase the number of Additional Shares (subjestith adjustments to eliminate fractional sharg@asnay determine)
that bears the same proportion to the total nurabA&dditional Shares to be purchased on such Offiosing Date as the number of Firm Shares sdt forSchedule I
hereto opposite the name of such Underwriter beattse total number of Firm Shares.

Each Seller hereby agrees that, without the pritttem consent of WR Hambrecht + Co, LLC, it wibtnduring the period ending 180 days after theatife date of the
Registration Statement, (i) directly or indirectbgll, offer, contract to sell, transfer the ecoiorisk of ownership in, make any short sale, pedgotherwise dispose of
any shares of capital stock or other ownershipésts of the Company or any securities converiifiteor exchangeable or exercisable for or anyratights to purchase
or acquire the Company's capital stock or otherayghip interests of the Company that the undersdifgpemeficially owns, or (i) file any registratistatement with the
Commission relating to the offering of any share€ommon Stock or any securities convertible int@xercisable or exchangeable for Common Stocle(dtian any
registration statement on Form S-8 relating toGbenpany's equity-based incentive compensation plarteether any such transaction described in cléyse (ii) above
is to be settled by delivery of Common Stock ortsather securities, in cash or otherwise.

The restrictions contained in the preceding patyshall not apply to (A) the Shares to be soletieder, (B) the issuance by the Company of shdr€@smmon Stock
upon the exercise of an option or warrant or thevecsion of a security outstanding on the datedfe(€) grants by the Company of awards pursuattiédvorningstar
2004 Stock Incentive Plan, (D) transactions by pergon other than the Company relating to shar€uofmon Stock or other securities acquired in aparket
transactions after the completion of the offerifighe Shares, (E) distributions of shares of Comi@tmtk or any security convertible into or exchaige or exercisable
for the Company's capital stock or any other rightsurchase or acquire the Company's capital dtwplrtners, stockholders or affiliates of anyl&edr (F) in
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the case of the Selling Shareholders, transfesbafes of Common Stock or any security convertitite or exchangeable for the Company's capitalkstw@ny other
rights to purchase or acquire the Company's cagtitek to affiliates of any Selling Shareholderatidition, each Selling Shareholder agrees théowt the prior written
consent of WR Hambrecht + Co, LLC, it will not, thg the period ending 180 days after the effeati® of the Registration Statement, make any derftandr exercise
any right with respect to, the registration of amares of Common Stock or any security convertitite or exercisable or exchangeable for CommonliSteach Selling
Shareholder also agrees and consents to the drgtypotransfer instructions with the Company'si$far agent and registrar against the transfendi Selling
Shareholder's shares of Common Stock except in liamep with the foregoing restrictions.

Notwithstanding the foregoing, if (1) during thetid7 days of the 1i-day restricted period the Company issues an egsmiglease or material news or a material event
relating to the Company occurs; or (2) prior to ¢ixiration of the 180-day restricted period, tlwmPany announces that it will release earningdteeduring the 16-day
period beginning on the last day of the 180-dayogethe restrictions imposed by the second prexeparagraph shall continue to apply until the etpn of the 18-day
period beginning on the issuance of the earninigase or the occurrence of the material news oemaaevent.

4. TERMS OF PUBLIC OFFERING. The Sellers are advVisg you that the Underwriters propose to makeldipwoffering of their respective portions of thedBes as
soon after the Registration Statement and this égent have become effective as in your judgmeadvisable. The Sellers are further advised by hiatithe Shares are
to be offered to the public initially at $__ a shéthe "PUBLIC OFFERING PRICE") and to certain léea selected by you at a price that representmasssion not in
excess of $ a share under the Public Offeniiag Pand that any Underwriter may allow, and sdehlers may reallow, a concession, not in exce$s of a share, to
any Underwriter or to certain other dealers. ThiéieBehereby confirm that the Underwriters and desahave been authorized to distribute or caube tistributed each
preliminary prospectus included at any time asragfehe Registration Statement and are authori@etistribute the Prospectus (as from time to tamended or
supplemented if the Company furnishes amendmergspplements thereto to the Underwriters).

5. PAYMENT AND DELIVERY. Payment for the Firm Sharé be sold by each Selling Shareholder shall dgento such Selling Shareholder by wire transfer of
immediately available funds or by one or more &edior official bank check or checks in same dayds drawn to the order of such Seller againsvesliof such Firm
Shares for the respective accounts of the severdéiwriters at the offices of WR Hambrecht + Co(,1539 Bryant Street, Suite 100, San Francisco,9A07 at 7:00
a.m., San Francisco time, on the third businesdalywing the date of this Agreement or at sucheottime or on such other date, not later thar(1®h business days
after the date of this Agreement, as shall be desagl in writing by you. The time and date of spagment are hereinafter referred to as the "CLOSINGE."

Payment for any Additional Shares shall be madhédCompany at the above-mentioned offices, ouett sther place as shall be agreed upon by theeRepiative and
the Company, on each purchase date as speciftté imtice from the Representative to the Compagginst delivery of such Additional Shares for thspective
accounts of the several Underwriters.
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The Firm Shares and Additional Shares shall bestexgid in such names and shall be in such dendonsas you shall request in writing not later tohae full business
day prior to the Closing Date or the applicablei@pClosing Date, as the case may be. The FirmeSheamd Additional Shares shall be delivered togmothe Closing
Date or an Option Closing Date, as the case mafpb&je respective accounts of the several Undesgr with any transfer taxes payable in connecivith the transfer
of the Shares to the Underwriters duly paid, agagagment of the Purchase Price therefor.

6. CONDITIONS TO THE UNDERWRITERS' OBLIGATIONS. Thabligations of the Selling Shareholders to sedl Birm Shares to the Underwriters and the several
obligations of the Underwriters to purchase andfpayhe Firm Shares on the Closing Date are stlgethe condition that the Registration Statensératl have become
effective not later than 5:00 p.m. (New York Citye) on the date hereof.

The several obligations of the Underwriters argesttio the following further conditions:
(a) Subsequent to the execution and delivery sfAlgireement and prior to the Closing Date:

(i) there shall not have occurred any downgradig,shall any notice have been given of any intdratepotential downgrading or of any review forasgible change th
does not indicate the direction of the possiblengeain the rating, if any, accorded any of the @any's securities by any "nationally recognizetistteal rating
organization," as such term is defined for purpagé’ule 436(g)(2) under the Securities Act; and

(ii) there shall not have occurred any change hgrdevelopment involving a prospective changehedondition, financial or otherwise, or in theréags, business or
operations of the Company and its subsidiariegrtas a whole, from that set forth in the Prospe@uclusive of any amendments or supplementstthetdsequent to
the date of this Agreement) that, in your reasomaiigment, is material and adverse and that makesyour reasonable judgment, impracticable &rket the Shares on
the terms and in the manner contemplated in thepeius.

(b) (i) The Underwriters shall have received on@esing Date a certificate, dated the Closing Rete signed by an executive officer of the Compamyhe effect set
forth in Section 6(a)(i) above and to the effedtttine representations and warranties of the Coynpamtained in this Agreement are true and cotireatl material
respects as of the Closing Date and that the Coynipascomplied in all material respects with altted agreements and satisfied in all material retspal of the
conditions on its part to be performed or satisfiedzunder on or before the Closing Date.

The officer signing and delivering such certificatay rely upon his or her knowledge as to procegdihreatened.
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(i) The Underwriters shall have received on thedig Date a certificate, dated the Closing Datesagned by an authorized representative of eatheofespective
Selling Shareholders, to the effect that the repregions and warranties of such Selling Sharehalaetained in this Agreement are true and coireatl material respec
as of the Closing Date and that such Selling Stddeh has complied in all material respects wittoathe agreements and satisfied in all mategapects all of the
conditions on its part to be performed or satisfiedeunder on or before the Closing Date.

