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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 8-K

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

Date of Report (Date of earliest event reportedpvember 2, 2006

MORNINGSTAR, INC.

(Exact name of registrant as specified in its @rart

lllinois 000-51280 36-3297908
(State or other jurisdiction of (Commission (I.LR.S. Employer Identification
incorporation) File Number) No.)
225 West Wacker Drive 60606
Chicago, lllinois (Zip Code)

(Address of principal executive office

(312) 696-6000
(Registrar’s telephone number, including area cc

N/A
(Former name or former address, if changed sirstadg@ort)

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

O Written communications pursuant to Rule 425 unberSecurities Act (17 CFR 230.425)
O Soliciting material pursuant to Rule 14a-12 under Exchange Act (17 CFR 240.14a-12)

O Pre-commencement communications pursuant to Rue2({l) under the Exchange Act (17 CFR 240.14d-2(b))
O

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




Item 2.02. Results of Operations and Financial Catition.*

On November 2, 2006, Morningstar, Inc. issued agprelease announcing its financial results fotthird quarter ended September 30, 2C
A copy of the press release is attached heretxabiE99.1.

Iltem 9.01. Financial Statements and Exhibits.

(d) Exhibits:
Exhibit No. Description
99.1* Press Release dated November 2, 2

* The information furnished under Item 2.02 of thisn@nt Report on Form 8-K, including Exhibit 99i4 being furnished and shall not
be deemed to be “filed” for the purposes of SecliBrof the Securities Exchange Act of 1934, as aleérithe “Exchange Act”), or
incorporated by reference in any filing under tee8ities Act of 1933, as amended, or the Exch&mgeexcept as shall be expressly

forth by specific reference in such a filing.




SIGNATURES

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

MORNINGSTAR, INC.

Date: November 2, 2006 By: /s/ Martha Dustin Boudc

Name: Martha Dustin Boudo
Title: Chief Financial Officel
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*

The information furnished under Iltem 2.02 of thisr@nt Report on Form 8-K, including Exhibit 99i4 being furnished and shall not
be deemed to be “filed” for the purposes of SecliBrof the Securities Exchange Act of 1934, as amdifthe “Exchange Act”), or
incorporated by reference in afijng under the Securities Act of 1933, as amendedhe Exchange Act, except as shall be expresd
forth by specific reference in such a filing.




Exhibit 99.1

MAOANINGSTAR News Releas

225 West Wacker Drive e 41 312 BEE-BO0D
Chicago mile: 1 312 696-800%
llingis GO60G

Contact:

Media: Margaret Kirch Cohen 312-696-6383 margeobien@morningstar.com
Investors may submit questions to investors@mostargcom or by fax to 312-696-6009.
FOR IMMEDIATE RELEASE

Morningstar, Inc. Reports Third-Quarter 2006 Financial Results

CHICAGO, Nov. 2, 2006 — Morningstar, Inc. (NASDA®ORN), a leading provider of independent investnresearch, today announced
its third-quarter 2006 financial results. The compeeported consolidated revenue of $81.8 milliothie third quarter of 2006, a 44%
increase from revenue of $56.9 million in the thardarter of 2005. Morningstar’s third-quarter résihcluded $11.6 million in revenue from
acquisitions completed in 2006. Consolidated opggahcome was $20.5 million in the third quarté2606, an increase of $8.2 million, or
66%, compared with $12.3 million in the same pedqggkar ago. Morningstar’s net income was $13.5aniin the third quarter of 2006, or
29 cents per diluted share, compared with $7.5anillor 17 cents per diluted share, in the thirdrtgr of 2005.

Morningstar has completed three acquisitions in628bbotson Associates, Inc. on March 1; Aspect KynPty Limited on July 25; and the
database division of InvestorForce, Inc. on Aug=xXcluding these acquisitions and the impact ofifpr currency translations, the company’s
third-quarter revenue increased approximately 288teign currency translations had a negligible ihjrathis quarter. Revenue excluding
acquisitions and foreign currency translations ioa-GAAP measure; the accompanying financial tabtatain a reconciliation to
consolidated revenue.

