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PART 1. FINANCIAL INFORMATION
Item 1. Unaudited Condensed Consolidated Financial Statements
Morningstar, Inc. and Subsidiaries
Unaudited Condensed Consolidated Statements of Income
(in thousands except per share amounts)

Three Months Ended June 30
2009

Revenue

$

119,533

$

2008

132,237

Six Months Ended June 30
2009

$

236,265

$

2008

257,681

Operating expense (1):
Cost of goods sold
Development
Sales and marketing
General and administrative
Depreciation and amortization
Total operating expense

30,694
9,438
18,010
19,853
8,850
86,845

33,164
9,801
20,866
20,560
6,276
90,667

60,946
18,738
35,546
37,006
16,716
168,952

66,102
19,916
43,090
39,885
12,433
181,426

Operating income

32,688

41,570

67,313

76,255

1,742
764
2,506

2,900
38
2,938

Non-operating income (expense):
Interest income, net
Other income (expense), net
Non-operating income, net

764
1,208
1,972

1,381
(234)
1,147

Income before income taxes and equity in net income
(loss) of unconsolidated entities

34,660

42,717

69,819

79,193

Income tax expense

14,024

15,076

24,692

28,580

445

361

797

28,086

45,488

51,410

(21)

Equity in net income (loss) of unconsolidated entities
Consolidated net income

20,615

Net (income) loss attributable to the noncontrolling
interest

(71)

(87)

(335)

18

Net income attributable to Morningstar, Inc.

$

20,544

$

27,999

$

45,506

$

51,075

Net income per share attributable to Morningstar, Inc.:
Basic
Diluted

$
$

0.43
0.41

$
$

0.61
0.57

$
$

0.95
0.92

$
$

1.12
1.04

Weighted average shares outstanding:
Basic
Diluted

47,941
49,631

45,921
49,290

Three Months Ended June 30
2009

(1) Includes stock-based compensation expense of:
Cost of goods sold
Development
Sales and marketing
General and administrative
Total stock-based compensation expense

$

715
413
422
1,518
3,068

$

See notes to unaudited condensed consolidated financial statements.
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$

$

2008

528
367
379
1,695
2,969

47,661
49,385

45,572
49,150

Six Months Ended June 30
2009

$

$

1,264
767
778
2,984
5,793

$

$

2008

964
688
724
3,337
5,713
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Morningstar, Inc. and Subsidiaries
Unaudited Condensed Consolidated Balance Sheets
June 30
2009

(in thousands except share amounts)

Assets
Current assets:
Cash and cash equivalents
Investments
Accounts receivable, less allowance of $695 and $466, respectively
Deferred tax asset, net
Income tax receivable
Other
Total current assets
Property, equipment, and capitalized software, net
Investments in unconsolidated entities
Goodwill
Intangible assets, net
Other assets
Total assets
Liabilities and equity
Current liabilities:
Accounts payable and accrued liabilities
Accrued compensation
Deferred revenue
Other
Total current liabilities
Accrued compensation
Deferred tax liability, net
Other long-term liabilities
Total liabilities

$

$

$

Equity:
Morningstar, Inc. shareholders’ equity:
Common stock, no par value, 200,000,000 shares authorized, of which 48,367,477 and
47,282,958 shares were outstanding as of June 30, 2009 and December 31, 2008,
respectively
Treasury stock at cost, 225,881 shares as of June 30, 2009 and 233,332 shares as of
December 31, 2008
Additional paid-in capital
Retained earnings
Accumulated other comprehensive income (loss):
Currency translation adjustment
Unrealized gain on available-for-sale securities
Total accumulated other comprehensive loss
Total Morningstar, Inc. shareholders’ equity
Noncontrolling interest
Total equity
Total liabilities and equity
See notes to unaudited condensed consolidated financial statements.
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December 31
2008

187,099
136,096
84,146
3,766
3,261
13,469
427,837
60,367
20,150
207,113
123,675
3,683
842,825

$

27,949
27,100
133,997
31
189,077
4,449
7,606
23,279
224,411

$

$

4

$

173,891
123,686
89,537
3,538
9,193
13,891
413,736
58,822
20,404
187,242
119,812
3,924
803,940

30,071
73,012
130,270
88
233,441
3,611
7,531
23,428
268,011

4

(3,175)
412,289
209,795

(3,280)
390,404
164,289

(1,312)
434
(878)
618,035
379
618,414
842,825 $

(16,366)
481
(15,885)
535,532
397
535,929
803,940
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Morningstar, Inc. and Subsidiaries
Unaudited Condensed Consolidated Statement of Equity and Comprehensive Income (Loss)
For the Six Months Ended June 30, 2009
Morningstar, Inc. Shareholders’ Equity

(in thousands, except share amounts)
Balance as of December 31, 2008
Adoption of SFAS No. 160
Balance as of January 1, 2009
Comprehensive income:
Consolidated net income (loss)
Unrealized loss on investments, net of income
tax of $(28)
Foreign currency translation adjustment
Total comprehensive income (loss)
Issuance of common stock related to stock option
exercises and vesting of restricted stock units,
net
Stock-based compensation
Tax benefit derived from stock option exercises and
vesting of restricted stock units
Balance as of June 30, 2009

Common Stock
Shares
Par
Outstanding
Value
47,282,958 $
4 $
—
—
47,282,958
4

1,084,519

48,367,477 $

Treasury
Stock
(3,280) $
—
(3,280)

Additional
Paid-in
Capital
390,404 $
—
390,404

Retained
Earnings
164,289 $
—
164,289

—

—

—

45,506

—
—
—

—
—
—

—
—
—

—
—
45,506

—
—

105
—

11,548
5,793

—
—

—
4 $

—
(3,175) $

See notes to unaudited condensed consolidated financial statements.
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4,544
412,289 $

—
209,795 $

Accumulated
Other
Comprehensive
NonIncome
controlling
(Loss)
Interest
(15,885) $
— $
—
397
(15,885)
397
—
(47)
15,054
15,007

—
—
—
(878) $

Total
Equity
535,532
397
535,929

(18)

45,488

—
—
(18)

(47)
15,054
60,495

—
—

11,653
5,793

—
379 $

4,544
618,414
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Morningstar, Inc. and Subsidiaries
Unaudited Condensed Consolidated Statements of Cash Flows
Six Months Ended June 30
2009

(in thousands)

Operating activities
Consolidated net income
Adjustments to reconcile consolidated net income to net cash flows from operating activities:
Depreciation and amortization
Deferred income tax expense (benefit)
Stock-based compensation expense
Provision for (recovery of) bad debt
Equity in net income of unconsolidated entities
Excess tax benefits from stock option exercises and vesting of restricted stock units
Other, net
Changes in operating assets and liabilities, net of effects of acquisitions:
Accounts receivable
Other assets
Accounts payable and accrued liabilities
Accrued compensation
Income taxes — current
Deferred revenue
Deferred rent
Other liabilities
Cash provided by operating activities

$

Investing activities
Purchases of investments
Proceeds from sale of investments
Capital expenditures
Acquisitions, net of cash acquired
Other, net
Cash used for investing activities
Financing activities
Proceeds from stock options exercises
Excess tax benefits from stock option exercises and vesting of restricted stock units
Other
Cash provided by financing activities
Effect of exchange rate changes on cash and cash equivalents
Net increase in cash and cash equivalents
Cash and cash equivalents — beginning of period
Cash and cash equivalents — end of period
Supplemental disclosure of cash flow information:
Cash paid for income taxes
Supplemental information of non-cash investing and financing activities:
Unrealized gain (loss) on available-for-sale investments
See notes to unaudited condensed consolidated financial statements.
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45,488

$

2008

51,410

16,716
(956)
5,793
187
(361)
(4,544)
(752)

12,433
2,919
5,713
(11)
(797)
(17,343)
(1,099)

9,312
341
(6,012)
(45,431)
10,396
806
(286)
570
31,267

(3,222)
(1,846)
997
(28,890)
13,104
6,772
9,306
(327)
49,119

(50,273)
38,128
(6,768)
(18,571)
629
(36,855)

(46,946)
82,213
(17,354)
(51,017)
—
(33,104)

11,653
4,544
(178)
16,019

12,595
17,343
(4)
29,934

$

2,777
13,208
173,891
187,099

$

1,352
47,301
159,576
206,877

$

14,152

$

15,252

$

154

$

(75)
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MORNINGSTAR, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
1. Basis of Presentation of Interim Financial Information
The accompanying unaudited condensed consolidated financial statements of Morningstar, Inc. and subsidiaries (Morningstar, we,
our, the Company) included herein have been prepared to conform to the rules and regulations of the Securities and Exchange
Commission. The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates and assumptions that affect the reported amount of assets, liabilities, revenue, and
expenses. Actual results could differ from those estimates. In the opinion of management, the statements reflect all adjustments,
which are of a normal recurring nature, necessary to present fairly our financial position, results of operations, equity, and cash
flows. These financial statements and notes should be read in conjunction with our Consolidated Financial Statements and Notes
thereto as of December 31, 2008 included in our Annual Report on Form 10-K.
2. Summary of Significant Accounting Policies
We discuss our significant accounting policies in Note 2 of our Consolidated Financial Statements included in our Annual Report on
Form 10-K for the year ended December 31, 2008.
We adopted the following financial accounting standards effective January 1, 2009:
SFAS No. 160, Accounting and Reporting of Noncontrolling Interests in Consolidated Financial Statements, an amendment
of ARB No. 51
Statement of Financial Accounting Standards (SFAS) No. 160, Accounting and Reporting of Noncontrolling Interests in
Consolidated Financial Statements, an amendment of ARB No. 51, amends the financial accounting and reporting of
noncontrolling interests in consolidated financial statements. A noncontrolling interest is the portion of equity (net assets) in
a subsidiary not attributable, directly or indirectly, to the parent company. We conduct our business operations outside of
the United States through wholly owned or majority-owned operating subsidiaries. As a result of adopting SFAS No. 160,
the noncontrolling interest is now reported in our Consolidated Balance Sheet within equity, separately from the
shareholders’ equity attributable to Morningstar, Inc. In addition, the net income or loss and comprehensive income or loss
attributed to the Morningstar, Inc. shareholders and the noncontrolling interest are presented in our Statements of Income
and Statement of Equity and Comprehensive Income (Loss).
SFAS No. 141(R), Business Combinations
Effective January 1, 2009, SFAS No. 141(R), Business Combinations , modifies the financial accounting and reporting of
business combinations. For business combinations which occur after January 1, 2009, SFAS No. 141(R) requires the
acquirer to recognize and measure the fair value of the acquired operation as a whole, and the assets acquired and
liabilities assumed at their full fair values as of the date control is obtained, regardless of the percentage ownership in the
acquired operation or how the acquisition was achieved. With the adoption of SFAS No. 141(R), direct costs incurred in
connection with a business combination, such as finder’s fees, advisory, accounting, legal, valuation, and other
professional fees are expensed as incurred. Restructuring costs, including severance and relocation of employees of the
acquired entity, are recognized separately from the business combination as post-combination expenses unless the criteria
of SFAS No. 146 , Accounting for Costs Associated with Exit or Disposal Activities , are met on the acquisition date by the
target entity. Prior to the adoption of SFAS No. 141(R), acquisition-related costs and restructuring costs were generally
included as part of the cost of the acquired business.
In April 2009, the Financial Accounting Standards Board (FASB) issued a Final Staff Position (FSP) to amend and clarify
SFAS No. 141(R), to address application issues on recognition, measurement, and disclosure of assets and liabilities,
arising from contingencies in a business combination. This FSP is effective for assets or liabilities arising from
contingencies in business combinations for which the acquisition date is on or after January 1, 2009.
EITF Issue 08-6, Equity Method Investment Accounting Considerations
We adopted Emerging Issues Task Force (EITF) 08-6, Equity Method Investment Accounting Considerations, concurrently
with the adoption of SFAS No. 141(R) and SFAS No. 160. The intent of EITF 08-6 is to clarify the accounting for certain
transactions and impairment considerations related to equity method investments as modified by the provisions of SFAS
No. 141(R) and SFAS No. 160.
7
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We adopted the following financial accounting standards in the second quarter of 2009:
In April 2009, the FASB issued three FSPs intended to provide additional application guidance and enhance disclosures
regarding fair value measurements and impairments of securities.
1.

FSP FAS 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability Have
Significantly Decreased and Identifying Transactions That Are Not Orderly , provides guidelines for making fair value
measurements more consistent with the principles presented in SFAS No. 157, Fair Value Measurements .

2.

FSP FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial Instruments , enhances consistency
in financial reporting by increasing the frequency of fair value disclosures.

3.

FSP FAS 115-2 and FAS 124-2, Recognition and Presentation of Other-Than-Temporary Impairments , provides
additional guidance designed to create greater clarity and consistency in accounting for and presenting impairment
losses on securities.

The disclosures related to these FSPs appear in Note 6 in the Notes to our Condensed Consolidated Financial Statements.
SFAS No. 165, Subsequent Events
SFAS No. 165, Subsequent Events , establishes the accounting for and disclosure of events that occur after the balance
sheet date but before financial statements are issued or are available to be issued. It requires the disclosure of the date
through which an entity has evaluated subsequent events and the basis for that date, that is, whether that date represents
the date the financial statements were issued or were available to be issued. See Note 12 in the Notes to our Condensed
Consolidated Financial Statements for the related disclosure.
The adoption of these financial accounting standards did not have a material impact on our Condensed Consolidated Financial
Statements.
8

Table of Contents
3. Acquisitions, Goodwill, and Other Intangible Assets
2009 Acquisitions
In the second quarter of 2009, we completed four acquisitions. Cash used for these acquisitions, net of acquired cash, was
$18,671,000, and is subject to post-closing adjustments. The table below shows additional information concerning these
acquisitions:
Acquisition

Description

Date Completed

Purchase Price*

Global financial filings
database business of Global
Reports LLC
Equity research and data
business of C.P.M.S.
Computerized Portfolio
Management Services Inc.
Andex Associates, Inc.

A leading provider of online financial and Corporate
and Social Responsibility reports for publicly traded
companies around the world
C.P.M.S. tracks fundamental equity data for
approximately 4,000 securities in the United States
and Canada as well as tracks and provides brokerage
earnings estimates for Canadian equities
The company is known for its Andex Charts,
individual graphic charts detailing historical market
returns, stock index growth, inflation rates, currency
rates, and general economic conditions for the United
States dating back to 1926, and for Canada dating
back to 1950
A leading provider of multi-manager and investment
portfolio solutions in Sydney, Australia, Intech also
manages a range of single sector, alternative
strategy, and diversified investment portfolios, has
one of the leading separately managed account
databases in Australia and offers the Intech Desktop
Consultant, a research software product for
institutions

April 20, 2009

Not separately
disclosed

Intech Pty Ltd

May 1, 2009

$13.9 million

May 1, 2009

Not separately
disclosed

June 30, 2009

Not separately
disclosed

* Total purchase price less cash acquired
The following table summarizes our preliminary allocation of the purchase price to the estimated fair values of the assets acquired
and liabilities assumed at the dates of acquisition:
($000)

Cash
Accounts receivable
Other current assets
Fixed assets
Other non-current assets
Intangible assets
Goodwill
Deferred revenue
Accounts payable and accrued liabilities
Deferred tax liability – non-current
Total purchase price

$

$

1,333
2,706
135
56
334
9,876
10,380
(634)
(3,404)
(778)
20,004

The preliminary allocation includes $9,876,000 of acquired intangible assets. These assets primarily include customer-related
assets and technology-based assets, including software and databases. The deferred tax liability of $778,000 results primarily
because the amortization expense related to certain intangible assets is not deductible for income tax purposes. Approximately
$7,590,000 of the intangible assets is deductible for income tax purposes over a period of approximately 15 years from the
acquisition date.
9

Table of Contents
Goodwill of $10,380,000 represents the premium we paid over the fair value of the net tangible and intangible assets we acquired
with these four acquisitions. We paid this premium for a number of reasons, including the strategic benefits of expanding our
Canadian equity research and data offerings, expanding our international presence in the area of funds-of-funds investment
management to Australia, expanding our library of market analysis communications materials to include financial charts and
communications materials for financial advisors in Canada, and broadening our database to include a global financial filings
database. Approximately $8,182,000 of the goodwill is deductible for income tax purposes over a period of approximately 15 years
from the acquisition date.
2008 Acquisitions
In January 2008, we acquired the Hemscott data, media, and investor relations Web site businesses. We completed five additional
acquisitions throughout the remainder of 2008. The table below summarizes the acquisitions completed during 2008. We did not
make any significant changes during the first half of 2009 to the purchase price allocations compared with the preliminary estimates
existing as of December 31, 2008. Additional information concerning these acquisitions can be found in the Notes to our
Consolidated Financial Statements included in our Annual Report on Form 10-K for the year ended December 31, 2008.
Acquisition

Description

Date Completed

Hemscott data, media, and
investor relations Web site
businesses

U.K.-based operation providing more than 20
years of comprehensive fundamental data on
publicly listed companies in the United States,
Canada, the United Kingdom, and Ireland; free
and paid investment research sites and data
services; online investor relations services in the
United Kingdom
A leading provider of practice management
software for independent advisors
A leading provider of data on closed-end funds in
the United Kingdom
A leading provider of SEC filing research and alert
services
Global provider of real-time market data and
financial data workstations based in the United
Kingdom
A leading provider of fund information in South
Africa

January 9, 2008

Financial Computer
Support, Inc. (FCSI)
Fundamental Data Limited
(Fundamental Data)
10-K Wizard Technology, LLC
(10-K Wizard)
Tenfore Systems Limited
(Tenfore)
InvestData (Proprietary)
Limited (InvestData)

Purchase Price*

$51.3 million

September 2, 2008

$4.9 million

October 2, 2008

$18.6 million

December 4, 2008

$11.5 million

December 17, 2008

$19.2 million

December 29, 2008

Not separately
disclosed

* Total purchase price less cash acquired
Pro Forma Information for 2009 and 2008 Acquisitions
The following unaudited pro forma information presents a summary of our Consolidated Statements of Income for the six months
ended June 30, 2009 and 2008 as if we had completed these 10 acquisitions as of January 1 of each of these years. In calculating
the pro forma information below, we made an adjustment to include amortization expense related to the intangible assets acquired.
Six months ended
June 30, 2009

June 30, 2008

Revenue
Operating income
Net income

$
$
$

242,138
66,956
45,272

$
$
$

279,953
74,664
49,736

Basic net income per share
Diluted net income per share

$
$

0.95
0.92

$
$

1.09
1.01

10

Table of Contents
Goodwill
The following table shows the changes in our goodwill balances from January 1, 2008 to June 30, 2009:
($000)

Balance as of January 1, 2008
Acquisition of the Hemscott data, media, and investor relations Web site businesses
Acquisition of Fundamental Data
Acquisition of 10-K Wizard
Acquisition of Tenfore
Acquisition of FCSI and InvestData
Other, primarily currency translation
Balance as of December 31, 2008
Goodwill for acquisitions completed in the first six months of 2009
Other, primarily currency translation
Balance as of June 30, 2009

$

$

128,141
35,683
13,669
7,219
13,916
3,858
(15,244)
187,242
10,380
9,491
207,113

We did not record any impairment losses in the second quarter or year-to-date periods ended June 30, 2009 and June 30, 2008,
respectively.
The following table summarizes our intangible assets:
As of June 30, 2009

($000)

Gross

Intellectual property
$ 27,327 $
Customer-related assets
68,908
Supplier relationships
240
Technology-based assets
35,719
Non-competition
agreement
810
Intangible assets related
to acquisitions of FCSI,
Fund Data, Tenfore,
10-K Wizard,
InvestData, Global
Reports, C.P.M.S.,
39,176
Andex, and Intech
$ 172,180 $
Total intangible assets

As of December 31, 2008

Accumulated
Amortization

Net

(10,322) $ 17,005
(21,746)
47,162
(54)
186
(12,064)
23,655
(459)

351

(3,860)
35,316
(48,505) $ 123,675

Weighted
Average
Useful Life
(years)

Gross

Net

Weighted
Average
Useful Life
(years)

17,860
49,705
192
25,320

10
10
20
9

435

5

(662)
26,300
(36,568) $ 119,812

5
9

Accumulated
Amortization

10 $
10
20
9

26,198 $
67,325
240
34,845

(8,338) $
(17,620)
(48)
(9,525)

5

810

(375)

26,962
5
8 $ 156,380 $

We amortize intangible assets using the straight-line method over their expected economic useful lives. Amortization expense was
$10,663,000 and $8,113,000 for the six months ended June 30, 2009 and 2008, respectively.
As of June 30, 2009, we estimate that aggregate amortization expense for intangible assets will be $22,509,000 in 2009;
$21,563,000 in 2010; $20,078,000 in 2011; $19,420,000 in 2012; $17,094,000 in 2013; and $10,751,000 in 2014. Our estimates of
future amortization expense for intangible assets may be affected by changes to the preliminary purchase price allocations.
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4. Income Per Share
The numerator for both basic and diluted income per share is net income attributable to Morningstar, Inc. The denominator for basic
income per share is the weighted average number of common shares outstanding during the period. For diluted income per share,
we reflect the dilutive effect of outstanding employee stock options and restricted stock units in the denominator using the treasury
stock method. The following table shows how we reconcile our net income and the number of shares used in computing basic and
diluted income per share:
(in thousands, except per share amounts)

Basic income per share attributable to Morningstar, Inc.:
Net income attributable to Morningstar, Inc.
Weighted average common shares outstanding
Basic net income per share attributable to Morningstar, Inc.
Diluted income per share attributable to Morningstar, Inc.:
Net income attributable to Morningstar, Inc.

Three Months Ended June 30
2009

$

$

$

20,544
47,941
0.43

$

20,544

Weighted average common shares outstanding
Net effect of dilutive stock options and restricted stock units
Weighted average common shares outstanding for computing
diluted income per share
Diluted net income per share attributable to Morningstar, Inc.