(c) The Underwriters shall have received on thesilp Date an opinion of Winston & Strawn LLP, od&sicounsel for the Company, dated the Closing Datie effect
that:

(i) the Company has been duly incorporated analiglly existing as a corporation in good standinger the laws of the State of lllinois and hasdbeorate power and
authority to own its property and to conduct itsibess as described in the Prospectus;

(i) (A) each of Morningstar Investment Services;.land mPower.com, Inc. is validly existing a®gporation in good standing under the laws of ttaeSof Delaware
and has the corporate power and authority to osvpritperty and to conduct its business as descitibiiéd Prospectus; and (B) each of Morningstaiodisdges, LLC and
mPower Advisors, LLC (collectively, together withdvhingstar Investment Services, Inc. and mPower,dom, the "US SUBSIDIARIES") is validly existiras a limited
liability company in good standing under the lashe State of Delaware and has the limited liptiompany power and authority to own its propertyd to conduct its
business as described in the Prospectus;

(iii) the Company's capital stock, including theaBs, conforms as to legal matters in all mateeisppects to the description thereof containederPtospectus under the
caption "Description of Capital Stock";

(iv) the shares of Common Stock (including the F8hares to be sold by the Selling Shareholderstanding prior to the issuance of any Additionahi®s to be sold by
the Company have been duly authorized and arelyadislied, fully paid and non-assessable;

(v) all of the issued and outstanding shares oit@lagtock or membership interests, as applicaifleach of Morningstar Investment Services, Indomer.com, Inc. and
Morningstar Associates, LLC have been duly autteatiand validly issued and are fully paid and assessable and are owned, directly or indirecyiyh Company, fre
and clear of all liens, charges or encumbrancesvkrto such counsel;

(vi) any Additional Shares to be sold by the Comphave been duly authorized and, when issued aihkdsd in accordance with the terms of this
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Agreement, will be validly issued, fully paid andmassessable, and the issuance of any such Additdaaks will not be subject to any preemptive milar rights unde
the laws of the State of lllinois, the articlesrmdorporation or bylaws of the Company or, to such counsel's knowledgg agreement or other instrument binding upe
Company that has been filed as an exhibit to trgidRation Statement;

(vii) this Agreement has been duly authorized, ekt and delivered by the Company;

(viii) the execution and delivery by the Companyanid the performance by the Company of its okibgatunder, this Agreement do not contravene aayigion of
federal or New York or lllinois law applicable toet Company and do not conflict with or violate #rgcles of incorporation or by-laws of the Compamyto such
counsel's knowledge, result in a breach or viotatify or constitute a default under, any agreeroenther instrument binding upon the Company or efriys US
Subsidiaries that has been filed as an exhibliedRegistration Statement or violate any judgmendter or decree of any governmental body, agencport known to
such counsel to be applicable to the Company ooéitg US Subsidiaries, and no consent, appr@whorization or order of, or qualification witmyagovernmental
body or agency is required for the performancehey@ompany of its obligations under this Agreemextept (i) such as may be required by the seesrif Blue Sky
laws and regulations of the various jurisdictiomgdnnection with the offer and sale of the Shasesij) those consents, approvals, authorizationders and qualificatiol
that have been obtained;

(ix) the statements relating to legal matters, doents or proceedings included in (A) the Prospeatar the captions "Description of Capital Stoaktl "Shares Eligible
for Future Sale," and (B) the Registration Statenmeftems 14 and 15 of Part Il, in each case ately summarize in all material respects such mgttcuments or
proceedings; and

(x) nothing has come to the attention of such celiat causes such counsel to believe that (ARgwmistration Statement or the Prospectus (excephé financial
statements and related schedules and other finasigtistical and accounting data included theragto which such counsel need not express argffadd not comply as
to form in all material respects with the requirertseof the Securities Act and the applicable raled regulations of the Commission thereunder, l{B)Registration
Statement or the prospectus included therein (éxXoeghe financial statements and related schedahe other financial, statistical and accountiatdncluded therein, :
to which such counsel need not express any beli¢fe time the Registration Statement becameteféecontained an untrue statement of a materaldaomitted to
state a material fact required to be stated theneimecessary to make the statements therein st¢aing or (C) the Prospectus (except for thenfired statements and
related schedules and other financial, statiséiodl accounting data included therein, as
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to which such counsel need not express any belgedf its date or as of the Closing Date contaorezbntains an untrue statement of a materialdaomitted or omits to
state a material fact necessary in order to makestiitements therein, in the light of the circumsgéa under which they were made, not misleading.

(d) The Underwriters shall have received on thesidlp Date an opinion of Chapman and Cutler LLP¢Ep@utside counsel for the Company, dated thei@tpDate, to
the effect that the Company is not, and after gj\effect to the offering and sale of the Sharesthadapplication of the proceeds thereof as desdriiy the Prospectus w
not be, required to register as an "investment @nypas such term is defined in the Investment GomiAct.

(e) The Underwriters shall have received on thesiBpDate an opinion of Stephen A. Grant, Esq.nselfor the Selling Shareholders, dated the CgpBiate, to the
effect that:

(i) this Agreement has been duly authorized, ex@tand delivered by or on behalf of each of thérgeShareholders;

(i) the execution and delivery by each Selling ghalder of, and the performance by such Sellingr&tolder of its obligations under, this Agreensemd the Custody
Agreement and Power of Attorney of such Sellingr8halder will not contravene any provision of apable law, or the certificate of incorporation grlbws of such
Selling Shareholder (if such Selling Shareholder t®rporation) or partnership agreement of suéin§e&hareholder (if such Selling Shareholder ggtnership), and no
consent, approval, authorization or order of, alifigation with, any governmental body or agensyequired for the performance by such Selling &malder of its
obligations under this Agreement or the Custodyeggnent or Power of Attorney of such Selling Shalagto except such as may be required by the sexiot Blue Sky
laws of the various states in connection with affend sales of the Shares;

(iii) each of the Selling Shareholders owns ther&i# be sold by such Selling Shareholder freecérat of all security interests, claims, liensyiégs and other
encumbrances, and each of the Selling Sharehdidsrthe legal right and power, and all authorizatind approval required by law, to enter into fggeement and the
Custody Agreement and Power of Attorney of suchir@eBhareholder and to sell, transfer and delilerShares to be sold by such Selling Shareholder;

(iv) the Custody Agreement and Power of Attornegath Selling Shareholder has been duly authoreestuted and delivered by such Selling Sharehalderis the
valid and binding agreement of such Selling Shdokrp

(v) when stock certificates representing the Sheré® sold by the Selling Shareholders, endorsdidet Underwriters, have been delivered against
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payment therefor pursuant to this Agreement, eautheldvriter who has purchased such Shares withdigenof an adverse claim will own such Shares &wee clear of
any adverse claim within the meaning of
Section 8-102 of the New York Uniform Commerciald@pand

(vi) nothing has come to the attention of such selithat causes such counsel to believe that @Registration Statement or the prospectus incltiiein (except for
the financial statements and financial schedulésagimer financial, statistical and accounting datduded therein, as to which such counsel nee@xptess any belief) at
the time the Registration Statement became effecintained an untrue statement of a materiabfacinitted to state a material fact required tetaged therein or
necessary to make the statements therein not mistear (B) the Prospectus (except for the finanst@atements and financial schedules and othenéiag statistical and
accounting data included therein, as to which simehsel need not express any belief) as of itsatads of the Closing Date contained or containsrarue statement of a
material fact or omitted or omits to state a matdect necessary in order to make the statembatsin, in the light of the circumstances underchtihey were made, not
misleading, except that the opinions of such coumith respect to such matters shall be limitegtetements or omissions made in reliance uponrrdton relating to
the Selling Shareholders furnished in writing byoarbehalf of the Selling Shareholders expressiyi$e in the Registration Statement, any prelinyipospectus, the
Prospectus or any amendments or supplements thereto

(f) The Underwriters shall have received on thesig Date an opinion of T.M.l. Associates of Tokyapan, Japanese counsel for the Selling Sharehptteed the
Closing Date, to the effect that the execution @elivery by each Selling Shareholder of, and thfgpmance by such Selling Shareholder of its obiayes under, this
Agreement and the Custody Agreement and Powertofifey of such Selling Shareholder will not conea®, to such counsel's knowledge, any agreemerther
instrument binding upon such Selling Shareholdetasuch counsel's knowledge, any judgment, avdeecree of any governmental body, agency or dwwing
jurisdiction over such Selling Sharehold

(g) The Underwriters shall have received on thesibip Date an opinion of Sidley Austin Brown & WobdP, counsel for the Underwriters, dated the Clgdbate,
covering the matters referred to in Sections
6(c)(vi), 6(c)(vii) and 6(c)(x) above.