In the first nine months of 2006, revenue incregk@&H 7 million, or 37%, to $228.1 million, compameih $166.4 million in the same period
a year ago. Revenue for the first nine months efymar included $22.8 million from 2006 acquisiio@onsolidated operating income
increased 77% to $57.2 million in the first ninentis of 2006, compared with $32.4 million in thestinine months of 2005. Net income was
$38.2 million, or 82 cents per diluted share, ia finst nine months of 2006, compared with $21.0iom, or 48 cents per diluted share, in the
same period in 2005.




Joe Mansueto, chairman and chief executive offi€dlorningstar, said, “We had a solid third quaded continued to generate strong
organic revenue growth. Acquisitions also madegaiicant contribution to our revenue base, prityariom Ibbotson products. We've fully
integrated Ibbotson into our operations, and weieking great progress with the Aspect Huntley irdgégn in Australia. And, following our
recent acquisition of the database division of sted-orce, we expect to deliver our enhanced h&dgkand separate account data to clients
by December.”

He added, On a product level, Investment Consulting was #ngdst contributor to consolidated revenue growtthé quarter, driven both |
Morningstar’s growing consulting business and newenue from Ibbotson. Morningstar Advisor Workstativas the second largest
contributor, although a portion of the revenue cérom a one-time payment we received because tigatslmerged and eliminated a
redundant license. Other major drivers of orgaeienue growth were Morningstar.com, including détemium Membership service and
online ad sales; Licensed Data; and MorningstaitizdResearch. New revenue from EnCorr and the Aalbig Ibbotson service were also
significant contributors to the revenue increase.”

Key Business Drivers

Revenue: During the third quarter of 2006, revenue in lingividual segment increased 32% compared wittthivd quarter of 2005; 11
percentage points of this increase came from aitipms. Revenue in the Advisor segment increaséd, 3tith 10 percentage points of the
increase coming from acquisitions. Revenue in tiséitutional segment increased 60%, of which 34gmatage points came from acquisitic

Revenue from international operations was $12.8aniln the third quarter of 2006, a 63% increaserf the same period a year ago.
International revenue included $3.2 million frongaisitions. Foreign currency translations had atpesimpact of $0.3 million on
international revenue. Excluding the impact of asijons and foreign currency translations, inté¢ior@al revenue increased approximately
16% compared with the prior-year period. Internadlaevenue excluding acquisitions and foreignengy translations is a non-GAAP
measure; the accompanying financial tables comta@conciliation to international revenue.

Revenue Composition:Morningstar defines “walk-in" revenue as reveitexpects to recognize during the year from supsons and
license agreements in place as of Jan. 1 of eaah gdjusted for cancellations, currency transtesti@nd other routine adjustments during the
year. During the first nin




months of 2006, the company closed renewals araghian new business that will contribute an esteda127.8 million to 2006 revenue,
absent cancellations.

Morningstar estimates that 2006 walk-in revenus ihe full-year impact of new and renewal busiréssed during the first nine months of
2006, absent additional cancellations, will tot268.6 million. Revenue from acquisitions has regmincorporated into new, renewal, or
walk-in revenue. In addition, the 2006 total doesinclude variable revenue from asset-based sss\gach as Morningstar Managed
Portfolios, managed retirement accounts, and Inveist Consulting.

After announcing full-year financial results for@and walk-in revenue for 2007, Morningstar wal longer report quarterly information on
new, renewal, and walk-in revenue. The companyasuating potential new metrics that it believesyrna more useful to investors.

Operating Income Consolidated operating income was $20.5 miliiothe third quarter of 2006, a 66% increase frbmgame period in
2005. Operating expense rose $16.7 million, or 38%he third quarter of 2006, primarily becaus@nfincrease in compensation costs and
amortization expense. Compensation-related expemskjding bonuses, increased $5.7 million, malbdgause of an increase in staffing.
Worldwide headcount increased to approximately A @fdployees as of Sept. 30, 2006, compared wi01a% of Sept. 30, 2005. This
increase includes additional employees from reaeqtisitions and continued hiring in the compamgselopment center in China. Bonus
expense increased $5.0 million in the quarter, arilyreflecting the third-quarter impact of updaieternal estimates for full-year
performance versus 2005 and incremental expensedogjuisitions. Amortization of intangible assetated to 2006 acquisitions contributed
$2.0 million to operating expense in the quarter.