$

2008

Six Months Ended June 30
2009

$

$

27,999
45,921
0.61

$

27,999

2008

$

$

45,506
47,661
0.95

$

51,075
45,572
1.12

$

45,506

$

51,075

47,941
1,690

45,921
3,369

47,661
1,724

45,572
3,578

49,631

49,290

49,385

49,150

0.41

$

0.57

$

0.92

$

1.04

5. Segment and Geographical Area Information
Beginning in 2009, we changed our organizational structure and now have two operating segments: Investment Information and
Investment Management. Previously, we organized our operations based on three audience segments: Individual, Advisor, and
Institutional. The new structure organizes our operations according to product lines and growth strategies rather than audience
segments. Under the previous segment reporting, we allocated costs for our corporate functions to each of the segments.
Beginning in 2009, we no longer allocate corporate costs to our business segments. We have changed the presentation of the 2008
segment information to conform to the current year’s presentation.
• Investment Information. The Investment Information segment includes all of our data, software, and research products and
services. These products are typically sold through subscriptions or license agreements.
The largest products in this segment based on revenue are Licensed Data; Morningstar Advisor Workstation; Morningstar.com,
including Premium memberships and Internet advertising sales; Morningstar Direct; and Morningstar Principia. Licensed Data is a
set of investment data spanning all of our investment databases and available through electronic data feeds. Advisor Workstation is
a Web-based investment planning system for advisors. Advisor Workstation is available in two editions: one for independent
financial advisors and an enterprise edition for financial advisors affiliated with larger firms. Morningstar.com includes both Premium
Memberships and Internet advertising sales. Morningstar Direct is a Web-based institutional research platform. Principia is our CDROM-based investment research and planning software for advisors.
The Investment Information segment also includes Morningstar Equity Research, which we distribute through several channels.
Our equity research has been distributed through six major investment banks to meet the requirements for independent research
under the Global Analyst Research Settlement, as well as to several other companies that purchase our research for their own use
or provide our research to their affiliated financial advisors or to individual investors.
12

Table of Contents
• Investment Management. The Investment Management segment includes all of our asset management operations, which
operate as registered investment advisors and earn more than half of their revenue from asset-based fees.
The key products and services in this segment based on revenue are Investment Consulting, which focuses on investment
monitoring and asset allocation for funds of funds, including mutual funds and variable annuities; Retirement Advice, including the
Morningstar Retirement Manager and Advice by Ibbotson platforms; and Morningstar Managed Portfolios, a fee-based
discretionary asset management service that includes a series of mutual fund, exchange-traded fund, and stock portfolios tailored
to meet a range of investment time horizons and risk levels that financial advisors can use for their clients’ taxable and tax-deferred
accounts.
Our segment accounting policies are the same as those described in Note 2 to our Consolidated Financial Statements included in
our Annual Report on Form 10-K as of December 31, 2008, except for the capitalization and amortization of internal product
development costs, amortization of intangible assets, and costs related to corporate functions. We exclude these items from our
operating segment results to provide our chief operating decision maker with a better indication of each segment’s ability to
generate cash flow. This information is one of the criteria used by our chief operating decision maker in determining how to allocate
resources to each segment. We include capitalization and amortization of internal product development costs, amortization of
intangible assets, and costs related to corporate functions in the Corporate Items category to arrive at the consolidated financial
information. Our segment disclosures include the business segment information provided to our chief operating decision maker on
a recurring basis, and therefore, we do not present balance sheet information by segment. We disclose goodwill by segment in
accordance with the requirements of SFAS No. 142, Goodwill and Other Intangible Assets .
The following tables show selected segment data for the three and six months ended June 30, 2009 and 2008:
Three months ended June 30, 2009
Investment
Information

($000)

Revenue
Operating expense, excluding stock-based compensation
expense, depreciation, and amortization
Stock-based compensation expense
Depreciation and amortization
Operating income (loss)

$

97,739

Capital expenditures

Investment
Management

$

21,794

$

57,770
1,526
1,201
37,242

$

8,126
517
89
13,062

$

1,713

$

148

Corporate Items

$

—

Total

$

119,533

$

9,031
1,025
7,560
(17,616) $

74,927
3,068
8,850
32,688

$

317

$

2,178

$
$

89,286
30,247

$

132,237

8,370
1,055
5,198
(14,623) $

81,422
2,969
6,276
41,570

U.S. revenue
Non-U.S. revenue
Three months ended June 30, 2008
Investment
Information

($000)

Revenue
Operating expense, excluding stock-based compensation
expense, depreciation, and amortization
Stock-based compensation expense
Depreciation and amortization
Operating income (loss)

$

101,580

Capital expenditures

Investment
Management

Corporate Items

$

30,657

$

60,460
1,389
1,034
38,697

$

12,592
525
44
17,496

$

$

7,574

$

1,272

$

U.S. revenue
Non-U.S. revenue
13

$

—

1,797

Total

$

10,643

$
$

99,534
32,703
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Six months ended June 30, 2009
Investment
Information

($000)

Revenue
Operating expense, excluding stock-based compensation
expense, depreciation, and amortization
Stock-based compensation expense
Depreciation and amortization
Operating income (loss)

$

193,979

Capital expenditures

Investment
Management

$

42,286

$

114,835
2,793
2,272
74,079

$

16,303
985
109
24,889

$

5,473

$

332

Corporate Items

$

—

Total

$

236,265

$

15,305
2,015
14,335
(31,655) $

146,443
5,793
16,716
67,313

$

963

$

6,768

$
$

177,434
58,831

$

257,681

16,211
2,006
10,268
(28,485) $

163,280
5,713
12,433
76,255

U.S. revenue
Non-U.S. revenue
Six months ended June 30, 2008
Investment
Information

($000)

Revenue
Operating expense, excluding stock-based compensation
expense, depreciation, and amortization
Stock-based compensation expense
Depreciation and amortization
Operating income (loss)

$

198,086

Capital expenditures

Investment
Management

Corporate Items

$

59,595

$

$

121,355
2,678
2,068
71,985

$

25,714
1,029
97
32,755

$

$

12,954

$

2,304

$

—

2,096

U.S. revenue
Non-U.S. revenue

Total

$

17,354

$
$

194,697
62,984

$

207,113

$
$

44,285
16,082

$

158,338

$
$

24,220
11,731

As of June 30, 2009
Investment
Information

($000)

Goodwill

$

175,618

Investment
Management

$

31,495

Corporate Items

$

—

U.S. long-lived assets
Non-U.S. long-lived assets

Total

As of June 30, 2008
Investment
Information

($000)

Goodwill

$

126,868

U.S. long-lived assets
Non-U.S. long-lived assets
14

Investment
Management

$

31,470

Corporate Items

$

—

Total
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6. Investments and Fair Value Measurements
We account for our investments in accordance with SFAS No. 115, Accounting for Certain Investments in Debt and Equity
Securities. We classify our investments into three categories: held-to-maturity, trading, and available-for-sale. We monitor the
concentration, diversification, maturity, and liquidity of our investment portfolio, which is primarily invested in fixed-income
securities, and classify our investment portfolio as follows:
June 30, 2009

Available-for-sale
Held-to-maturity
Trading securities
Total

$

$

128,033
4,456
3,607
136,096

December 31, 2008

$

116,867
3,497
3,322
123,686

$

Available-for-Sale: Investments not considered held-to-maturity or trading securities are classified as available-for-sale securities
and consist primarily of fixed-income securities. We record these securities at their fair value in our Consolidated Balance Sheets.
We report unrealized gains and losses for available-for-sale securities as other comprehensive income (loss), net of related income
taxes.
Held-to-maturity: Investments consist primarily of certificates of deposit based on our intent and ability to hold these securities to
maturity. We record held-to-maturity investments at amortized cost in our Consolidated Balance Sheets. The amortized cost of
these securities approximates the fair value of these investments.
Trading : Investments consist primarily of mutual fund and equity securities based on our intent to hold the securities for a short
period of time and generate profits on short-term differences in price, as well as to satisfy the requirements of one of our wholly
owned subsidiaries which is a registered broker-dealer. We record these securities at their fair value in our Consolidated Balance
Sheets and include realized and unrealized gains and losses associated with these investments as a component of our operating
income in the Consolidated Statements of Income.
The following table shows the cost, unrealized gains (losses), and fair values related to investments classified as available-for-sale
and held-to-maturity:
June 30, 2009
($000)

Available-for-sale:
Government obligations
Corporate bonds
Commercial paper
Total
Held-to-maturity:
Certificates of deposit

Cost

$

Unrealized
Gain

$

127,338 $
—
—
127,338 $

721 $
—
—
721 $

$

4,456 $

— $

Unrealized
Loss

Fair
Value

(26) $
—
—
(26) $

—

$

December 31, 2008
Unrealized
Cost
Gain

Unrealized
Loss

128,033 $
—
—
128,033 $

111,513 $
3,595
1,000
116,108 $

806 $
1
—
807 $

4,456 $

3,497 $

— $

Fair
Value

(27) $
(21)
—
(48) $

—

$

112,292
3,575
1,000
116,867

3,497

As of June 30, 2009, we did not hold any investments with unrealized losses for greater than a 12-month period. Investments with
unrealized losses for less than a 12-month period were not material to our Condensed Consolidated Balance Sheet and were not
deemed to have other than temporary declines in value.
The table below shows the cost and estimated fair value of investments classified as available-for-sale and held-to-maturity based
on their contractual maturities. The expected maturities of certain fixed-income securities may differ from their contractual maturities
because some of these holdings have call features that allow the issuers the right to prepay obligations without penalties.
($000)

Available-for-sale:
Due in one year or less
Due in one to two years
Total
Held-to-maturity:
Due in one year or less
Due in one to two years
Total

June 30, 2009
Cost

$
$

$
$
15

Fair Value

60,464
66,874
127,338

$

3,998
458
4,456

$

$

$

December 31, 2008
Cost

60,679
67,354
128,033

$

3,998
458
4,456

$

$

$

Fair Value

72,910
43,198
116,108

$

3,350
147
3,497

$

$

$

73,376
43,491
116,867

3,350
147
3,497
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Held-to-maturity investments include a $1,600,000 certificate of deposit held as collateral against two bank guarantees for our office
space lease in Australia.
Net unrealized gains on trading securities included in our Condensed Consolidated Statement of Income were $604,000 for the six
months ended June 30, 2009. Our Condensed Consolidated Statement of Income for the six months ended June 30, 2008
includes $302,000 of net unrealized losses on trading securities.
The following table shows the net realized gains (losses) arising from sales of our investments recorded in our Condensed
Consolidated Statements of Income:
Six months ended
June 30, 2009

($000)

Realized gains
Realized losses
Realized loss, net

$

June 30, 2008

9 $
(531)
(522) $

$

32
(43)
(11)

The fair value of our assets subject to fair value measurements and the necessary disclosures are as follows:
Fair Value
as of
June 30, 2009

($000)

Available-for-sale investments
Trading securities
Total

$

128,033
3,607
131,640

$

Fair Value
as of
December 31, 2008

($000)

Available-for-sale investments
Trading securities
Total
Level 1:
Level 2:
Level 3:

$
$

116,867
3,322
120,189

Fair Value Measurements as of June 30, 2009
Using Fair Value Hierarchy
Level 1
Level 2

$
$

128,033
3,607
131,640

$
$

—
—
—

$
$

Fair Value Measurements as of December 31, 2008
Using Fair Value Hierarchy
Level 1
Level 2

$
$

116,867
3,322
120,189

$
$

—
—
—

$
$

Level 3

—
—
—

Level 3

—
—
—

Valuations based on quoted prices in active markets for identical assets or liabilities that the Company has the ability to
access.
Valuations based on quoted prices in markets that are not active or for which all significant inputs are observable, either
directly or indirectly.
Valuations based on inputs that are unobservable and significant to the overall fair value measurement.
16

Table of Contents
7. Investments In Unconsolidated Entities
Our investments in unconsolidated entities consist primarily of the following:
Morningstar Japan K.K. Morningstar Japan K.K. (MJKK) develops and markets products and services customized for the Japanese
market. MJKK’s shares are traded on the Osaka Stock Exchange, “Hercules Market,” using the ticker 4765. As of June 30, 2009
and December 31, 2008, we owned approximately 34% of MJKK. We account for our investment in MJKK using the equity method.
The book value of our investment in MJKK totaled $17,848,000 and $18,083,000 as of June 30, 2009 and December 31, 2008,
respectively. The market value of our investment in MJKK was approximately ¥3.6 billion (approximately U.S. $37,448,000) as of
June 30, 2009 and ¥2.9 billion (approximately U.S. $32,536,000) as of December 31, 2008.
Morningstar Korea, Ltd . Morningstar Korea provides financial information and services for investors in South Korea. Our ownership
interest and profit- and loss-sharing interest in Morningstar Korea was 40% as of June 30, 2009 and December 31, 2008. We
account for this investment using the equity method. Our investment totaled $1,553,000 and $1,560,000 as of June 30, 2009 and
December 31, 2008, respectively.
Other Investments in Unconsolidated Entities . As of June 30, 2009 and December 31, 2008, the book value of our other
investments in unconsolidated entities totaled $749,000 and $761,000, respectively, and consist primarily of our investments in
Morningstar Danmark A/S (Morningstar Denmark) and Morningstar Sweden AB (Morningstar Sweden). Morningstar Denmark and
Morningstar Sweden develop and market products and services customized for their respective markets. Our ownership interest in
both Morningstar Denmark and Morningstar Sweden was approximately 25% as of June 30, 2009 and December 31, 2008. We
account for our investments in Morningstar Denmark and Morningstar Sweden using the equity method.
The following table shows unaudited condensed combined financial information for our investments in unconsolidated entities.
($000)

Three months ended June 30
2009

Revenue
Operating income
Net income

$
$
$

7,429
1,044
804

$
$
$

2008

10,042
1,780
1,424

Six months ended June 30
2009

$
$
$

15,304
1,835
1,445

$
$
$

2008

30,784
3,406
2,553

In April 2008, MJKK sold one of its subsidiaries. The information for the six months ended June 30, 2008 includes the financial
results of this subsidiary.
8. Stock-Based Compensation
Stock-Based Compensation Plans
Our 2004 Stock Incentive Plan (the 2004 Plan) provides for grants of options, stock appreciation rights, restricted stock units, and
performance shares. Prior to adopting the 2004 Plan, we granted stock options under various plans, including the 1993 Stock
Option Plan, the 2000 Morningstar Stock Option Plan, and the 2001 Morningstar Stock Option Plan (collectively, the Prior Plans).
The 2004 Plan amends and restates the Prior Plans. Under the 2004 Plan, we will not grant any additional options under any of the
Prior Plans, and any shares subject to an award under any of the Prior Plans that are forfeited, canceled, settled, or otherwise
terminated without a distribution of shares, or withheld by us in connection with the exercise of options or in payment of any
required income tax withholding, will not be available for awards under the 2004 Plan. As of June 30, 2009, we had approximately
2,200,000 shares available for future grants under our 2004 Plan. All of our employees and our non-employee directors are eligible
for awards under the 2004 Stock Incentive Plan. Joe Mansueto, our chairman and chief executive officer, does not participate in the
2004 Stock Incentive Plan or Prior Plans.
Under the 2004 Plan, we have granted stock options and, beginning in 2006, restricted stock units. Stock options granted under the
2004 Plan generally vest ratably over a four-year period and expire 10 years after the date of grant. Almost all of the options
granted under the 2004 Plan have a premium feature in which the exercise price increases over the term of the option at a rate
equal to the 10-year Treasury bond yield as of the date of grant. Restricted stock units represent the right to receive a share of
Morningstar common stock when that unit vests. Restricted stock units granted under the 2004 Plan generally vest ratably over a
four-year period. For restricted stock units granted through December 31, 2008, employees could elect to defer receipt of the
Morningstar common stock issued upon vesting of the restricted stock unit.
Options granted under the Prior Plans generally vest over a four-year period and were substantially all vested as of June 30, 2009;
however, because the options under the Prior Plans expire 10 years after the date of grant, some options granted under these
plans remain outstanding as of June 30, 2009.
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In February 1999, we entered into an Incentive Stock Option Agreement and a Nonqualified Stock Option Agreement under the
1999 Incentive Stock Option Plan (the 1999 Plan) with Don Phillips, an officer of Morningstar. Under these agreements, we granted
Don options to purchase 1,500,000 shares of common stock at an exercise price of $2.77 per share, equal to the fair value at the
grant date. These options were fully vested and expired in February 2009. The 30,576 options outstanding as of December 31,
2008 were exercised in 2009, prior to the expiration date.
Accounting for Stock-Based Compensation Awards
In accordance with SFAS No. 123(R), Stock Based Compensation , we estimate forfeitures of all employee stock-based awards
and recognize compensation cost only for those awards expected to vest. We determine forfeiture rates based on historical
experience. Estimated forfeitures are adjusted to actual forfeiture experience as needed.
The following table summarizes stock-based compensation expense:
($000)

Three months ended June 30
2009

Stock-based compensation expense

$

3,068

$

2008

2,969

Six months ended June 30
2009

$

5,793

$

2008

5,713

The income tax benefit related to the stock-based compensation expense above was $967,000 and $1,113,000 for the three
months ended June 30, 2009 and 2008, respectively, and $1,834,000 and $2,004,000 for the six months ended June 30, 2009 and
2008, respectively.
Restricted Stock Units
We measure the fair value of our restricted stock units on the date of grant based on the closing market price of the underlying
common stock on the day prior to grant. We amortize that value to stock-based compensation expense, net of estimated forfeitures,
ratably over the vesting period. The total grant date fair value of restricted stock units granted in the first six months of 2009 was
approximately $13,291,000. As of June 30, 2009, the total amount of unrecognized stock-based compensation expense related to
restricted stock units was approximately $28,204,000. We expect to recognize this expense over an average period of
approximately 36 months.
The following table summarizes restricted stock unit activity in the first six months of 2009:

Restricted Stock Units (RSUs)

RSUs outstanding—December 31, 2008
Granted
Vested
Vested but deferred
Forfeited
RSUs outstanding—June 30, 2009

Unvested

494,500
348,236
(121,942)
(17,561)
(9,292)
693,941
18

Vested but
Deferred

22,024
—
—
17,561
—
39,585

Total

516,524 $
348,236
(121,942)
—
(9,292)
733,526

Weighted
Average
Grant Date Value
per RSU

55.17
38.17
54.74
—
52.84
46.94
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Stock Options
The following tables summarize stock option activity in the first six months of 2009 for our various stock option grants. The first
table includes activity for options granted at an exercise price below the fair value per share of our common stock on the grant date;
the second table includes activity for all other option grants.
Weighted
Average
Exercise
Price

Underlying
Shares

Options Granted At an Exercise Price Below the Fair Value Per Share on the Grant Date

Options outstanding—December 31, 2008
Canceled
Exercised
Options outstanding—June 30, 2009

1,110,652 $
(175)
(237,233)
873,244

Options exercisable—June 30, 2009

873,119

$

17.06
Weighted
Average
Exercise
Price

Underlying
Shares

All Other Option Grants, Excluding Activity Shown Above

15.33
15.14
10.19
17.06

Options outstanding—December 31, 2008
Canceled
Exercised
Options outstanding—June 30, 2009

2,942,706 $
(2,754)
(757,206)
2,182,746

15.14
21.99
13.89
15.71

Options exercisable—June 30, 2009

2,159,818

15.47

$

The total intrinsic value (difference between the market value of our stock on the date of exercise and the exercise price of the
option) of options exercised during the six months ended June 30, 2009 and 2008 was $25,041,000 and $82,224,000, respectively.
The table below shows additional information for options outstanding and options exercisable as of June 30, 2009:
Options Outstanding

Range of Exercise Prices

$8.57 - $14.70
$17.79 - $40.26
$8.57 - $40.26

Outstanding
Shares

Options Exercisable

Weighted
Average
Remaining
Contractual
Life (years)

Weighted
Average
Exercise
Price

Aggregate
Intrinsic
Value
($000)

Exercisable
Shares

1,646,233
1,386,704
3,032,937

1,646,376
1,409,614
3,055,990

2.04 $
5.71
3.73

12.18 $ 47,827
28,954
20.67
16.09 $ 76,781

3,053,862

3.73 $

16.08 $ 76,776

Weighted
Average
Remaining
Contractual
Life (years)

2.04 $
5.70
3.71

Weighted
Average
Exercise
Price

Aggregate
Intrinsic
Value
($000)

12.18 $ 47,822
28,903
20.37
15.93 $ 76,725

Vested or Expected to Vest:

$8.57 - $40.26

The aggregate intrinsic value in the table above represents the total pretax intrinsic value, based on our closing stock price of
$41.23 on June 30, 2009, which would have been received by the option holders had all option holders exercised their options as of
that date.
As of June 30, 2009, the total amount of unrecognized stock-based compensation expense related to non-vested stock options was
approximately $114,000. We expect to recognize this expense over a weighted average period of approximately five months.
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9. Related Party Transactions
In February 1999, in conjunction with the expiration of options granted under the 1989 Nonqualified Stock Option Plan, we entered
into a Deferred Compensation Agreement (the Agreement) with Don Phillips, an officer of Morningstar. Under the terms of the
Agreement, on any date that Don exercises the right to purchase shares under the 1999 Plan, we shall pay to him $2.69 per share
in the form of cash or, at our election, shares of common stock. Our obligation to pay deferred compensation will not be increased
by any imputed interest or earnings amount.
As of December 31, 2008, our Condensed Consolidated Balance Sheet included a liability of $82,000 for the Agreement. This
amount was paid to Don in the first six months of 2009 in accordance with the Agreement.
10. Income Taxes
The following table shows our effective income tax rate for the three and six months ended June 30, 2009 and 2008:
($000)

Income before income taxes and equity in net income
(loss) of unconsolidated entities
Equity in net income (loss) of unconsolidated entities
Net (income) loss attributable to the noncontrolling
interest
Total
Income tax expense
Effective tax rate

Three months ended June 30
2009

$

$
$

34,660
(21)

