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Part |
Item 1. Business

We are a leading provider of independent investmesgarch to investors around the world. Sincdaunding in 1984, our mission
has been to create great products that help imgastach their financial goals. We offer an exteadine of Internet, software, and print-based
products for individual investors, financial adwisgand institutional clients. We also provide assanagement services to advisors and
institutions. In addition to our U.%ased products and services, we offer local vessidour products designed for investors in Asiasthalia,
Canada, and Europe. We serve more than 4.9 mitidimidual investors, 185,000 financial advisonsgd& 50 institutional clients. We have
operations in 12 countries and hold minority owhgrositions in companies located in four othesrdaes.

We maintain a series of comprehensive databasegybhkey types of investments that are widely usgthvestors both in the United States
and in non-U.S. markets. After establishing thestalohses, we add additional value and insighteeatv data by investing in our core skills of
research, technology, and design. As of Decembe2(@®15, we provided extensive data on more than:

e 17,800 mutual fund share classes in the UnitedStat

* 43,000 mutual funds and similar vehicles in intéioreal markets;

* 7,100 stocks;

* 2,600 hedge funds;

* 4,800 separate accounts;

* 50,200 variable annuity/life subaccounts;

* 200 exchange-traded funds;

* 600 closed-end funds; and

* 80 state-sponsored college savings plans (comnkmrdwn as Section 529 College Savings Plans).

Morningstar’s business model is based on leveragingnvestments in the databases we maintaingdsas our core skills of research,
technology, and design. We leverage these investnigrselling a wide variety of products via mukipnedia to three key market segments
around the world.




Business Model: Leveraging Fixed Investments

We leverage our eight core mvestment databases by selling a wide mriet-grnf products wia multiple media
o three key investor segrents around the world.
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Our data and proprietary analytical tools sucthasMorningstar Rating for mutual funds, which ratest performance based on risk- and cost-
adjusted returns, and the Morningstar Style Boxctvprovides a visual summary of a mutual fund’denlying investment style, have become
important tools that millions of investors and aabrs use in making investment decisions. We'vetetkather tools such as the Ownership
Zones, Sector Deltas, and Market Barometer, wHickvanvestors to see how different investments kvmgether to form a portfolio and to
track its progress. We developed a Portfolio X-Re} that helps investors reduce risk and undedsthe key characteristics of their portfolios
based on nine different factors.

More recently, we've expanded our research eftoriadividual stocks and have worked to populatiee concepts of economic moat and
margin of safety. The Morningstar Rating for stotkbased on our analyst-generated fair value agtisnas well as the company’s level of
business risk and economic moat, or competitivaathge. We offer a variety of qualitative measstesh as Stewardship Grades, which help
investors identify stocks and funds that have destrated a high level of commitment to shareholdeis stewardship of investors’ capital.

We've also developed in-depth advice on securitgcti®n and portfolio building to meet the needsnekestors looking for integrated portfolio
solutions. We believe many investors rely on thesés because they offer a useful framework for garing potential investments and making
decisions. Our independence and our history ofvation also make us a trusted resource for investor
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The Morningstar Rating
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We provide Morningstar Ratings on mutual funds, stocks, separate accounts, exchange-traded funds, and closed-end funds,
as well as variable annuity/life portfolies and subaccounts. For managed investment products, the Morningstar Rating brings
performance and risk together into one evaluation, with the top 10% of rated offerings receiving 5 stars and the bottom 10%
receiving 1 star. The Morningstar Rating for stocks is based on the difference between a stock’s current market price and our
analyst-generated fair value estimate. It also incorporates our assessment of the company’s level of business risk and
economic moat, or competitive advantage.

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

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

The third illustration shows the complete distribution of the fund’s holdings. Because some individual holdings have
extremely large market capitalizations, they land outside the traditional Style Box range.
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Growth Strategies

We operate our business in three global segmentslivitlual, Advisor, and Institutional. Our missi@nto create great products that
help investors reach their financial goals, and thission guides all of our operations and prodffetrings. In keeping with our mission, we
pursuing four key growth strategies, which we diégcbelow. We review our growth strategies ongular basis and make refinements as
necessary to guide our business. Since becominglacwompany, we no longer consider strategic aitipns to be a core growth strategy
because we only expect to make acquisitions in@umb our other objectives. And, we have addeéw growth strategy of becoming a glo
leader in funds-of-funds investment managemerdgeasribed in greater detail below.

Enhance our position in each of our three markgnsents by focusing on our four major Internet-bagkedforms.

We believe that individual investors, financial &irs, and institutional clients increasingly wartegrated solutions as opposed to
having to use different research tools for diffenearts of their portfolios. To help meet the mankeed for integrated solutions, one of our key
strategies is to focus our product offerings orr fafuour major platforms:

* Morningstar.com for individual investors;

* Morningstar Advisor Workstation for financial aders;

* Morningstar Direct for institutional investmemisearch professionals; and
* Morningstar Retirement Manager for the retirentaatket.

These products all include integrated researchpanifiolio tools, allowing investors to use our priepary information and advice across
multiple security types. We believe we can achideeper penetration of our current audiences with e&these platforms, as well as extend
their reach to new segments. With Morningstar.camire focusing on expanding beyond our core audiefanutual fund investors by adding
more stock investors and continuing to expand each with our core audience of experienced andgatgmvestors. With Advisor
Workstation, we're adding functionality that wilelp us reach more advisors in the United Stategyboimhlly. With Morningstar Direct, we're
focusing on expanding functionality and reachirg@ader audience. For the Retirement Manager phatfae’re focusing on our managed
account offering as more plan providers have beepting managed accounts. We recently added Adyidebotson to our retirement advice
platform following our recent acquisition of IbbotsAssociates.

Become a global leader in funds-of-funds investmertagement.

The large number of managed investment producitabl@has made assembling them into well-constdigbrtfolios a difficult task
for many investors. Consequently, funds-of-funderirigs have seen strong growth within the mutuatlf variable annuity, and hedge fund
industries. We believe assembling and evaluating$of funds is a natural extension of our expeitisunderstanding managed investment
products.

Our investment management programs combine maragestment vehicles—typically mutual funds—in poliths designed to help investors
and financial advisors meet their specific finahg@als. Morningstar Managed Portfolios, which weaduced in 2001, is a fee-based
discretionary asset management service that insladeries of mutual fund and exchange-traded fortfiolios tailored to meet specific
investment time horizons and risk levels. We alfer@a managed account service as part of our Mgstar Retirement Manager platform for
the retirement market, which we introduced in 200@. offer these managed accounts for plan partitipaho choose to delegate manager
of their portfolios to Morningstar’s investment fessionals, who select investment options and matikement planning choices for the
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participant. We believe that retirement plan pgstiats will continue to adopt managed accounts imzaf the complexity involved in
retirement planning.

In addition to the assets we manage directly, veeehiotal of $22.1 billion in assets under advisenie our Investment Consulting business as
of December 31, 2005. This total includes consgltilationships as well as agreements where wasaatportfolio construction manager for a
mutual fund or variable annuity and receive a bpsist fee. We see continued potential to expargdhrt of our business, including in our
operations outside the United States.

Expand the range of services we offer investananfiial advisors, and institutional clients.

We plan to expand our product offerings to betteetrthe needs of investors. We plan to continulgimgi new databases for
additional types of investment offerings, includimedge funds, various types of managed investnwais in international markets, and other
widely used investment products. We expect to aoietiexpanding our product offerings in two primargas:

* Expand our stock-research capabiliti€3ur equity research builds on our approach to niditural analysis, which has
historically focused on analyzing the individuadcks that make up each fund’s portfolio. In additio the agreements we
have in place with six major investment banks wvjote research under the terms of the Global An&gsearch Settlement,
we are continuing to pursue opportunities to distteé our equity research in the United States mamddgjor international
markets. We also believe that investingreasing awareness of the value of independseareh will strengthen our busin
over the long term; and

* Expand our capabilities in hedge fund resealte plan to continue expanding our research andatateedge funds to he
investors analyze this alternative asset clas$, thié goal of making the hedge fund industry moaadparent to investors.
Hedge funds worldwide now represent more thani§dirin investor assets, according to the Decenfi®5 Hedge Fund
Manager/Advent survey of hedge fund administratoffering data on hedge funds is a natural extengfaur work on othe
managed investment vehicles. We introduced our é&algd database in early 2005 and now have compsaleedata on
more than 2,600 hedge funds. We plan to add ougentachd data to additional Morningstar products begin offering
analyst reports on hedge funds during 2006.

Expand our international brand presence, produats] services.

Over the past several years, we have expandedrodugt offerings internationally. Our internatiomgderations generated $29.4
million in revenue in 2005, compared with $25.4lioil in 2004. We plan to continue expanding oueingational operations to meet the
increasing demand for wide-ranging, independergstment insight by investors around the globe. Begapproximately half of the world’s
investable assets are located outside of the USBitats, we believe there are significant oppatiemfor us in non-U.S. markets.

Acquisitions

Historically, we have focused primarily on orgagiowth by introducing new products and services exghnding our marketing

efforts for existing products. However, we have madd expect to continue making selective acqoistihat support our four key growth
strategies. In reviewing potential acquisitions,plen to focus on transactions that:

e offer a good strategic fit with our mission of dieg great products that help investors reach tirgncial goals;
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* help us build our proprietary investment databasesgarch capabilities, technical expertise, otorusr base faster and more
cost effectively than we could if we built them seilves; and
e offer a good cultural fit with our entrepreneursgirit and brand leadership.