The company’s operating margin was 25.1% in thelthuarter of 2006, compared with 21.7% in the speréd in 2005. In the first nine
months of 2006, operating margin was 25.1%, contbasith 19.5% in the first nine months of 2005. A&illion decrease in stock-based
compensation expense had a positive impact on nsfgr the year-to-date period.

Income in Unconsolidated EntitiesMorningstar owns approximately 35% of Morningstapan K.K. (MJKK), a public company that trades
on the Osaka Stock Exchange. In the third quaft2006, MJKK recorded a gain related to the salshaires in a subsidiary’s initial public
offering. Morningstar’s share of the pre-tax gaiasmapproximately $1.0 million. This gain added agpnately 2 cents to Morningstar’s net
income per diluted share in the quarter.




Free Cash Flow: Morningstar generated free cash flow of $28.7iamilin the third quarter of 2006, reflecting cgsivided by operating
activities of $29.6 million and capital expenditsief $0.9 million. Free cash flow increased by 8Itillion in the quarter, partly because of
increases in net income, income taxes payableaatidied compensation. The increase in income fagable reflects expected fourth-
guarter payments because the company has fullyadithe cash tax benefit from the Ibbotson actjarsi

In the first nine months of 2006, Morningstar gexted free cash flow of $66.2 million, reflectingsbgprovided by operating activities of
$69.0 million and capital expenditures of $2.8 ioill Free cash flow in the first nine months of @08creased $39.9 million compared with
the prior-year period, reflecting a $39.1 millioxcrease in cash provided by operating activitiekaf0.8 million decrease in capital
expenditures. Free cash flow is a TBAAP measure; the accompanying financial tablekdea reconciliation to cash provided by opera
activities. Morningstar defines free cash flow astcprovided by or used for operating activitiess leapital expenditures.

As of Sept. 30, 2006, Morningstar had cash, casivalgnts, and investments of $124.3 million, corepavith $153.2 million as of Dec. 31,
2005. The decrease primarily reflects cash useddquisitions, partially offset by cash from opi&mas and proceeds from stock option
exercises.

Business Segment Performance
Individual Segment: The largest product in this segment based omreyés the company’s U.S.-based Web site for iddiai investors,

Morningstar.con? . The Individual segment also idelsi MorningstaP Equity Research, print and onpiaklications, and several newly
acquired newsletters from Aspect Huntley.

*  Revenue was $20.4 million in the third quarter @&, a 32% increase from $15.5 million in the thyedarter of 2005.

»  Acquisitions contributed revenue of $1.7 milliontke Individual segment in the third quarter, thegamty of which reflects new
revenue from Aspect Huntley.

*  Morningstar.com was the major contributor to segmewvenue growth as the number of Premium Membgesstontinued to expand
steadily and ad sales growth remained strong. Rirarsubscriptions grew to 161,001 as of Sept. 30628 13% increase over the
prior-year period. Morningstar Equity Research,ahhincludes research related to the Global Andkestearch Settlement as well as
company reports and other services sold to additiomstomers, was another important driver behnosvth in this segment for the
quarter.

»  Operating income was $5.5 million in the third deaof 2006, a 55% increase from $3.5 million ia trior-year period.




Operating margin was 27.0% in the third quarte2@¥6, compared with 22.9% in the third quarter @2

Advisor SegmentThe largest products in this segment based on vevare Morningste?  Advisor Workstati® , Morniragst Principia

® and MorningstaP? Managed Portfoli®d . This segihmew includes software and investment conferefroes the acquisition of Aspect

Huntley.

Revenue was $24.4 million in the third quarter @&, a 31% increase from $18.6 million in the sameod in 2005.

Acquisitions contributed revenue of $1.7 millionttee Advisor segment in the third quarter, the mgjof which reflects revenue
from Ibbotson.

Licenses for Morningstar Advisor Workstation grewl1,179 as of Sept. 30, 2006, an 18% increas@a@d with the prior-year
period. Quarterly revenue for this product inclu@dd3 million in revenue related to eliminatingeglundant license following the
merger of two clients. The number of Principia suipgions declined slightly to 48,944 as of Selt. 3006; however, revenue was
essentially unchanged.

Operating income was $7.7 million in the third gaanf 2006, an increase of 88% compared with $ltlon in the third quarter of
2005.

Operating margin was 31.6% in the third quarte2@¥6, compared with 22.1% in the prior-year period.