$

(71)
34,568
$
14,024
$
40.6%

2008

42,717
445

Six months ended June 30
2009

$

(87)
43,075
$
15,076
$
35.0%

69,819
361

$

18
70,198
$
24,692
$
35.2%

2008

79,193
797
(335)
79,655
28,580
35.9%

Our effective tax rate increased by 5.6 percentage points in the second quarter of 2009. A deposit penalty of $3,500,000, which
decreased pre-tax income and which is not deductible for tax purposes, accounted for 3.7 percentage points of the increase. Yearto-date, our effective tax rate decreased to 35.2% from 35.9% in 2008. The year-to-date effective tax rate reflects the impact from
the first quarter of 2009 of reversing a $1,420,000 reserve for uncertain tax positions as a result of a lapse in the statute of
limitations and the reversal in the second quarter of 2009 of $635,000 of reserves due to settlements and other audit activity. These
non-cash benefits contributed approximately 3 percentage points of the decrease in the effective tax rate in the year-to-date period.
This reduction in our effective tax rate was partially offset by the impact of the non-deductible deposit penalty expense, which
increased our effective tax rate by approximately 2 percentage points in the year-to-date period.
We conduct business globally and as a result, we file income tax returns in U.S. Federal, state, local, and foreign jurisdictions. In
the normal course of business we are subject to examination by tax authorities throughout the world. The open tax years for our
U.S. Federal tax return include the years 2005 to the present. Most of our state tax returns have open tax years from 2005 to the
present. In non-U.S. jurisdictions, the statute of limitations generally extends to years prior to 2003.
As of June 30, 2009, our Consolidated Balance Sheet includes a current liability of $1,356,000 and a non-current liability of
$3,796,000 for unrecognized tax benefits. As of December 31, 2008, our Consolidated Balance Sheet includes a current liability of
$3,983,000 and a non-current liability of $3,756,000 for unrecognized tax benefits. These amounts include interest and penalties,
less any associated tax benefits. The decrease in the liability from December 31, 2008 primarily reflects the reversal of $2,055,000
of reserves for uncertain tax positions, which reduced our effective tax rate.
We are currently being audited by the U.S. federal and various state and local tax authorities in the United States as well as the tax
authorities in certain non-U.S. jurisdictions. It is likely that the examination phase of some of these audits will conclude in 2009. It is
not possible to estimate the impact of current audits on previously recorded unrecognized tax benefits.
Our effective income tax rate reflects the fact that we are not recording an income tax benefit related to losses recorded by certain
of our non-U.S. operations. The net operating losses (NOLs) may become deductible in certain non-U.S. tax jurisdictions to the
extent these non-U.S. operations become profitable. In the year certain non-U.S. entities record a loss, we do not record a
corresponding tax benefit, thus increasing our effective tax rate. For each of our operations, we evaluate whether it is more likely
than not that the tax benefits related to NOLs will be realized. As part of this evaluation, we consider evidence such as tax planning
strategies, historical operating results, forecasted taxable income, and recent financial performance. Upon determining that it is
more likely than not that the NOLs will be realized, we reduce the tax valuation allowances related to these NOLs, which results in a
reduction to our income tax expense and our effective tax rate in the period.
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11. Contingencies
Estimated Penalties Related to the Timing of Deposits for Taxes Withheld on Non-Qualified Stock Option Exercises
In the second quarter of 2009, we recorded an operating expense of $3,500,000 for estimated penalties related to the timing of
deposits for taxes withheld on stock option exercises from 2006 through June 30, 2009. We recorded this operating expense and
the related liability in accordance with SFAS No. 5, Accounting for Contingencies . For some companies, including Morningstar, it
is common practice for taxes withheld on stock-based compensation to be paid with the company’s regularly scheduled payroll
deposit. This approach, however, does not technically comply with Internal Revenue Service guidelines concerning deposits of
taxes withheld in connection with stock-based compensation, which generally require that if a company’s cumulative deposit liability
for all compensation exceeds $100,000, the tax withholding must be deposited by the following business day. Transactions related
to stock-based compensation frequently cause companies to exceed this threshold outside of their regularly scheduled payroll
cycles, thus triggering the accelerated deposit rules. The subject of tax deposit penalties is part of an ongoing IRS audit that began
in 2009. We have since increased the frequency of deposits for taxes withheld on stock option exercises.
NewRiver, Inc.
In January 2009, NewRiver, Inc. filed a lawsuit in the Superior Court of the Commonwealth of Massachusetts against
Morningstar, Inc. alleging that Morningstar inappropriately accessed a database containing SEC-filed mutual fund disclosure
documents. In February 2009, the case was removed to the United States District Court for the District of Massachusetts. NewRiver
seeks, among other things, a permanent injunction preventing Morningstar from accessing NewRiver’s Prospectus Express “Webbased data warehouse,” and unspecified damages. While Morningstar is vigorously contesting the claims against it, we cannot
predict the outcome of the proceeding.
Morningstar Associates, LLC Subpoenas from the Securities and Exchange Commission, the New York Attorney General’s Office,
and the Department of Labor
Securities and Exchange Commission
In February 2005, Morningstar Associates, LLC, a wholly owned subsidiary of Morningstar, Inc., received a request from the SEC
for the voluntary production of documents relating to the investment consulting services the company offers to retirement plan
providers, including fund lineup recommendations for retirement plan sponsors. In July 2005, the SEC issued a subpoena to
Morningstar Associates that was virtually identical to its February 2005 request.
Subsequently, the SEC focused on disclosure relating to an optional service offered to retirement plan sponsors (employers) that
select 401(k) plan services from ING, one of Morningstar Associates’ clients. In response to the SEC investigation, ING and
Morningstar Associates revised certain documents for plan sponsors to further clarify the roles of ING and Morningstar Associates
in providing that service. The revisions also help reinforce that Morningstar Associates makes its selections only from funds
available within ING’s various retirement products.
In January 2007, the SEC notified Morningstar Associates that it ended its investigation, with no enforcement action, fines, or
penalties.
New York Attorney General’s Office
In December 2004, Morningstar Associates received a subpoena from the New York Attorney General’s office seeking information
and documents related to an investigation the New York Attorney General’s office is conducting. The request is similar in scope to
the SEC subpoena described above. Morningstar Associates has provided the requested information and documents.
In January 2007, Morningstar Associates received a Notice of Proposed Litigation from the New York Attorney General’s office. The
Notice centers on the same issues that became the focus of the SEC investigation described above. The Notice gave Morningstar
Associates the opportunity to explain why the New York Attorney General’s office should not institute proceedings. Morningstar
Associates promptly submitted its explanation and has cooperated fully with the New York Attorney General’s office.
We cannot predict the scope, timing, or outcome of this matter, which may include the institution of administrative, civil, injunctive,
or criminal proceedings, the imposition of fines and penalties, and other remedies and sanctions, any of which could lead to an
adverse impact on our stock price, the inability to attract or retain key employees, and the loss of customers. We also cannot
predict what impact, if any, this matter may have on our business, operating results, or financial condition.
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United States Department of Labor
In May 2005, Morningstar Associates received a subpoena from the United States Department of Labor, seeking information and
documents related to an investigation the Department of Labor is conducting. The Department of Labor subpoena is substantially
similar in scope to the SEC and New York Attorney General subpoenas.
In January 2007, the Department of Labor issued a request for additional documents pursuant to the May 2005 subpoena, including
documents and information regarding Morningstar Associates’ retirement advice products for plan participants. Morningstar
Associates continues to cooperate fully with the Department of Labor.
We cannot predict the scope, timing, or outcome of this matter, which may include the institution of administrative, civil, injunctive,
or criminal proceedings, the imposition of fines and penalties, and other remedies and sanctions, any of which could lead to an
adverse impact on our stock price, the inability to attract or retain key employees, and the loss of customers. We also cannot
predict what impact, if any, these matters may have on our business, operating results, or financial condition.
12. Subsequent Events
We evaluated events for potential recognition and disclosure in the Condensed Consolidated Financial Statements and Notes
thereto presented in this Quarterly Report on Form 10Q through August 4, 2009, the date the financial statements were issued.
13. Recently Issued Accounting Pronouncements
In June 2009, the FASB issued the following accounting pronouncements:
•

SFAS No. 166, Accounting for Transfers of Financial Assets, an amendment of FASB Statement 140, and
SFAS No.167, Amendments to FASB Interpretation No. 46(R)
These accounting pronouncements change the way entities account for transfers of financial assets and determine what
entities must be consolidated. The most significant amendment resulting from SFAS No. 166 consists of the removal of the
concept of a Qualifying Special-Purpose Entity (QSPE) from SFAS No. 140.
SFAS No. 167 addresses the effects of eliminating the QSPE concept from SFAS No. 140 and responds to concerns about the
application of certain key provisions of FASB Interpretation No. 46(R), Consolidation of Variable Interest Entities (FIN 46(R)) ,
including concerns over the transparency of enterprises’ involvement with Variable Interest Entities (VIEs).
For Morningstar, both SFAS No. 166 and SFAS No.167 will be effective beginning January 1, 2010. We are in the process of
determining the impact, if any, these accounting pronouncements will have on our Consolidated Financial Statements.

•

SFAS No. 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting
Principles—a replacement of FASB Statement No. 162
The FASB’s Accounting Standards Codification (ASC) will become the source of authoritative U.S. accounting and reporting
standards for nongovernmental entities, in addition to guidance issued by the SEC. The Codification reorganizes the thousands
of U.S. GAAP pronouncements into roughly 90 accounting topics and displays all topics using a consistent structure. It also
includes relevant SEC guidance that follows the same topical structure in separate sections in the Codification. SFAS No. 168
is the final standard that will be issued by FASB in the current form. For Morningstar, this Statement will be applied beginning
with our financial statements for the quarter and year-to-date period ended September 30, 2009. We are in the process of
determining the impact this accounting pronouncement will have on our Consolidated Financial Statement disclosures.
22

Table of Contents
Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations
The discussion included in this section, as well as other sections of this Quarterly Report on Form 10-Q, contains forward-looking
statements as that term is used in the Private Securities Litigation Reform Act of 1995. These statements are based on our current
expectations about future events or future financial performance. Forward-looking statements by their nature address matters that
are, to different degrees, uncertain, and often contain words such as “may,” “could,” “expect,” “intend,” “plan,” “seek,” “anticipate,”
“believe,” “estimate,” “predict,” “potential,” or “continue.” These statements involve known and unknown risks and uncertainties that
may cause the events we discuss not to occur or to differ significantly from what we expect. For us, these risks and uncertainties
include, among others, general industry conditions and competition, including the current global financial crisis that began in 2007;
the impact of market volatility on revenue from asset-based fees; damage to our reputation resulting from claims made about
possible conflicts of interest; liability for any losses that result from an actual or claimed breach of our fiduciary duties; financial
services industry consolidation; a prolonged outage of our database and network facilities; challenges faced by our non-U.S.
operations; and the availability of free or low-cost investment information.
A more complete description of these risks and uncertainties can be found in our other filings with the SEC, including our Annual
Report on Form 10-K for the year ended December 31, 2008. If any of these risks and uncertainties materialize, our actual future
results may vary significantly from what we expect. We do not undertake to update our forward-looking statements as a result of
new information or future events.
All dollar and percentage comparisons, which are often accompanied by words such as “increase,” “decrease,” “grew,” “declined,”
“was up,” “was down,” “was flat,” or “was similar” refer to a comparison with the same period in the prior year unless otherwise
stated.
Understanding our Company
Our Business
Our mission is to create great products that help investors reach their financial goals. We offer an extensive line of Internet,
software, and print-based products for individual investors, financial advisors, and institutional clients. We also offer asset
management services for advisors, institutions, and retirement plan participants. Many of our products are sold through
subscriptions or license agreements. As a result, we typically generate recurring revenue.
We emphasize a decentralized approach to running our business to create a culture of responsibility and accountability. Beginning
in 2009, we changed our segment reporting to focus on two operating segments: Investment Information, which includes all of our
data, software, and research products and services, and Investment Management, which includes our asset management
operations.
Historically, we have focused primarily on organic growth by introducing new products and services and expanding our existing
products. However, we have made and expect to continue to make selective acquisitions that support our five key growth
strategies, which are:
•
•
•
•
•

Enhance our position in each of our key market segments by focusing on our three major Internet-based platforms;
Become a global leader in funds-of-funds investment management;
Continue building thought leadership in independent investment research;
Create a premier global investment database; and
Expand our international brand presence, products, and services.

Industry Overview
We monitor developments in the economic and financial information industry on an ongoing basis and use these insights to help
inform our company strategy, product development plans, and marketing initiatives.
The U.S. equity market generally showed strong performance in the second quarter of 2009, reversing direction from continued
negative returns in the first quarter. Morningstar’s U.S. Market Index, a broad market benchmark, was up 16.6% during the quarter
and 4.3% for the first half of 2009. Total U.S. mutual fund assets increased to $10.0 trillion as of June 30, 2009 based on data from
the Investment Company Institute (ICI), compared with $9.2 trillion as of March 31, 2009. Many stock and bond funds experienced
net inflows as the market turned up during the quarter.
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Despite the more positive market environment, alternative asset classes, such as hedge funds, continued to show mixed results. In
aggregate, hedge funds included in Morningstar’s database, excluding funds of hedge funds, experienced net outflows of about $53
billion for the year-to-date period through May 31, 2009.
Assets in exchange-traded funds (ETFs) increased to $590 billion as of June 2009, compared with $578 billion as of June 2008,
based on data from the ICI.
Based on data from Nielsen/Net Ratings, aggregate page views and pages viewed per visit for financial and investment sites were
both up slightly compared with the second quarter of 2008, while the number of unique users was similar to levels shown in the
second quarter of 2008. Although page views to Morningstar.com declined year over year because of reduced traffic to several
areas of the site, the site continued to perform well based on metrics such as pages viewed per visit and time spent per visit.
Market weakness and economic uncertainty continued to weigh on the global advertising market. Some industry researchers,
including ZenithOptimedia and GroupM, have revised their forecasts for global advertising sales to project continued downturns in
2009. Although online advertising has held up better than other areas as advertisers have continued to shift spending from
traditional media to the Internet, we believe that spending trends in the financial services area remain under pressure. Some
industry surveys indicate that many investment management firms plan to continue reducing their marketing budgets in 2009.
Overall, we remain cautious because of the difficult market environment, which has persisted in the wake of the financial crisis that
began in 2008. Despite the recent upturn in the U.S. equity market, we believe asset management firms and other financial
services companies continue to carefully scrutinize their spending levels, creating additional pricing pressure and increasing the
time required to close new business and renewals. On the positive side, however, we believe some of the uncertainty in the
financial services sector began easing during the first half of the year.
Three and Six Months Ended June 30, 2009 vs. Three and Six Months Ended June 30, 2008
Consolidated Results
Key Metrics ($000)

Revenue
Operating income
Operating margin

Three Months Ended June 30
2009
2008

$

Cash provided by (used for)
investing activities
Cash provided by financing activities
Cash provided by operating
activities
Capital expenditures
Free cash flow

119,533 $
32,688
27.3%
(26,652)
12,913

$
$

39,589 $
(2,178)
37,411 $

132,237
41,570
31.4%
4,859
18,217
47,742
(10,643)
37,099

Change

Six Months Ended June 30
2009

2008

Change

(9.6)% $
(21.4)%
(4.1)pp

236,265 $
67,313
28.5%

257,681
76,255
29.6%

(8.3)%
(11.7)%
(1.1)pp

NMF
(29.1)%

(36,855)
16,019

(33,104)
29,934

11.3%
(46.5)%

49,119
(17,354)
31,765

(36.3)%
(61.0)%
(22.9)%

(17.1)% $
(79.5)%
0.8% $

31,267 $
(6,768)
24,499 $

NMF — not meaningful
pp — percentage points
We define free cash flow as cash provided by or used for operating activities less capital expenditures. We present free cash flow
solely as supplemental disclosure to help investors better understand how much cash is available after we spend money to operate
our business. Our management team uses free cash flow to evaluate the performance of our business. Free cash flow is not a
measure of performance set forth under U.S. generally accepted accounting principles (GAAP). Also, the free cash flow definition
we use may not be comparable to similarly titled measures used by other companies.
Because we’ve made several acquisitions in recent years, comparing our financial results from year to year is complex. To make it
easier for investors to compare our results in different periods, we provide information on both organic revenue, which reflects our
underlying business excluding acquisitions, and revenue from acquisitions. We include an acquired operation as part of our
revenue from acquisitions for 12 months after we complete the acquisition. After that, we include it as part of our organic revenue.
Consolidated organic revenue (revenue excluding acquisitions and the impact of foreign currency translations) is considered a nonGAAP financial measure. The definition of organic revenue we use may not be the same as similarly titled measures used by
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other companies. Organic revenue should not be considered an alternative to any measure of performance as promulgated under
GAAP.
The table below shows the period in which we included each acquired operation in revenue from acquisitions.
Acquisition

Hemscott data, media, and investor relations Web site
businesses
Financial Computer Support, Inc.
Fundamental Data Limited
10-K Wizard Technology, LLC
Tenfore Systems Limited
InvestData (Proprietary) Limited
Global financial filings database business of Global
Reports LLC
Equity research and data business of C.P.M.S.
Computerized Portfolio Management Services Inc.
Andex Associates, Inc.

Revenue from Acquisitions
Three Months Ended June 30, 2009

Six Months Ended June 30, 2009

—

January 1 through January 8, 2009

April 1 through June 30, 2009
April 1 through June 30, 2009
April 1 through June 30, 2009
April 1 through June 30, 2009
April 1 through June 30, 2009
April 20 through June 30, 2009

January 1 through June 30, 2009
January 1 through June 30, 2009
January 1 through June 30, 2009
January 1 through June 30, 2009
January 1 through June 30, 2009
April 20 through June 30, 2009

May 1 through June 30, 2009

May 1 through June 30, 2009

May 1 through June 30, 2009

May 1 through June 30, 2009

Intech was acquired on June 30, 2009. Intech’s operations are not included in our revenue from acquisitions for the three and six
months ended June 30, 2009.
Consolidated Revenue
In the second quarter of 2009, our consolidated revenue decreased 9.6% to $119.5 million. Revenue for the first half of the year fell
8.3% to $236.3 million. The majority of the revenue decline was driven by our Investment Consulting business, which suffered
because of the market downturn over the past year, as well as the impact of one client not renewing when its contract expired in the
fourth quarter of 2008, and to a lesser extent by another client not renewing when its contract expired in May 2009. Currency
movements also had a significant negative effect as the U.S. dollar appreciated against most other major currencies during the
quarter, offsetting the positive impact of additional revenue from acquisitions. Acquisitions contributed about 5 percentage points to
our consolidated revenue growth, but the impact of foreign currency translations reduced revenue by about 4 percentage points.
The table below reconciles consolidated revenue with organic revenue (revenue excluding acquisitions and the impact of foreign
currency translations):
Three Months Ended June 30
2009
2008

($000)

Consolidated revenue
Less: acquisitions
Unfavorable impact of foreign
currency translations
Organic revenue

$

$

Change

Six Months Ended June 30
2009
2008

Change

119,533 $
(6,732)

132,237
—

(9.6)% $
NMF

236,265 $
(12,660)

257,681
—

(8.3)%
NMF

5,031
117,832

—
132,237

NMF
(10.9)% $

10,728
234,333

—
257,681

NMF
(9.1)%

$

$

The table below shows our consolidated revenue by segment for the three and six months ended June 30, 2009 and June 30,
2008:

Revenue by Segment ($000)

Investment Information
Investment Management
Consolidated revenue

Three Months Ended June 30
2009
2008
% of
Amount
total
Amount

$

97,739
21,794
$ 119,533

81.8% $ 101,580
18.2
30,657
100.0% $ 132,237

% of
total

Six Months Ended June 30
2009
% of
Amount
total

76.8% $ 193,979
23.2
42,286
100.0% $ 236,265

2008
Amount

82.1% $ 198,086
17.9
59,595
100.0% $ 257,681

% of
total

76.9%
23.1
100.0%

Morningstar has two operating segments: Investment Information and Investment Management. The Investment Information
segment includes all of our data, software, and research products and services. These products and services are typically sold
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through subscriptions or license agreements. The Investment Management segment includes all of our asset management
operations, which operate as registered investment advisors and earn more than half of their revenue from asset-based fees.
While revenue for the Investment Information segment was down slightly in the second quarter of 2009, revenue in the Investment
Management segment was down about 29% for the same period. Investment Consulting was by far the most significant driver
behind the revenue decline. We had lower revenue from asset-based fees as assets under advisement declined to $56.1 billion
from $99.1 billion. The majority of the asset decline reflects the loss of two contracts, and the remaining portion of the decline was
mainly driven by the market downturn over most of the past 12 months.
Revenue from international operations decreased $2.5 million, or 7.5%, to $30.2 million in the second quarter of 2009. Acquisitions
contributed $4.9 million of additional revenue outside the United States, but that was offset by the unfavorable impact of foreign
currency translations, which reduced international revenue by $5.0 million. Excluding acquisitions and the impact of foreign
currency translations, international revenue decreased approximately 7.1%.
Revenue from international operations decreased $4.2 million, or 6.6%, to $58.8 million in the first half of 2009. Acquisitions
contributed $8.9 million of additional revenue outside the United States, but this additional revenue was offset by the unfavorable
impact of foreign currency translations, which reduced international revenue by $10.7 million. Excluding acquisitions and the impact
of foreign currency translations, international revenue decreased approximately 3.6%.
International organic revenue (international revenue excluding acquisitions and the impact of foreign currency translations) is
considered a non-GAAP financial measure. The definition of international organic revenue we use may not be the same as similarly
titled measures used by other companies. International organic revenue should not be considered an alternative to any measure of
performance as promulgated under GAAP. The tables below present a reconciliation from international revenue to international
organic revenue (international revenue excluding acquisitions and the impact of foreign currency translations):
($000)