With respect to Section 6(c)(x) above, Winston &a®in LLP and Sidley Austin Brown & Wood LLP, andtivrespect to Section 6(e)(vi) above, Stephen AnGIEsq.,
may state that their beliefs are based upon tleetigipation in the preparation of the Registrat®atement and Prospectus and any amendmentspiesignts thereto
and review and discussion of the contents thelrdfare without independent check or verificatiexcept as specified. With respect to Section 8feye, Stephen A.
Grant, Esq. may rely upon an opinion of T.M.l. Agistes of Tokyo, Japan as to all matters of Jagalass and any other
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opinion or opinions of counsel for any Selling SHalders and, with respect to factual matters aride extent such counsel deems appropriate, ygorepresentations
each Selling Shareholder contained herein andeilCirstody Agreement and Power of Attorney of sualhir§y Shareholder and in other documents andunsgnts;
PROVIDED that (A) each such counsel for the SelBi@reholders is satisfactory to your counselgfindp understood that T.M.l. Associates is satisfigcto your
counsel), (B) a copy of each opinion so relied ujsattelivered to you and is in form and substaratisfactory to your counsel and (C) copies of sGastody Agreements
and Powers of Attorney and of any such other docisne@nd instruments shall be delivered to you &adl be in form and substance satisfactory to yamumsel.

The opinions of Winston & Strawn LLP, Chapman andl€ LLP, Stephen A. Grant, Esqg. and T.M.I. Asates described in Sections
6(c), 6(d), 6(e) and 6(f) above (and any opiniohsamnsel for any Selling Shareholder referrechtthe immediately preceding paragraph) shall bdeesd to the
Underwriters at the request of the Company or anmaare of the Selling Shareholders, as the caselraagnd shall so state therein.

(h) The Underwriters shall have received, on edd¢heodate hereof and the Closing Date, a letterdithe date hereof or the Closing Date, as the wesy be, in form and
substance satisfactory to the Underwriters, frortoiite & Touche LLP, independent public accountantsitaining statements and information of the typnarily
included in accountants' "comfort letters" to undtdters with respect to the financial statements e@rtain financial information contained in thegiration Statement
and the Prospectus; PROVIDED that the letter dediven the Closing Date shall use a "cut-off dat"earlier than the date hereof.

(i) The "lock-up" agreements, each substantiallshiform of Exhibit A hereto, between you and @ershareholders, officers and directors of the Gamy relating to
sales and certain other dispositions of shareafr@on Stock or certain other securities, delivéoegbu on or before the date hereof, shall be lifduce and effect on
the Closing Date.

The several obligations of the Underwriters to pase Additional Shares hereunder are subject tddlineery to you on the applicable Option Closingt®of such
documents as you may reasonably request with resp#ee good standing of the Company, the duecaiziftion and issuance of the Additional Shardsetsold on such
Option Closing Date and other matters related éaghuance of such Additional Shares.
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7. COVENANTS OF THE COMPANY. In further considertiof the agreements of the Underwriters hereinaioad, the Company covenants with each Underwaier
follows:

(a) To furnish to you and each other Underwritathaut charge, one signed copy of the RegistraBitaiement (including exhibits thereto) and to fsinio you in New
York City, without charge, prior to 10:00 a.m. N&wrk City time on the business day next succeethieglate of this Agreement and during the periodtmared in
Section 7(c) below, as many copies of the Prospemtd any supplements and amendments theretdler Registration Statement as you may reasonatpliest.

(b) Before amending or supplementing the Registnafitatement or the Prospectus, to furnish to yoops of each such proposed amendment or suppleandmot to
file any such proposed amendment or supplemenhtohawyou reasonably object, and to file with then@oission within the applicable period specifieRinle 424(b)
under the Securities Act any prospectus requirdzbthled pursuant to such Rule.

(c) If, during such period after the first datetloé public offering of the Shares as in the opirdboounsel for the Underwriters the Prospectusdgired by law to be
delivered in connection with sales by an Underwigtedealer, any event shall occur or conditiorseas a result of which it is necessary to amersiipplement the
Prospectus in order to make the statements thenetime light of the circumstances when the Proseis delivered to a purchaser, not misleadingf, @r the opinion of
counsel for the Underwriters, it is necessary temanor supplement the Prospectus to comply wittiegipe law, forthwith to prepare, file with the @mission, subject
to Section 7(a), and furnish, at its own expers¢hé Underwriters and to the dealers (whose nameésddresses you will furnish to the Company) hactv Shares may
have been sold by you on behalf of the Underwriics to any other dealers upon request, either aments or supplements to the Prospectus so thatdtements in the
Prospectus as so amended or supplemented wilinibig light of the circumstances when the Prospeis delivered to a purchaser, be misleading dnaothe
Prospectus, as amended or supplemented, will cowifiiyiaw.

(d) To endeavor to qualify the Shares for offer aal under the securities or Blue Sky laws of guchdictions as you shall reasonably request.

(e) To make generally available to the Companysisg holders and to you as soon as practicableaaning statement covering the twelve-month peeieding June 30,
2006 that satisfies the provisions of
Section 11(a) of the Securities Act and the rutesr@gulations of the Commission thereunder.

8. EXPENSES. Whether or not the transactions copieted in this Agreement are consummated or thizément is terminated, the Company, the SellingeStwdders
and the Underwriters agree that (a) the Companly séma or cause to be paid all expenses incidettiegerformance of its obligations under this Agnent, including: (i
the fees, disbursements and expenses of the Coamamnsel and accountants in connection withegestration and delivery of the Shares under thmi®#es Act and
all other fees or expenses in connection with tieparation and filing of the Registration Statemany preliminary prospectus, the
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Prospectus and amendments and supplements to #my foiregoing, including all printing costs assted therewith, and the mailing and deliveringafies thereof to
the Underwriters and dealers, in the quantitiegihabove specified, (i) all costs and expensegedito the transfer and delivery of the SharetheyCompany to the
Underwriters, including any transfer or other tagagable thereon, (iii) the cost of printing or guging any Blue Sky or Legal Investment memoranduoonnection
with the offer and sale of the Shares under setargties laws and all expenses in connection thighqualification of the Shares for offer and saléer state securities
laws as provided in Section 7(d) hereof, includitigg fees and the reasonable fees and disburseneéicounsel for the Underwriters in connectiottwvguch qualificatio
and in connection with the Blue Sky or Legal Investt memorandum; PROVIDED, HOWEVER, that such feebdisbursements of such counsel (excluding filaes)
in clauses (jii) and (iv) shall not exceed $20,00€he aggregate, (iv) all filing fees and the mwble fees and disbursements of counsel to thetdmiters incurred in
connection with the review and qualification of tféering of the Shares by the National AssociatbiSecurities Dealers, Inc.; PROVIDED, HOWEVERattsuch fees
and disbursements of such counsel (excluding filggs) in clauses (iii) and (iv) shall not exce@® 800 in the aggregate, (v) all fees and expeinsaznnection with the
preparation and filing of the registration statetr@mForm 8-A relating to the Common Stock anctafits and expenses incident to inclusion of theedhan the Nasdaq
National Market, (vi) the cost of printing certifites representing the Shares, (vii) the costs badjes of any transfer agent, registrar or depgsiaiii) the costs an
expenses of the Company relating to investor ptatens on any "road show" undertaken in conneatith the marketing of the offering of the Shaiies)uding, withou
limitation, expenses associated with the produatioroad show slides and graphics, fees and expasfsEny consultants engaged in connection wittrahe show
presentations with the prior approval of the Conypamd travel and lodging expenses of the reprateas and officers of the Company and any suclsumts, (ix) the
document production charges and expenses assouidlegrinting this Agreement, (x) all expensesannection with any offer and sale of the Shardside of the
United States, excluding, however, any filing faed any fees and disbursements of counsel for tuefwriters in connection with offers and salesilg of the United
States, and (xi) all other costs and expensesentiw the performance of the obligations of thenpany hereunder for which provision is not otheeaisade in this
Section and (b) the Selling Shareholders shall thesr own costs and expenses (other than thosgreedto be paid by the Company), including (i)faks and expenses
counsel for the Selling Shareholders and (ii) aits and expenses related to the transfer andedeldf Shares by the Selling Shareholders to theedmriters, including
any transfer or other taxes payable thereon.ub@erstood, however, that except as provided sxkiction, Section 9 entitled "Indemnity and Cdmition", and the last
paragraph of Section 11 below, the Underwriter$ pal all of their costs and expenses, includiresfand disbursements of their counsel, stock gateskes payable on
resale of any of the Shares by them, any advegtsxpenses connected with any offers they may ranllehe costs and expenses of the Underwriterkjding the cost
of travel on aircraft to be chartered by the Conypaelating to investor presentations on any "reladw" undertaken in connection with the marketifithe offering of the
Shares, including, without limitation, travel amdiging expenses of the Representative.