Institutional Segmenifhe largest products and services in this segmes#don revenue are Investment Consulting, LiceDs¢aPM |

Retirement Advice (including Advice by Ibbots®n davorningsta® Retirement Manag&t ), MorningstaelisM | Licensed Tools and
Content, Investment Profiles™ & Guides, and EnCorfhis segment now includes the hedge fund andragpaccount database division
acquired from InvestorForce and financial inforraatand other data on Australian stocks from theiadtpn of Aspect Huntley.

Revenue was $38.6 million in the third quarter @&, a 60% increase from $24.1 million in the thgrdarter of 2005.

Acquisitions contributed revenue of $8.2 millionthe Institutional segment in the third quarteg, thajority of which was from
Ibbotson.

Revenue growth in this segment was primarily drilsgrinvestment Consulting services, which focuasset allocation and
investment selection for funds of funds. The conyparovided advisory services on approximately $4xlléon in assets, including
$35.0 billion from Morningstar Associates and $1ildon from Ibbotson Associates, as of Sept. 3006, compared with
approximately $19.4 billion as of Sept. 30, 2005séts under advisement for Morningstar Associaes gignificantly, primarily
because of asset growth among existing clienterised Data and Morningstar Direct were also sicgnifi contributors to segment
revenue growth in the quarter. Both products bésefrom expanded sales efforts in Europe and atiemational markets, as well
as continued strength in the United States. MostargDirect licenses grew to 1,212 as of Sept2806, a 30% increase over the
prior-year period.

Operating income was $9.7 million in the third gaeanf 2006, an increase of 72% from $5.6 milliorthe same period in 2005.




*  Operating margin was 25.0% in the third quarte2@3¥6, compared with 23.4% in the prior-year period.

About Morningstar, Inc.

Morningstar, Inc. is a leading provider of indepentinvestment research in the United States anthjor international markets. The
company offers an extensive line of Internet, saftey and print-based products and services fovihails, financial advisors, and
institutions. Morningstar provides data on morentthid5,000 investment offerings, including stockstumal funds, and similar vehicles. The
company has operations in 14 countries and minovitgership positions in companies based in threeratountries.

Safe Harbor Statement under the Private Securitiekitigation Reform Act of 1995

This press release contains forward-looking statesnd hese statements relate to future eventsfotuce financial performance and involve
known and unknown risks, uncertainties, and othetofrs that may cause our actual results, levedstfity, performance, or achievement:
be materially different from any future resultsydés of activity, performance, or achievements egped or implied by these forward-looking
statements. In some cases, you can identify fahha@oking statements by the use of words such agy;ffcould,” “expect,” “intend,”

“plan,” “seek,” “anticipate,” “believe,” “estimaté;predict,” “potential,” or “continue” or the nedi@e of these terms or other comparable
terminology. You should not place undue reliancéaward-looking statements because they involvekmand unknown risks,
uncertainties, and other factors that are, in socases, beyond our control and that could materadfisct actual results, levels of activity,
performance, or achievements.

Other factors that could materially affect actweduits, levels of activity, performance, or achiaeats can be found in Morningstar’s filings
with the Securities and Exchange Commission, irnoly#lorningstar’'s Annual Report on Form 10-K foetpear ended Dec. 31, 2005. If any
of these risks or uncertainties materialize, auif underlying assumptions prove to be incorrexttya results may vary significantly from
what we projected. Any forward-looking statement yead in this press release reflects our curnemts/with respect to future events and is
subject to these and other risks, uncertainties a@sumptions relating to our operations, restltgperations, growth strategy, and liquidity.
We assume no obligation to publicly update or retieese forward-looking statements for any reastwether as a result of new information,
future events, or otherwise.

Non-GAAP Financial Measures

To supplement Morningstar’s consolidated finanstatements presented in accordance with GAAP, Mgstar uses the following measures
considered as non-GAAP by the Securities and Exgdn&@vommission: free cash flow, revenue excludoguasitions and foreign currency
translations (organic revenue), and internatioea¢énue excluding acquisitions and foreign currenayslations.