International revenue
Less: acquisitions
Unfavorable impact of foreign
currency translations
International organic revenue

Three Months Ended June 30
2009
2008

$

$

Change

Six Months Ended June 30
2009
2008

Change

30,247 $
(4,902)

32,703
—

(7.5)% $
NMF

58,831 $
(8,854)

62,984
—

(6.6)%
NMF

5,031
30,376

—
32,703

NMF
(7.1)% $

10,728
60,705

—
62,984

NMF
(3.6)%

$

$

Consolidated Operating Expense
($000)

Operating expense
% of revenue

Three Months Ended June 30
2009
2008

$

86,845 $
72.7%

90,667
68.6%

Change

Six Months Ended June 30
2009
2008

(4.2)% $
4.1pp

168,952 $
71.5%

181,426
70.4%

Change

(6.9)%
1.1pp

In the second quarter of 2009, our consolidated operating expense decreased $3.9 million, or 4.2%. For the first six months of
2009, operating expense decreased $12.4 million, or 6.9%. To better align operating expense with revenue in a challenging
business environment, we took a number of steps to reduce costs beginning in 2008, with the largest cutbacks effective January 1,
2009. We changed our bonus plan in 2009 to reduce bonus expense, our single largest discretionary cost. As a result, bonus
expense was down about $8.6 million in the second quarter of 2009 and $16.0 million in the first half of 2009.
We also suspended matching contributions to our 401(k) program in the United States, which reduced operating expense by about
$1.3 million in the second quarter and $4.1 million in the first half of 2009. In addition, we reduced discretionary spending in
advertising and marketing as well as travel. Advertising and marketing costs declined by $1.1 million in the second quarter of 2009
and $3.4 million in the first half of 2009 compared with the same periods a year ago. We’ve been carefully evaluating spending in
this area and cutting back on programs that don’t generate positive returns. In addition, we discontinued three publications
previously published in the first half of the year, which contributed to lower marketing expense earlier in the year. Travel costs were
about $0.8 million lower in the quarter and $1.6 million lower in the first half of the year compared with the prior-year periods.
Partially offsetting these cost reductions was a $3.5 million operating expense we recorded for estimated penalties we may incur
related to the timing of deposits for taxes withheld on stock-option exercises from 2006 through June 30, 2009. The expense
impacted each of our operating expense categories, with approximately half recorded as general and administrative expense. For
some companies, including Morningstar, it is common practice for taxes withheld on stock-based compensation to be paid with the
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company’s regularly scheduled payroll deposit. This approach, however, does not technically comply with Internal Revenue Service
guidelines concerning deposits of taxes withheld in connection with stock-based compensation, which generally require that if a
company’s cumulative deposit liability for all compensation exceeds $100,000, the tax withholding must be deposited by the
following business day. Transactions related to stock-based compensation frequently cause companies to exceed this threshold
outside of their regularly scheduled payroll cycles, thus triggering the accelerated deposit rules. The subject of tax deposit penalties
is part of an ongoing IRS audit that began in 2009. We believe our approach was reasonable and the potential penalties are
excessive considering our long record of making tax deposit payments with our regularly scheduled semi-monthly payroll. We have
since increased the frequency of deposits for taxes withheld on stock option exercises.
We also had additional costs related to acquisitions in the second quarter of 2009, including a $1.4 million increase in amortization
expense. We completed five acquisitions in the second half of 2008 and four in the first half of 2009. Because of the timing of these
acquisitions, our results for the second quarter and first half of 2009 include operating expense that did not exist in the same
periods last year. Headcount and salary expense also increased year over year, partly because of incremental employees added
through acquisitions. We had approximately 2,510 employees worldwide as of June 30, 2009, a 21.8% increase from the same
period a year ago and a 6.0% increase compared with March 31, 2009. Headcount grew year over year mainly from acquisitions
and continued hiring in our development center in China. We added approximately 180 employees from acquisitions over the 12
months ending June 30, 2009.
Cost of Goods Sold
($000)

Cost of goods sold
% of revenue
Gross profit
Gross margin

Three Months Ended June 30
2009

$
$

30,694 $
25.7%
88,839 $
74.3%

2008

Change

33,164
25.1%
99,073
74.9%

Six Months Ended June 30
2009

(7.4)% $
0.6pp
(10.3)% $
(0.6)pp

60,946 $
25.8%
175,319 $
74.2%

2008

66,102
25.7%
191,579
74.3%

Change

(7.8)%
0.1pp
(8.5)%
(0.1)pp

Cost of goods sold is our largest category of operating expense, accounting for more than one-third of our total operating expense
in both 2009 and 2008. Our business relies heavily on human capital, and cost of goods sold includes the compensation expense
for employees who produce our products and services.
Cost of goods sold was down $2.5 million in the second quarter and $5.2 million in the first half of 2009, with the entire decline
driven by lower bonus expense.
Our second-quarter 2009 gross margin decreased slightly to 74.3%, compared with 74.9% in the second quarter of 2008. The yearto-date gross margin was about in line with same period in 2008.
Development Expense
($000)

Development expense
% of revenue

Three Months Ended June 30
2009
2008

$

9,438 $
7.9%

9,801
7.4%

Change

(3.7)%
0.5pp

Six Months Ended June 30
2009
2008

$

18,738 $
7.9%

19,916
7.7%

Change

(5.9)%
0.2pp

Development expense decreased $0.4 million in the second quarter of 2009 and $1.2 million in the first six months of 2009. While
compensation expense rose because of higher headcount, the increase was more than offset by lower bonus expense. As a
percentage of revenue, development expense increased modestly in the second quarter and first half of 2009.
Sales and Marketing Expense
($000)

Sales and marketing expense
% of revenue

Three Months Ended June 30
2009
2008

$

18,010 $
15.1%

20,866
15.8%

Change

Six Months Ended June 30
2009
2008

(13.7)% $
(0.7)pp

35,546 $
15.0%

43,090
16.7%

Change

(17.5)%
(1.7)pp

Sales and marketing expense decreased $2.9 million in the second quarter of 2009 and $7.6 million in the first six months of 2009.
About 40% of the decline reflects lower spending on advertising and marketing, which we reduced from higher levels in 2008
because of the challenging business environment. In 2009, we also discontinued three of the publications we previously published
in the first quarter of each year— Morningstar Funds 500 , Morningstar Stocks 500 , and Morningstar ETFs 150— and therefore
didn’t incur costs to promote these publications. This contributed to the decline in the first six months of 2009. Lower bonus
expense and other compensation costs also contributed to lower sales and marketing expense in the second quarter.
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As a percentage of revenue, sales and marketing expense decreased 0.7 percentage points in the second quarter and 1.7
percentage points in the first six months of 2009.
General and Administrative Expense
($000)

General and administrative expense
% of revenue

Three Months Ended June 30
2009
2008

$

19,853 $
16.6%

20,560
15.5%

Change

(3.4)%
1.1pp

Six Months Ended June 30
2009
2008

$

37,006 $
15.7%

39,885
15.5%

Change

(7.2)%
0.2pp

General and administrative expense decreased $0.7 million in the second quarter of 2009 and $2.9 million in the first six months of
2009. Most of the decline reflects lower bonus expense. Decreases in other compensation costs, travel, and other general and
administrative costs also contributed to lower expense in this area, but to a lesser extent. These cost reductions were partially
offset by the estimated tax deposit penalty discussed in more detail on pages 26 and 27, which contributed $1.8 million to general
and administrative expense in the second quarter of 2009.
As a percentage of revenue, general and administrative expense increased 1.1 percentage points in the second quarter of 2009
and 0.2 percentage points in the first six months of 2009.
Depreciation and Amortization Expense
($000)

Depreciation expense
Amortization expense
Total depreciation and amortization
expense
% of revenue

Three Months Ended June 30
2009
2008

$

3,309
5,541

$

$

8,850 $
7.4%

Change

Six Months Ended June 30
2009
2008

2,185
4,091

51.4% $
35.4%

6,053
10,663

6,276
4.7%

41.0% $
2.7pp

16,716 $
7.1%

$

Change

4,320
8,113

40.1%
31.4%

12,433
4.8%

34.4%
2.3pp

Depreciation and amortization expense rose $2.6 million in the second quarter of 2009 and $4.3 million in the first six months of
2009, primarily from incremental amortization expense of intangible assets related to acquisitions made in 2008 and the first half of
2009. As a percentage of revenue, depreciation and amortization increased 2.7 percentage points in the second quarter and 2.3
percentage points in the first half of the year.
We expect that amortization of intangible assets will be an ongoing cost for the remaining life of the assets. Based on acquisitions
completed through June 30, 2009, we estimate that aggregate amortization expense for intangible assets will be $22.5 million in
2009. Our estimates of future amortization expense for intangible assets may be affected by changes to the preliminary purchase
price allocations associated with the acquisitions we made in 2008 and 2009.
Stock-Based Compensation Expense
($000)

Stock-based compensation expense
% of revenue

Three Months Ended June 30
2009
2008

$

3,068 $
2.6%

2,969
2.2%

Change

3.3%
0.4pp

Six Months Ended June 30
2009
2008

$

5,793 $
2.5%

5,713
2.2%

Change

1.4%
0.3pp

Stock-based compensation expense was about on par with 2008 levels in the second quarter and first half of 2009. It increased
slightly as a percentage of revenue compared with the same periods in 2008.
We include stock-based compensation expense in each of our operating expense categories. We began granting restricted stock
units (RSUs) in May 2006 and made additional grants in 2007, 2008, and 2009, primarily in the second quarter of each year. We
recognize the expense related to RSUs over the vesting period, which is generally four years.
We determine stock-based compensation expense in accordance with Statement of Financial Accounting Standards (SFAS)
No. 123 (Revised 2004), Share-Based Payment (SFAS No. 123(R)). We estimate forfeitures of all stock-based awards and
recognize compensation cost only for those awards expected to vest. We determine forfeiture rates based on historical experience.
We typically adjust estimated forfeitures to actual forfeiture experience in the second quarter, which is when most of our larger
equity grants typically vest. In the second quarter of 2009 and 2008, we recorded approximately $0.3 million and $0.2 million,
respectively, of additional stock-based compensation expense as a result of these adjustments.
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Based on grants made through June 30, 2009, we anticipate that stock-based compensation expense will be $11.6 million in
2009. This amount is subject to change based on additional equity grants or changes in our estimated forfeiture rate related to
these grants.
Bonus Expense
($000)

Bonus expense
% of revenue

Three Months Ended June 30
2009
2008

$

3,548 $
3.0%

12,182
9.2%

Change

Six Months Ended June 30
2009
2008

(70.9)% $
(6.2)pp

8,738 $
3.7%

24,719
9.6%

Change

(64.7)%
(5.9)pp

Bonus expense, which we include in each of our operating expense categories, declined $8.6 million in the second quarter and
$16.0 million in the first half of 2009. Most of this reduction reflects the changes we made to our bonus program for 2009 as part of
our efforts to better align our cost structure with revenue in the challenging business environment. The significant reduction in
bonus expense also reflects a slowdown in our financial performance in 2009 compared with 2008.
The size of our bonus pool varies each year based on a number of items, including changes in full-year operating income relative to
the previous year and other factors. We review and update our estimates and the bonus pool size quarterly. We record bonus
expense throughout the year and pay out annual bonuses to employees in the first quarter.
As a percentage of revenue, bonus expense declined by 6.2 percentage points in the second quarter and 5.9 percentage points in
the first six months of 2009.
Consolidated Operating Income
($000)

Operating income
% of revenue

Three Months Ended June 30
2009
2008

$

32,688 $
27.3%

41,570
31.4%

Change

Six Months Ended June 30
2009
2008

(21.4)% $
(4.1)pp

67,313 $
28.5%

76,255
29.6%

Change

(11.7)%
(1.1)pp

Consolidated operating income decreased $8.9 million in the second quarter of 2009 and $9.0 million in the first six months of
2009. Although we reduced operating expense in several areas with the cost-savings initiatives implemented at the beginning of the
year, we also had incremental expense from recent acquisitions as well as a $3.5 million operating expense for estimated penalties
related to the timing of deposits for taxes withheld on stock option exercises. Operating margin declined by about 4 percentage
points for the second quarter and 1 percentage point for the first half of 2009. The deposit penalty represented 2.9 and 1.5
percentage points of the margin decline in the second quarter and first half of 2009, respectively.
Consolidated Free Cash Flow
We define free cash flow as cash provided by or used for operating activities less capital expenditures. Free cash flow is
considered a non-GAAP financial measure. The definition of free cash flow we use may not be the same as similarly titled
measures used by other companies and should not be considered an alternative to any measure of performance as promulgated
under GAAP.
We generated positive free cash flow in both the second quarter of 2009 and the year-to-date periods. Our free cash flow of $37.4
million in the second quarter of 2009 reflects cash provided by operating activities of $39.6 million and capital expenditures of $2.2
million. Free cash flow of $24.5 million in the first six months of 2009 reflects cash provided by operating activities of $31.3 million
and capital expenditures of $6.8 million. Free cash flow generated in the second quarter offset the negative free cash flow
generated in the first quarter of 2009. Our cash flow from operations is typically stronger in the second quarter compared with the
first quarter because we pay annual bonuses early in the year.
Free cash flow increased $0.3 million in the second quarter of 2009, as an $8.4 million decrease in capital expenditures was
partially offset by an $8.1 million decrease in cash flow provided by operating activities. In the year-to-date period, free cash flow
decreased $7.2 million, reflecting a $17.8 million decrease in cash provided by operating activities partially offset by a $10.6 million
decrease in capital expenditures.
In the second quarter of 2008, operating cash flow included a $5.9 million benefit from tenant improvement allowances related to
the construction of our new corporate headquarters in Chicago. This benefit did not recur in the second quarter of 2009.
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The increase of $9.6 million for bonus payments was the primary factor contributing to the decline in operating cash flow in the first
half of 2009. We made bonus payments of $58.9 million in the first quarter of 2009, compared with $49.3 million in the first quarter
of 2008. Bonuses paid in the first quarter of 2009 included $10.0 million in payments deferred from 2007. We revised our bonus
program in January 2009 and no longer defer payment of a portion of bonuses recorded in the prior year. In addition, in the first six
months of 2008, operating cash flow included a $9.3 million benefit from tenant improvement allowances related to the construction
of our new corporate headquarters. This benefit did not recur in the first half of 2009. Excess tax benefits have a positive impact on
cash provided by financing activities with an equal, but offsetting, impact on cash from operations. Excess tax benefits declined
$12.8 million in the first half of 2009, primarily reflecting a reduction in the number of options exercised and lower average stock
prices on the exercise dates.
Capital expenditures decreased $8.4 million in the quarter and $10.6 million in the year-to-date period mainly because of the timing
of payments related to our new corporate headquarters.
To provide investors with additional insight into our financial results, we provide a comparison between the increase in consolidated
net income and the change in operating cash flow:
($000)

Consolidated net income
Adjustments to reconcile consolidated net
income to net cash flows from operating
activities:
Excess tax benefits in accordance with
SFAS No. 123(R)
Depreciation and amortization expense
Stock-based compensation expense
All other non-cash items included in net
income
Changes in operating assets and liabilities,
net of effects of acquisitions:
Cash paid for bonuses
Cash paid for income taxes
Accounts receivable
Deferred revenue
Income taxes — current
Accrued compensation
Deferred rent
Other assets
Accounts payable and accrued liabilities
All other
Cash provided by operating activities

Three Months Ended June 30
2009
2008

$

$

20,615 $

28,086

Change

$

Six Months Ended June 30
2009
2008

(7,471) $

45,488

$

51,410

Change

$

(5,922)

(4,194)
8,850
3,068

(11,376)
6,276
2,969

7,182
2,574
99

(4,544)
16,716
5,793

(17,343)
12,433
5,713

12,799
4,283
80

(821)

(1,509)

688

(1,882)

1,012

(2,894)

—
(13,487)
9,143
(3,254)
12,501
9,608
(130)
(10)
(1,901)
(399)
39,589 $

—
(13,195)
2,484
(2,449)
19,197
13,040
5,923
121
(1,773)
(52)
47,742 $

—
(292)
6,659
(805)
(6,696)
(3,432)
(6,053)
(131)
(128)
(347)
(8,153) $

(58,867)
(14,152)
9,312
806
24,548
13,436
(286)
341
(6,012)
570
31,267 $

(49,253)
(15,252)
(3,222)
6,772
28,356
20,363
9,306
(1,846)
997
(327)
49,119 $

(9,614)
1,100
12,534
(5,966)
(3,808)
(6,927)
(9,592)
2,187
(7,009)
897
(17,852)

In the quarter and, to a greater extent, in the year-to-date period, the decline in cash flow from operations exceeded the decline in
net income. Tenant improvement allowances of $5.9 million and $9.3 million received in connection with the build-out of our new
headquarters benefited cash flow in the second quarter and first six months of 2008, respectively, but did not recur in 2009. The
tenant improvement allowance received in 2008 is being amortized as a reduction in office lease expense over the lease term and
will be deducted from net income to arrive at cash flow provided by operating activities. The $9.6 million increase in bonuses paid in
the first quarter of 2009 compared with the first quarter of 2008 also contributed to the divergence between net income and cash
from operations in the year-to-date period. These items were partially offset by the impact of excess tax benefits related to our
stock-based compensation.
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Segment Results
Key Metrics ($000)

Revenue
Investment Information
Investment Management
Consolidated revenue
Operating income (loss)
Investment Information
Investment Management
Intangible amortization and corporate
depreciation expense
Corporate unallocated
Consolidated operating income

Three Months Ended June 30
2009
2008

$
$

$

$

Operating margin
Investment Information
Investment Management
Consolidated operating margin

97,739
21,794
119,533

$

37,242
13,062

$

$

(7,560)
(10,056)
32,688 $

38.1%
59.9%
27.3%

Change

Six Months Ended June 30
2009
2008

101,580
30,657
132,237

(3.8)%
(28.9)%
(9.6)%

$

38,697
17,496

(3.8)%
(25.3)%

$

(5,198)
(9,425)
41,570

45.4%
6.7%
(21.4)%

38.1%
57.1%
31.4%

$

$

—
2.8pp
(4.1)pp

193,979
42,286
236,265

$

74,079
24,889

$

$

(14,335)
(17,320)
67,313 $

38.2%
58.9%
28.5%

Change

198,086
59,595
257,681

(2.1)%
(29.0)%
(8.3)%

71,985
32,755

2.9%
(24.0)%

(10,268)
(18,217)
76,255

39.6%
(4.9)%
(11.7)%

36.3%
55.0%
29.6%

1.9pp
3.9pp
(1.1)pp

Investment Information Segment
The Investment Information segment includes all of our data, software, and research products and services, which are typically sold
through subscriptions or license agreements.
The largest products in this segment based on revenue are Morningstar Licensed Data; Morningstar Advisor Workstation;
Morningstar.com, including Premium memberships and Internet advertising sales; Morningstar Direct; and Morningstar Principia.
Licensed Data is a set of investment data spanning all of our investment databases and available through electronic data feeds.
Advisor Workstation is a Web-based investment planning system for advisors. Advisor Workstation is available in two editions: one
for independent financial advisors and an enterprise edition for financial advisors affiliated with larger firms. Morningstar.com
includes both Premium Memberships and Internet advertising sales. Morningstar Direct is a Web-based institutional research
platform. Principia is our CD-ROM-based investment research and planning software for advisors.
The Investment Information segment also includes Morningstar Equity Research, which we distribute through several channels.
Our equity research has been distributed through six major investment banks to meet the requirements for independent research
under the Global Analyst Research Settlement, as well as to several other companies that purchase our research for their own use
or provide our research to their affiliated financial advisors or to individual investors.
In 2003 and 2004, 12 leading Wall Street investment banks agreed to a $1.5 billion settlement (the Global Analyst Research
Settlement) with the Securities and Exchange Commission (SEC), the New York Attorney General, and other securities regulators
to resolve allegations of undue influence of investment banking interests on securities research. Approximately $450 million of the
$1.5 billion in fines that the investment banks agreed to pay in the settlement was designated for independent research over a fiveyear period. Each firm involved in the settlement was required to provide research from at least three providers of independent
research that were not engaged in the investment banking industry. The period covered by the Global Analyst Research Settlement
expired at the end of July 2009. The investment banks covered by it are no longer required to provide independent investment
research to their clients. For further discussion about this issue, see Item 1A—Risk Factors in our Annual Report on Form 10-K for
the year ended December 31, 2008.
We also offer a variety of financial communications and newsletters, real-time data, and investment indexes.
In the first six months of 2009 and 2008, this segment represented 82.1% and 76.9%, respectively, of our consolidated revenue.
Key Metrics ($000)

Revenue
Operating income
Operating margin (%)

Three Months Ended June 30
2009
2008

$
$

97,739 $
37,242 $
38.1%

101,580
38,697
38.1%

Change

(3.8)%
(3.8)%
—

Six Months Ended June 30
2009
2008

$
$

193,979 $
74,079 $
38.2%

198,086
71,985
36.3%

Change

(2.1)%
2.9%
1.9pp

In the second quarter of 2009, revenue decreased 3.8% to $97.7 million. Acquisitions contributed $6.7 million of revenue. Excluding
the impact of acquisitions, revenue declined $10.6 million, primarily reflecting the unfavorable impact of currency translation and
lower revenue in many of our product lines. In the first half of 2009, revenue decreased 2.1% to $194.0 million, with acquisitions
contributing $12.7 million.
One of the primary drivers of the decline in revenue in both the second quarter and first six months of 2009 was Morningstar.com.