The provisions of this Section shall not supersadaetherwise affect any agreement that the Setfeng otherwise have for the allocation of such espsramong
themselves.
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9. INDEMNITY AND CONTRIBUTION. (a) The Company age to indemnify and hold harmless each Underwritgch person, if any, who controls any Underwriter
within the meaning of either Section 15 of the Siti@s Act or

Section 20 of the Securities Exchange Act of 1@84amended (the "EXCHANGE ACT"), and each affiliat@ny Underwriter within the meaning of Rule 4@&er the
Securities Act, and each Selling Shareholder, packon who controls any Selling Shareholder withenmeaning of either Section 15 of the Securiiesor Section 20
of the Exchange Act, and each affiliate of anyiSglBhareholder within the meaning of Rule 405 urtde Securities Act, from and against any andbaBies, claims,
damages and liabilities, joint or several (inclgliwithout limitation, any legal or other expenseasonably incurred in connection with defendingheestigating any
such action or claim), caused by any untrue statéorealleged untrue statement of a material fact@ned in the Registration Statement or any amemd thereof, any
preliminary prospectus or the Prospectus (as angeodsupplemented if the Company shall have fugdsiny amendments or supplements thereto), or ddysany
omission or alleged omission to state therein anetfact required to be stated therein or necgdsamake the statements therein not misleadixcg (i) insofar as
such losses, claims, damages or liabilities areadiby any such untrue statement or omission egedl untrue statement or omission based upon iat@mrelating to
any Underwriter furnished to the Company in writimgor on behalf of such Underwriter through yopressly for use therein and (ii) insofar as sucsés, claims,
damages or liabilities are caused by any such ergtratement or omission or alleged untrue stateprenrnission based upon information relating to 8ejling
Shareholder furnished in writing by or on behalsaoth Selling Shareholder expressly for use theRROVIDED, HOWEVER, that the foregoing indemnitgyreement
with respect to any preliminary prospectus shatlinare to the benefit of any Underwriter from whaoime person asserting any such losses, claims,gta liabilities
purchased Shares, or any person controlling suctetwniter, if a copy of the Prospectus (as thenrated or supplemented if the Company shall havadhed any
amendments or supplements thereto) was not sgitem by or on behalf of such Underwriter to suelnspn, if required by law so to have been delivea¢dr prior to thi
written confirmation of the sale of the Sharesuotsperson, and if the Prospectus (as so amendagplemented) would have cured the defect givisgto such losses,
claims, damages or liabilities, unless such failare result of noncompliance by the Company B#gction 7(a) hereof.

(b) Each Selling Shareholder agrees, severallynangbintly, to indemnify and hold harmless eactdémwriter and the Company, each person, if any, edmdrols any
Underwriter or the Company within the meaning dliei Section 15 of the Securities Act or SectioroRthe Exchange Act, and each affiliate of any emditer or the
Company within the meaning of Rule 405 under theuBges Act, the directors of the Company and eaftiber of the Company who signs the Registratidéatement,
from and against any and all losses, claims, damage liabilities, joint or several (including, titut limitation, any legal or other expenses reabgnincurred in
connection with defending or investigating any saction or claim), caused by any untrue statemeatleged untrue statement of a material fact doathin the
Registration Statement or any amendment theregfpesliminary prospectus or the Prospectus (as deteor supplemented if the Company shall have $hed any
amendments or supplements thereto), or causedybyraission or alleged omission to state thereiragenial fact required to be stated therein or neamgsto make the
statements therein not misleading, but only wifenence to information relating to such
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Selling Shareholder furnished in writing by or aghhblf of such Selling Shareholder expressly foringhe Registration Statement, any preliminaryspextus, the
Prospectus or any amendments or supplements thEfR@VIDED, HOWEVER, that the foregoing indemnigreement with respect to any preliminary prospeshas|
not inure to the benefit of any Underwriter fromamh the person asserting any such losses, claimagks or liabilities purchased Shares, or any persatrolling such
Underwriter, if a copy of the Prospectus (as theerded or supplemented if the Company shall havestied any amendments or supplements theretohetasent or
given by or on behalf of such Underwriter to suehspn, if required by law so to have been deliveaédr prior to the written confirmation of thdesaf the Shares to su
person, and if the Prospectus (as so amended plesugnted) would have cured the defect givingtiasguch losses, claims, damages or liabilitiesssmbuch failure is
the result of noncompliance by the Company withti8ac7(a) hereof. The aggregate liability of eaelliSg Shareholder under the indemnity agreementaioed in this
paragraph and the contribution agreement contampdragraphs (e) and (f) below shall be limite@toamount equal to the aggregate Public OfferngeRf the Shares
sold by such Selling Shareholder under this Agregme

(c) Each Underwriter agrees, severally and notljgito indemnify and hold harmless the Compang, $ielling Shareholders, the directors of the Comptie officers of
the Company who sign the Registration Statementawtl person, if any, who controls the Companyngr3elling Shareholder within the meaning of eitSection 15 of
the Securities Act or Section 20 of the Exchangeffan and against any and all losses, claims, d@asand liabilities, joint or several (includingthout limitation, any
legal or other expenses reasonably incurred inection with defending or investigating any sucharcbr claim), caused by any untrue statementlegadl untrue
statement of a material fact contained in the Reggien Statement or any amendment thereof, arlinpreary prospectus or the Prospectus (as amendsdpplemented
the Company shall have furnished any amendmergspplements thereto), or caused by any omissiatleged omission to state therein a material fagtired to be
stated therein or necessary to make the staterth@mtsn not misleading, but only with referencéntormation relating to such Underwriter furnishecthe Company in
writing by or on behalf of such Underwriter througibu expressly for use in the Registration Stateénsety preliminary prospectus, the Prospectus gpraamendments or
supplements thereto.