Ibbotson Associates

On March 1, 2006, we completed our acquisitionbifotson Associates, a privately held firm spediadjzn asset allocation research
and services, for approximately $83 million in casibject to adjustments for working capital arfteotitems. Ibbotson had $37.2 million in
revenue for its fiscal year ended June 30, 200%othon’s key products and services include:

* awell-established investment consulting practia provides asset allocation and fund researatstitutions;

* aportfolio and asset management business thatrootssactively managed funds-of-funds offeringsfiieancial
institutions;

* managed retirement accounts for participants inlg0dnd other defined contribution plans;

¢ the EnCorr software for investment management tmategic asset allocation;

* asset allocation, forecasting, and optimizatiotveaife widely used in broker-dealer advisor platfeym

* along-term database of capital markets returns;

* training and educational services; and

* theStocks, Bonds, Bills, and Inflatiamnual reference guides.

We believe the Ibbotson acquisition complementsgoawth strategies in several key areas, includingstment consulting, managed
retirement accounts, and institutional and advéeftware.

Variable Annuity Research and Data Service (VARDS)

In January 2005, we acquired the VARDS unit fromefiie Corporation for $8.2 million in cash. VARD®vyides research and data
on variable annuities and is used by many firms dffar variable annuities. The service is alsodusg many brokerage firms for research, due
diligence, and suitability determination. We beéidhis acquisition strengthens our investment detaland will enhance our efforts to provide
investors with the information they need to makdl-méormed decisions when investing in variablenaities. The acquisition contributed
approximately $2.4 million of revenue in 2005.

We have also made other acquisitions over thegeastral years. For more information, refer to Not# the Notes to our Consolidated
Financial Statements.

Business Segments, Products, and Services

We divide our business operations into three seggnen

¢ Individual, which focuses on products and service$ndividual investors;
e Advisor, which focuses on products and servicedifi@ancial advisors; and

* |Institutional, which focuses on products and s@&wifor institutional clients, including banks, bes&ge firms, insurance companies,
mutual fund companies, media outlets, and retirémplkam providers and sponsors.
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The table below shows our revenue by business sgdgoreeach of the past three years:

2005 2004 2003
Revenue by Segment $00C % $00C % $00C %
Individual $63,44¢ 27.<% $46,99¢ 26.2% $35,40¢ 25.4%
Advisor 72,68¢ 32.C 60,88( 33.¢ 49,16 35.2
Institutional 95,947 42.2 78,40: 43.€ 59,74* 42.¢
Elimination of intersegment reven (4,970 (2.1 (6,620 (3.7 (4,81¢) (3.9
Consolidated revenue $227,11. 100.(% $179,65! 100.(% $139,49! 100.(%

For information on segment operating income (lo=fgr to Note 5 of the Notes to our ConsolidatethRcial Statements.
Individual Segment

For individual investors, our largest product is buS.-based Web site, Morningstar.com, which idekiour Premium Membership
service and Internet advertising sales. Morningstarleader in broad-based, innovative investmesgarch, and Morningstar.com has
consistently received positive reviews from majosibess publications suchBarron’s, ForbesandThe Wall Street JournaDur Individual
business segment also includes Morningstar EquéseRrch, which we distribute through several chantrevestors can access our equity
research through our Premium Membership servidelamingstar.com. In addition, our independent egtesearch is currently distributed
through six major investment banks to meet theirement for independent research under the Globalyst Research Settlement, as well as
to several other companies who provide our resdarttreir affiliated financial advisors or to indtlwal investors. We also offer several print
and online publications focusing on stocks, mutuatls, personal finance, and other investing topés offer free local Web sites for
individual investors in Australia, Belgium, Cana@®nmark, Finland, France, Germany, Hong Kongyt#pan, Korea, the Netherlands, N
Zealand, Norway, People’s Republic of China, Sp8imeden, Switzerland, and the United Kingdom. O@bWites and individual investor
publications reach more than 4.9 million investomsidwide.

Within the Individual business segment, most of pnaducts target experienced investors who argelgtinvolved in the investing process ¢
want to take charge of their own investment densi®Ve also reach individuals who want to learnevadyout investing and investors who ¢
out third-party sources to validate the advice ttemeive from brokers or financial planners. Ougrd base in this segment consists of more
than 230,000 paying customers, including 147,0E0rirm members of Morningstar.com and 84,000 subiscgiwho purchase our investment
newsletters designed for individual investors. ddition to this customer base, approximately 4,800lic and private libraries in the United
States subscribe to our services. We also offeriasof books and workbooks about investing, dbaseformatted printable reports on
individual securities.

We promote our individual investor products prirhatirough traditional direct mail, e-mail, promaris on our 20 investor Web sites
worldwide, public relations, and advertising oratetl Web sites.

Our strategy is to increase the number of investdrs sign up for Morningstar.com Premium Memberdhjiontinuing to develop and
promote Premium content such as analyst reports] Amalyst Picks and Pans, and value-added partfobils, which we market to registered
users and other investors. As a core marketintestyfor Morningstar.com, we use search marketirigch includes working to optimize our
site’s ranking in organic search results along \pithchasing advertisements on third-party sitet ssgscYahoo! and Google based on
investment-related key words that can bring intexémvestors to relevant content on Morningstan.co
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In our Individual business segment, we compete thighpersonal finance Web sites of AOL Money & Fice, CNN Money, MarketWatch,
MSN Money, The Motley Fool, SmartMoney.com, TheeBtrcom, The Wall Street Journal Online, and Yalkoance. Our print publications
compete with Agora Publishing, Forbes, The Motlepli-Phillips Investment Resources, and Value Line.

We believe our Individual segment has a modest atnofuseasonality. The first quarter tends to shmove sales activity for Premium
Membership on Morningstar.com and other producth s theMorningstar Stocks 508ndMorningstar Funds 500which are reference
guides that we publish once a year. Sales in alivithual segment tend to be slightly lower over sipging and summer months. However, the
impact of this seasonality tends to be moderatedunydiversified product base and the fact thatee®gnize revenue ratably over the term of
each subscription.

Our largest customer in the Individual segment mauléess than 10% of segment revenue in 2005.
Morningstar.com

Our largest Web site for individual investors is dimgstar.com in the United States. As of Decen®iger2005, the free membership
services offered through Morningstar.com had maa 4.6 million registered users worldwide, whoéagcess to comprehensive data on
individual stocks, mutual funds, and other investtago help them conduct research and track pegonee In addition, Morningstar.com
features extensive market data, Morningstar agjgeoprietary portfolio tools, and educational temrt to help investors of all levels access
timely, relevant investment information. Morningstam also includes Portfolio X-Ray, which helpgéstors reduce risk and understand key
characteristics of their portfolios, and a variefyther portfolio tools.

We use our free content as a gateway into paid iBrerilembership, which includes access to writtealygst reports on more than
1,700 stocks, 2,000 mutual funds, and 100 exch#megied funds, as well as Analyst Picks and Pamrsy&@tship Grades, and Premium Stock
and Fund Screeners. We currently offer Premium Masibp services only in the United States.

In 2005, we launched the Morningstar Stewardshigd&ifor stocks on Morningstar.com to help individogestors evaluate a company’s
financial transparency, shareholder friendlinessnagement incentives and ownership, and overgtlocate stewardship of investors’ capital.
The Morningstar Stewardship Grade for stocks fofl@similar grading system for mutual funds thaimoduced in 2004.

In 2005, we responded to greater investor demanisflarmation on exchange-traded funds by expandimgcoverage on these funds. Our
analysts covered more than 100 exchange-traded famdf December 31, 2005, compared with abous38 Becember 31, 2004. We
introduced a new rating for exchange-traded funddarch 2006. To help draw investors deeper intorfmstar.com and highlight the full
range of information available on the site, in 20@5launched a new home page for free and registesers. The new home page highlights
more of the most popular content on the site, icly articles written by our analyst staff and Brtk our stock and fund data pages. We
developed and introduced a similar home page femRm members in early 2006.

As of December 31, 2005, we had 147,010 paid Pmransiubscribers for Morningstar.com in the United&taWe currently charge $14.95 for
a monthly subscription, $135 for an annual subsiorip $225 for a two-year subscription, and $320a¢hree-year subscription for
Morningstar.com’s Premium service. We also selleatising space on Morningstar.com.

Morningstar.com is one of our five largest produatg was our largest product in the Individual seghin 2005. This product accounted for
11.2%, 11.5%, and 11.7% of our consolidated revém@@05, 2004, and 2003, respectively.

Growth of Morningstar.com Premivm Memberships
Year Ended December 31
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Morningstar Equity Research

As of December 31, 2005, we offered independenitegesearch on more than 1,700 companies. Ouroagprto stock analysis
focuses on long-term fundamentals. Our analysthiatecompanies by assessing each firm’s competiivantage, analyzing the level of
business risk, and completing an in-depth projeatibfuture cash flows. For the companies we cowercreate an analyst-generated fair value
estimate, a Morningstar Rating for stocks, a ratorgusiness risk, and an assessment of the cofigpaconomic moat. Economic moat is a
concept originally developed by Warren Buffett thascribes a company’s competitive advantage vel&tbi other companies. For the
remaining 5,400 stocks included in our databaseoffee quantitatively generated grades for grovpttofitability, and financial health, as well
as descriptive text that explains the comparbusiness operations. We currently deliver ouitggesearch to individual investors as part of
Premium Membership service on Morningstar.com arglx major investment banks under the terms ofafubal Analyst Research
Settlement, as well as to several other companiesprovide our research to their affiliated final@dvisors or to individual investors.