Negative trends in Internet advertising drove almost all of the decrease in this product’s revenue. Subscriptions for Morningstar.com
Premium service declined by 18,891, to 160,936 as of June 30, 2009, compared with 179,827 as of June 30, 2008. Subscriptions
declined by 16,582 in the first six months of 2009 compared with 177,518 as of December 31, 2008 because general market
weakness continued to negatively impact subscriber growth and new trials. However, we moderately increased
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subscription prices for Premium Membership in both January 2009 and 2008, which partly offset lower revenue from the
subscription decline.
Revenue from our Investment Research products also declined in the second quarter and first half of 2009, primarily because of
lower revenue from publications, including newsletters and books. In the first quarter of 2009, we discontinued three of the print
publications we previously published in the first quarter of each year: the Morningstar Funds 500 , Morningstar Stocks 500 , and
Morningstar ETFs 150 . Lower advertising revenue from publications sold in Australia also contributed to the decline. Revenue from
the annual Morningstar Investment Conference held in the second quarter was down compared with the prior-year period, although
to a lesser extent than publications.
Slightly offsetting the year-to-date decrease was revenue from Morningstar Equity Research, which primarily includes revenue
related to the Global Analyst Research Settlement (GARS). GARS-related revenue accounted for approximately 5.6% of our
Investment Information segment revenue and 4.6% of our consolidated revenue in the first half of 2009. As mentioned above, the
period covered by GARS expired at the end of July 2009, and the banks covered by it are no longer required to provide
independent research to their clients. We expect our post-settlement equity research revenue to be significantly lower beginning in
the second half of 2009. For further discussion, see Item 1A—Risk Factors in our Annual Report on Form 10-K for the year ended
December 31, 2008.
Revenue growth in Advisor Software products partially offset the revenue declines discussed above. The growth was primarily from
Morningstar Advisor Workstation. The number of U.S. licenses for Morningstar Advisor Workstation increased to 152,971 as of
June 30, 2009 compared with 151,874 as of December 31, 2008, but decreased compared with 154,269 as of June 30, 2008.
Beginning in 2009, Morningstar no longer includes the Site Builder product as part of Advisor Workstation. (The number of Advisor
Workstation licenses reported in 2008 has been adjusted to reflect this change. We discuss this change in more detail in the
Reclassifications section on page 37.)
The decline in users over the past year primarily reflects a client that migrated to our Site Builder product. The decline in licenses
did not adversely impact revenue growth because some contracts include unlimited usage, and revenue is not tied to the number of
client users. In addition, we expanded some existing contracts to include additional functionality, which increased the contract value
without changing the number of users. This revenue growth was slightly offset by lower revenue from Principia. Principia revenue
was down in the second quarter and first half of 2009. Principia subscriptions totaled 38,378 as of June 30, 2009, a 15% decrease
from 45,219 as of June 30, 2008. The decline partly reflects clients migrating from Principia to Advisor Workstation, but also reflects
a lower retention rate as the economic environment weakened during the latter part of 2008 and continued in the first half of 2009.
Revenue from our data products, primarily Licensed Data, also increased in the second quarter and first half of 2009, although by a
smaller amount. Licensed Data continued to benefit from expanded sales efforts in Europe and other markets outside the United
States, as well as continued strength in the United States. The number of licenses for Morningstar Direct grew 18% to 3,171
worldwide as of June 30, 2009, compared with 2,683 as of June 30, 2008.
In the second quarter of 2009, operating income for the Investment Information segment decreased $1.5 million, or 3.8%, and
increased $2.1 million, or 2.9%, for the first half of 2009.
Operating expense decreased $2.4 million and $6.2 million in the second quarter and first half of 2009, respectively, as cost
reductions for discretionary expense such as bonuses, advertising, and marketing were partially offset by additional operating
expense from acquisitions. Bonus expense declined $3.7 million in the quarter and $6.6 million year to date. Most of this reduction
reflects the changes we made to our bonus program for 2009 as part of our efforts to better align our cost structure with revenue in
the challenging business environment. Other compensation-related expense was down, primarily because we suspended matching
contributions to our 401(k) plan in the United States, reducing operating expense by about $0.9 million in this segment in the
second quarter and $2.5 million in the first half of 2009.
Sales and marketing costs decreased in the second quarter and the first half of 2009, with the magnitude greater in the first three
months of the year. Most of the decline reflects lower spending on advertising and marketing and lower travel costs, which we
pared back because of the challenging business environment. In 2009, we also discontinued three of the publications we previously
published in the first quarter of each year— M orningstar Funds 500 , Morningstar Stocks 500 , and Morningstar ETFs 150— and
therefore didn’t incur costs to promote these publications in the first half of 2009.
Our Investment Information segment operating margin was flat in the second quarter and improved 1.9 percentage points in the
first six months of 2009. Operating expense reductions including lower bonus expense, advertising, and marketing as a percentage
of revenue outpaced the revenue decline. This margin expansion was partially offset by the impact of acquisitions in the quarter
and year-to-date periods.
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Investment Management Segment
The Investment Management segment includes all of our asset management operations, which operate as registered investment
advisors and earn more than half of their revenue from asset-based fees.
The key products and services in this segment based on revenue are Investment Consulting, which focuses on investment
monitoring and asset allocation for funds of funds, including mutual funds and variable annuities; Retirement Advice, including the
Morningstar Retirement Manager and Advice by Ibbotson platforms; and Morningstar Managed Portfolios, a fee-based
discretionary asset management service that includes a series of mutual fund and exchange-traded fund portfolios tailored to meet
a range of investment time horizons and risk levels that financial advisors can use for their clients’ taxable and tax-deferred
accounts.
In the first six months of 2009 and 2008, this segment represented 17.9% and 23.1%, respectively, of our consolidated revenue.
Key Metrics ($000)

Revenue
Operating income
Operating margin (%)

Three Months Ended June 30
2009
2008

$
$

21,794 $
13,062 $
59.9%

30,657
17,496
57.1%

Six Months Ended June 30
2009
2008

Change

(28.9)%
(25.3)%
2.8pp

$
$

42,286 $
24,889 $
58.9%

Change

59,595
32,755
55.0%

(29.0)%
(24.0)%
3.9pp

Although revenue declined across all products in the Investment Management segment, Investment Consulting, which has been a
leading contributor to revenue growth in recent years, accounted for approximately three-fourths of the segment’s revenue decline
in both the quarter and first six months of 2009. Our Investment Consulting business suffered because of the market decline over
the past year, as well as the impact of one client not renewing when its contract expired in the fourth quarter of 2008, and to a
lesser extent by another client not renewing when its contract expired in May 2009. Combined, these contracts represented about
$17 million of revenue in 2008.
We provided advisory services on approximately $56.1 billion in assets as of June 30, 2009, compared with approximately $66.2
billion as of December 31, 2008 and approximately $99.1 billion as of June 30, 2008. These totals include consulting relationships
as well as agreements where we act as a portfolio construction manager for a mutual fund or variable annuity and receive a basispoint fee. We also provide Investment Consulting services for some assets under management for which we receive a flat fee.
Excluding changes related to contract cancellations or renewals, changes in the value of assets under advisement can come from
two primary sources: gains or losses related to overall trends in market performance, and net inflows or outflows caused when
investors add to or redeem shares from these portfolios.
Total assets under advisement for Investment Consulting declined approximately 43% compared with June 30, 2008, as assets
under advisement from Morningstar Associates declined 67.7% and assets under advisement from Ibbotson Associates decreased
about 14%. The majority of the asset decline reflects the loss of two contracts discussed in more detail above, and the remaining
portion of the decline was mainly driven by the market downturn over most of the past 12 months. As a result of the two contract
losses, assets under advisement for Morningstar Associates declined more than the market compared with the prior-year period.
Retirement Advice revenue was also down in the second quarter and first half of 2009, although to a lesser extent. Assets under
management for Retirement Advice declined to $12.5 billion as of June 30, 2009 compared with $14.6 billion in the same period a
year ago, but were up slightly compared with $11.0 billion as of December 31, 2008.
As of June 30
Assets under advisement for Investment Consulting ($ billions)

2009

Ibbotson Associates
Morningstar Associates
Total

$
$

38.6
17.5
56.1

2008

$
$

45.0
54.1
99.1

As of June 30
Assets under management in managed retirement accounts ($ billions)

2009

Advice by Ibbotson
Morningstar Retirement Manager
Total

$
$

11.3
1.2
12.5

2008

$
$

13.4
1.2
14.6

Morningstar Managed Portfolios also contributed to the segment’s revenue decline in the second quarter and first half of 2009,
although to a much lesser extent than Investment Consulting. Assets under management for Morningstar Managed Portfolios fell to
$1.7 billion as of June 30, 2009, compared with $2.1 billion as of June 30, 2008, reflecting the general market weakness over
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most of the past year. Assets under management were up slightly in the first six months of 2009 compared with $1.6 billion as of
December 31, 2008.
Operating expense in the segment decreased $4.5 million, or 33.7%, in the second quarter of 2009 and decreased $9.4 million, or
35.2%, in the first six months of 2009. The decrease was primarily because of lower bonus and other compensation-related
expense, partially as a result of suspending our 401(k) matching contributions in the United States.
Operating margin was 59.9% in the second quarter of 2009 and 58.9% for the first six months of 2009. With operating expense
declining more than revenue in this segment, our operating margin increased 2.8 percentage points in the second quarter of 2009
and 3.9 percentage points in the first six months of 2009. Lower bonus expense, as a percentage of revenue, was the main driver
of the margin improvement in both periods.
Corporate Items
We do not allocate corporate costs to our business segments. The corporate items category also includes amortization expense
related to intangible assets recorded when we allocate the purchase price of acquisitions. The table below shows the components
of corporate items that impacted our consolidated operating income:
Key Metrics ($000)

Amortization expense
Depreciation expense
Corporate unallocated
Corporate items

Three Months Ended June 30
2009
2008

$

$

5,541
2,019
10,056
17,616

$

4,091
1,107
9,425
14,623

$

Change

Six Months Ended June 30
2009
2008

35.4% $
82.4 %
6.7%
20.5% $

10,663
3,672
17,320
31,655

$

$

Change

8,113
2,155
18,217
28,485

31.4%
70.4 %
(4.9)%
11.1%

Amortization of intangible assets increased $1.4 million in the second quarter of 2009 and $2.6 million in the first half of 2009,
reflecting incremental amortization expense related to our 2008 and 2009 acquisitions. Based on acquisitions completed through
June 30, 2009, we estimate that aggregate amortization expense for intangible assets will be $22.5 million in 2009. Some of the
purchase price allocations are preliminary, and the values assigned to intangible assets and the associated amortization expense
may be affected by changes to these preliminary purchase price allocations.
Depreciation expense increased $0.9 million in the second quarter of 2009 and $1.5 million in the first half of 2009. In the fourth
quarter of 2008, we relocated to our new corporate headquarters, resulting in higher depreciation expense compared with the prioryear period.
Corporate unallocated increased $0.7 million in the second quarter of 2009 and decreased $0.9 million in the first six months of
2009. Included in our Corporate segment results is a $3.5 million operating expense for estimated penalties related to the timing of
deposits for taxes withheld on stock-option exercises from 2006 through June 30, 2009. The estimated deposit penalty was partially
offset by lower bonus and other compensation-related expense in the second quarter. The decline in costs in this category for the
first half of 2009 was primarily from lower bonus expense, other compensation-related expense, and travel expense, partially offset
by the estimated deposit penalty.
Equity in Net Income (Loss) of Unconsolidated Entities, Non-Operating Income, and Income Tax Expense
Equity in Net Income (Loss) of Unconsolidated Entities
($000)

Three Months Ended June 30
2009

2008

Equity in net income (loss) of unconsolidated entities

$

445 $

(21) $

Six Months Ended June 30
2009

361

$

2008

797

Equity in net income (loss) of unconsolidated entities includes our portion of the net income (loss) of Morningstar Japan K.K.
(MJKK), Morningstar Korea, Ltd., Morningstar Danmark A/S, and Morningstar Sweden AB. In the second quarter and first half of
2009 and 2008, equity in net income (loss) of unconsolidated entities was primarily from our position in MJKK. We describe our
investments in unconsolidated entities in more detail in Note 7 of the Notes to our Unaudited Condensed Consolidated Financial
Statements.
Non-Operating Income
The following table presents the components of net non-operating income:
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($000)

Interest income, net
Other income (expense), net
Non-operating income, net

Three Months Ended June 30
2009

$
$

764
1,208
1,972

$
$

2008

Six Months Ended June 30
2009

1,381 $
(234)
1,147 $

1,742
764
2,506

$
$

2008

2,900
38
2,938

Net interest income mainly reflects interest from our investment portfolio. Net interest income decreased $0.6 million in the second
quarter of 2009 and $1.2 million in the first half of 2009 as a result of lower returns on our investment balances.
Other income (expense) primarily represents foreign currency exchange gains and losses arising from the ordinary course of
business related to our U.S. and non-U.S. operations. It also includes royalty income from MJKK and realized gains and losses
from our investment portfolio. The larger income in the second quarter and first half of 2009 was driven by net foreign currency
exchange gains.
Income Tax Expense
The following table summarizes the components of our effective tax rate:
($000)

Income before income taxes and equity in net income (loss) of
unconsolidated entities
Equity in net income (loss) of unconsolidated entities
Net (income) loss attributable to the noncontrolling interest
Total
Income tax expense
Effective tax rate

Three Months Ended June 30
2009

$

$
$

34,660 $
(21)
(71)
34,568 $
14,024 $
40.6%

2008

Six Months Ended June 30
2009
2008

42,717 $
445
(87)
43,075 $
15,076 $
35.0%

69,819 $
361
18
70,198 $
24,692 $
35.2%

79,193
797
(335)
79,655
28,580
35.9%

Our effective tax rate increased by 5.6 percentage points in the second quarter of 2009. A deposit penalty of $3.5 million, which
decreased pre-tax income and which is not deductible for tax purposes, accounted for 3.7 percentage points of the increase. Year
to date, our effective tax rate decreased to 35.2% from 35.9% in 2008. The year-to-date effective tax rate reflects the impact from
the first quarter of 2009 of reversing a $1.4 million reserve for uncertain tax positions as a result of a lapse in the statute of
limitations and the reversal in the second quarter of 2009 of $0.6 million of reserves due to settlements and other audit activity.
These non-cash benefits contributed approximately 3 percentage points of the decrease in the effective tax rate in the year-to-date
period. This reduction in our effective tax rate was partially offset by the impact of the non-deductible deposit penalty expense,
which increased our effective tax rate by approximately 2 percentage points in the year-to-date period.
As of June 30, 2009, our Consolidated Balance Sheet includes a current liability of $1.4 million and a non-current liability of $3.8
million for unrecognized tax benefits. As of December 31, 2008, our Consolidated Balance Sheet included a current liability of $4.0
million and a non-current liability of $3.8 million for unrecognized tax benefits. These amounts include interest and penalties, less
any associated tax benefits. The decrease in the liability from December 31, 2008 primarily reflects the reversal of approximately
$2.0 million of reserves for uncertain tax positions discussed in the previous paragraph.
We are currently being audited by the U.S. federal and various state and local tax authorities in the United States as well as the tax
authorities in certain non-U.S. jurisdictions. It is likely that the examination phase of some of these audits will conclude in 2009. It is
not possible to estimate the impact of current audits on previously recorded unrecognized tax benefits.
Liquidity and Capital Resources
We believe our available cash balances and investments, along with cash generated from operations, will be sufficient to meet our
operating and cash needs for the foreseeable future. We invest our cash reserves in cash equivalents and investments, consisting
primarily of fixed-income securities. We maintain a conservative investment policy for our investments and invest a portion of these
assets in municipal securities with high-quality stand-alone credit ratings. The ongoing effects of the financial crisis, which have
continued into 2009, have heightened our application of a conservative investment policy, emphasizing principal preservation.
Investments in our portfolio have a maximum maturity of two years; the weighted average maturity is approximately one year.
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We intend to use our cash, cash equivalents, and investments for general corporate purposes, including for working capital and for
funding future growth. To date we have not needed to access any significant commercial credit and have not attempted to borrow
or establish any lines of credit.
Cash and Cash Equivalents
As of June 30, 2009, we had cash, cash equivalents, and investments of $323.2 million, an increase of $25.6 million compared with
December 31, 2008. This increase mainly reflects cash provided by operating activities and proceeds received from employee
stock option exercises, partially offset by cash used for acquisitions and capital expenditures.
Cash Provided by Operating Activities
Our main source of capital is cash generated from operating activities. We typically pay bonuses in the first quarter of the year. As a
result, cash flow from operations in the first quarter tends to be lower compared with subsequent quarters.
In the first six months of 2009, cash provided by operating activities was $31.3 million, a decrease of $17.8 million compared with
cash provided by operating activities of $49.1 million in the first six months of 2008. The decrease mainly reflects an increase of
$9.6 million in bonus payments and a $9.6 million reduction related to tenant improvement allowances.
We paid $58.9 million in annual bonus payments in the first quarter of 2009, compared with $49.3 million in the prior-year period.
The bonuses paid in 2009 included approximately $48.9 million of bonus expense recorded in 2008 and approximately $10.0
million of bonus payments deferred from 2007. In accordance with bonus program revisions adopted in January 2009, we are not
deferring payments on any bonus expense recorded for 2008.
Tenant improvement allowances of $9.3 million, received in connection with the build-out of our new headquarters, benefited cash
flow in the first six months of 2008 but did not recur in 2009. The tenant improvement allowance received in 2008 is being
amortized as a reduction in office lease expense over the lease term and will be deducted from net income to arrive at cash flow
provided by operating activities.
Cash Used for Investing Activities
Cash used for investing activities consists primarily of cash used for acquisitions; purchases of investments, net of proceeds from
the sale of investments; and capital expenditures. The level of investing activities can vary from period to period depending on the
level of activity in these three categories. In the first half of 2009, cash used for investing activities was $36.9 million, compared with
$33.1 million in the same period in 2008.
Cash used for acquisitions, net of cash acquired, was $18.6 million in the first half of 2009. We completed four acquisitions in the
second quarter of 2009. In comparison, cash used for acquisitions, net of cash acquired, was $51.0 million in the first half of 2008,
reflecting our acquisition of the Hemscott data, media, and investor relations Web site businesses in January 2008.
Purchases of investments, net of proceeds from the sale of investments, were $12.2 million in the first half of 2009 as we
transferred cash balances in excess of our immediate needs into investments with longer maturities. In contrast, in the first half of
2008, the proceeds from the sales of investments exceeded the purchases of investments by $35.3 million. As of June 30, 2009
and December 31, 2008, we had investments, consisting primarily of fixed-income securities, of $136.1 million and $123.7 million,
respectively. As of June 30, 2009, our investments represented approximately 42% of our total cash, cash equivalents, and
investments balance, consistent with the levels as of December 31, 2008.
Capital expenditures were $6.8 million in the first half of 2009, a decrease of $10.6 million, compared with $17.4 million in the first
half of 2008. In both periods, the amounts were almost entirely composed of capital expenditures for our new headquarters in
Chicago. We expect to make capital expenditures of approximately $12 million in 2009, significantly lower than the amount of
$48.5 million in 2008.
Cash Provided by Financing Activities
Cash provided by financing activities consists primarily of proceeds from stock option exercises and excess tax benefits related to
stock option exercises and vesting of restricted stock units. Excess tax benefits occur at the time a stock option is exercised when
the intrinsic value of the option (the difference between the fair value of our stock on the date of exercise and the exercise price of
the option) is greater than the fair value of the option at the time of grant. Similarly, excess tax benefits are generated upon vesting
of restricted stock units when the market value of our common stock on the vesting date exceeds the grant price of the restricted
stock units. These excess tax benefits reduce the cash we pay for income taxes in the year they are recognized. It is not possible to
predict the timing of stock option exercises or the intrinsic value that will be achieved at the time options are exercised
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or upon vesting of restricted stock units. As a result, we expect cash flow from financing activities to vary over time. Note 8 in the
Notes to our Unaudited Condensed Consolidated Financial Statements includes additional information concerning stock options
and restricted stock units outstanding as of June 30, 2009.
Cash provided by financing activities was $16.0 million in the first half of 2009, consisting mainly of proceeds from stock option
exercises of $11.7 million and excess tax benefits of $4.5 million. In the first six months of 2009, cash provided by financing
activities decreased by $13.9 million, or 46.5%, compared with the first half of 2008, driven mostly by a $12.8 million decline in
excess tax benefits and a $0.9 million reduction in proceeds from stock option exercises. The decrease was due primarily to fewer
options being exercised and lower average stock price at the time the stock options were exercised.
Employees exercised approximately 1.0 million and 1.4 million stock options in the first six months of 2009 and 2008, respectively.
The total intrinsic value (the difference between the market value of our stock on the date of exercise and the exercise price of the
option) of options exercised during the first six months of 2009 and 2008 was $25.0 million and $82.2 million, respectively.
Acquisitions
In the second quarter of 2009, we completed four acquisitions. Cash used for these acquisitions, net of acquired cash, was
$18,671,000, and is subject to post-closing adjustments. The table below shows additional information concerning these
acquisitions:
Acquisition

Description

Date Completed

Purchase Price*

Global financial filings
database business of Global
Reports LLC
Equity research and data
business of C.P.M.S.
Computerized Portfolio
Management Services Inc.
Andex Associates, Inc.

A leading provider of online financial and Corporate
and Social Responsibility reports for publicly traded
companies around the world
C.P.M.S. tracks fundamental equity data for
approximately 4,000 securities in the United States and
Canada as well as tracks and provides brokerage
earnings estimates for Canadian equities.
The company is known for its Andex Charts, individual
graphic charts detailing historical market returns, stock
index growth, inflation rates, currency rates, and
general economic conditions for the United States
dating back to 1926, and for Canada dating back to
1950.
A leading provider of multi-manager and investment
portfolio solutions in Sydney, Australia. Intech also
manages a range of single sector, alternative strategy,
and diversified investment portfolios, has one of the
leading separately managed account databases in
Australia and offers the Intech Desktop Consultant, a
research software product for institutions. As of
June 30, 2009, Intech had $2.7 billion in assets under
management.