(d) In case any proceeding (including any goverraleénvestigation) shall be instituted involvingyaperson in respect of which indemnity may be sopgisuant to
Section 9(a), 9(b) or 9(c), such person (the "INDNMMED PARTY") shall promptly notify the person agst whom such indemnity may be sought (the
"INDEMNIFYING PARTY") in writing and the indemnifyig party, upon request of the indemnified partgllstetain counsel reasonably satisfactory to titemnified
party to represent the indemnified party and aimgiat the indemnifying party may designate in suckegeding and shall pay the reasonable fees ahdrdEments of su
counsel related to such proceeding. In any sucteeding, any indemnified party shall have the rightetain its own counsel, but the fees and exgen§such counsel
shall be at the expense of such indemnified partgss (i) the indemnifying party and the indemnifigarty shall have mutually
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agreed to the retention of such counsel or (ii)thmed parties to any such proceeding (includingmpleaded parties) include both the indemnifyragty and the
indemnified party and representation of both partig the same counsel would be inappropriate daett@l or potential differing interests betweeenth It is understood
that the indemnifying party shall not, in respefcthe legal expenses of any indemnified party inretion with any proceeding or related proceedindgse same
jurisdiction, be liable for (i) the fees and expensf more than one separate firm (in additiomtplacal counsel) for all Underwriters and all pers, if any, who contrc
any Underwriter within the meaning of either Seeti®d of the Securities Act or Section 20 of theltamge Act or who are affiliates of any Underwritéthin the meanin
of Rule 405 under the Securities Act, (ii) the faesl expenses of more than one separate firm @itiani to any local counsel) for the Company, itectors, its officers
who sign the Registration Statement and each pgifsamy, who controls the Company within the meanof either such

Section and (iii) the fees and expenses of mone dne@ separate firm (in addition to any local calinfor all Selling Shareholders and all persohany, who control any
Selling Shareholder within the meaning of eithests8ection, and that all such fees and expens#idsh@imbursed as they are incurred. In the chsay such separate
firm for the Underwriters and such control persand affiliates of any Underwriters, such firm stz designated in writing by the Representativehéncase of any such
separate firm for the Company, and such directdfigers and control persons of the Company, sirch $hall be designated in writing by the Compadnythe case of any
such separate firm for the Selling Shareholderssaicth control persons of any Selling Shareholdersh firm shall be designated in writing by theliBglShareholders.
The indemnifying party shall not be liable for assttiement of any proceeding effected without itgten consent, but if settled with such conserif trere be a final
judgment for the plaintiff, the indemnifying parigrees to indemnify the indemnified party from agdinst any loss or liability by reason of suclileetent or judgmen
No indemnifying party shall, without the prior weh consent of the indemnified party, effect artylesment of any pending or threatened proceedirrgspect of whicl
any indemnified party is or could have been a panty indemnity could have been sought hereundsubly indemnified party, unless such settlementides an
unconditional release of such indemnified partyrfrall liability on claims that are the subject reaivf such proceeding.

(e) To the extent the indemnification providedifoSection 9(a), 9(b) or 9(c) is unavailable taratemnified party or insufficient in respect of dogses, claims, damages
or liabilities referred to therein, then each inaéfiying party under such paragraph, in lieu of imiefying such indemnified party thereunder, shalitribute to the
amount paid or payable by such indemnified partgt eesult of such losses, claims, damages oritiasili) in such proportion as is appropriategfiect the relative
benefits received by the indemnifying party or jgaron the one hand and the indemnified party digzaon the other hand from the offering of the®is or (ii) if the
allocation provided by clause 9(e)(i) above is patmitted by applicable law, in such proportiorisaappropriate to reflect not only the relative s referred to in

clause 9(e)(i) above but also the relative fauthefindemnifying party or parties on the one hand of the indemnified party or parties on the otiend in connection
with the statements or omissions that resultediah $osses, claims, damages or liabilities, as well
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as any other relevant equitable considerations.rélagive benefits received by the Sellers on the lsand and the Underwriters on the other handnmection with the
offering of the Shares shall be deemed to be irsdéinee respective proportions as the net proceenstfre offering of the Shares (before deductingeesps) received by
each Seller and the total underwriting discounts @mmissions received by the Underwriters, in easte as set forth in the table on the cover oPtiespectus, bear to
the aggregate Public Offering Price of the Sharas.relative fault of the Sellers on the one hamdithe Underwriters on the other hand shall berdeted by reference
to, among other things, whether the untrue or ellagntrue statement of a material fact or the donssr alleged omission to state a material falettes to information
supplied by the Company or the Selling Shareholdels/ the Underwriters and the parties' relativent, knowledge, access to information and oppdstdo correct or
prevent such statement or omission. The Undenstitespective obligations to contribute pursuarthi® Section 9 are several in proportion to ttepeetive number of
Shares they have purchased hereunder, and notTbetaggregate liability of each Selling Sharebolaghder the contribution agreement containedijghragraph and
paragraph 9(f) below and under the indemnificaigreement contained in paragraph 9(b) above sédiliited to an amount equal to the aggregate P@fiiering Price
of the Shares sold by such Selling ShareholdernthieAgreement.

(f) The Sellers and the Underwriters agree thabitild not be just or equitable if contribution puast to this Section 9 were determined by pro aitecation (even if the
Underwriters were treated as one entity for suaip@se) or by any other method of allocation thasdoot take account of the equitable consideratiefiesred to in
Section 9(e). The amount paid or payable by annmdliéed party as a result of the losses, claimmalges and liabilities referred to in the immediapeceding paragra)
shall be deemed to include, subject to the linotaiset forth above, any legal or other expensesorably incurred by such indemnified party in amtion with
investigating or defending any such action or clditatwithstanding the provisions of this Sectiom®,Underwriter shall be required to contribute ampount in excess |
the amount by which the total price at which thargk underwritten by it and distributed to the pubdere offered to the public exceeds the amouringfdamages that
such Underwriter has otherwise been required tagyagason of such untrue or alleged untrue stateoreomission or alleged omission. No person guiftfraudulent
misrepresentation (within the meaning of

Section 11(f) of the Securities Act) shall be éeditto contribution from any person who was nottgwf such fraudulent misrepresentation. The reiegedrovided for in
this Section 9 are not exclusive and shall nottlany rights or remedies which may otherwise bélabi@ to any indemnified party at law or in equity

(g) The indemnity and contribution provisions coméal in this

Section 9 and the representations, warranties et statements of the Company and the SellingeBlatders contained in this Agreement shall remperative and in
full force and effect regardless of (i) any terntioa of this Agreement, (ii) any investigation maaeor on behalf of any Underwriter, any persontaaling any
Underwriter or any affiliate of any Underwriter,ya8elling Shareholder or any person controlling Sejling Shareholder, or the Company, its offiaarsirectors or any
person controlling the Company and (iii) acceptasicend payment for any of the Shares.
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10. TERMINATION. (a) This Agreement may be termidhtvith respect to the Shares to be purchasedeo@ltising Date or an Option Closing Date by the
Representative by notifying the Company and thérgeShareholders in writing at any time at or vefeuch Closing Date in the absolute discretiothefRepresentative
if: (i) there has occurred any material adversengkan the securities markets or any event, aoctourrence that has materially disrupted the seesmnarkets or there
shall be such a material adverse change in gefieaakial, political or economic conditions or teffect of international conditions on the finanaigrkets in the United
States is such as to make it, in the judgment®Rbpresentative, inadvisable or impracticable aoket the Shares or enforce contracts for theafdlee Shares; (ii) there
has occurred any new outbreak or material escalafitostilities or other calamity or crisis théeef of which on the financial markets of the Uditgtates is such as to
make it, in the judgment of the Representativedvigable or impracticable to market the Sharesforee contracts for the sale of the Shares;t(aidling in the Shares or
any securities of the Company has been suspendedterially limited by the Commission or tradinggeally on the New York Stock Exchange, Inc., theekican Stoc
Exchange, Inc. or the Nasdaqg National Market has Isespended or materially limited, or minimum @ximum ranges for prices for securities shall Hasen fixed, or
maximum ranges for prices for securities have eguoired, by any of such exchanges or by suchmsysteby order of the Commission, the National Assiien of
Securities Dealers, Inc., or any other governmemtatgulatory authority; or (iv) a banking moraton has been declared by any state or Federal @tythar (v) in the
reasonable judgment of the Representative, therdden, since the time of execution of this Agragme since the respective dates as of which in&dion is given in th
Prospectus, any material and adverse change totidétion, financial or otherwise, or in the eagsnbusiness or operations of the Company andlisidiaries, taken as
a whole, whether or not arising in the ordinaryrsewf business, which makes it, in your reasonjaldigment, impracticable to market the Shares ertélms and in the
manner contemplated in the Prospectus.