Morningstar presents free cash flow solely as sapphtal disclosure to help investors better undedshow much cash is available after
Morningstar spends money to operate its businessnibigstar uses free cash flow to evaluate theopmince of its business. Free cash flow
should not be considered an alternative to any ureasf performance as promulgated under GAAP (sisobash provided by (used for)
operating, investing, and financing activities)r sbould this data be considered an indicator offfifstars overall financial performance
liquidity. Also, the free cash flow definition uségt Morningstar may not be comparable to similéitlgd measures reported by other
companies. For more information on free cash flolase see the reconciliation from cash providedg®rating activities to free cash flow
included in the accompanying financial tables. Mogstar presents revenue excluding acquisitiodsf@ameign currency translations (organic
revenue) and international revenue excluding adepns and foreign currency translations becausectimpany believes these non-GAAP
measures help investors better compare period+ioebresults. For more information, please seedenciliation provided in the
accompanying financial tables.

HAA

© 2006 Morningstar, Inc. All rights reserved.




Morningstar, Inc. and Subsidiaries

Unaudited Condensed Consolidated Statements of Ogsons

Three months ended September 3

Nine months ended September 3

(in thousands, except per share amount: 00€ 2005 change 200€ 2005 change
Revenue $ 81,821 $ 56,927 43.7% $228,13¢ $166,37< 37.1%
Operating expense(1
Cost of goods sol 22,38¢ 16,261 37.7% 63,114 47,841 31.9%
Developmen 7,87¢€ 4,74¢ 65.8% 21,27: 14,491 46.8%
Sales and marketir 12,971 9,49¢ 36.6% 36,511 29,12¢ 25.3%
General and administrati\ 13,781 11,84¢ 16.3% 39,60¢ 36,06¢ 9.8%
Depreciation and amortization 4,267 2,222 92.0% 10,44( 6,47C 61.4%
Total operating expense 61,284 44,58( 37.5% 170,94« 134,00¢ 27.6%
Operating income 20,537 12,347 66.3% 57,192 32,36¢ 76.7%
Operating margir 25.1% 21.7% 3.4pp 25.1% 19.5% 5.6pp
Non-operating income (expens:
Interest income, n¢ 1,16¢ 892 31.1% 3,08¢€ 1,94€ 58.6%
Other income (expense), net (31) (46) (32.6%) (343) 14 NMF
Non-operating income, net 1,13¢ 846 34.5% 2,745 1,96C 39.9%
Income before income taxes, equity in net incom
unconsolidated entities, and cumulative effect
accounting chang 21,67¢ 13,192 64.3% 59,937 34,32¢ 74.6%
Income tax expens 9,22¢ 5,857 57.6% 24,45( 14,517 68.4%
Equity in net income of unconsolidated entities 1,10C 183 NMF 2,408 1,212 98.4%
Income before cumulative effect of accounting
change 13,541 7,51¢ 80.2% 37,892 21,024 80.2%
Cumulative effect of accounting change, net of
income tax expense of $171| — — — 259 — NMF
Net income $ 13547 $ 7,51¢ 80.2% $ 38,151 $ 21,02/ 81.5%
Basic income per shar
Income before cumulative effect of accounting
change $ 033 $ 0.18 $ 093 $ 054
Cumulative effect of accounting change — — — —
Net income $ 033 $ 0.1¢ $ 093 $ 0.5
Diluted income per shar.
Income before cumulative effect of accounting
change $ 029 $ 0.17 $ 081 $ 0.48
Cumulative effect of accounting change — — 0.01 —
Net income $ 029 $ 0.17 $ 082 $ 0.48
Weighted average common shares outstani
Basic 41,44¢ 39,922 40,91: 39,151
Diluted 46,57¢ 45,35¢ 46,59¢ 43,93¢
Three months ended September 3 Nine months ended September 3
2006 2005 2006 2005
(1) Includes stoc-based compensation expense
Cost of goods sol $ 302 $ 274 $ 859 $ 1,202
Developmen 141 112 386 492
Sales and marketir 152 129 415 582
General and administrative 1,663 1,515 4,611 6,57¢
Total stock-based compensation expense $ 2,256 $ 2,03C $ 6,271 $ 8,85F

(2) Relates to adoption of Statement of Financiatdunting Standards No. 123(R).