April 20, 2009

Not separately
disclosed

Intech Pty Ltd

May 1, 2009

$13.9 million

May 1, 2009

Not separately
disclosed

June 30, 2009

Not separately
disclosed

* Total purchase price less cash acquired
Reclassifications
Beginning in 2009, as a part of the changes to our organizational structure with a focus on our global product lines, we no longer
include Morningstar Site Builder as part of Morningstar Advisor Workstation. Site Builder consists of a set of integrated tools,
content, and reports that investment firms can seamlessly add to their existing advisor Web sites. The table below shows the
number of U.S. Advisor Workstation licenses, revised for consistency with the current-year presentation.
As of
Mar 31, 2008

Jun 30, 2008

Sep 30, 2008

Dec 31, 2008

Mar 31, 2009

U.S. Advisor Workstation licenses, revised

152,747

154,269

153,398

151,874

148,614

U.S. Advisor Workstation licenses, previously reported

178,619

188,792

189,863

190,267

194,857
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In addition, beginning in 2009, we are focused on globalizing the Premium subscription and advertising revenue generated by
Morningstar.com Web sites, which operate in a variety of markets. As a result, we now include advertising revenue for all non-U.S.
sites as part of Morningstar.com and have reclassified prior-year product revenue for consistency with the current-year
presentation.
These reclassifications did not have any impact on the order of our top five products in 2008 or 2007, which are shown in the two
tables below.

Top Five Products 2008

Licensed Data
Investment Consulting
Advisor Workstation
Morningstar.com
Principia

$

Top Five Products 2007

Investment Consulting
Licensed Data
Advisor Workstation
Morningstar.com
Principia

$

Reclassified for
consistency with
2009 Product
Revenue
($000)

As Reported
Revenue ($000)

78,329
77,757
64,222
45,684
27,791

78,329
77,757
66,675
43,274
27,791

Reclassified for
consistency with
2009 Product
Revenue
($000)

As Reported
Revenue ($000)

75,595
59,207
53,755
39,367
28,760

75,595
59,207
54,980
37,630
28,760

Application of Critical Accounting Policies and Estimates
Our critical accounting policies and estimates are discussed in the Management’s Discussion and Analysis section of our Annual
Report on Form 10-K for the year ended December 31, 2008.
We adopted the following financial accounting standards effective January 1, 2009:
SFAS No. 160, Accounting and Reporting of Noncontrolling Interests in Consolidated Financial Statements, an amendment
of ARB No. 51
Effective January 1, 2009, Statement of Financial Accounting Standards (SFAS) No. 160, Accounting and Reporting of
Noncontrolling Interests in Consolidated Financial Statements, an amendment of ARB No. 51, amends the financial
accounting and reporting of noncontrolling interests in consolidated financial statements. A noncontrolling interest is the
portion of equity (net assets) in a subsidiary not attributable, directly or indirectly, to the parent company. We conduct our
business operations outside of the United States through wholly owned or majority-owned operating subsidiaries. As a
result of adopting SFAS No. 160, the noncontrolling interest is now reported in our Consolidated Balance Sheet within
equity, separately from the shareholders’ equity attributable to Morningstar, Inc. In addition, the net income or loss and
comprehensive income or loss attributed to the Morningstar, Inc. shareholders and the noncontrolling interest are
presented in our Statements of Income and Statement of Equity and Comprehensive Income (Loss).
SFAS No. 141(R), Business Combinations
Effective January 1, 2009, SFAS No. 141(R), Business Combinations , modifies the financial accounting and reporting of
business combinations. For business combinations which occur after January 1, 2009, SFAS No. 141(R) requires the
acquirer to recognize and measure the fair value of the acquired operation as a whole, and the assets acquired and
liabilities assumed at their full fair values as of the date control is obtained, regardless of the percentage ownership in the
acquired operation or how the acquisition was achieved. With the adoption of SFAS No. 141(R), direct costs incurred in
connection with a business combination, such as finder’s fees, advisory, accounting, legal, valuation, and other
professional fees are expensed as incurred. Restructuring costs, including severance and relocation of employees of the
acquired entity, are recognized separately from the business combination as post-combination expenses unless the criteria
of SFAS No. 146, Accounting for Costs Associated with Exit or Disposal Activities , are met on the acquisition date
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by the target entity. Prior to the adoption of SFAS 141(R), acquisition-related costs and restructuring costs were generally
included as part of the cost of the acquired business.
In April 2009, the Financial Accounting Standards Board (FASB) issued a Final Staff Position (FSP) to amend and clarify
SFAS No. 141 (R), to address application issues on recognition, measurement and disclosure of assets and liabilities,
arising from contingencies in a business combination. This FSP is effective for assets or liabilities arising from
contingencies in business combinations for which the acquisition date is on or after January 1, 2009.
EITF Issue 08-6, Equity Method Investment Accounting Considerations
We adopted Emerging Issues Task Force (EITF) 08-6, Equity Method Investment Accounting Considerations, concurrently
with the adoption of SFAS No. 141(R) and SFAS No. 160. The intent of EITF 08-6 is to clarify the accounting for certain
transactions and impairment considerations related to equity method investments as modified by the provisions of SFAS
No. 141(R) and SFAS No. 160.
We adopted the following financial accounting standards in the second quarter of 2009:
In April 2009, the FASB issued three Final Staff Positions (FSPs) intended to provide additional application guidance and
enhance disclosures regarding fair value measurements and impairments of securities.
1.

FSP FAS 157-4, Determining Fair Value When the Volume and Level of Activity for the Asset or Liability Have
Significantly Decreased and Identifying Transactions That Are Not Orderly , provides guidelines for making fair value
measurements more consistent with the principles presented in SFAS No. 157, Fair Value Measurements .

2.

FSP FAS 107-1 and APB 28-1, Interim Disclosures about Fair Value of Financial Instruments , enhances consistency
in financial reporting by increasing the frequency of fair value disclosures.

3.

FSP FAS 115-2 and FAS 124-2, Recognition and Presentation of Other-Than-Temporary Impairments , provides
additional guidance designed to create greater clarity and consistency in accounting for and presenting impairment
losses on securities.

The disclosures related to these FSPs appear in Note 6 in the Notes to our Condensed Consolidated Financial Statements.
SFAS No. 165, Subsequent Events
SFAS No. 165, Subsequent Events , establishes the accounting for and disclosure of events that occur after the balance
sheet date but before financial statements are issued or are available to be issued. It requires the disclosure of the date
through which an entity has evaluated subsequent events and the basis for that date, that is, whether that date represents
the date the financial statements were issued or were available to be issued. See Note 12 in the Notes to our Unaudited
Condensed Consolidated Financial Statements for the related disclosure.
The adoption of these financial accounting standards did not have a material impact on our Condensed Consolidated Financial
Statements.
Recently Issued Accounting Pronouncements
In June 2009, the FASB issued the following accounting pronouncements:
SFAS No. 166, Accounting for Transfers of Financial Assets, an amendment of FASB Statement 140, and SFAS No.167,
Amendments to FASB Interpretation No. 46(R)
These accounting pronouncements change the way entities account for transfers of financial assets and determine what
entities must be consolidated. The most significant amendment resulting from SFAS No. 166 consists of the removal of the
concept of a Qualifying Special-Purpose Entity (QSPE) from SFAS No.140.
SFAS No. 167 addresses the effects of eliminating the QSPE concept from SFAS No. 140 and responds to concerns about
the application of certain key provisions of FASB Interpretation No. 46(R), Consolidation of Variable Interest Entities (FIN
46(R)) , including concerns over the transparency of enterprises’ involvement with Variable Interest Entities (VIEs).
For Morningstar, both SFAS No. 166 and SFAS No.167 will be effective beginning January 1, 2010. We are in the process
of determining the impact, if any, these accounting pronouncements will have on our Consolidated Financial Statements.
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SFAS No. 168, The FASB Accounting Standards Codification and the Hierarchy of Generally Accepted Accounting
Principles—a replacement of FASB Statement No. 162 .
The FASB’s Accounting Standards Codification (ASC) will become the source of authoritative U.S. accounting and
reporting standards for nongovernmental entities, in addition to guidance issued by the SEC. The Codification reorganizes
the thousands of U.S. GAAP pronouncements into roughly 90 accounting topics and displays all topics using a consistent
structure. It also includes relevant SEC guidance that follows the same topical structure in separate sections in the
Codification. SFAS No. 168 is the final standard that will be issued by FASB in the current form. For Morningstar, this
Statement must be applied beginning with our financial statements for the quarter and year-to-date period ended
September 30, 2009. We are in the process of determining the impact this accounting pronouncement will have on our
Consolidated Financial Statement disclosures.
40

Table of Contents
Rule 10b5-1 Sales Plans
Rule 10b5-1 Plans
Our directors and executive officers may exercise stock options or purchase or sell shares of our common stock in the market from
time to time. We encourage them to make these transactions through plans that comply with Exchange Act Rule 10b5-1(c).
Morningstar will not receive any proceeds, other than proceeds from the exercise of stock options, related to these transactions.
The following table, which we are providing on a voluntary basis, shows the Rule 10b5-1 sales plans entered into by our directors
and executive officers that were in effect as of August 1, 2009:

Name and Position

Joe Mansueto
Chairman and
Chief Executive
Officer
Chris Boruff
President,
Advisor Software
Catherine Odelbo
President, Equity
Research
Don Phillips
President, Fund
Research and
Managing
Director
Patrick
Reinkemeyer
President,
Morningstar
Associates, LLC
David Williams
Managing
Director,
Design

Number of
Shares
to be
Sold under
the Plan

Number of
Shares
Sold under
the Plan through
August 1,
2009

Projected
Beneficial
Ownership (1)

Date of
Plan

Plan
Termination
Date

08/13/08

12/31/09

1,075,000 Shares to be sold ratably over
the course of the plan

548,720

25,790,021

05/12/08

11/15/09

12,000

91,180

08/13/08

12/31/09

80,000 Shares to be sold under the
plan if the stock reaches
specified prices
28,165 Weekly increments of up to
3,500 shares

—

148,000

05/09/06

12/01/09

1,506,097 Weekly increments of up to
17,500 shares

1,362,751

423,895

09/10/08

10/31/09

15,000 Weekly increments of up to
1,000 shares

—

320,390

09/10/08

09/30/09

10,000 Weekly increments of up to
2,500 shares

—

102,640

Timing of Sales under the Plan

(1) This column reflects an estimate of the number of shares each identified director and executive officer will beneficially own
following the sale of all shares under the Rule 10b5-1 sales plans identified above. This information reflects the beneficial
ownership of our common stock on June 30, 2009, and includes shares of our common stock subject to options that were then
exercisable or that will have become exercisable by August 29, 2009 and restricted stock units that will vest by August 29,
2009. The estimates do not reflect any changes to beneficial ownership that may have occurred since June 30, 2009. Each director
and executive officer identified in the table may amend or terminate his or her Rule 10b5-1 sales plan and may adopt additional
Rule 10b5-1 plans in the future.
Item 3. Quantitative and Qualitative Disclosures about Market Risk
Our investment portfolio is actively managed and may suffer losses from fluctuating interest rates, market prices, or adverse
security selection. Our investment portfolio is mainly invested in high-quality fixed-income securities. We do not have any direct
exposure to sub-prime mortgages. As of June 30, 2009, our cash, cash equivalents, and investments balance was $323.2 million.
Based on our estimates, a 100 basis-point change in interest rates would impact the fair value of our investment portfolio by
approximately $0.9 million.
As our non-U.S. revenue increases as a percentage of our consolidated revenue, fluctuations in foreign currencies present a
greater potential risk. To date, we have not engaged in currency hedging, and we do not currently have any positions in derivative
instruments to hedge our currency risk. Our results could suffer if certain foreign currencies decline relative to the U.S. dollar. In
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addition, because we use the local currency of our subsidiaries as the functional currency, we are affected by the translation of
foreign currencies into U.S. dollars.
Item 4. Controls and Procedures
(a) Evaluation and Disclosure Controls and Procedures
Disclosure controls and procedures are designed to reasonably assure that information required to be disclosed in the reports filed
or submitted under the Exchange Act is recorded, processed, summarized, and reported within the time periods specified in the
SEC’s rules and forms. Disclosure controls and procedures include, without limitation, controls and procedures designed to
reasonably assure that information required to be disclosed in the reports filed under the Exchange Act is accumulated and
communicated to management, including the chief executive officer and chief financial officer, as appropriate, to allow timely
decisions regarding required disclosure.
We carried out an evaluation, under the supervision and with the participation of our management, including our chief executive
officer and chief financial officer, of the effectiveness of the design and operation of our disclosure controls and procedures, as
defined in Rules 12a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as of June 30, 2009. Based on that evaluation,
our chief executive officer and chief financial officer concluded that our disclosure controls and procedures are effective to provide
reasonable assurance that information required to be disclosed in the reports we file or submit under the Exchange Act is recorded,
processed, summarized, and reported as and when required and is accumulated and communicated to management, including the
chief executive officer and chief financial officer, as appropriate, to allow timely decisions regarding required disclosure.
(b) Changes in Internal Controls Over Financial Reporting
There were no changes in our internal controls over financial reporting during the quarter ended June 30, 2009 that have materially
affected, or are reasonably likely to materially affect, our internal control over financial reporting.
PART 2

OTHER INFORMATION

Item 1. Legal Proceedings
We incorporate by reference the information regarding legal proceedings set forth in Note 11, “Contingencies,” of the Notes to our
Unaudited Condensed Consolidated Financial Statements contained in Part 1, Item 1 of this Quarterly Report on Form 10-Q.
Item 1A. Risk Factors
There have been no material changes to the risk factors disclosed in Item 1A — Risk Factors in our Annual Report on Form 10-K
for the year ended December 31, 2008.
Item 4. Submission of Matters to a Vote of Security Holders
Morningstar held its Annual Shareholders’ Meeting on May 19, 2009, for the purpose of electing directors, approving the
Morningstar, Inc. Incentive Plan, and ratifying the appointment of Ernst & Young LLP (Ernst & Young) as Morningstar’s independent
registered public accounting firm for 2009. Each of the nominees for director, as listed in the proxy statement, was elected with the
number of votes set forth below.
Name

Joe Mansueto
Don Phillips
Cheryl Francis
Steve Kaplan
Bill Lyons
Jack Noonan
Frank Ptak
Paul Sturm

Votes For

Abstentions

45,297,711
44,952,713
44,945,280
44,915,224
44,894,840
44,883,376
43,864,520
43,926,513

374,848
719,846
727,279
757,335
777,719
789,183
1,808,039
1,746,046

The Morningstar, Inc. Incentive Plan was approved. Of the total votes cast, 41,459,860 were cast for the proposal, 1,082,673 were
cast against the proposal, and there were 102,940 abstentions and 3,027,086 broker non-votes.
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The appointment of Ernst & Young as Morningstar’s independent registered public accounting firm for 2009 was ratified. Of the total
votes cast, 45,395,155 were cast for the proposal, 234,193 votes were cast against the proposal, and there were 43,211
abstentions and no broker non-votes.
Item 6. Exhibits
(a) Exhibits
Exhibit No

Description of Exhibit

10.1

Morningstar 2004 Stock Incentive Plan, as amended and restated effective as of July 24, 2009

31.1

Certification of Chief Executive Officer pursuant to Rule 13a-14(a) and 15d-14(a) of the Securities Exchange Act of
1934, as amended

31.2

Certification of Chief Financial Officer pursuant to Rule 13a-14(a) and 15d-14(a) of the Securities Exchange Act of
1934, as amended

32.1

Certification of Chief Executive Officer Pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002

32.2

Certification of Chief Financial Officer Pursuant to 18 U.S.C. 1350, as adopted pursuant to Section 906 of the
Sarbanes-Oxley Act of 2002
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SIGNATURE
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.
MORNINGSTAR, INC.
Date: August 4, 2009

By: /s/ Scott Cooley
Scott Cooley
Chief Financial Officer
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Exhibit 10.1
MORNINGSTAR, INC.
2004 STOCK INCENTIVE PLAN
(AS AMENDED AND RESTATED EFFECTIVE AS OF JULY 24, 2009)
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MORNINGSTAR, INC. 2004 STOCK INCENTIVE PLAN
(AS AMENDED AND RESTATED EFFECTIVE AS OF JULY 24, 2009)
ARTICLE 1.

ESTABLISHMENT, OBJECTIVES AND DURATION

1.1
ESTABLISHMENT OF THE PLAN. Morningstar, Inc., an Illinois corporation, hereby establishes this
Morningstar, Inc. 2004 Stock Incentive Plan (the “Plan”) as set forth in this document. Capitalized terms used but not otherwise
defined herein will have the meanings given to them in Article 2. The Plan permits the grant of Nonstatutory Stock Options,
Incentive Stock Options, Stock Appreciation Rights, Restricted Stock, Restricted Stock Units, and Performance Shares. In addition,
the Plan provides the opportunity for the deferral of the payment of salary, bonuses and other forms of incentive compensation.
Subject to the approval of the Company’s shareholders, the Plan became effective upon its approval by the Board of
Directors, and will remain in effect as provided in Section 1.3 hereof.
1.2
PURPOSE OF THE PLAN. The purpose of the Plan is to promote the success and enhance the value of the
Company by linking the personal interests of Participants to those of Company shareholders, and by providing Participants with an
incentive for outstanding performance. The Plan is further intended to provide flexibility to the Company in its ability to motivate,
attract and retain the services of Participants upon whose judgment, interest, and special effort the successful conduct of its
business is largely dependent.
1.3
DURATION OF THE PLAN. The Plan commenced on the Effective Date, as described in Article 2, and will
remain in effect, subject to the right of the Committee to amend or terminate the Plan at any time pursuant to Article 14, until all
Shares subject to it pursuant to Article 4 have been issued or transferred according to the Plan’s provisions. In no event may an
Award be granted under the Plan on or after the tenth annual anniversary of the Effective Date.
1.4
PLAN MERGER. The 2001 Morningstar Stock Option Plan, as amended, the Amended and Restated 2000
Morningstar Stock Option Plan, and the Amended and Restated 1993 Morningstar Stock Option Plan were merged into this Plan as
of the Effective Date. Stock options awarded under the Prior Plans shall be governed by the terms of this Plan.
ARTICLE 2.

DEFINITIONS

Whenever used in the Plan, the following terms have the meanings set forth below, and when the meaning is intended, the
initial letter of the word is capitalized:
“AFFILIATES” means (a) for purposes of Incentive Stock Options, any corporation that is a Parent or Subsidiary of the
Company, and (b) for all other purposes
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hereunder, an entity that is (directly or indirectly) controlled by, or controls, the Company.
“AWARD” means, individually or collectively, a grant under this Plan to a Participant of Nonstatutory Stock Options,
Incentive Stock Options, Stock Appreciation Rights, Restricted Stock, Restricted Stock Units, and Performance Shares.
“AWARD AGREEMENT” means an agreement entered into by the Company and a Participant setting forth the terms and
provisions applicable to an Award or Awards granted to the Participant or the terms and provisions applicable to an election to defer
compensation under Section 8.2.
“BOARD” or “BOARD OF DIRECTORS” means the Board of Directors of the Company.
“CAUSE” shall mean the Participant’s:
(a)

willful neglect of or continued failure to substantially perform his or her duties with or obligations for the Company
or an Affiliate in any material respect (other than any such failure resulting from his or her incapacity due to
physical or mental illness);

(b)

commission of a willful or grossly negligent act or the willful or grossly negligent omission to act that causes or is
reasonably likely to cause material harm to the Company or an Affiliate; or

(c)

commission or conviction of, or plea of nolo contendere to, any felony or any crime significantly injurious to the
Company or an Affiliate.

An act or omission is “willful” for this purpose if it was knowingly done, or knowingly omitted, by the Participant in bad faith and
without reasonable belief that the act or omission was in the best interest of the Company or an Affiliate. Determination of Cause
shall be made by the Committee in its sole discretion.
“CHANGE IN CONTROL” means the occurrence of any one or more of the following: (a) any “person” (as such term is
defined in Section 3(a)(9) of the Exchange Act and as used in Sections 13(d)(3) and 14(d)(2) of the Exchange Act) after the
Effective Date becomes a “beneficial owner” (as defined in Rule 13d-3 under the Exchange Act), directly or indirectly, of more than
fifty percent (50%) of the Shares (other than Joe Mansueto, his spouse and descendants, and any trustee or custodian for and on
behalf of any of them), (b) the consummation of a merger, consolidation, statutory share exchange or similar form of corporate
transaction involving the Company (a “Business Combination”), unless immediately following such Business Combination more
than sixty percent (60%) of the total voting power of (i) the company resulting from such Business Combination (the “Surviving
Company”), or (ii) if applicable, the ultimate parent company that directly or indirectly has beneficial ownership of one hundred
percent (100%) of the voting securities eligible to elect directors of the Surviving Company (the “Parent Company”) is represented
by Shares
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that were outstanding immediately prior to such Business Combination (or, if applicable, is represented by shares into which such
Shares were converted pursuant to such Business Combination), and such voting power among the holders thereof is in
substantially the same proportion as the voting power of such Shares among the holders thereof immediately prior to the Business
Combination, or (c) the stockholders of the Company approve a plan of complete liquidation or dissolution of the Company or a sale
of all or substantially all of the Company’s assets.
“CODE” means the Internal Revenue Code of 1986, as amended from time to time.
“COMMITTEE” shall mean the Compensation Committee of the Board of Directors, the composition of which shall at all
times satisfy the provisions of Section 162(m) of the Code and shall consist of at least two directors who are “independent
directors” within the meaning of the listing rules of each national securities exchange on which the Shares are listed, and
“nonemployee directors” within the meaning of Exchange Act Rule 16b-3.
“COMPANY” means Morningstar, Inc., an Illinois corporation, and any successor thereto as provided in Article 18.
“CONSULTANT” means any person, including an advisor, engaged by the Company or an Affiliate to render services to
such entity and who is not a Director or an Employee.
“DIRECTOR” means any individual who is a member of the Board of Directors.
“DISABILITY” shall mean
(a)

A physical or mental condition that would qualify a Participant for a disability benefit under the long-term disability
plan of the Company applicable to him or her;

(b)

If the Participant is not covered by such a long-term disability plan, disability as defined for purposes of eligibility
for a disability award under the Social Security Act;

(c)

When used in connection with the exercise of an Incentive Stock Option following termination of employment,
disability within the meaning of Code Section 22(e)(3); or

(d)

Such other condition as may be determined by the Committee in its sole discretion to constitute Disability.