We have significantly expanded our equity reseamlerage over the past several years. We currpriljide analyst reports on more than
99% of the market capitalization of the stocksuded in the S&P 500 index. We continue to expandaoalyst staff to support these research
efforts and had 87 stock analysts in the UnitedeStas of December 31, 2005, compared with 73 Beoémber 31, 2004.

We also introduced a new discounted cash-flow (D@&jlel for valuing real estate investment trustsI{R) in 2005, replacing the net asset
value model we previously used. We believe thatri¥star is the first independent research firrnde a DCF approach as a primary tool for
valuing REITs.

Pricing for Morningstar Equity Research that we\dglrelated to the Global Analyst Research Setienor for other institutional clients var
based on the level of distribution, the numbereafusities covered, the amount of custom coverageined, and the length of the contract term.
Morningstar Equity Research, which primarily cotsisf research related to the Global Analyst Rete8ettlement, was the second largest
product in the Individual segment based on revén@®05, following Morningstar.com.

Morningstar Mutual Funds

Morningstar Mutual Fundss a reference publication that features our signeabnepage reports on approximately 1,500 mutual fu
These reports contain historical performance gaigfolio statistics, proprietary measurement tpated analyst reports. Twice a month,
subscribers receive updated reports for approxisnatd of the covered funds, along with news, astatpmmentary, industry research, and
summary performance data for all 1,500 funds. Stitess can also access a Web-based version fondisé current information. We charge
$549 for a one-year subscriptionNrningstar Mutual Funds

Morningstar FundInvestor

Morningstar Fundinvestois a monthly newsletter that provides informationl énsight on 500 of the most popular mutual funts.
also includes a list of 150 Analyst Picks—hand-ctelé funds that our analysts think are the mostpediing for long-term investors. Each
monthly issue contains extensive data, ideas ddihgibetter portfolios, news on current developteemd changes within the fund industry,
and proprietary research and ratingerningstar Fundinvestoalso features three mutual fund portfolios consedi@nd updated by
Morningstar’s senior analyst team. We charge $9@fone-year subscription kdorningstar Fundinvestor.

Morningstar Stockinvestor
Morningstar Stockinvestds a monthly newsletter that includes updates anrtwadel portfolios (a Tortoise portfolio designed f
conservative investors and a Hare portfolio desigine more risktolerant investors), a Red Flags column that castinvestors about stocks

avoid, and the Morningstar Bellwether 50, a wasthdf 50 dominant companies with wide economic moat competitive advantages.
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Each issue also offers ideas about how investarsncarove their stock selection and learn from irggortfolio managers. We charge $109
for a one-year subscription Morningstar Stockinvestar

In addition to the products mentioned above, wera$everal other investment newsletters and assefiBooks about investing in stocks and
mutual funds, which are available directly fromamsl in bookstores. We launched three new print lett@ss in 2005Morningstar Practical
Finance, Morningstar DividendIinvestogndMorningstar Growthinvestorias well as a new series of investing workbooks abtmecks and
mutual funds. In early 2006, we introduced a nemuah softcover reference guide on exchange-tragiedsf, theMorningstar ETFs 100

Advisor Segment

For financial advisors, our largest products aremtmstar Advisor Workstation, a comprehensive Wabed investment planning
system, and Principia, our leading CD-RQ@idsed investment research and planning softwarel¥deoffer Morningstar Managed Portfolio:
fee-based discretionary asset management progsdribdted exclusively through financial advisorair@dvisor products are integrated into
the daily operations and research processes of firamcial advisors who use our research and toogisovide guidance for individual
investors. According to the most recent report ghield in June 2003 by the consulting firm Tiburdrag&gic Advisors, Morningstar was
ranked as the leading provider of investment refeand data, financial planning software, and aalémtation software among 1,476
independent financial advisors surveyed. Morningsés also received the CPA Wealth Provider Firedrilanning Award in the Financial
Planning Software Vendors category for each ot three years for Principia and Morningstar AdwMWorkstation. This award recognizes
companies that have taken the lead through innmvagifficiency, initiative, or growth in the finaiat planning area.

We sell our advisor-related products both diretdlyndependent financial advisors and through enitez licenses, which allow financial
advisors associated with the licensing enterpdagse our products. Most of our license agreemiaritee Advisor segment have terms ranging
from one to three years. As of December 31, 20@5had established relationships with more thanG&Dfinancial advisors in the United
States and approximately 55,000 financial advigoisternational markets. Approximately 13% of @ddvisor segment revenue was from
international sales in 2005. In addition to the W& sions of our Advisor products, we offer produor financial advisors in a variety of
international markets. For example, we have intgwnal versions of Advisor Workstation tailoredrt@rkets in Asia, Australia, Canada, and
Europe, and we offer products similar to Principi€anada and Australia.

Our products for advisors are sold primarily throwyir sales force and direct mail, with promotiosigbport from online and print advertising,
public relations, and conference exhibits. We als® the annual Morningstar Investment Conferenpedmote our offerings for advisors. We
believe that there are substantial opportunitigadcease Advisor Workstation sales by attractidditgonal brokerage firms and investment
advisors to sign up as clients. We also expeckpard our offerings to financial advisors in int@ional markets. Our primary competitors in
the Advisor segment include Standard & Poor’s, SandGand Thomson Financial Services. For Morninggi@anaged Portfolios, our primary
competitors are AssetMark, Brinker Capital, EnvestMC, SEI Investments, and Standard & Poor’s.

In the Advisor segment, sequential revenue groetids to be higher in the second quarter becausanowral investment conference is held
once per year in June. Other products in this seggenerally have not shown marked seasonality.

Our largest customer in this segment accountetéfarthan 10% of segment revenue in 2005.

Principia Subscriptions and Advisor Workstation Licenses

Year Ended December 31
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Morningstar Advisor Workstation

Morningstar Advisor Workstation, a Web-based inmestt planning system, provides financial advisoith & comprehensive set of
tools for conducting their core business—includimgestment research, planning, and presentatids.tti@lso allows advisors to build and
maintain a client portfolio database that can by fategrated with the firm’s back-office techngip and resources. Moreover, it helps advisors
create customized reports for client portfoliog t@mbine mutual funds, stocks, separate accovati®ble annuity/life subaccounts, exchange-
traded funds, and closed-end funds. As of Dece®bg2005, more than 113,000 advisors in the Urfiades were licensed to use Advisor
Workstation, which is available in two editionset®ffice Edition for independent financial advisarsd the Enterprise Edition for financial
advisors affiliated with larger firms. We generatlyarge $5,000 per year for the Office Editioncig for the Enterprise Edition varies based
on the number of users, as well as the level oftfanality offered and generally ranges between &80 $2,500 per licensed user.

In 2005, we added a series of Advisor CompliancelSto the Enterprise Edition of Advisor Workstationcluding our Compliance Data
Digest to help institutions manage compliance issekated to point-of-sale requirements for finahedvisors. The Compliance Data Digest
tool allows advisors to view information about maittund breakpoints, rights of accumulation linkaigkes, and letter of intent policies
commonly contained in the mutual fund prospectuStatement of Additional Information. We also irtozed a new Share Class Analyzer
report that helps advisors select the most apmtgyrcost-effective share class and present a @mapsive cost analysis to their clients. We
created a Virtual Training Center to allow userpaaticipate in self-directed tutorials on all Ager Workstation functionality. In addition, we
expanded the range of data universes covered blyypathetical illustrator and other reporting todge also made a number of improvements
to the account management and reporting functigniaicluded in Advisor Workstation Office EditioRor example, we now offer a batch
reporting feature that allows advisors to autonadiffayenerate professional-quality reports for atire practice.

Morningstar Advisor Workstation is one of our fileggest products and made up 12.9%, 10.8%, and @f®4r consolidated revenue in 2005,
2004, and 2003, respectively.

Morningstar Principia

Principia is our CD-ROM-based investment researzh@anning software for financial planners and #8728 subscriptions as of
December 31, 2005. The modules offered in Pringipivide data on mutual funds, stocks, hedge fusgjzarate accounts, variable annuity.
subaccounts, and closed-end funds. Each modulailable separately or together in a CD-ROM forawad features searching, screening, and
ranking tools. Principia allows advisors to creategrated portfolios for clients and offers thigsge Portfolio Snapshot reports that provide a
comprehensive picture of the client’s portfolio.€T8napshot report shows overall style and sectihtirgs as well as the cumulative
exposure to individual stocks. The Snapshot repatong those approved by the National Associaifd®ecurities Dealers for financial
advisors to distribute and review with their clenrincipia prices generally range from approxeha$635 per year for monthly updates on
one investment database to $2,725 per year forhtyonpdates on the complete package spanningvakstment universes. Pricing for
Principia Enterprise licenses varies based onrthestment universes selected, level of functiopadihd number of users and generally starts af
about $635 per user.

During 2005, we added a Defined Contribution Plawasiule to Principia, which is designed to help ficial advisors evaluate an
organization’s 401(k) or 403(b) plan lineup andlthai recommended list of investment selectionalldws advisors to analyze 401(k) and 403
(b) plans by highlighting several characteristitsaitual funds offered through a given plan, inahgddiversification across asset classes,
styles, and regions; quality of the investmentaj and fees associated with the plan and itstment options. This module is designed t
used in tandem with the other mutual fund modufésred through Principia. The price for the new mieds $1,990 per year.