11. EFFECTIVENESS; DEFAULTING UNDERWRITERS. This fegment shall become effective upon the executiondelivery hereof by the parties hereto.

If, on the Closing Date or an Option Closing Datethe case may be, any one or more of the Unders/ghall fail or refuse to purchase Shares thets or they have
agreed to purchase hereunder on such date, amddghegate number of Shares which such defaultirdgbivriter or Underwriters agreed but failed or sgfd to purchase
is not more than one-tenth of the aggregate numiidie Shares to be purchased on such date, tee dtiderwriters shall be obligated severally ingheportions that the
number of Firm Shares set forth opposite theireepe names in Schedule 1l bears to the aggregatier of Firm Shares set forth opposite the nasha such non-
defaulting Underwriters, or in such other propari@as you may specify, to purchase the Shares wghitt defaulting Underwriter or Underwriters agrbatfailed or
refused to purchase on such date; provided thad ievent shall the number of Shares that any Unitervihas agreed to purchase pursuant to this Ageeebe increased
pursuant to this Section 11 by an amount in exoésse-ninth of such number of Shares without thigen consent of such Underwriter. If, on the @GigsDate, any
Underwriter or Underwriters shall fail or refuseporchase Firm Shares and the aggregate numbamofShares with respect to which such default ceéaimore than
one-tenth of the aggregate number of Firm Sharése faurchased, and arrangements satisfactory talyeCompany and the Selling
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Shareholders for the purchase of such Firm Shaeasat made within 36 hours after such defauls &greement shall terminate without liability orethart of any non-
defaulting Underwriter, the Company or the Sell8ftareholders. In any such case, each of you, thgp@oy and the Selling Shareholders shall haveighe to postpone
the Closing Date, but in no event for longer thewes business days, in order that the requiredggsanf any, in the Registration Statement andiénRrospectus or in any
other documents or arrangements may be effectezh lin Option Closing Date, any Underwriter or Eimdriters shall fail or refuse to purchase AddibShares and the
aggregate number of Additional Shares with resfmeathich such default occurs is more than one-tefithe aggregate number of Additional Shares tpurehased on
such Option Closing Date, the non-defaulting Und#ens shall have the option to

(i) terminate their obligation hereunder to purehtiee Additional Shares to be sold on such Optimsi€g Date or (ii) purchase not less than the remolh Additional
Shares that such non-defaulting Underwriters wbialde been obligated to purchase in the absenaebfdefault. Any action taken under this paragrsimd! not relieve
any defaulting Underwriter from liability in respgeaf any default of such Underwriter under this égment.

If this Agreement is terminated by the Underwritensany of them (including the Representativeydose of any failure or refusal on the part ofGoenpany or the
Selling Shareholders to comply with the terms dutéill any of the conditions of this Agreement; ib for any reason the Company shall be unableetdorm its
obligations or the Selling Shareholders shall bablmto perform their obligations under this Agresin the Company or the Selling Shareholders,asdabe may be, will
reimburse the Underwriters or such Underwritereage so terminated this Agreement with respediémselves, severally, for all out-of-pocket exper(gecluding the
reasonable fees and disbursements of their courssedpnably incurred by such Underwriters in cotiaeavith this Agreement or the offering contempthhereunder.

12. NOTICES. All notices and communications hereurshall be in writing and mailed or delivered biephone or telegraph if subsequently confirmegriting, (a) if
to the Representative, c/o WR Hambrecht + Co, L33 Bryant Street, San Francisco, CA 94107 Attentitarrison Clay, Esq., with a copy to John J. SBbt., Sidley
Austin Brown & Wood LLP, Bank One Plaza, 10 Soutsiborn Street, Suite 4200, Chicago, lllinois 60&B3if to the Company, to its agent for servisesach agent's
address appears on the cover page of the Registi@tiatement, with a copy to Steven J. Gavin, B¥@qston & Strawn LLP, 35 West Wacker Drive, Sul#200, Chicagc
lllinois 60601, and (c) if to the Selling Sharehersl, c/o SOFTBANK Corp., 20F Izumi Garden Towe6-1-Roppongi, Minato-ku, Tokyo 106-6020, JapaneAtion:
Yoshitaka Kitao and Robert S. Takeuchi, with a ctip$tephen A. Grant, Esq., 118 Friendship FarmdRitllbrook, New York 12545.

13. COUNTERPARTS. This Agreement may be signesvimdr more counterparts, each of which shall beraginal, with the same effect as if the signatuheseto and
hereto were upon the same instrument.

14. APPLICABLE LAW. THIS AGREEMENT SHALL BE GOVERNE BY AND CONSTRUED IN ACCORDANCE WITH THE INTERNAILAWS OF THE STATE
OF NEW YORK, WITHOUT REGARD TO CONFLICTS OF LAW PRNCIPLES THEREOF. THE SELLERS AND THE UNDERWRITERSREE TO WAIVE
TRIAL BY JURY IN ANY ACTION, PROCEEDING OR COUNTERICAIM BROUGHT BY OR ON BEHALF OF ANY PARTY WITH RESECT TO
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ANY MATTER WHATSOEVER RELATING TO OR ARISING OUT OFHIS AGREEMENT OR THE PURCHASE OF THE SHARES HEREIDER. THE
SELLERS ALSO HEREBY SUBMIT TO THE JURISDICTION ORHE COURTS OF THE STATE OF NEW YORK LOCATED IN THEHTY AND COUNTY OF
NEW YORK OR IN THE UNITED STATES DISTRICT COURT FORHE SOUTHERN DISTRICT OF NEW YORK, AND EACH OF THEARTIES HERETC
SUBMITS TO THE JURISDICTION OF SUCH COURTS IN ANYR®CEEDING ARISING OUT OF OR RELATING TO THIS AGREHBNT, AND AGREES NOT
TO COMMENCE ANY SUIT, ACTION OR PROCEEDING RELATINGHERETO EXCEPT IN SUCH COURTS, AND WAIVES, TO THRULLEST EXTENT
PERMITTED BY LAW, THE RIGHT TO MOVE TO DISMISS ORRANSFER ANY ACTION BROUGHT IN SUCH COURT ON THE BAS OF ANY OBJECTION
TO PERSONAL JURISDICTION, VENUE OR INCONVENIENT FQR.

15. REPRESENTATION OF SEVERAL UNDERWRITERS. Eachddnwriter represents, warrants and undertakesralvas to itself only, that: (i) it has not oféat or
sold and, prior to the expiry of a period of sixmttts from the Closing Date, will not offer or selhy Shares to persons in the United Kingdom extepérsons whose
ordinary activities involve them in acquiring, hisld, managing or disposing of investments (as ppalor agent) for the purposes of their businessegherwise in
circumstances which have not resulted and willrestilt in an offer to the public in the United Kdam within the meaning of the Public Offers of S#@s Regulations
1995, as amended; (ii) it has only communicatechoised to be communicated and will only communioatause to be communicated any invitation or @edoent to
engage in investment activity (within the meanifgection 21 of the Financial Services and Markets2000 (the "FSMA")) received by it in connectiwaiith the issue ¢
sale of any Shares in circumstances in which se@iq1) of the FSMA does not apply to the issuad @ii) it has complied and will comply with alpalicable provisions
of the FSMA with respect to anything done by itéfation to the Shares in, from or otherwise inutdgvthe United Kingdom.
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16. HEADINGS. The headings of the sections of Agseement have been inserted for convenience efer€e only and shall not be deemed a part ofipisement.

Very truly yours,
Morningstar, Inc.
By:
Name:
Title:
SOFTBANK Investment Corporation
By:
Name:
Title:
SOFTBANK Contents Fund
By:
Name:
Title:
Confirmed:

WR HAMBRECHT + CO, LLC

On behalf of itself
and as Representative of the several
Underwriters in Schedule Il annexed hereto.