NMF — Not meaningful, pp — percentage points




Morningstar, Inc. and Subsidiaries
Operating Expense as a Percentage of Revenue

Three months endec

Nine months endec

September 3C September 3C
2006 2005 change 2006 2005 change
Revenue 100.0%  100.0% — 100.0%  100.0% —
Operating expense(1
Cost of goods sol 27.4% 28.6% (1.2)pr 27.7% 28.8% (1.0)pr
Developmen 9.6% 8.3% 1.3 pr 9.3% 8.7% 0.6 pr
Sales and marketir 15.9% 16.7% (0.8)pr. 16.0% 17.5% (1.5)pr
General and administrati 16.8% 20.8% (4.0)pr 17.4% 21.7% (4.3)pr
Depreciation and amortization 5.2% 3.9% 1.3 pr 4.6% 3.9% 0.7 pr
Total operating expense(2) 74.9% 78.3%  (3.4)pr 74.9% 80.5%  (5.6)pr
Operating margin 25.1% 21.7% 3.4pr 25.1% 19.5% 5.6 pr
Three months endec Nine months endec
September 3C September 3C
200€ 2005 change 2006 2005 change
(1) Includes stoc-based compensation expense
Cost of goods sol 0.4% 0.5% (0.1)pr 0.4% 0.7% (0.3)pr
Developmen 0.2% 0.2% — 0.2% 0.3% (0.2)pr
Sales and marketir 0.2% 0.2% — 0.2% 0.3% (0.2)pr
General and administrative 2.0% 2.7%  (0.7)pr 2.0% 4.0%  (2.0)pr
Total stock-based compensation expense(2) 2.8% 3.6%  (0.8)pr 2.7% 5.3%  (2.6)pr

(2) Sum of percentages may not equal total becausauiotiing.




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

Three months endec

Nine months endec

September 3C September 3C
($000) 2006 2005 2006 2005
Operating activities
Net income $ 13547 $ 7,51¢ $ 38,151 $ 21,02«
Adjustments to reconcile net income to net cashglfrom operating activitie:
Cumulative effect of accounting chan — — (259) —
Depreciation and amortizatic 4,267 2,222 10,44( 6,47C
Deferred income tax expense (bene (1,593 985 (2,310 (292
Stoclk-based compensatic 2,25¢ 2,03C 6,271 8,85E
Equity in net income of unconsolidated entit (1,100 (183) (2,405) (1,212)
Excess tax benefits from stock option exerc (2,312) 1,117 (8,820) 1,117
Other, ne (192 81 624 207
Changes in operating assets and liabilities, neffetts of acquisitions 14,727 4,46k 27,33¢ (6,284)
Cash provided by operating activities 29,59¢ 18,23¢ 69,027 29,88¢
Investing activities
Purchases of investmer (19,58¢) (24,997 (57,369 (54,93¢)
Proceeds from sale of investme 4,78% 15,42( 65,23¢ 55,83(
Capital expenditure (853) (1,29¢) (2,87€) (3,625)
Acquisitions, net of cash acquir (30,496) (35) (116,859 (8,192
Other, net (14) — (308) 18
Cash used for investing activities (46,164) (10,910 (112,179 (20,907)
Financing activities
Proceeds from stock option exerci: 2,365 2,572 13,212 3,964
Excess tax benefits from stock option exerc 2,312 — 8,82(C —
Proceeds from initial public offering, n — — — 18,10¢
Payments of long-term debt and capital lease adlidigs — — — (18)
Cash provided by financing activities 4,677 2,572 22,03z 22,05¢
Effect of exchange rate changes on cash and casvasnts (189) 9) (72) (166)
Net increase (decrease) in cash and cash equis (12,07¢) 9,88¢ (21,18¢) 40,86¢
Cash and cash equivalents — Beginning of period 83,25¢ 66,884 92,367 35,907
Cash and cash equivalents — End of period $ 71,181 $ 76,77¢ $ 71,181 $ 76,77
Reconciliation from cash provided by operating\atiés to free cash flow (a non-GAAP measure):
Three months endec Nine months endec
September 3C September 3C
($000) 2006 2005 2006 2005
Cash provided by operating activiti $ 29,59¢ $ 18,23¢ $ 69,027 $ 29,88t
Less: Capital expenditures (853) (1,29¢) (2,87¢) (3,625)
Free cash flow $ 28,74t $ 16,93¢ $ 66,151 $ 26,26(