Principia is one of our five largest products andaanted for 12.7%, 16.3%, and 20.7% of our codatdid revenue in 2005, 2004, and 2003,
respectively.
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Morningstar Managed Portfolios

Morningstar Managed Portfolios is a fee-based dismmary asset management service that includesesf mutual fund and
exchange-traded fund portfolios tailored to meetHjr investment time horizons and risk levelsisTprogram is only available through
financial advisors. Our team of investment profesals uses a disciplined process for asset altotdtind selection, and portfolio
construction. They actively monitor the portfolimsd make adjustments as needed. We complementabssemanagement services with
online client-management functions such as riskilprg and access to client statements, transaatapabilities, and performance reports.

We introduced the Morningstar Managed Portfolicagpam in 2001 and had approximately $1.4 billiom&sets under management as of
December 31, 2005. We charge asset-based feesoimidgstar Managed Portfolios. The managementsféased on a tiered schedule that
depends on the client’s average daily portfolimhak and generally ranges from 0.20% to 0.40%s#tas

The Morningstar Managed Portfolios program is atethrough Morningstar Investment Services, Incegistered investment advisor,
registered broker-dealer, NASD member, and wholped subsidiary of Morningstar.

Institutional Segment

For institutional clients, our key products andveegs include Licensed Data, a set of investmeta spanning eight core databases,
available through electronic data feeds; Investrieafiles & Guides, which are designed for insidns to use in communicating investment
information to individual investors; MorningstarrBct, a Web-based institutional research platfdrat provides advanced research and tools
on the complete range of securities in Morningstgtobal database; Investment Consulting, whicliges on investment monitoring and asset
allocation for funds of funds, including mutual fismand variable annuities; and Morningstar Retirgrvanager, a suite of advice and
guidance services for retirement plan participants.

As of December 31, 2005, we served approximatedyclients through our Institutional segment, inéhgdbanks, brokerage firms, insurance
companies, mutual fund companies, media outlet$ ratirement plan sponsors and providers. We belgay institutional clients value our
independence, breadth of information, and custodnézgvices; in addition, we believe our reseamblst and advice reach many individual
investors through this channel. Across the Instihgl segment, we've established relationships witmy of the largest companies in the
financial services industry, including Fidelity, Mé&e, Nationwide, and Prudential. Approximately%31of our institutional sales are to clients
located outside of the United Stateprimarily in Australia, Canada, and various colegiin Europe. We typically sell our institutionabgucts
based on a contract term of one to three years.

We market our products for institutional clientsakt exclusively through our sales team. We prowideketing support for our sales team in
the form of online and print advertising, publitatéons, direct mail, and conference exhibits. W &ave data reselling agreements with third-
party providers of investment tools and applicaialowing us to increase the distribution of data with minimal additional cost.

For Licensed Data and Investment Profiles & Guides,primary competitors are Bowne, FactSet Rebe@ystems, Lipper, and Standard &
Poor’s. For Morningstar Direct, our primary competitars Informa, Lipper, Markov, Mobius Data Subscops, Strategic Insight, and Zept
Management. Our Investment Consulting business etespprimarily with Lipper, Standard & Poor’s, aMilshire, as well as some smaller
competitors in the retirement consulting businésshe retirement advice market, we compete prilpavith Financial Engines and Promang
Most products within our Institutional segment hat shown pronounced seasonality over the pase thears.
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Our largest customer in the Institutional segmegbanted for less than 10% of segment revenue(5.20
Licensed Data

Our Licensed Data service offers a set of investrdata spanning eight core databases, availatdeghrelectronic data feeds.
Available data packages include proprietary siaistuch as the Morningstar Style Box and MorniagBiating and a wide range of other data,
including information on investment performancestfmdio composition, operations data, fees and asps, cash flows, and ownership.
Institutions can use Licensed Data in a varietineéstor communications, including Web sites, ppublications, and marketing fact sheets, as
well as for internal research and product develagm#&/e deliver Licensed Data as an electronic tisd using XML technology for rapid
transmission and ease of use. Pricing for Licemzgd is based on the number of funds or other g@=ucovered, the amount of information
provided for each security, and the level of dsttion.

Licensed Data is one of our five largest produats accounted for 14.3%, 15.1%, and 16.1% of ousalisated revenue in 2005, 2004, and
2003, respectively.

Investment Consulting

Our Investment Consulting services focus on investnmonitoring and asset allocation for funds eids, including mutual funds and
variable annuities. Our investment professionaduate portfolios, recommend strategies, helpragstment policies, design asset allocati
and monitor ongoing performance. We offer thesesaltimg services to clients in the United StatesiagAAustralia, Canada, and Europe,
including insurance companies, investment manageocmnpanies, mutual fund companies, and brokeredealVe also provide services for
retirement plan sponsors and providers, includiegetbping plan lineups, creating investment pofitatements, and monitoring investment
performance.

Our team of investment consultants draws on bo#ntjative research tools and qualitative expettsassess investment vehicles, provide
detailed analysis of performance and portfolio ebteristics, and make comprehensive recommenddtoimprovement. We also offer
investment manager search services. Our staff aeslihe depth of Morningstar’s historical fundarakdatabases with detailed investment
knowledge and investment experience to recommealifigd candidates for subadvisory firms, mutualdumanagers, variable insurance trust
managers, and separate account managers. Oummargshonitoring services include analyst repontst@mizable board reports, select lists,
watchlists, and in-depth attribution analysis. iddfor our consulting services is based on thesaxf work and the level of service required.
For agreements where we act as a portfolio cortstrumanager for a mutual fund or variable annuitg,receive asset-based fees.

We offer our Investment Consulting services throMgirningstar Associates, LLC, a registered investinagvisor and wholly owned
subsidiary of Morningstar. Investment Consultingiie of our five largest products and accounte®f6%, 7.7%, and 6.5% of our
consolidated revenue in 2005, 2004, and 2003, ctispéy.

Morningstar Retirement Manager

Morningstar Retirement Manager is a suite of adaice guidance services that helps retirement paticgpants plan and invest for
retirement. It gives clear guidance explaining Wleetparticipants’ suggested plans are on targetetet their retirement goals. As part of this
service, we also offer specific suggestions forticbuation rates, asset mix, investment style, asta exposure to help participants maximize
their retirement portfolios, as well as specificammendations for funds to invest in. Morningstatifment Manager includes a managed
account service designed for plan participants eliamse to delegate management of their portfotidddrningstar’s investment professionals.
We offer these services primarily through retiretm@an providers—typically third-party asset managet companies or companies that offer
administrative services to retirement plans. Thesgiders often supply investment offerings toregtient plan sponsors and their participants.
As of December 31, 2005, more than 9 million plartipipants had
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access to Morningstar Retirement Manager throughogmately 69,000 plan sponsors and 30 plan pergidPricing for Morningstar
Retirement Manager depends on the number of paatits, as well as the level of service we provide.

Morningstar Retirement Manager is offered througbrivingstar Associates, LLC, a registered investraerisor and wholly owned subsidiary
of Morningstar.

Licensed Tools and Content

We offer an extensive set of online tools and eit@ontent that institutional clients can licensaise in their Web sites and software
products. Clients can select from among more ti@adiflerent tools and content offerings or purchaselular packages focusing on screening
and performance tools, editorial commentary anctational articles, as well as goal planning andfpbo analysis. Our online tools and
content can be customized to meet the needs ohattenal audiences, and can also be modified &dyaa a set of investments, focus on client-
defined data points, or perform calculations regglioy specific products or services. We also dfarlly integrated set of tools and
applications to provide portfolio answers and asialyn context. Pricing for Licensed Tools and @oidepends on the audience, the level of
distribution, and the scope of information and tiomality licensed.

Investment Profiles & Guides

Our Investment Profiles & Guides are designedristiiutions to use as an alternative to creatiedr ttwn materials for use in
communicating with clients, or for companies to iseommunicating with retirement plan participanits/estment Profiles are single-
page reports that combine key elements from o, dkesign, and editorial content to clearly presieatessential facts about an investment.
They cover mutual funds, stocks, exchange-tradedsuhedge funds, variable annuity/life subaccqueg@garate accounts, custom funds,
offshore funds, pension and life funds, and Sedi@® College Savings Plans. We also offer Investr@endes, which are a collection of
Investment Profiles combined with summary inforroatand educational articles. Morningstar handlesfahe document production,
including data collection, design, and delivenyicidg for Investment Profiles and Investment Guigelsased on the number of securities
covered, the amount of information we provide, drallevel of distribution.

Morningstar Direct

Morningstar Direct is a Web-based institutionalk@sh platform that provides advanced research@cdmplete range of securities
in Morningstar’s global database. This comprehensdgearch platform allows research and marketiofggsionals to conduct advanced
performance comparisons and in-depth analysegoftéolio’s underlying investment style. Morningsfairect includes access to numerous
investment universes, including U.S. mutual furieis;opean and offshore funds; funds based in Auatr@hnada, China, and Hong Kong;
stocks; separate accounts; global hedge fundsdiend funds; exchangexded funds; Section 529 College Savings Plansnaarket indexe
Pricing for Morningstar Direct is based on the nembf licenses purchased: $15,000 for the first,&E0,000 for the second user, and $7,500
for each additional user.

During 2005, we launched the next generation offastar Direct, expanding the range of data use®to allow institutions to conduct
research across global markets and adding theafudle of Morningstar’s available data on stockdigeefunds, and Section 529 College
Savings Plans. We also expanded our sales effotside the United States.