By: WR HAMBRECHT + CO, LLC

By:
Name:
Title:
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SCHEDULE |

NUMBER OF FI RM SHARES

SELLI NG SHAREHOLDER TO BE SOLD
SOFTBANK I nvestnment Corporation................cuuiiiiiinnnnn. 6,984, 821
SOFTBANK Contents Fund........... ... . it 627,679




SCHEDULE Il

NUMBER OF FI RM SHARES

UNDERWRI TER TO BE PURCHASED
WR Hanbrecht + Co, LLC. ....... ... .. ... .,
HARRI Sdirect, LLC ..... ... e
Tot Al © 7,612, 500



EXHIBIT A
[FORM OF LOCK-UP LETTER]
, 2005

WR Hambrecht + Co, LLC
As Representative of the
Several Underwriters

c/o WR Hambrecht + Co, LLC
539 Bryant Street
San Francisco, California 94107

Ladies and Gentlemen:

The undersigned understands that WR Hambrecht 130 ("WR Hambrecht") proposes to enter into anemditing agreement ("Underwriting Agreement") with
Morningstar, Inc., an lllinois corporation (the "@pany"), and wishes to facilitate the proposedahpublic offering (the "Offering") of the CompasyCommon Stock
("Common Stock") pursuant to a Registration Statgma Form S-1 (the "Registration Statement").

In consideration of the foregoing, and in ordeinuce you to act as the sole book-running maniagse Offering, the undersigned hereby irrevocagyees not to,
directly or indirectly, sell, offer, contract tolséransfer the economic risk of ownership in, raaay short sale, pledge or otherwise disposey$§hares of Common
Stock of the Company or any securities converiitile or exchangeable or exercisable for or anyratights to purchase or acquire the Company's Com&tock that the
undersigned beneficially owns, without the prioitten consent of WR Hambrecht, for a period comnrenon the date hereof and ending 180 days afeeeffective dat
of the Registration Statement.

Notwithstanding the foregoing: (a) if the undersidns an individual, he or she may, directly oriiectly, sell, offer, contract to sell, transfetegge or otherwise dispo
of any shares of the Company's Common Stock orisiesuconvertible into or exchangeable or exetdisdor the Company's Common Stock either durirsgdniher
lifetime or on death (i) by gift, will or intestagcii) to a member or members of his or her immedfamily or to a partnership or trust, the parsnear beneficiaries of whit
are exclusively the undersigned and/or a memberesnbers of his or her immediate family or (iii) tne exercise of options to purchase shares of CanBihack,

(b) if the undersigned is a partnership, trustpooation or similar entity, it may distribute anych shares or securities to its partners, stoclensldr affiliates and (c) if tt
undersigned is a selling shareholder (as suchiteused in the Registration Statement), it maysfemany such shares to its affiliates; providenyéwver, that in each su
case, prior to any such transfer, each transférale execute an agreement, reasonably satisfatidfyR Hambrecht, pursuant to which each transfehed agree to
receive and hold such shares of Common Stock, sealrities convertible into or exchangeable
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or exercisable for such Common Stock, or such g&siacquired upon conversion or exchange of s@esiconvertible into or exchangeable or exerdesédr such
Common Stock, subject to the provisions hereof,taade shall be no further transfer except in ataoce with the provisions hereof. The provisionthef paragraph shi
not apply with respect to sales of Common Stockimed after the commencement of the Offering onagjpen market or to the sale of any Common Sto¢keo

father, mother, brother or sister of the transferor

Further notwithstanding the foregoing, if (1) dgrithe last 17 days of the 180-day restricted peiedCompany issues an earnings release or matera or a material
event relating to the Company occurs; or (2) piaathe expiration of the 180-day restricted peribé, Company announces that it will release easiagults during the
16-day period beginning on the last day of the d&8@-period, the restrictions imposed by this lesteall continue to apply until the expiration oéth8-day period
beginning on the issuance of the earnings relea®mccurrence of the material news or matexiahe

This agreement shall be terminated if, for any@aaga) the Underwriting Agreement is not executear prior to June 1, 2005, (b) the Underwritingréement (other
than the provisions thereof which survive termiom}ishall terminate or be terminated prior to paynier and delivery of the shares of Common Stacfcpeither WR
Hambrecht, on the one hand, or the Company, oottrer hand, advises the other in writing, priothte execution of the Underwriting Agreement, thdiais determined
not to proceed with the Offering.

The undersigned hereby waives any rights of thersigned under any agreement, instrument or uradetisty to sell shares of Common Stock or any sgcconvertible
into or exercisable or exchangeable for CommonlkSgsued by the Company pursuant to the Registr&tatement, and acknowledges and agrees thapfmniad
commencing on the date hereof and ending 180 dterstiae effective date of the Registration Statetyhe undersigned will not make any demand foex@rcise any
right with respect to, the registration of any ssaof Common Stock issued by the Company or anyrisgconvertible into or exercisable or exchandedbr Common
Stock issued by the Company.

The undersigned understands that the agreemetite ahdersigned are irrevocable and shall be bigndpon the undersigned's heirs, legal represeem@tsuccessors and
assigns. The agreements herein shall remain esfldecby WR Hambrecht notwithstanding the additibary new underwriters to the Offering or the replaent or
substitution of any underwriters in the OfferindiéTundersigned agrees and consents to the ergtgmfransfer instructions with the Company's tienagent against the
transfer of Common Stock held by the undersignegjeixin compliance with this agreement.
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Very truly yours,

Signature

Name (Please print or type your name)

Title (Please print or type your title)
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Exhibit 3.1

AMENDED AND RESTATED ARTICLES OF INCORPORATION
OF
MORNINGSTAR, INC.

FIRST (RESTATED): The name of the corporation isrMogstar, Inc. (hereinafter the "Corporation™) €f@orporation was incorporated on May 16, 1984 a1 Func
Sourcebook, Inc. The Corporation amended its agiof incorporation on March 13, 1985 to changeaisie from Mutual Fund Sourcebook, Inc. to Morntagdnc.

SECOND (AMENDED): The registered agent of the Cogtion is Martha Dustin Boudos, Secretary of thepBoation. The address of the agent's registerfeckah the
State of lllinois is 225 West Wacker Drive, Chicagltinois 60606.

THIRD (AMENDED): The purpose of the Corporatiortésengage in any lawful act or activity for whicle@rporation may be incorporated under the lllirBisiness
Corporation Act.

FOURTH (AMENDED): The aggregate number of sharesto€k that the Corporation is authorized to igsue/o hundred five million (205,000,000); two hued
million (200,000,000) of such shares being clasdifis common stock, each such share having napee (the "Common Stock"); and five million (5,0000) of such
shares being classified as preferred stock, eatthshare having no par value (the "Preferred Sjock"

Shares of Preferred Stock may be issued from tintiene in one or more series, each of which seniag have such voting powers (if any) and such designs,
preferences and relative participating optionadtber special rights and qualifications, limitatcend restrictions as shall be stated and exprésseresolution or
resolutions providing for the issue of such PreférBtock of each such series adopted by the Bddbdexrtors of the Corporation; and authority t@ptisuch resolution
or resolutions stating and expressing any or ahefforegoing be and is hereby expressly vestégeiBoard of Directors of the Corporation.

FIFTH (RESTATED): The number of shares issued endéte of filing this Amended and Restated ArtidEémcorporation is 38,628,814 common shares angraferre:
shares, and the amount of paid-in capital on sath id $116,981,354.00.

SIXTH (AMENDED): The following provisions are inded for the management of the business and farahduct of the affairs of the Corporation, andftother
definition, limitation and regulation of the powerkthe Corporation and of its directors and stadétars:

(1) The number of directors of the Corporation kbalsuch as from time to time shall be fixed hyinathe manner provided in, the by-laws. Electiémirectors need not
be by ballot unless the by-laws so provide.



(2) The Board of Directors shall have power withthé assent or vote of the shareholders to mate, aimend, change, add to or repeal the by-lawlseo€orporation; to
fix and vary the amount to be reserved for any erqurpose; to authorize and cause to be executetyages and liens upon all or any part of the @riypof the
Corporation; to determine the use and dispositficemg surplus or net profits; and to fix the tinfesthe declaration and payment of dividends.