“EFFECTIVE DATE” means the date of the Plan’s adoption by the Board subject to the approval of the Plan by the
Company’s shareholders.
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“EMPLOYEE” means any person employed by the Company or an Affiliate in a common law employee-employer
relationship. A Participant shall not cease to be an Employee for purposes of this Plan in the case of (i) any leave of absence
approved by the Company or (ii) transfers between locations of the Company or among the Company, its Parent, any Subsidiary, or
any successor. For purposes of Incentive Stock Options, no such leave may exceed ninety (90) days, unless reemployment upon
expiration of such leave is guaranteed by statute or contract. If reemployment upon expiration of a leave of absence approved by
the Company is not so guaranteed, on the one hundred and eighty-first (181 st ) day of such leave any Incentive Stock Option held
by the Participant shall cease to be treated as an Incentive Stock Option and shall be treated for tax purposes as a Nonstatutory
Stock Option. Neither service as a Director nor payment of a director’s fee by the Company shall be sufficient to constitute
“employment” by the Company.
“EXCHANGE ACT” means the Securities Exchange Act of 1934, as amended from time to time, or any successor act
thereto.
“EXERCISE PRICE” means the price at which a Share may be purchased by a Participant pursuant to an Option.
“FAIR MARKET VALUE” of a Share on a given date means:
(a)

the closing trading price of a Share on the primary national securities exchange on which the Shares are listed on
the last trading day prior to the date as of which such value is being determined; or

(b)

if the Shares are not traded on any national securities exchange, the mean between the closing bid and asked
prices of a Share in the over-the-counter market on the last trading day prior to the date as of which such value is
being determined; or

(c)

if those bid and asked prices are not available, then the Fair Market Value as of any given date shall be
determined in good faith by the Committee.

“FREESTANDING SAR” means a SAR that is granted independently of any Options, as described in Article 7.
“INCENTIVE STOCK OPTION” or “ISO” means an option to purchase Shares granted under Article 6 that is designated as
an Incentive Stock Option and that is intended to meet the requirements of Code Section 422.
“NONSTATUTORY STOCK OPTION” or “NQSO” means an option to purchase Shares granted under Article 6 that is not
intended to meet the requirements of Code Section 422.
“OPTION” means an Incentive Stock Option or a Nonstatutory Stock Option, as described in Article 6.
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“PARENT” means a “parent corporation,” whether now or hereafter existing, as defined in Code Section 424(e).
“PARTICIPANT” means an Employee, Consultant or Director who the Committee has selected to participate in the Plan
pursuant to Section 5.2 and who has an Award outstanding under the Plan.
“PERFORMANCE-BASED EXCEPTION” means the performance-based exception from the tax deductibility limitations of
Code Section 162(m) and any regulations promulgated thereunder.
“PERFORMANCE PERIOD” means the time period during which performance objectives must be met in order for a
Participant to earn Performance Shares granted under Article 9.
“PERFORMANCE SHARE” means a notional Share that is earned based on the Participant’s attainment of certain
performance objectives specified in the Award Agreement, as described in Article 9.
“PERSONAL LEAVE” means a leave of absence as described in Section 5.3
“PLAN” means the Morningstar, Inc. 2004 Stock Incentive Plan, as set forth in this document, and as amended from time to
time.
“PRIOR PLANS” means the 2001 Morningstar Stock Option Plan, as amended, the Amended and Restated 2000
Morningstar Stock Option Plan, and the Amended and Restated 1993 Morningstar Stock Option Plan. The Prior Plans were
merged into this Plan as of the Effective Date and stock options awarded under the Prior Plans shall be governed by the terms of
this Plan.
“RESTRICTION PERIOD” means the period during which the transfer of Shares of Restricted Stock is limited in some way
(based on the passage of time, the achievement of performance objectives, or the occurrence of other events as determined by the
Committee, in its sole discretion) or the Restricted Stock is not vested.
“RESTRICTED STOCK” means a contingent grant of Shares awarded to a Participant pursuant to Article 8. The Shares
awarded to the Participant will vest over the Restricted Period and according to the time-based or performance-based criteria,
specified in the Award Agreement.
“RESTRICTED STOCK UNIT” or “RSU” means a notional account established pursuant to an Award granted to a
Participant, as described in Article 8, that is (a) valued solely by reference to Shares, (b) subject to restrictions specified in the
Award Agreement, and (c) payable in cash or in Shares as specified in the Award Agreement. The RSUs awarded to the
Participant will vest according to the time-based or performance-based criteria specified in the Award Agreement.
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“SERVICE” means the provision of services to the Company or its Affiliates in the capacity of (i) an Employee, (ii) a
Director, or (iii) a Consultant. For purposes of this Plan, the transfer of an Employee from the Company to an Affiliate, from an
Affiliate to the Company or from an Affiliate to another Affiliate shall not be a termination of Service. However, if the Affiliate for
which an Employee, Director or Consultant is providing services ceases to be an Affiliate of the Company due to a sale, transfer or
other reason, and the Employee, Director or Consultant ceases to perform services for the Company or any Affiliate, the Employee,
Director or Consultant shall incur a termination of Service.
“SHARES” means the shares of common stock, no par value, of the Company.
“STOCK APPRECIATION RIGHT” or “SAR” means an Award of the contingent right to receive Shares or cash, as specified
in the Award Agreement, in the future, based on the value, or the appreciation in the value, of Shares, pursuant to the terms of
Article 7. SARs may be granted alone or in connection with a related Option.
“SUBSIDIARY” means a “subsidiary corporation,” whether now or hereafter existing, as defined in Code Section 424(f).
“TANDEM SAR” means a SAR that is granted in connection with a related Option pursuant to Article 7, the exercise of
which requires forfeiture of the right to purchase a Share under the related Option (and when a Share is purchased under the
Option, the Tandem SAR will similarly be canceled).
“VESTED” means, with respect to an Option, that such Option has become fully or partly exercisable; provided, however,
that notwithstanding its status as a Vested Option, an Option shall cease to be exercisable pursuant to (and while exercisable shall
be subject to) such terms as are set forth herein and in the relevant Award Agreement. Similarly, terms such as “Vest,” “Vesting,”
and “Unvested” shall be interpreted accordingly.
ARTICLE 3.

ADMINISTRATION

3.1
THE COMMITTEE. The Plan will be administered by the Committee, or by any other committee appointed by the
Board whose composition satisfies the “nonemployee director” requirements of Rule 16b-3 under the Exchange Act and the
regulations of Rule 16b-3 under the Exchange Act, the “independent director” requirements of the listing rules of each national
securities exchange on which the Shares are listed, and the “outside director” provisions of Code Section 162(m), or any successor
regulations or provisions.
3.2
AUTHORITY OF THE COMMITTEE. Except as limited by law and subject to the provisions of this Plan, the
Committee will have full power to: select Employees, Directors and Consultants to participate in the Plan; determine the sizes and
types of Awards; determine the terms and conditions of Awards in a manner consistent with the Plan; construe and interpret the
Plan and any agreement or instrument entered into under the Plan; establish, amend or waive rules and regulations
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for the Plan’s administration; and (subject to the provisions of Article 15) amend the terms and conditions of any outstanding Award
to the extent they are within the discretion of the Committee as provided in the Plan. Further, the Committee will make all other
determinations that may be necessary or advisable to administer the Plan. As permitted by law and consistent with Section 3.1, the
Committee may delegate some or all of its authority under the Plan, including to an officer of the Company to designate the
Employees (other than such officer himself or herself) to receive Options and to determine the number of Shares subject to the
Options such Employees will receive.
3.3
DECISIONS BINDING. All determinations and decisions made by the Committee pursuant to the provisions of the
Plan will be final, conclusive and binding on all persons, including, without limitation, the Company, its Board of Directors, its
shareholders, all Affiliates, Employees, Participants and their estates and beneficiaries.
3.4
CHANGE IN CONTROL. In the event of a Change in Control, the Committee shall have the discretion to
accelerate the vesting of Awards, eliminate any restrictions applicable to Awards, deem the performance measures to be satisfied,
or take such other action as it deems appropriate, in its sole discretion.
ARTICLE 4.

SHARES SUBJECT TO THE PLAN AND MAXIMUM AWARDS

4.1

NUMBER OF SHARES AVAILABLE FOR AWARDS.

(a)

Subject to adjustment as provided below and in Sections 4.2 and 4.3, the maximum number of Shares that may be
issued or transferred to Participants under the Plan will be 5,628,843. The maximum number of Shares that may
be issued or transferred to Participants as Incentive Stock Options is 1,000,000. The maximum number of Shares
and Share equivalent units that may be granted during any calendar year to any one Participant under all types of
Awards available under the Plan is 1,000,000 (on an aggregate basis); the foregoing limit will apply whether the
Awards are paid in Shares or in cash. All limits described in this Section 4.1(a) are subject to adjustment as
provided in Section 4.3.

(b)

The Prior Plans shall be merged into and continued in the form of this Plan as of the Effective Date. Awards made
and Shares awarded under the Prior Plans prior to the Effective Date, which remain outstanding on the Effective
Date, shall be governed by the terms of this Plan, but shall not count against the number of Shares authorized
under 4.1(a) above. No additional awards will be made under any Prior Plan on or after the Effective Date.

4.2
LAPSED AWARDS. Any Shares (a) subject to an Award under the Plan that are forfeited, canceled, settled or
otherwise terminated without a distribution of Shares to a Participant; or (b) delivered by attestation to, or withheld by, the Company
in connection with the exercise of an Option awarded under the Plan or in payment of any required income tax withholding for the
exercise of an Option or the vesting of
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Restricted Stock awarded under the Plan will thereafter be deemed to be available for Award. Any Shares (a) subject to an Award
under a Prior Plan that are forfeited, canceled, settled or otherwise terminated without a distribution of Shares to a Participant; or
(b) delivered by attestation to, or withheld by, the Company in connection with the exercise of an Option awarded under a Prior
Plan or in payment of any required income tax withholding for the exercise of an Option awarded under a Prior Plan will not be
available for Award under this Plan or the Prior Plan.
4.3

ADJUSTMENTS IN AUTHORIZED SHARES.

(a)

In the event of any merger, reorganization, consolidation, recapitalization, separation, liquidation, split-up, share
combination, or other such change in the corporate structure of the Company affecting the Shares, such
adjustment shall be made in the number and class of Shares which may be delivered under the Plan, and in the
number and class of and/or price of Shares subject to outstanding Awards granted under the Plan, as may be
determined to be appropriate and equitable by the Committee, in its sole discretion, to prevent dilution or
enlargement of rights and provided that the number of Shares subject to any Award shall always be a whole
number.

(b)

Fractional Shares resulting from any adjustment in Awards pursuant to this section may be settled in cash or
otherwise as the Committee determines. The Company will give notice of any adjustment to each Participant who
holds an Award that has been adjusted and the adjustment (whether or not that notice is given) will be effective and
binding for all Plan purposes.

ARTICLE 5.

ELIGIBILITY AND PARTICIPATION

5.1
ELIGIBILITY. An Employee shall be deemed eligible for participation upon such Employee’s first day of
employment. Additionally, non-Employee Directors and Consultants and/or their representatives who are chosen from time to time
at the sole discretion of the Company to receive one or more Awards are also eligible to participate in the Plan.
5.2
ACTUAL PARTICIPATION. Subject to the provisions of the Plan, the Committee will, from time to time, select
those Employees, non-Employee Directors and Consultants to whom Awards will be granted, and will determine the nature and
amount of each Award.
5.3

PERSONAL LEAVE STATUS.

(a)

Notwithstanding anything in the Plan to the contrary, the Committee, in its sole discretion, reserves the right to
designate a Participant’s leave of absence as “Personal Leave.” No Options shall be granted to a Participant
during Personal Leave. A Participant’s Unvested Options shall remain Unvested during such Personal Leave and
the time spent on such
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Personal Leave shall not count towards the Vesting of such Options. A Participant’s Vested Options that may be
exercised pursuant to Section 6.6 hereof shall remain exercisable upon commencement of Personal Leave until the
earlier of (i) a period of one year from the date of commencement of such Personal Leave; or (ii) the remaining
exercise period of such Options. Notwithstanding the foregoing, if a Participant returns to the Company from a
Personal Leave of less than one year and the Participant’s Options have not lapsed, the Options shall remain
exercisable for the remaining exercise period as provided at the time of grant and subject to the conditions
contained herein.
(b)

ARTICLE 6.

The Committee, in its sole discretion, may waive or alter the provisions of this Section 5.3 with respect to any
Participant. The waiver or alteration of such provisions with respect to any Participant shall have no effect on any
other Participant.
OPTIONS

6.1
GRANT OF OPTIONS. Subject to the terms and provisions of the Plan, Options may be granted to Employees,
non-Employee Directors and Consultants in the number, and upon the terms, and at any time and from time to time, as determined
by the Committee.
6.2
AWARD AGREEMENT. Each Option grant will be evidenced by an Award Agreement that specifies the Exercise
Price, the duration of the Option, the number of Shares to which the Option pertains, the manner, time and rate of exercise or
Vesting of the Option, and such other provisions as the Committee determines. The Award Agreement will also specify whether the
Option is intended to be an ISO or an NQSO.
6.3
EXERCISE PRICE. The Exercise Price for each Share subject to an Option will be determined by the Committee;
provided, however, that the Exercise Price of Incentive Stock Options shall in all cases be equal to or greater than the Fair Market
Value on the date the Option is granted.
6.4
DURATION OF OPTIONS. Each Option will expire at the time determined by the Committee at the time of grant,
but no later than the tenth anniversary of the date of its grant.
6.5
DIVIDEND EQUIVALENTS. Subject to compliance with Code Section 409A, the Committee may, but will not be
required to, grant payments in connection with Options that are equivalent to dividends declared and paid on the Shares underlying
the Options. Such dividend equivalent payments may be made in cash or in Shares, upon such terms as the Committee, in its sole
discretion, deems appropriate.
6.6
EXERCISE OF OPTIONS. Options will be exercisable at such times and be subject to such restrictions and
conditions as the Committee in each instance approves, which need not be the same for each Award or for each Participant.
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6.7
PAYMENT. The holder of an Option may exercise the Option only by delivering a written notice, or if permitted by
the Committee, in its discretion and in accordance with procedures adopted by it, by delivering an electronic notice, of exercise to
the Company setting forth the number of Shares as to which the Option is to be exercised, together with full payment at the
Exercise Price for the Shares and any withholding tax relating to the exercise of the Option.
The Exercise Price and any related withholding taxes will be payable to the Company in full either: (a) in cash, or its
equivalent, in United States dollars; (b) if permitted in the governing Award Agreement, by tendering Shares owned by the
Participant for at least six months and duly endorsed for transfer to the Company, or Shares issuable to the Participant upon
exercise of the Option; or (c) any combination of (a) and (b); or (d) by any other means the Committee determines to be consistent
with the Plan’s purposes and applicable law.
SPECIAL PROVISIONS FOR ISOS. Notwithstanding any other provision of this Article 6, the following special
6.8
provisions shall apply to any Award of Incentive Stock Options:
(a)

The Committee may award Incentive Stock Options only to Employees.

(b)

An Option will not constitute an Incentive Stock Option under this Plan to the extent it would cause the aggregate
Fair Market Value of Shares with respect to which Incentive Stock Options are exercisable by the Participant for the
first time during a calendar year (under all plans of the Company and its Affiliates) to exceed $100,000. Such Fair
Market Value shall be determined as of the date on which each such Incentive Stock Option is granted.

(c)

If the Employee to whom the Incentive Stock Option is granted owns stock possessing more than ten (10%)
percent of the total combined voting power of all classes of the Company or any Affiliate, then: (i) the Exercise
Price for each Share subject to such Option will be at least one hundred ten percent (110%) of the Fair Market
Value of the Share on the date of grant; and (ii) the Option will expire upon the earlier of (A) the time specified by
the Committee in the Award Agreement, or (B) the fifth anniversary of the date of grant.

(d)

No Option that is intended to be an Incentive Stock Option may be granted under the Plan after the tenth
anniversary of the date the Company adopted the Plan or the Company’s shareholders approved the Plan,
whichever is earlier.

(e)

An Incentive Stock Option must be exercised, if at all, by the earliest of (i) the time specified in the Award
Agreement, (ii) three months after the Participant’s termination of Service for a reason other than death or
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Disability, or (iii) twelve months after the Participant’s termination of Service for death or Disability.
6.9

RESTRICTIONS ON SHARE TRANSFERABILITY.

(a)

The Committee may impose such restrictions on any Shares acquired through exercise of an Option as it deems
necessary or advisable, including, without limitation, restrictions under applicable federal securities laws, under the
requirements of any stock exchange or market upon which the Shares are then listed or traded, and under any blue
sky or state securities laws applicable to the Shares.

6.10
TERMINATION OF SERVICE. Unless the applicable Award Agreement provides otherwise and subject to
Section 6.8(e):
(a)

In the event that the Service of a Participant is terminated by the Company for any reason other than Cause,
Disability or death, Options that are exercisable at the time of such termination shall remain exercisable until the
earlier of (i) the remaining exercise period or (ii) one year from the date of such Service termination. Options that
are not exercisable at the time of such termination of Service shall expire at the close of business on the date of
such termination.

(b)

In the event that the Service of a Participant with the Company terminates on account of the Disability or death of
the Participant, Options that are exercisable at the time of such termination shall remain exercisable until the
expiration of the term of the Option. Options that are not exercisable at the time of such termination shall expire at
the close of business on the date of such termination.

(c)

In the event of termination of a Participant’s Service for Cause, all outstanding Options granted to such Participant
shall expire as of the commencement of business on the date of such termination.

(d)

In the event of a Participant’s termination of Service for any reason other than those described in subsections (a),
(b) and (c) of this Section 6.10, Options that are exercisable at the time of such termination shall remain
exercisable until the earlier of (i) the remaining exercise period or (ii) 30 days from the date of such termination.
Options that are not exercisable at the time of such termination shall expire at the close of business on the date of
such termination.

Each Option Award Agreement will set forth the extent to which the Participant has the right to exercise the Option after his
or her termination of Service. These terms will be determined by the Committee in its sole discretion, need not be uniform among
all Options, and may reflect, among other things, distinctions based on the reasons for termination of Service. However,
notwithstanding any other provision herein to the
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contrary, no additional Options will Vest after a Participant’s Service ceases or has terminated for any reason, whether such
cessation or termination is lawful or unlawful.
ARTICLE 7.

STOCK APPRECIATION RIGHTS

7.1
GRANT OF SARS. Subject to the terms and conditions of the Plan, SARs may be granted to Participants at any
time and from time to time, as determined by the Committee. The Committee may grant Freestanding SARs, Tandem SARs or any
combination of the two, as specified in the Award Agreement.
Within the limits of Article 4, the Committee will have sole discretion to determine the number of SARs granted to each
Participant and, consistent with the provisions of the Plan, to determine the terms and conditions pertaining to SARs.
The grant price for any SAR shall be determined by the Committee, but in the case of a Tandem SAR, the grant price shall
not be less than the exercise price of the Option to which it relates.
7.2
EXERCISE OF TANDEM SARS. Tandem SARs may be exercised for all or part of the Shares subject to the
related Option, upon the surrender of the right to exercise the equivalent portion of the related Option. A Tandem SAR may be
exercised only with respect to the Shares for which its related Option is then exercisable.
7.3
EXERCISE OF FREESTANDING SARS. Freestanding SARs may be exercised upon whatever terms and
conditions the Committee, in its sole discretion, imposes.
7.4
AWARD AGREEMENT. Each SAR grant will be evidenced by an Award Agreement that specifies the grant price,
whether settlement of the SAR will be made in cash or in Shares, the term of the SAR and such other provisions as the Committee
determines.
7.5
TERM OF SARS. The term of a SAR will be determined by the Committee, in its sole discretion, but may not
exceed ten years.
7.6
PAYMENT OF SAR AMOUNT. Upon exercise of a SAR with respect to a Share, a Participant will be entitled to
receive an amount equal to the excess, if any, of the Fair Market Value on the date of exercise of the SAR over the grant price
specified in the Award Agreement. At the discretion of the Committee, the payment that may become due upon SAR exercise may
be made in cash, in Shares or in some combination of the two.
7.7
TERMINATION OF SERVICE. Each SAR Award Agreement will set forth the extent to which the Participant has
the right to exercise the SAR after his or her termination of Service. These terms will be determined by the Committee, in its sole
discretion, need not be uniform among all SARs issued under the Plan, and may reflect, among other things, distinctions based on
the reasons for termination of Service.
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ARTICLE 8.