Morningstar Indexes

Based on the same methodology as the Morningsgée Box, our 16 real-time indexes track the U.Suiggmarket by capitalization
and investment style. They include a broad markdtx, three capitalization-based indexes, threegposite style indexes, and nine indexes
based on both investment style and market capitédiz. The Morningstar Indexes cover approxima®l9o of the market capitalization of
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the U.S. equity market. We charge licensing feeshfe Morningstar Indexes, with fee levels gengrallstomized by client.

Barclays Global Investors is licensing our 16 styésed indexes and has introduced nine exchandedtfands (ETFs) based on the
Morningstar Indexes.

During 2005, we introduced the Morningstar Chindelx Series, a series of 10 market indexes tradkRhiga’s entire stock market since its
inception. In early 2006, we created the MorningBti@idend Leaders Index, a broadly diversifiedtfaio of 100 stocks that have strong
potential for sustaining and increasing dividengquas. First Trust Advisors L.P. is licensing thivibend Leaders Index from Morningstar ¢
introduced an exchange-traded fund based on ttiéxim February 2006.

Marketing and Sales

We promote our print, software, Web-based prodantsservices, and consulting services with a sfagiles and marketing
professionals, as well as public relations. Ourkmting staff includes both product specialists armbrporate marketing group that manages
company initiatives. As part of these groups, weehgeveral strategic account managers who ovelisggpacts of our largest institutional
client relationships. We also have a sales opearattaff, which focuses on tracking revenue, fosBiog sales, and other tasks to support our
sales team. Across all three of our segments, wihasize high levels of product support to helpaustomers use our products effectively and
provide our product managers with feedback fromausrs. We had approximately 170 sales and marketiofessionals on staff as of
December 31, 2005.

International Operations

We conduct our business operations outside of thited States through a variety of subsidiaries@hér operating companies. We
have wholly owned or majority-owned operating sdlasies doing business in each of the following kets: Australia, Canada, France,
Germany, Italy, the Netherlands, New Zealand, Ngn#aeople’s Republic of China (both Hong Kong amel mainland), Spain, and the United
Kingdom. See Note 5 of the Notes to our Consoldl&i@ancial Statements for additional informati@mcerning revenue from customers and
long-lived assets from our business operationdgaritee United States. See Note 17 of the NotesitcConsolidated Financial Statements for
information on a legal proceeding that may, if ded adversely to us, affect our ownership of oustfalian and New Zealand subsidiaries.

In addition, we hold minority ownership positiomsdperating companies based in Denmark, Japanakanel Sweden. Our ownership in th
companies is either held directly by us or indigettirough separate non-U.S. subsidiaries thatavgrol. As of December 31, 2005, we owned
approximately 35% of the outstanding shares in Magstar Japan K.K. (Morningstar Japan); our shaccdmarket value of approximately
$82.1 million. Morningstar Japan is publicly tradeutler ticker 4765 on the Osaka Stock Exchangecides Market.” See Note 8 of the Notes
to our Consolidated Financial Statements for infation on investments in unconsolidated entities.

To enable these companies to do business in thsigdated territories, we provide them with thétsgo the Morningstar name and logo and
with access to certain of our products and techqyol&ach company operating within a particular ¢ouis responsible for developing
marketing plans tailored to meet the specific negdsvestors within its own market and working vilorningstar’s data collection and
development centers to create and maintain datapdseelop new products, and enhance existing ptedu
See Item 1A—Risk Factors for a discussion of teksrrelated to our business operations outsideeofnited States.

Intellectual Property and Other Proprietary Rights

We treat our brand, product names and logos, sétwechnology, databases, and other productsoasigrary. We try to protect this
property by using trademark, copyright, patent siade secrets laws,
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licensing and nondisclosure arrangements, and stdearity measures. For example, in the normalssoaf business, we only provide our
intellectual property to third parties through stard licensing agreements. The purposes of thesemgnts are to both define the extent and
duration of any third party usage rights and tovjate for our continued ownership in any intelled¢toioperty furnished.

Because of the value of our brand name and logdawe tried to register one or both of them irélhe relevant international classes under
the trademark laws of most of the jurisdictionsvinich we do business. As we move into new markegsare continuing to effect these
registrations and, in some jurisdictions, the regtson of certain product identifiers as well. date, we have registered our name and/or lo
12 countries and the European Union and have apfdieregistrations in several other countries.

We currently hold two U.S. patents, one U.K. patantl one Canadian patent. We do not rely on a@npgand do not believe patents are
important to our business.

From time to time, we encounter jurisdictions iniethone or more third parties have a pre-existtagemark registration in certain relevant
international classes that may prevent us fromstegng our own marks in those jurisdictions. Ip@ssible that our continued ability to use the
“Morningstar” name or logo, either on a stand-albasis or in association with certain productsesviges, could be compromised in such
jurisdictions because of these -existing registrations. Similarly, from time torte, we encounter situations in certain jurisdictiarnere one

or more third parties are already using the Morsiagname, either as part of a registered corpogatee, a registered domain name or
otherwise. It is possible that our ability to cong to effectively market certain of our produats/ar services could be adversely affected by
these usages.

“Morningstar” and the Morningstar logo are registtmarks of Morningstar in the United States anckitain other jurisdictions. The
following are also trademarks or service markswfampany:

Morningstar® Advisor Workstatior?™ Morningstar® Mutual Funds™
Morningstar.conf Morningstar® Ownership ZonéM
Morningstar DirecBM Morningstar® Principia®
Morningstar® Fundinvestor™ Morningstar Ratind™

Morningstar® Indexes™M Morningstar® Retirement Managet
Morningstar® Investment Guide§¥ Morningstar® Stewardship GradeM
Morningstar® Investment ProfilesV Morningstar® StocklnvestorM
Morningstar® Licensed Dat&M Morningstar Style BoXM
Morningstar® Managed PortfolioSM Portfolio X-Ray®

License Agreements

In the majority of our licensing agreements, werise our products and/or other intellectual prgperour customers for a fee. We
generally use our own standard agreements, whethpaper or electronic form, and we do not prowde products and services to customers
or other users without having an agreement in place

We also maintain licensing agreements with eaabuofoint venture companies and with Morningstgrala We put these agreements in place
so these companies can use our intellectual pygprrch as our products and trademarks, to deaidpmarket similar products under our
name in their operating territories.
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We also license certain intellectual property fribvind parties, and in the ordinary course of ousibess, we incorporate and use intellectual
property from a variety of third-party sources.

Seasonality

We believe our business has a modest amount adrsaiéty. Most of our products are sold with subystian or license terms of at le:
one year, and we recognize revenue ratably oveethe of each subscription or license agreemeris fEimds to moderate seasonality in sales
patterns for individual products. Over the pastéyears, sequential revenue growth on a compaayitethe first quarter has been slightly
higher than in other quarters. Refer to the disonss Business Segments, Products, and Serviaagedbr additional information on the
seasonality of each segment.

Customers

In 2005, our largest customer accounted for less 8% of our consolidated revenue.
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Competitive Landscape

The economic and financial information market hasrbomarked by increased consolidation over thefppasyears, with the strongest
players generally gaining market share at the esgpefhsmaller competitors. Our largest competitwesLipper, Standard & Poor’s, and
Thomson Financial Services. These companies hagadial resources that are significantly greatan thurs. We also have a number of
smaller competitors in each of our three businegments; for more information, refer to the disausé Business Segments, Products, and
Services above. Most of our competitors competh imidividual products or segments of our businessare not aware of any company that
offers substantially similar product solutions Ihthree of our segments.

Our international operations compete with a varadtgther companies not named above, includingrBPaiwer, IWL Limited, MoneyMate,
and vanEyk Research.

We believe the most important competitive factarsuir industry are brand and reputation, data tyuatid comprehensiveness, quality of
investment analysis and analytics, design, reltgbiproduct support capabilities, and value of pneducts and services provided.

Research and Development

A key aspect of our growth strategy is to expandimuestment research capabilities and enhancexisting products and services.
We strive to rapidly adopt new technology that taprove the products and services we deliver tocostomers. We have also built a flexible
technology platform that allows our products to kvtwrgether across a full range of investment databadelivery formats, and market
segments. As a general practice, we manage oulésinsites and build our own software applicatiateer than relying on outside vendors.
This allows us to control our development and bettanage costs, enabling us to respond quicklyarket changes and to meet customer
needs efficiently. As of December 31, 2005, ouhitetogy team consisted of approximately 300 prognans and technology and
infrastructure professionals.

In 2005, 2004, and 2003 our development expensesepted 8.7%, 9.0%, and 10.5%, respectively, of@tenue. We expect that
development expense will continue to represent aningful percentage of our revenue in the future.

Government Regulation
United States

Our investment advisory and broker-dealer busireease subject to extensive regulation in the UnBeades at both the federal and
state level, as well as by self-regulatory orgatiors. Financial services companies are amongdtienis most extensively regulated. The
Securities and Exchange Commission (SEC) is redplerfer enforcing the federal securities laws aedves as a supervisory body for all
federally registered investment advisors and bralealers.

As of December 31, 2005, three of our subsidiaManingstar Investment Services, Inc., Morning#tasociates, LLC, and mPower
Advisors, LLC are registered as investment advisotis the SEC under the Investment Advisers Act®10 (Advisers Act). As registered
investment advisors, these companies are subjéioe teequirements and regulations of the Advisests 8uch requirements relate to, among
other things, record-keeping and reporting requéets, disclosure requirements, and limitations rimcgpal transactions between an advisor
and advisory clients, as well as general anti-fratahibitions.