(3) The directors in their discretion may submiy @ontract or act for approval or ratification atyaannual meeting for the purpose of consideringsarch act or contract,
and any contract or act that shall be approvedartified by the vote of the holders of a majodfythe stock of the Corporation which is represdrin person or by pro:
at such meeting and entitled to vote thereat (plexvithat a lawful quorum of shareholders be thepeasented in person or by proxy) shall be as \aalitlas binding upon
the Corporation and upon all the shareholdersasthit had been approved or ratified by everyefalder of the Corporation, whether or not the @itor act would
otherwise be open to legal attach because of di€dnterest, or for any other reason.

(4) In addition to the powers and authorities helefore or by statute expressly conferred upomthiee directors are hereby empowered to exertisech powers and
do all such acts and things as may be exercisddre by the Corporation; subject, neverthelesthegrovisions of the statutes of lllinois, of thesrticles, and to any by-
laws from time to time made by the shareholdemyipied, however, that no by-laws so made shalllidste any prior act of the directors which woulavk been valid if
such by-law had not been made.

SEVENTH (AMENDED): The Corporation shall, to thdlfextent permitted by Section 8.75 of the lllin@ssiness Corporation Act, as amended from tinterte,
indemnify all persons whom it may indemnify pursugmereto.

EIGHTH (AMENDED): The personal liability of direats of the corporation to the corporation or itsrehalders for monetary damages for breach of falyaiuty as a
director shall be eliminated to the fullest extalbwed by Section 2.10(b)(3) of the Business Cration Act of 1983, as amended, provided thatidtglity of a director
shall not be eliminated: (i) for any breach of thiector's duty of loyalty to the corporation & ghareholders, (ii) for acts or omissions notaondyfaith or that involve
intentional misconduct or a knowing violation oWg(iii) under Section 8.65 of the Business CorpioraAct of 1983, as amended, or

(iv) for any transaction from which the directorided an improper personal benefit.

NINTH (AMENDED): The Corporation reserves the rightamend, alter, change or repeal any provisionaioed in these Articles of Incorporation in tharmer now o
hereafter prescribed by law, and all rights and graveonferred herein on stockholders, directorsadficers are subject to this reserved power.

TENTH (AMENDED): Except as otherwise provided ire$ie Articles of Incorporation or in the by-lawss tiolders of a majority of the outstanding sharesaathorized
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to take any action which, but for this provisiorguld require the vote or other action of the haddefrmore than a majority of such shares.

ELEVENTH (AMENDED): No holder of any class of sharef the Corporation shall, as such holder, hayepaeemptive or preferential right to purchaseurseribe to
any shares of any class of stock of the Corporatidrether now or hereafter authorized, whethersugd or in treasury; or to purchase any obligatemmvertible into
shares of any class of stock of the Corporatiorichvht any time may be proposed to be issued b thporation or subjected to rights or optionsteochase granted by
the Corporation.

TWELFTH (AMENDED): No holder of shares of any clasfshe Corporation shall have the right to cumeilais voting power in the election of the Boardafectors an:
the right to cumulate voting described in lllin@ssiness Corporation Act of 1983 is hereby spedliffcdenied to the holders of shares of any clésseCorporation.
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EXHIBIT 5.1

WINSTON & STRAWN LLP
35 WEST WACKER DRIVE
CHICAGO, IL 60601

April 29, 2005

BY EDGAR AND FEDEX
Morningstar, Inc.

225 West Wacker Drive
Chicago, IL 60606

RE: Form S1 Registration Statement (Registration No.-335209)

Ladies and Gentleman:

We have acted as special counsel to Morningster, &m lllinois corporation ("Morningstar"), in coaction with Morningstar's registration statememnform S-1
(Registration No. 333-115209) initially filed withe Securities and Exchange Commission (the "Cosiari$) on May 6, 2004, as amended to date (the i$Ragjon
Statement"), under the Securities Act of 1933,masraled (the "Securities Act"). The Registratiortéteent relates to the registration of the offer sale of (a) up to
7,612,500 issued and outstanding shares of Mor@riggommon stock, no par value per share (thent@on Stock"), which may be offered and sold byaiarselling
shareholders pursuant to the Registration State(ttentSecondary Shares") and (b) up to 1,141,8M5osized but unissued shares of Common Stock whigh be
issued, offered and sold by Morningstar pursuathéoRegistration Statement

This opinion letter is being furnished in accordamgth the requirements of Item 601(b)(5) of RegafaS-K promulgated under the Securities Act.

In rendering the opinion set forth below, we exagdiand relied upon such certificates, corporaterts; agreements, instruments and other docunerdsxamined su
matters of law, that we considered necessary aogppte as a basis for the opinion. In our exationawe have assumed the legal capacity of allnhpersons, the
genuineness of all signatures, the authenticigllalocuments submitted to us as certified or pétatic copies and the authenticity of the origiradlsuch latter
documents. As to any facts material to this opinion



Morningstar, Inc.
April 29, 2005

Page 2

that we did not independently establish or venifig, have relied upon oral or written statementsrapdesentations of officers and other represems®f Morningstar and
others.

Based upon the foregoing and subject to the assomspigualifications and limitations set forth hiareve are of the opinion that:

1. The Primary Shares will be duly authorized by itbquisite corporate action on the part of Moratagand, when issued and paid for as describ#tiRegistration
Statement, the Primary Shares will be validly issdelly paid and nonassessable.

2. The Secondary Shares have been duly authonmbdre validly issued, fully paid and nonassessable

We express no opinion as to matters governed byaawy other than the laws of the State of lllindikis opinion letter is being furnished solely mnaection with the
filing of the Registration Statement and is nobéoused, quoted, relied upon or otherwise refaoddr any other purpose without our prior writieasnsent.

We hereby consent to the filing of this opiniortdetas Exhibit 5.1 to the Registration Statemeadittarthe reference to our firm under the captioadgal Matters" in the
Prospectus included in the Registration Statentemfiving such consent, we do not thereby admit ¢ha firm is within the category of persons whesasent is required
under

Section 7 of the Securities Act or the rules arylilations of the Commission.

Very truly yours,

/sl Wnston & Strawn LLP



EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the use in this Amendment No. 4 @idkation Statement No. 333-115209 of Morningdtar, (“the Company") on Form Sof our report dated March 1
2005 related to the consolidated financial statémehthe Company as of December 31, 2003 and a864or each of the three years in the period elEdmber 31,

2004, appearing in the Prospectus, which is pattisfRegistration Statement, and of our reporedidtarch 14, 2005 relating to the financial statensehedules
appearing elsewhere in this Registration Statement.

We also consent to the reference to us under theitg "Experts” in such Prospectus.
DELOITTE & TOUCHE LLP

/sl Deloitte & Touche LLP

Chicago, Illinois
April 28, 2005



EXHIBIT 23.2
INDEPENDENT AUDITORS' CONSENT

We consent to the use in this Amendment No. 4 gifation Statement No. 333-115209 of Morningdiae, on Form S-1 of our report dated April 1, 2q0dnuary 31,
2005 as to Note 13) related to the consolidateahfiral statements of mPower.com, Inc. ("mPower'dfd3ecember 31, 2001 and 2002 and for each dfibeyears in th:
period ended December 31, 2002, (which report esggean unqualified opinion and includes explagygiaragraphs as to mPower's change in its methadaafunting
for goodwill and intangible assets and the effefthe restatement of its consolidated financialesnents discussed in Note 13) appearing in thepotus, which is part
of this Registration Statement and of our reporedapril 1, 2004 relating to the financial statethechedule appearing elsewhere in the Registr&iatement.

We also consent to the reference to us under theimg "Experts" in such Prospectus.

DELOITTE & TOUCHE LLP

/sl Deloitte & Touche LLP

Chicago, Illinois
April 28, 2005