Morningstar, Inc. and Subsidiaries

Unaudited Condensed Consolidated Balance Sheets

September 30

December 31

($000) 2006 2005
Assets
Current asset:
Cash and cash equivale $ 71,181 $ 92,367
Investment: 53,06¢ 60,82¢
Accounts receivable, n 57,89: 47,53(
Deferred tax asset, n 61 —
Other 6,777 5,49t
Total current assets 188,981 206,21t
Property and equipment, r 16,10z 17,35¢
Investments in unconsolidated entit 18,21¢ 16,35t
Goodwill 84,54: 17,50C
Intangible assets, n 77,87¢ 7,251
Deferred tax asset, n 8,907 29,72¢
Other assets 2,268 1,90€
Total assets $ 396,88¢ $ 296,31
Liabilities and shareholders’ equity
Current liabilities:
Accounts payable and accrued liabilit $ 21367 $ 13,664
Accrued compensatic 29,42: 26,46:
Income tax payabl 2,47C 1,25¢
Deferred revenu 92,75( 71,15%
Deferred tax liability, ne — 833
Other 2,312 2,467
Total current liabilities 148,32: 115,84!
Accrued compensatic 5,147 4,45¢
Other long-term liabilities 3,471 2,29¢
Total liabilities 156,94( 122,59]
Total shareholders’ equity 239,94¢ 173,71«
Total liabilities and shareholders’ equity $ 396,88¢ $ 296,31!
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Morningstar, Inc. and Subsidiaries
Segment Information

Three months ended September 3 Nine months ended September 3
($000) 200€ 2005 change 2006 2005 change
Revenue
Individual $ 20,38¢ $ 15,48¢ 31.6% $ 58,892 $ 46,62¢ 26.3%
Advisor 24,391 18,59: 31.2% 70,46¢ 53,86¢ 30.8%
Institutional 38,56¢ 24,062 60.3% 103,437 69,39¢ 49.1%
Eliminations (1,534 (1,21¢) 25.9% (4,659) (3,51E) 32.5%
Consolidated revenue $ 81,821 $ 56,92i 43.7% $228,13¢ $ 166,37« 37.1%
Revenu—U.S. $ 69,517 $ 49,391 40.7% $197,87¢ $144,73¢ 36.7%
Revenu—internationa $ 1230¢ $ 7,53¢€ 63.3% $ 30,25¢ $ 21,63t 39.9%
Operating income (loss)(1
Individual $ 550 $ 3,54¢ 553% $ 17,29 $ 10,52: 64.3%
Advisor 7,71¢ 4,114 87.6% 20,19¢ 10,93¢ 84.7%
Institutional 9,661 5,62¢ 71.7% 25,67¢ 13,647 88.1%
Corporate items and eliminations (2,352) (941) 149.9% (5,969) (2,737) 118.1%
Consolidated operating income $ 20,537 $ 12,34; 66.3% $ 57,194 $ 32,36¢ 76.7%
Operating margin(1)
Individual 27.0% 22.9% 4.1pg 29.4% 22.6% 6.8pr
Advisor 31.6% 22.1% 9.5pg 28.7% 20.3% 8.4pr
Institutional 25.0% 23.4% 1.6pg 24.8% 19.7% 5.1pg
Consolidated operating marc 25.1% 21.7% 3.4pr 25.1% 19.5% 5.6pr

(1) Includes stock-based compensation expenseatdidto each segment.
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Morningstar, Inc. and Subsidiaries
Supplemental Data

($000) Q3 200¢ Q3 200t change Full-Year 2006(3'
Revenue compositior(1)

New revenus $ 11,37 $ 10,12¢ 123% $ 39,72(
Renewal revenu 30,594 20,152 51.8% 88,114
Walk-in revenue 28,21¢ 26,64¢ 5.9% 132,78
Revenue excluding acquisitions 70,182 56,927 23.3% 260,617
Acquisitions(2) 11,63¢ — NMF —
Consolidated revenue $ 81,821 $ 56,921 43.7% $ 260,61
% of revenue excluding acquisitions

New revenu 16.2% 17.8% (1.6)pr 15.3%
Renewal revenu 43.6% 35.4% 8.2pr 33.8%
Walk-in revenue 40.2% 46.8% (6.6)pr 50.9%
Revenue excluding acquisitions 100.0% 100.0% — 100.0%

(1) Morningstar separates revenue into three oaitegy 1) new revenue, defined as revenue fronmgedidditional products to current
customers or from selling to new customers; 2) watieevenue, defined as revenue from renewalslig@iptions or licenses; and 3) “walk-
in” revenue, defined as revenue it expects to neieegduring the year from subscriptions and licesxgeements in place as of January 1 of
each year, adjusted for cancellations, currencystadions, and other routine adjustments during/#ee. After announcing full-year financial
results and 2007 walk-in revenue, Morningstar ndlllonger report quarterly information on new, neak and walk-in revenue.