Because Morningstar Associates provides investmgvisory services to retirement plans and theitigpants, it may be acting as a fiduciary
under the Employee Retirement and Investment Sgolict of 1974 (ERISA). As a fiduciary under ERISMprningstar Associates has duties
of loyalty and prudence, as well as duties to diifginvestments and to follow plan documents ® éfxtent that they comply with ERISA.

We provide each of our investment advisor companigsfinancial and operational support. Howevexke of them operates independently
from other areas of Morningstar, using separateguarel and making independent investment decisions.
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Morningstar Investment Services is a broker-deagistered under the Securities Exchange Act ofi{#Xchange Act) and a member of the
National Association of Securities Dealers (NASDN)e regulation of brok-dealers has, to a large extent, been delegatéuetfederal

securities laws to self-regulatory organizations|uding the NASD. Subject to approval by the SE@,NASD adopts rules that govern its
members. The NASD conducts periodic examinationb@bperations of Morningstar Investment ServiBgsker-dealers are subject to
regulations that cover all aspects of the secsrhigsiness, including sales practices, market nyadil trading among broker-dealers, use and
safekeeping of clients’ funds and securities, edsiructure, record-keeping, and the conduct r&atiors, officers, and employees. Violation of
applicable regulations can result in the revocatiba broker-dealer license, the imposition of e¢gas or fines, and the suspension or expulsion
of a firm or its officers or employees. Morningskavestment Services is subject to certain nettabpquirements under the Exchange Act.
The net capital requirements, which specify minimman capital levels for registered broker-dealars,designed to measure the financial
soundness and liquidity of broker-dealers.

Additional legislation and regulations, includinse relating to the activities of investment adsdsand broker-dealers, changes in

rules imposed by the SEC or other U.S. or non-t&@ulatory authorities and self regulatory orgatiizes, or changes in the interpretation or
enforcement of existing laws and rules may advegrat&ct our business and profitability. Our busises may be materially affected not only
by regulations applicable to it as an investmenisa or broker-dealer, but also by regulationg #pply to companies generally.

Australia

In order to provide financial information servidasAustralia, our Australian subsidiary, MorningsResearch Pty Limited
(Morningstar Australia), must hold an Australiam&icial Services License and submit to the jurtgehicof the Australian Securities and
Investments Commission (ASIC). This license requimrningstar Australia to maintain positive netetdevels and sufficient cash resources
to cover three months of expenses and to comply thié audit requirements of the ASIC. The availghdf this license may be adversely
affected by the legal proceeding described in NGtef the Notes to our Consolidated Financial $tates.

Employees
We had approximately 1,130 employees as of Decehe2005, including approximately 180 investmerdlgsts, 140 data analysts,
300 programmers and technology staff, 40 desiga@is,170 sales and marketing professionals. Outoyegs are not represented by any

collective bargaining organizations and we havesnexperienced a work stoppage.
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Executive Officers

As of December 31, 2005, we had 14 executive aficEhe information below summarizes certain infation about each of these
officers.

Name Age Position

Joe Mansuet 49 Chairman, Chief Executive Officer, and Direc

Tim Armour 57 Managing Directo

Chris Boruff 40 President, Advisor Busine

Bevin Desmon( 39 President, International Busine

Martha Dustin Boudo 39 Chief Financial Office

Catherine Gillis Odelb: 43 President, Individual Busine

Tao Huanc 43 Chief Operating Office

Elizabeth Kirsche 41 President, Data Services Busin

Art Lutschaunic 47 President and Chief Investment Officer, Mornings$taestment Service
Don Phillips 43 Managing Director and Directt

Patrick Reinkemeye 40 President, Morningstar Associa

John Rekenthale 45 Vice President, Research and New Product Develop
Richard E. Robbin 43 General Counsel and Corporate Secre

David W. Williams 45 Managing Director, Desig

Joe Mansueto

Joe Mansueto founded Morningstar in 1984. He hagdeas our chairman since our inception, and astuiaf executive officer from
inception to 1996 and from 2000 to the presenthblds a bachelor’s degree in business administrdteon The University of Chicago and a
master’s degree in business administration from Ohigersity of Chicago Graduate School of Business.

Tim Armour

Tim Armour has been one of our managing directonses2000. He is responsible for strategic relatiips and business developm
He joined us in 1998 as our chief operating offimed from 1999 to 2000 served as our presidenhdiids a bachelor’s degree in business
administration from Gettysburg College and a mé&stdggree in business administration from the CalianBusiness School at Columbia
University.

Chris Boruff

Chris Boruff has been the president of our advisminess since 2000. He is responsible for overgestiategy, development, and
marketing associated with our products for finaha@visors. He joined us in 1996 as product manémgePrincipia, and from 1997 to 1998, he
served as senior product manager of advisor prediodm 1999 to 2000, he served as vice presideadvisor products, where he was
responsible for all marketing related to finaneidVisors. He holds a bachelor’s degree in econoaridspsychology from Northwestern
University.

Bevin Desmond

Bevin Desmond has been president of our internatibusiness since 2000. She is responsible fotifgizry and developing new
markets, managing and directing operations, anacling new products. She joined us in 1993 andomasof three employees who started
international business. From 1998 to 2000, sheegeag manager of all international ventures. Shastebachelos degree in psychology frc
St. Mary’s College.
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Martha Dustin Boudos

Martha Dustin Boudos has been our chief finandiéder since 2001. She oversees our finance, humsources, and accounting
operations. She joined us in 1992 as a marketingager. She also played a key role in the creati@uoWeb site for individual investors,
Morningstar.com. From 1998 to 2000, she was resplenfor our retirement advice service. During 208lie served as our vice president of
human resources. She holds a bachelor’s degradiiit@ science from Wellesley College and a mestéegree in business administration
from the Kellogg School of Management at Northwesténiversity.

Catherine Gillis Odelbo

Catherine Gillis Odelbo has been president of ndividual segment since 2000. She joined us in E3& mutual fund analyst and
from 1999 to 2000 served as senior vice presideobiotent development for the company, as wellwdsigher and editor of our stock and
closed-end fund research. She holds a bachelagi®eén American history from The University of Chgo and a master’s degree in business
administration from The University of Chicago GratkiSchool of Business.

Tao Huang

Tao Huang has been our chief operating officeresR@00. He is responsible for corporate strateggrsight of all business units, and
directing our day-to-day operations. He joinedru4990 as a software developer and from 1996 t8 $88ved as chief technology officer.
From 1998 to 2000, he served as senior vice pnesafdusiness development and head of interndtmperations. He holds a bachelor’s
degree in computer science from Hunan Universit@lina, a master’'s degree in computer science Mamguette University, and a master’s
degree in business administration from The Uniteis Chicago Graduate School of Business.

Elizabeth Kirscher

Elizabeth Kirscher has been president of our dataes business since 2000. She is responsibladoaging our investment
databases and related products. She joined u®mhd®a major accounts manager in our institutiealds area. From 1998 to 1999, she servec
as international product manager and worked otatinech of Morningstar Japan. From 1999 to 2000 vede director of sales and business
development for Morningstar.com and marketed Magsiar.com data and tools to other Web sites. Shis laobachelor’s degree from Vassar
College and a master’s degree in business adnatigstrfrom the Columbia Business School at Colununiaversity.

Art Lutschaunig

Art Lutschaunig has been president and chief imrest officer for Morningstar Investment Servicesxcsi August 2001. He is
responsible for managing the investment servicemess, including oversight of the group’s investtmesearch and portfolio management.
Before joining us in May 2001, he was an indepehdensultant. From 2000 to 2001, he served asgeesbdf Giving Capital, Inc. He holds a
bachelor’'s degree in marketing from Villanova Umnaity.

Don Phillips

Don Phillips has been one of our managing direorse 2000. He is responsible for corporate siyateesearch, and corporate
communications. He joined us in 1986 as our finstlgst. He served as our vice president and pudlisbm 1991 to 1996, as our president
from 1996 to 1998, and as our chief executive effitom 1998 to 2000. He has served on our boadirettors since August 1999. He also
serves on the board of directors for MorningstaadaHe holds a bachelor’s degree in English frieenUniversity of Texas and a master’s
degree in American literature from The UniversifyGhicago.
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Patrick Reinkemeyer

Patrick Reinkemeyer has been president of Mornamgsssociates since October 2004. He is responfiblorningstar’s investment
consulting and retirement businesses. From 200L@atober 2004, he served as president of Morfargsinstitutional investment consulting
business. He joined us in 1996. From 1996 to 1B8directed our print and software variable andif¢yproducts. He holds a bachelor’s
degree in history from Middlebury College and a tegs degree in business administration from The Usitseof Chicago Graduate School
Business.

John Rekenthaler

John Rekenthaler has been vice president of neduptaevelopment since October 2004. In April 20485took on additional
responsibilities as vice president of researchmF2001 until October 2004, he served as presideliooningstar Associates and head of the
company'’s retirement advice business. He joineid 1988 as an assistant editor and from 1998 t® 2@0served as our director of research.
From 1991 to 1995, he served as edito¥ofningstar Mutual FundandMorningstar Fundinvestor He holds a bachelor’s degree in English
from the University of Pennsylvania and a mastdegree in business administration from The Unitgisi Chicago Graduate School of
Business.