RESTRICTED STOCK AND RESTRICTED STOCK UNITS

8.1
GRANT OF RESTRICTED STOCK OR RESTRICTED STOCK UNITS. Subject to the terms and provisions of the
Plan, the Committee may, at any time and from time to time, grant Restricted Stock or Restricted Stock Units to Participants in such
amounts as it determines.
8.2
DEFERRAL OF COMPENSATION INTO RESTRICTED STOCK UNITS. Subject to the terms and provisions of the
Plan and Code Section 409A, the Committee may, at any time and from time to time, allow (or require, as to bonuses) selected
Employees and Directors to defer the payment of any portion of their salary or bonuses or both pursuant to this section. A
Participant’s deferral under this section will be credited to the Participant in the form of Restricted Stock Units. The Committee will
establish rules and procedures for the deferrals, as it deems appropriate.
If a Participant’s compensation is deferred under this Section 8.2, he or she will be credited, as of the date specified in the
Award Agreement, with a number of Restricted Stock Units no less than the amount of the deferral divided by the Fair Market Value
on that date, rounded to the nearest whole unit.
8.3
AWARD AGREEMENT. Each grant of Restricted Stock or Restricted Stock Units will be evidenced by an Award
Agreement that specifies the Restriction Periods, the number of Shares or Share equivalent units granted, and such other
provisions as the Committee determines.
8.4
OTHER RESTRICTIONS. Subject to Article 11, the Committee may impose such other conditions or restrictions
on any Restricted Stock or Restricted Stock Units as it deems advisable, including, without limitation, restrictions based upon the
achievement of specific performance objectives (Company-wide, business unit, individual, or any combination of them), time-based
restrictions on vesting, and restrictions under applicable federal or state securities laws. The Committee may provide that
restrictions established under this Section 8.4 as to any given Award will lapse all at once or in installments.
The Company will retain the certificates representing Shares of Restricted Stock in its possession until all conditions and
restrictions applicable to the Shares have been satisfied.
8.5
PAYMENT OF AWARDS. Except as otherwise provided in this Article 8, Shares covered by each Restricted Stock
grant will become freely transferable by the Participant after the last day of the applicable Restriction Period, and Share equivalent
units covered by a Restricted Unit will be paid out to the Participant in cash or Shares, as specified in the Award Agreement,
following the last day of the applicable Restriction Period, or on the date provided in the Award Agreement.
8.6
VOTING RIGHTS. During the Restriction Period, Participants holding Shares of Restricted Stock may exercise full
voting rights with respect to those Shares.
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8.7
DIVIDENDS AND OTHER DISTRIBUTIONS. During the Restriction Period, Participants awarded Shares of
Restricted Stock or Restricted Stock Units hereunder will be credited with regular cash dividends or dividend equivalents paid on
those Shares or with respect to those Share equivalent units. Dividends may be paid currently, accrued as contingent cash
obligations, or converted into additional Shares of Restricted Stock or Restricted Stock Units upon such terms as the Committee
establishes and specifies in the applicable Award Agreement.
The Committee may apply any restrictions it deems advisable to the crediting and payment of dividends and other
distributions. Without limiting the generality of the preceding sentence, if the grant or vesting of Restricted Stock is designed to
qualify for the Performance-Based Exception, the Committee may apply any restrictions it deems appropriate to the payment of
dividends declared with respect to the Restricted Stock, so that the dividends and the Restricted Stock continue to be eligible for
the Performance-Based Exception.
8.8
TERMINATION OF SERVICE. Each Award Agreement will set forth the extent to which the Participant has the
right to retain unvested Restricted Stock or Restricted Stock Units after his or her termination of Service. These terms will be
determined by the Committee in its sole discretion, need not be uniform among all Awards, and may reflect, among other things,
distinctions based on the reasons for termination of Service.
ARTICLE 9.

PERFORMANCE SHARES

9.1
GRANT OF PERFORMANCE SHARES. Subject to the terms of the Plan, Performance Shares may be granted
to Participants in such amounts and upon such terms, and at any time and from time to time, as the Committee determines. The
Award of Performance Shares may be granted based on the Participant’s attainment of performance objectives, or the vesting of an
Award of Performance Shares may be based on the Participant’s attainment of performance objectives, each as described in this
Article 9.
9.2
VALUE OF PERFORMANCE SHARES. Each Performance Share shall be a notional Share having a value as of
any given date equal to the Fair Market Value of a Share on such date. The Committee will set performance objectives in its
discretion which, depending on the extent to which they are met, will determine the number or value (or both) of Performance
Shares that will be earned by the Participant. For purposes of this Article 9, the time period during which the performance
objectives must be met will be called a “Performance Period” and will be set by the Committee in its discretion.
9.3
EARNING OF PERFORMANCE SHARES. Subject to the terms of this Plan, after the applicable Performance
Period has ended, the holder of Performance Shares will be entitled to receive payout on the number and value of Performance
Shares earned by the Participant over the Performance Period, to be determined as a
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function of the extent to which the corresponding performance objectives have been achieved.
9.4
AWARD AGREEMENT. Each grant of Performance Shares will be evidenced by an Award Agreement specifying
the material terms and conditions of the Award (including the form of payment of earned Performance Shares), and such other
provisions as the Committee determines.
9.5
FORM AND TIMING OF PAYMENT OF PERFORMANCE SHARES. Except as provided in Article 12, payment of
earned Performance Shares will be made as soon as practicable after the close of the applicable Performance Period, in a manner
determined by the Committee in its sole discretion. The Committee will pay earned Performance Shares in the form of (i) a cash
payment equal to the Fair Market Value of the number of Shares earned, determined as of the last day of the Performance Period
or such other date as may be specified in the applicable Award Agreement, (ii) in Shares, or (iii) in a combination of cash and
Shares, as specified in the Award Agreement. Performance Shares may be paid subject to any restrictions deemed appropriate by
the Committee.
9.6
TERMINATION OF SERVICE. Each Award Agreement will set forth the extent to which the Participant has the
right to retain Performance Shares after his or her termination of Service. These terms will be determined by the Committee, in its
sole discretion, need not be uniform among all Awards of Performance Shares, and may reflect, among other things, distinctions
based on the reasons for termination of Service.
ARTICLE 10.

PERFORMANCE MEASURES

10.1
Unless and until the Committee proposes and the Company’s shareholders approve a change in the general
performance measures set forth in this Article 10, the performance measure(s) to be used for purposes of Awards designed to
qualify for the Performance-Based Exception will be chosen from among the following alternatives (or in any combination of such
alternatives):
(a)
(b)
(c)
(d)
(e)
(f)
(g)
(h)
(i)
(j)
(k)
(l)
(m)

net earnings;
operating earnings or income;
earnings growth;
net income (absolute or competitive growth rates comparative);
net income applicable to Shares;
cash flow, including operating cash flow, free cash flow, discounted cash flow return on investment, and cash flow
in excess of cost of capital;
earnings per Share;
return on shareholders’ equity (absolute or peer-group comparative);
stock price (absolute or peer-group comparative);
absolute and/or relative return on common shareholders’ equity;
absolute and/or relative return on capital;
absolute and/or relative return on assets;
economic value added (income in excess of cost of capital);
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(n)
(o)
(p)
(q)
(r)
(s)

customer satisfaction;
expense reduction;
ratio of operating expenses to operating revenues;
gross revenue or revenue by pre-defined business segment (absolute or competitive growth rates comparative);
revenue backlog; and
margins realized on delivered services.

The Committee will have the discretion to adjust targets set for preestablished performance objectives; however, Awards
designed to qualify for the Performance-Based Exception may not be adjusted upward, except to the extent permitted under Code
Section 162(m) to reflect accounting changes or other events.
If Code Section 162(m) or other applicable tax or securities laws change to allow the Committee discretion to change the
types of performance measures without obtaining shareholder approval, the Committee will have sole discretion to make such
changes without obtaining shareholder approval. In addition, if the Committee determines it is advisable to grant Awards that will
not qualify for the Performance-Based Exception, the Committee may grant Awards that do not so qualify.
ARTICLE 11.

BENEFICIARY DESIGNATION

Each Participant may, from time to time, name any beneficiary or beneficiaries (who may be named contingently or
successively) to whom any benefit under the Plan is to be paid in case the Participant should die before receiving any or all of his or
her Plan benefits. Each beneficiary designation will revoke all prior designations by the same Participant, must be in a form
prescribed by the Committee, and must be made during the Participant’s lifetime. If the Participant’s designated beneficiary
predeceases the Participant or no beneficiary has been designated, benefits remaining unpaid at the Participant’s death will be paid
to the Participant’s estate or other entity described in the Participant’s Award Agreement.
ARTICLE 12.

DEFERRALS

Subject to the applicable restrictions set forth in Code Section 409A, the Committee may permit or require a Participant to
defer receipt of cash or Shares that would otherwise be due to him or her by virtue of an Option or SAR exercise, the lapse or
waiver of restrictions on Restricted Stock or the satisfaction of any requirements or objectives with respect to Performance Shares.
If any such deferral election is permitted or required, the Committee will, in its sole discretion, establish rules and procedures for
such deferrals. Notwithstanding the foregoing, to the extent permitted by Code Section 409A, the Committee in its sole discretion
may defer payment of cash or the delivery of Shares that would otherwise be due to a Participant under the Plan if payment or
delivery would result in the Company’s or an Affiliate’s being unable to deduct compensation under Code Section 162(m). Deferral
of payment or delivery by the Committee may continue until the Company or an Affiliate is able to deduct the
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payment or delivery under the Code, or until such other time at which payment may be made in accordance with Code
Section 409A.
ARTICLE 13.

RIGHTS OF PARTICIPANTS

13.1
EMPLOYMENT AND SERVICE. Nothing in the Plan will confer upon any Participant any right to continue in the
employ of the Company or any Affiliate, or interfere with or limit in any way the right of the Company or any Affiliate to terminate any
Participant’s employment or Service at any time.
13.2
PARTICIPATION. No Employee, Consultant or Director will have the right to receive an Award under this Plan,
or, having received any Award, to receive a future Award.
ARTICLE 14.

AMENDMENT, MODIFICATION AND TERMINATION

14.1
AMENDMENT, MODIFICATION AND TERMINATION. The Committee may at any time and from time to time,
alter, amend, modify or terminate the Plan in whole or in part, subject to any shareholder approval required by applicable law,
rule or regulation, including Code Section 162(m) and the rules of the principal national stock exchange on which the Shares are
then traded. The Committee will not increase the number of Shares that may be issued or transferred to Participants under the
Plan, as described in the first sentence of Section 4.1 (and subject to adjustment as provided in Sections 4.2 and 4.3), without the
approval of the shareholders of the Company in accordance with the rules of the principal national stock exchange on which the
Shares are then traded.
Subject to the terms and conditions of the Plan, the Committee may modify, extend or renew outstanding Awards under the
Plan, or accept the surrender of outstanding Awards (to the extent not already exercised) and grant new Awards in substitution of
them (to the extent not already exercised). The Committee will not, however, modify any outstanding Option or SAR so as to
specify a lower Exercise Price or grant price, without the approval of the Company’s shareholders. Notwithstanding the foregoing,
no modification of an Award will materially alter or impair any rights or obligations under any Award already granted under the Plan,
without the prior written consent of the Participant.
14.2
ADJUSTMENT OF AWARDS UPON THE OCCURRENCE OF CERTAIN UNUSUAL OR NONRECURRING
EVENTS. In recognition of unusual or nonrecurring events (including, without limitation, the events described in Section 4.3)
affecting the Company or its financial statements, or in recognition of changes in applicable laws, regulations, or accounting
principles, and, whenever the Committee determines that adjustments are appropriate in order to prevent dilution or enlargement of
the benefits or potential benefits intended to be made available under the Plan, the Committee shall, using reasonable care, make
adjustments in the terms and conditions of, and the criteria included in, Awards. In case of an Award designed to qualify for the
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Performance-Based Exception, the Committee will take care not to make an adjustment that would disqualify the Award.
14.3
AWARDS PREVIOUSLY GRANTED. No termination, amendment or modification of the Plan will adversely affect
in any material way any Award already granted, without the written consent of the Participant who holds the Award.
14.4
COMPLIANCE WITH CODE SECTION 162(m). Awards will comply with the requirements of Code Section 162
(m), unless the Committee determines that such compliance is not desired with respect to an Award available for grant under the
Plan. In addition, if changes are made to Code Section 162(m) to permit greater flexibility as to any Award available under the
Plan, the Committee may, subject to this Article 14, make any adjustments it deems appropriate.
ARTICLE 15.

NONTRANSFERABILITY OF AWARDS

Except as otherwise provided in a Participant’s Award Agreement, no Option, SAR, Performance Share, Restricted Stock,
or Restricted Stock Unit granted under the Plan may be sold, transferred, pledged, assigned, or otherwise alienated or
hypothecated, other than by will or by the laws of descent and distribution, or pursuant to a domestic relations order (as defined in
Code Section 414(p)). All rights with respect to Performance Shares, Restricted Stock and Restricted Stock Units will be available
during the Participant’s lifetime only to the Participant or his or her guardian or legal representative. Except as otherwise provided
in a Participant’s Award Agreement or in paragraph (a) below, all Options and SARs will be exercisable during the Participant’s
lifetime only by the Participant or his or her guardian or legal representative. The Participant’s beneficiary may exercise the
Participant’s rights to the extent they are exercisable under the Plan following the Participant’s death. The Committee may, in its
discretion, require a Participant’s guardian, legal representative or beneficiary to supply it with the evidence the Committee deems
necessary to establish the authority of the guardian, legal representative or beneficiary to act on behalf of the Participant.
(a)

Notwithstanding the foregoing, with respect to any Nonstatutory Stock Options, each Participant shall be permitted
at all times to transfer any or all of the Options, or, in the event the Options have not yet been issued to the
Participant, the Company shall be permitted to issue any or all of the Options, to certain trusts designated by the
Participant as long as such transfer or issuance is made as a gift (i.e., a transfer for no consideration, with donative
intent), whether during lifetime or to take effect upon (or as a consequence of) his or her death, to his or her spouse
or children. Gifts in trust shall be deemed gifts to every beneficiary and contingent beneficiary, and so shall not be
permitted under this paragraph (a) if the beneficiaries or contingent beneficiaries shall include anyone other than
such spouse or children. Transfers to a spouse or child for consideration, regardless of the amount, shall not be
permitted under this Section.
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(b)

ARTICLE 16.

Any Options issued or transferred under this Article 15 shall be subject to all terms and conditions contained in the
Plan and the applicable Award Agreement. If the Committee makes an Option transferable, such Option shall
contain such additional terms and conditions, as the Committee deems appropriate.
WITHHOLDING

16.1
TAX WITHHOLDING. The Company will have the power and the right to deduct or withhold, or require a
Participant to remit to the Company, the minimum amount necessary to satisfy federal, state, and local taxes, domestic or foreign,
required by law or regulation to be withheld with respect to any taxable event arising under this Plan.
16.2
SHARE WITHHOLDING. With respect to withholding required upon the exercise of Options or SARs, upon the
lapse of restrictions on Restricted Stock, or upon any other taxable event arising as a result of Awards granted hereunder, the
Company may satisfy the minimum withholding requirement for supplemental wages, in whole or in part, by withholding Shares
having a fair market value (determined on the date the Participant recognizes taxable income on the Award in accordance with
procedures prescribed by the Company and permitted under the Code or other applicable tax law) equal to the minimum
withholding tax required to be collected on the transaction. The Participant may elect, subject to the approval of the Committee, to
deliver the necessary funds to satisfy the withholding obligation to the Company, in which case there will be no reduction in the
Shares otherwise distributable to the Participant.
ARTICLE 17.

INDEMNIFICATION

Each person who is or has been a member of the Committee or the Board, and any officer or Employee to whom the
Committee has delegated authority under Section 3.1 or 3.2 of the Plan, will be indemnified and held harmless by the Company
from and against any loss, cost, liability, or expense that may be imposed upon or reasonably incurred by him or her in connection
with or as a result of any claim, action, suit or proceeding to which he or she may be a party or in which he or she may be involved
by reason of any action taken, or failure to act, under the Plan. Each such person will also be indemnified and held harmless by the
Company from and against any and all amounts paid by him or her in a settlement approved by the Company, or paid by him or her
in satisfaction of any judgment, of or in a claim, action, suit or proceeding against him or her and described in the previous
sentence, so long as he or she gives the Company an opportunity, at its own expense, to handle and defend the claim, action, suit
or proceeding before he or she undertakes to handle and defend it. The foregoing right of indemnification will not be exclusive of
any other rights of indemnification to which a person who is or has been a member of the Committee or the Board may be entitled
under the Company’s Articles of Incorporation or By-Laws, as a matter of law, or otherwise, or any power that the Company may
have to indemnify him or her or hold him or her harmless.
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ARTICLE 18.

SUCCESSORS

All obligations of the Company under the Plan or any Award Agreement will be binding on any successor to the Company,
whether the existence of the successor results from a direct or indirect purchase of all or substantially all of the business or assets
of the Company or both, or a merger, consolidation, or otherwise.
ARTICLE 19.

BREACH OF RESTRICTIVE COVENANTS

An Award Agreement may provide that, notwithstanding any other provision of this Plan to the contrary, if the Participant
breaches any competition, nonsolicitation or nondisclosure provisions contained in the Award Agreement, whether during or after
termination of Service, the Participant will forfeit:
(a)

any and all Awards granted or transferred to him or her under the Plan, including Awards that have become
Vested; and

(b)

the profit the Participant has realized on the exercise of any Options, which is the difference between the Exercise
Price of the Options and the applicable Fair Market Value of the Shares (the Participant may be required to repay
such difference to the Company).

ARTICLE 20.

LEGAL CONSTRUCTION

20.1
NUMBER. Except where otherwise indicated by the context, any plural term used in this Plan includes the
singular and a singular term includes the plural.
20.2
SEVERABILITY. If any provision of the Plan is held illegal or invalid for any reason, the illegality or invalidity will
not affect the remaining parts of the Plan, and the Plan will be construed and enforced as if the illegal or invalid provision had not
been included.
20.3
REQUIREMENTS OF LAW. The granting of Awards and the issuance of Share or cash payouts under the Plan
will be subject to all applicable laws, rules, and regulations, and to any approvals by governmental agencies or national securities
exchanges as may be required.
20.4
SECURITIES LAW COMPLIANCE. As to any individual who is, on the relevant date, an officer, director or ten
percent beneficial owner of any class of the Company’s equity securities that is registered pursuant to Section 12 of the Exchange
Act, all as defined under Section 16 of the Exchange Act, transactions under this Plan are intended to comply with all applicable
conditions of Rule 16b-3 under the Exchange Act, or any successor rule. To the extent any provision of the Plan or action by the
Committee fails to so comply, it will be deemed null and void, to the extent permitted by law and deemed advisable by the
Committee.
If at any time the Committee determines that exercising an Option or SAR or issuing Shares pursuant to an Award would
violate applicable securities laws, the
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Option or SAR will not be exercisable, and the Company will not be required to issue Shares. The Company may require a
Participant to make written representations it deems necessary or desirable to comply with applicable securities laws. No person
who acquires Shares under the Plan may sell the Shares, unless he or she makes the offer and sale pursuant to an effective
registration statement under the Exchange Act, which is current and includes the Shares to be sold, or an exemption from the
registration requirements of the Exchange Act.
AWARDS TO FOREIGN NATIONALS AND EMPLOYEES OUTSIDE THE UNITED STATES. To the extent the
20.5
Committee deems it necessary, appropriate or desirable to comply with foreign law or practice and to further the purposes of this
Plan, the Committee may, without amending the Plan, (i) establish rules applicable to Awards granted to Participants who are
foreign nationals or are employed outside the United States, or both, including rules that differ from those set forth in this Plan, and
(ii) grant Awards to such Participants in accordance with those rules.
20.6
UNFUNDED STATUS OF THE PLAN. The Plan is intended to constitute an ‘unfunded” plan for incentive and
deferred compensation. With respect to any payments or deliveries of Shares not yet made to a Participant by the Company, the
Participant’s rights are no greater than those of a general creditor of the Company. The Committee may authorize the
establishment of trusts or other arrangements to meet the obligations created under the Plan, so long as the arrangement does not
cause the Plan to lose its legal status as an unfunded plan.
20.7
GOVERNING LAW. To the extent not preempted by federal law, the Plan and all agreements hereunder will be
construed in accordance with and governed by the laws of the State of Illinois.
20.8
NO LIMITATION ON RIGHTS OF THE COMPANY. The grant of the Award does not and will not in any way
affect the right or power of the Company to make adjustments, reclassifications or changes in its capital or business structure, or to
merge, consolidate, dissolve, liquidate, sell or transfer all or any part of its business or assets.
20.9
PARTICIPANT TO HAVE NO RIGHTS AS A SHAREHOLDER. Before the date as of which he or she is recorded
on the books of the Company as the holder of any Shares underlying an Award, a Participant will have no rights as a shareholder
with respect to those Shares.
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EXHIBIT 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Joe Mansueto, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Morningstar, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;
3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

5.

a.

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b.

designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

c.

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d.

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):
a.

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and
report financial information; and

b.

any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: August 4, 2009

/s/ Joe Mansueto
Joe Mansueto
Chairman of the Board and Chief Executive Officer
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EXHIBIT 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Scott Cooley, certify that:
1.

I have reviewed this Quarterly Report on Form 10-Q of Morningstar, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material
fact necessary to make the statements made, in light of the circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present
in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

5.

a.

designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in
which this report is being prepared;

b.

designed such internal control over financial reporting, or caused such internal control over financial reporting to
be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles;

c.

evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

d.

disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially
affect, the registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control
over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or
persons performing the equivalent functions):
a.

all significant deficiencies and material weaknesses in the design or operation of internal control over financial
reporting which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize
and report financial information; and

b.

any fraud, whether or not material, that involves management or other employees who have a significant role in
the registrant’s internal control over financial reporting.

Date: August 4, 2009

/s/ Scott Cooley
Scott Cooley
Chief Financial Officer
68

EXHIBIT 32.1
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002
Joe Mansueto, as Chairman of the Board and Chief Executive Officer of Morningstar, Inc. (the Company), certifies, pursuant to 18
U.S.C. 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
1.

the Company’s Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2009 as filed with the Securities
and Exchange Commission on the date hereof (the Report) fully complies with the requirements of Section 13(a) or 15
(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m); and

2.

the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s/ Joe Mansueto
Joe Mansueto
Chairman of the Board and Chief Executive Officer
August 4, 2009
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EXHIBIT 32.2
CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906 OF
THE SARBANES-OXLEY ACT OF 2002
Scott Cooley, as Chief Financial Officer of Morningstar, Inc. (the Company), certifies, pursuant to 18 U.S.C. 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that:
1.

the Company’s Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2009 as filed with the Securities
and Exchange Commission on the date hereof (the Report) fully complies with the requirements of Section 13(a) or 15
(d) of the Securities Exchange Act of 1934 (15 U.S.C. 78m); and

2.

the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

/s/ Scott Cooley
Scott Cooley
Chief Financial Officer
August 4, 2009
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