(2) Revenue from acquisitions has not been incapadrinto new, renewal, or walk-in revenue.

(3) Full-year 2006 revenue is an estimate of reeehat will be recognized from business closedubhothe end of the third quarter. It
includes net walk-in revenue plus the full-year @&y absent cancellations, of new and renewal basinlosed during the first nine months of
2006. This estimate does not include any reverama frew or renewal business that will be closedrdutte fourth quarter of 2006, nor does
it include revenue from acquisitions.

As of September 3(
2006

200& % change
Our employees
Worldwide headcount (approxima 1,40C 1,12C 25.0%
Number of U.S. stock analys 92 86 7.0%
Number of U.S. fund analys 28 27 3.7%
Our business
Number of Morningstar.com Premium subscripti 161,001 141,93¢ 13.4%
Number of registered users for Morningstar.com (L 4,794,97¢ 4,277,61: 12.1%
Number of U.S. Advisor Workstation licens 121,17¢ 102,60¢ 18.1%
Number of Principia subscriptiol 48,94¢ 50,48¢ 3.1)%
Number of Morningstar Direct licens 1,21z 931 30.2%
Assets under management for Morningstar Manageifiaitos $ 1.6bil $ 1.3bil 23.1%
Assets under management for managed retirementiats $ 7.2bil $ 225.9mil NMF
Morningstar Associate $ 513.7mil $ 225.9mil 127.4%
Ibbotson Associates(: $  6.7bil — NMF
Assets under advisement for Investment Consu $ 47.6bil $  19.4bil 145.4%
Morningstar Associate $ 35.0bil $ 19.4bil 80.4%
Ibbotson Associates(: $ 12.6hil — NMF

(4) Ibbotson Associates was acquired on March @620

Three months ended September 3

Nine months ended September 3

($000) 2005 2006 2005
Effective income tax expense rat
Income before income taxes, equity in net income

of unconsolidated entities, and cumulative effect

of accounting chang $ 21,678  $ 13,19¢ $ 59,937 $ 34,32¢
Equity in net income of unconsolidated entities 1,10C 183 2,405 1,212

Total $ 22,77¢ $ 13,37¢  $ 62,34z $ 35,541
Income tax expense $ 9,22¢ $ 5,857 $ 24,45( $ 14,517
Effective income tax expense r: 40.5% 43.8% 39.2% 40.8%
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Morningstar, Inc. and Subsidiaries
Reconciliations of Non-GAAP Measures with the Neard Comparable GAAP Measures

Reconciliation from consolidated revenue to reveexeuding acquisitions and foreign currency tratishs (organic revenue):

Three months ended September 3 Nine months ended September 3
($000) 200€ 200& % change 2006 2005 % change
Consolidated revent $ 81,821 $ 56,927 43.7% $ 228,13¢ $ 166,37 37.1%
Less: acquisition (11,639 — NMF (22,815 — NMF
Less: impact of foreign currency (335) — NMF (358) — NMF
Revenue excluding acquisitions and foreign currency
translations $ 69,847 $ 56,927 22.7% $204,96¢ $ 166,37 23.2%

Reconciliation from international revenue to inegional revenue excluding acquisitions and foreigrency translations:

Three months ended September 3 Nine months ended September 3
($000) 200€ 2005 % change 2006 2005 % change
International revenu $ 12,30« $ 7,53¢€ 63.3% $ 30,25¢ $ 21,63¢ 39.9%
Less: acquisition (3,214 — NMF (3,935) — NMF
Less: impact of foreign currency (335) — NMF (358) — NMF
International revenue excluding acquisitions and
foreign currency translatior $ 8758 $ 7,53¢€ 16.2% $ 25966 $ 21,63 20.0%
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