Richard E. Robbins

Richard E. Robbins has been our general counset@pdrate secretary since August 2005. He is respte for directing
Morningstar’s legal department and managing itati@hships with outside counsel. From May 1999lumijoined Morningstar, he was a
partner at Sidley Austin Brown & Wood LLP, which jogned as an associate in August 1991. He holdediar’s and master’s degrees in
computer science and electrical engineering froenMlassachusetts Institute of Technology and a §lotdor degree from The University of
Chicago Law School.

David W. Williams

David W. Williams has been one of our managingaoes since 2000. He is in charge of design andgpdication to brand identity,
products, communications, and the workplace. Heedius in 1993 and has been instrumental in eskéitdj design as one of our recognized
core capabilities. He holds a bachelor’'s degréednstrial design from The Ohio State Universitg @amaster’s degree in fine arts from the
Yale University School of Art.

Company Information

We were incorporated in lllinois on May 16, 1984ir@orporate headquarters and U.S. operation®eated at 225 West Wacker
Drive, Chicago, lllinois, 60606.

We maintain a Web site http://corporate.morningstar.comOur Annual Report on Form 10-K, quarterly repanisForm 10-Q, current

reports on Form 8-K, and amendments to any of tlesaments are available free of charge on theésasitsoon as reasonably practicable after
the reports are filed with or furnished to the S&ms and Exchange Commission. We also post giargeess releases on our financial results
and other documents containing additional infororatielated to our company on this site. Our Web aitd the information contained in or
connected to our Web site are for informationappges only and are not part of this Annual Repofform 10-K.
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Item 1A. Risk Factors

You should carefully consider the risks describelbly and all of the other information included fistForm 10-K when deciding
whether to invest in our common stock or otherveigaluating our business. If any of the followingks actually occur, our business, financial
condition, or operating results could suffer. listtase, the trading price of our common stockadegicline, and you may lose all or part of
your investment

Competition could reduce our share of the investrheasearch market and hurt our financial performarec

We operate in a highly competitive market, with marvestment research providers competing for lssrfrom individual investors,
financial advisors, and institutional clients. Wampete with many different types of companies Hzay in size, product scope, and media
focus including large and well-established distrilvs of financial information, such as Lipper, gigion of Reuters, The McGraw-Hill
Companies, through its Standard & Poor’s diviseomg Thomson Corporation, through its Thomson FiiguServices division. In addition to
these key competitors, we compete with a varietytbér companies in different areas of our busingbch we discuss in greater detail in the
Business Segments, Products, and Services seotltem 1—Business above.

Many of our competitors have larger customer baselssignificantly greater resources than we dos iy allow these competitors to resp
more quickly to new technologies and changes irketatemand, to devote greater resources to devej@uid promoting their services, and to
make more attractive offers to potential clientdyscribers, and strategic partners. Industry cahesiddn may also lead to more intense
competition. Increased competition could resufpiiice reductions, reduced gross margins, or lossavket share, any of which could hurt our
business, operating results, or financial condition

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

A substantial portion of our revenue is generatethfsubscriptions and license agreements. In 208#8k-in" revenue, which we
define as revenue from licenses or subscriptioaswiere in place at the beginning of the year adgufor cancellations, currency translations,
and other routine adjustments during the year, auteadl for 53.8% of our revenue, and renewal revewhe&h we define as revenue from
renewals of licenses or subscriptions, accounte@9d% of our revenue. In general, our subscnifgtiare paid in advance, but may be canc
by the customer at any time. We may be obligataéficnd a portion of prepaid subscription fees wa@ustomer cancels. Cancellations
may have a negative impact on our revenue andpastion. Our license agreements, which typicatyndt allow for cancellation, have terms
ranging from one to three years. As of January0062we had subscriptions and license agreemempiside that were expected to generate
$138.8 million of revenue in 2006. In 2005 and 20&hcellations reduced “walk-in" revenue by betw2&o and 4%. Our future success
depends on our maintaining (through renewals) aagkasing (through new subscriptions and licenseesmgents) the number of customers
pay for our investment research and serviceshEurif the market for our services develops méwe/ly than we expect, or declines, and the
number of customers who pay for our services doesrease, or declines, our business, operasigglts, or financial condition could suffer.

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

Investment research and information relating tdiplybtraded companies and mutual funds is widelgikble for little or no cost
from various sources, including the Internet andligdibraries. Investors can also access inforaradirectly from publicly traded companies
and mutual funds. The EDGAR database availablautiirahe Securities and Exchange Commission (SEQ) $ie provides real-time access
to SEC filings, including annual, semi-annual, godrterly reports. Many brokerage firms also previdancial and investment research to
their clients. The widespread availability of freelow-cost investment information may make it idifilt for us to maintain or increase the
prices we charge for our publications and servires
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could lead to a lower demand for our products. gslof a significant number of customers would askigraffect our financial results.

Certain products have historically made up a largercentage of our revenue base. Our business caulffer if sales of these
products decline.

In 2005, Licensed Data, Morningstar Advisor Workista, Principia, Morningstar.com, and Investmenh&ating accounted for
approximately 14.3%, 12.9%, 12.7%, 11.2%, and 9@&Xpectively, of our revenue. We believe thatsafe¢hese products will continue to
have a material impact on our revenue for the fable future. If we experience a significant aexlh sales of any of these products for any
reason, it would have a material adverse impacuwrrevenue and could harm our business. The imdkgre equity research we're providing
to six investment banks under the terms of the @léimalyst Research Settlement accounted for afgignt portion of our consolidated
revenue in 2005. The period during which investniemtks are required to provide independent eqaggarch to their clients will expire in
July 2009. We cannot guarantee that we will retaireplace this equity research revenue afterdheg. Because these contracts include both
renewal and cancellation options and the firms rthimehe settlement are free to choose from a tyaokresearch providers, we also cannot
guarantee that we will retain this business for pagod prior to July 2009.

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

We offer products and services to our instituticcigEnts, which include banks, brokerage firmsuiasice companies, mutual fund
companies, media outlets, and retirement plan gesgiand sponsors. Our institutional business géggtrevenue, before intersegment
eliminations, of $95.9 million, or 42.2% of our cwilidated revenue in 2005 and $78.4 million, 0628 of our consolidated revenue, in 2004.
We also provide ratings, analyst research, andsinvent recommendations on mutual funds and otlvestment products offered and
securities issued by our institutional clients. Taet that our institutional clients pay us forteém products and services may create the
perception that our ratings, research, and recordatems are not impartial. This perception may undee the confidence of our customers
and potential customers in our reputation as aigepwf independent research. Any such loss ofidente or damage to our reputation could
hurt our business.

Our failure to successfully integrate Ibbotson Assates and any other future acquisitions, investntgnor joint ventures could
strain our managerial, operational, and financialesources.

In March 2006, we completed our acquisition of ltsom Associates. This acquisition is substantialiger than any previous
acquisition we have made and we cannot guaran&eviawill successfully integrate Ibbotson’s emgeg, product lines, business systems,
and operations. We expect to continue making aitogpris and establishing investments and joint vesgas part of our long-term business
strategy. Acquisitions, investments, and joint veas involve a number of risks, including the dsien of management’s attention from day-to-
day operations. They could also result in diluiemm equity securities issued, the incurrence giicant debt or other liabilities, or the loss
key employees. We may fail to successfully compdeig acquisitions, investments, or joint venturefad to generate enough revenue from
any acquired businesses, customer lists, prodsetgices, or technologies to offset the associebsts.

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

We may be subjected to claims for securities laslations, defamation (including libel and slandeggligence, or other claims
relating to the information we publish. For examiteestors may take legal action against us i tiedy on published information that conta
an error, or a company may claim that we have naadigfamatory statement about it or its employeesc@ild also be subjected to claims
based upon the content that is accessible fronWalr site through links to other Web sites. We mlya variety of outside parties as the
original sources for information that is incorp@into our published data. These sources inclederigies exchanges, fund companies, and
transfer agents. Accordingly, in addition to poksixposure for publishing incorrect informatiomatinesults directly from our own errors, we
could face
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liability based on inaccurate data furnished tbysthers. Defending claims based on the inforrmatie publish could be expensive and time-
consuming and could adversely impact our busirgsssating results, and financial condition.

We could be subject to fines, penalties, or othanations as a result of investigations by the N¥ark Attorney General’s Office,
the SEC, and the Department of Labor related to theestment consulting services Morningstar Assdeis, LLC provides to
retirement plan providers, including fund lineup commendations for retirement plan sponsors.

On December 13, 2004, Morningstar Associates, ld @holly owned subsidiary of Morningstar, Inc.,e&@d a request in the
form of a subpoena from the New York Attorney Gatisroffice, seeking information and documents fribtorningstar Associates related to
an investigation the New York Attorney General'iae is conducting. While the subpoena is very Hrabspecifically asks for information
and documents about the investment consulting@s\Worningstar Associates offers to retirement plaviders, including fund lineup
recommendations for retirement plan sponsors. Qreéer 16, 2004, shortly after the New York Attgri@eneral’s office issued the
subpoena, the SEC notified Morningstar AssociatesMorningstar Investment Services, Inc. that d bagun an examination. In
February 2005, the SEC issued a request to Mor@ngssociates for the voluntary production of doemts. The request is similar in scope to
the New York Attorney General’'s subpoena. In Ma@20Morningstar Associates received a subpoena fhentnited States Department of
Labor, seeking information and documents from Mogstar Associates related to an investigation tepdbtment of Labor is conducting.
While the Department of Labor subpoena is very thritas substantially similar in scope to the N¥ark Attorney General subpoena and the
SEC request. In July 2005, the SEC issued a requést form of a subpoena to Morningstar Assosialéne subpoena is virtually identical to
the SEC’s February 2005 request. Although we beltee focus of these investigations is on Morniaigéissociates, information and
documents pertaining to Morningstar, Inc. and Mogstar Investment Services also have been requé&sedtem 3—Legal Proceedings for
additional information. We cannot predict the scdpring, or outcome of these matters, which majude the institution of administrative,
civil injunctive, or criminal proceedings, the imgition of fines and penalties, and other remedmssanctions, any of which could lead to an
adverse impact on our stock price, the inabilitativact or retain key employees, and the lossisfarners.

We also cannot predict what impact, if any, thesé¢tens may have on our business, operating resulfsyancial condition. We have not
established any reserves relating to these matters.

We could face liability as a result of a proceedibgought by Mr. Graham Rich, a former managing diceor, chief executive office
and beneficial shareholder of Morningstar Researétty Limited, and two companies controlled by Mr.dRi

In 2001, Mr. Graham Rich, the then managing dineata chief executive officer of Morningstar ReséaPty Limited (Morningstar
Australia), and two companies controlled by Mr.Rifiled a suit in the Supreme Court of New Southl&¥, Australia against Morningstar and
certain of its officers and nominee directors omloard of Morningstar Australia. The claims seakous forms of relief, including monetary
damages in the amount of Australian $25.0 millibe, setting aside of transactions which resultddanningstar obtaining control of
Morningstar Australia, and an order either settisgle Morningstar’s acquisition of shares forméeyeficially owned by Mr. Rich and his
companies or determining a different price for tigjuisition. In the alternative, Mr. Rich and bisnpanies seek an order that they be entitled
to purchase the shares in Morningstar Australm@ice to be determined by the court or book véhisedefined in the shareholders agreement
of Morningstar Australia). The parties have disedgssettling the claims but have been unable tdhraa@agreement. In the fourth quarter of
2003, we offered to settle all claims for Australil.3 million which then approximated U.S. $0.9liom, and, in accordance with SFAS
No. 5,Accounting for ContingencigSFAS No. 5), we recorded a reserve in this amdaoriDecember 2005, we increased our offer to sattle
claims to approximately Australian $2.5 million, ieth approximates U.S. $1.8 million, and, in accoawith SFAS No. 5, have a reserve
recorded for this amount. While Morningstar is vigusly contesting the claims against it, we caqmetlict the outcome of the proceeding. We
cannot predict what impact, if any, this matter rhaye on our business, operating results, or fiadnondition.
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A prolonged outage of our database and network fitigis could result in reduced revenue and the lagfscustomers.

The success of our business depends upon ouryabiliteliver time-sensitive, up-to-date data arfdrimation. We rely on our
computer equipment, database storage facilitiebpétmer office equipment, which are located prifyan our Chicago headquarters or
elsewhere in the Chicago area. Our operationstavgktof our suppliers and customers are vulnetabigerruption by fire, earthquake, power
loss, telecommunications failure, terrorist attaskars, Internet failures, computer viruses, atoevents beyond our control, including
disasters affecting Chicago. Although we maintdfrsde back-up facilities for our database andnwrk equipment, these facilities may be
subject to the same interruptions that may affecth@adquarters. We do not currently have the dhtyato switch over all of our systems to a
back-up facility immediately. In the event of arsificant database or network facility outage, ousibess could experience some or complete
disruption until we could fully implement our badk-systems. Any losses, service disruption, or dg@s@ncurred by us could have a material
adverse effect on our business, operating resulfancial condition.

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

Many of our products and services depend heavilgwrelectronic delivery systems and the Inter@et: ability to deliver informatio
using the Internet may be impaired because ofsirnature failures, service outages at third-phrtgrnet providers, or increased government
regulation. If disruptions, failures, or slowdowafsour electronic delivery systems or the Intermgtur, our ability to distribute our products
and services effectively and to serve our custommerg be impaired.

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

Customers routinely input personal investment amaiicial information, including portfolio holdingsd credit card information, on
our Web sites. We could be subject to liabilityé were to inappropriately disclose any user’s gaakinformation or if third parties were able
to penetrate our network security or otherwise pypsapriate any user's name, address, portfolioihgk] or credit card information. Any such
disclosure or breach could subject us to claimsif@uthorized purchases with credit card infornmatimpersonation, or other similar fraud
claims, or claims for other misuses of personairimfation, such as unauthorized marketing or unaizt access to personal portfolio
information.

Our future success depends on our ability to redrand retain qualified employees, including our exgtive officers.

Our success and future growth depend on our alditecruit and retain qualified analysts, prograemndesigners, product manag
sales staff, customer support representativesfiaadce and accounting personnel. We experiencgettion for analysts and other qualified
employees from financial institutions and finanaafvices organizations. These organizations giyéave greater resources than we do and
therefore may be able to offer significantly motieaetive compensation packages to potential engasyCompetition for these employees is
intense, and we may not be able to retain ouriegigmployees or be able to recruit and retainrdtighly qualified personnel in the future.

Our future success also depends on the continuets®f our executive officers, including Joe Mae®, our chairman, chief executive
officer, and controlling shareholder. The loss o€ @r more of our executive officers could hurt business, operating results, or financial
condition. We do not carry any life insurance on executive officers. We do not have employmeneagrents or non-compete agreements in
place with any of our executive officers. They niegve us and work for our competitors or startrtbain competing businesses.
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Many of our business ventures are relatively newur@ew ventures (including any products yet to laeihched) may not be
successful.

A key aspect of our growth strategy is to expandimuestment research capabilities and introduee pr@ducts and services. In 2005,
2004, and 2003 our development expense represénid 9.0%, and 10.5%, respectively, of our revele expect that development
expense will continue to represent a meaningfutgretiage of our revenue in the future. A viable ratf@r our new product offerings may not
exist and may not develop, and our offerings maybeonell received by potential customers. In dddijtcertain of our existing businesses,
including our investment management operationse liavited operating histories and are not currepthfitable. If these businesses do not
develop, they could have an adverse impact on asinbss, operating results, or financial condition.

Changes in laws applicable to our investment adwysoperations, compliance failures, or regulatorg@on could adversely affect
our business.

Our investment advisory operations are relativelyw mnd a growing part of our overall business. @uent acquisition of Ibbotson
Associates substantially increased our busineissrarea. The securities laws and other lawsgbegrn our activities as a registered
investment advisor are complex. The activitieswfiovestment advisory operations are primarilyjeatto provisions of the Investment
Advisers Act of 1940 (the Advisers Act) and the Hoype Retirement and Investment Security Act ofALERISA). In addition, our
investment management business is conducted thibgbkerdealer registered under the Securities Exchange®®t®34 (the Exchange Ac
and is subject to the rules of the National Asgamieof Securities Dealers, Inc. (NASD). It is difilt to predict the future impact of the broad
and expanding legislative and regulatory requiremaffecting our business. The laws, rules, andlegipns applicable to our business
may change in the future and we may not be abtertaply with any such changes. If we fail to compith any applicable law, rule, or
regulation, we could be fined, sanctioned, or lwhfrem providing investment advisory services ia fhture, which could materially adversely
affect our business, operating results, or findremadition.

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

Our investment advisory operations involve fidugiabligations that require us to act in the bestrists of our clients. We may face
liabilities for actual or claimed breaches of oidiutiary duties. We may not be able to preveninttidrom taking legal action against us for an
actual or claimed breach of a fiduciary duty. Bessawe currently provide investment advisory ses/ime substantial assets, we could face
substantial liability to our clients if we breactrdiduciary duties. In addition, we may face othegal liabilities based on the quality and
outcome of our investment advisory recommendatiewsnh in the absence of an actual or claimed bregfitiuciary duty.

Our international operations are expanding and ink@ special challenges that we may not be able &etn

Over the past three years, our international omerathave generated an increasing amount of reyemxpanding from $20.1 million
2003 to $25.4 million in 2004 to $29.4 million i0@5. There are certain risks inherent in doing tess in some jurisdictions internationally,
including difficulties in penetrating new marketsedto established and entrenched competitorscdiffés in staffing, managing, and
integrating foreign operations; differences in intgional laws and policies; exposure to varyirgplestandards, including intellectual property
protection laws, in other jurisdictions; and foreigurrency exchange rates and exchange controlsloMet currently hedge any of our
international currency exposure, which may advgrsepact our financial performance.

These risks could hamper our ability to expand sssfully internationally, which may adversely affear financial performance and ability to
grow.
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In addition, we now have approximately 130 prograrsrand data analysts working in our developmemtecen China. Over the past several
years, we have been moving a significant percentéger data collection and development operattorthis location. Because China he
restrictive government under centralized contra,c&nnot predict the level of political and regoifgtrisk that may impact our operations. Any
difficulties that we face in successfully maintaigiour development center in China may harm ouinkegs and have a negative impact on the
products and services we provide.

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

We provide our products and services to individoa¢stors, financial advisors, and institutionaéits. Conditions in the financial &
securities markets may have an impact on our padoce. For example, in the event that the U.Sternational financial markets suffers a
downturn that results in a significant declinerimestor activity, demand for our products and sewimay decline, and our revenue and
profitability levels could be adversely affectedhelfinancial markets and many businesses opertiting financial services industry are hig
volatile and are affected by factors such as Uh8.fareign economic conditions and general trendsusiness and finance that are beyond our
control.

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

A significant portion of our revenue is generateshf products and services related to mutual fufidls.mutual fund industry has
experienced substantial growth over the past 26sydéutual fund assets may not continue to exparideasame rate in future years.
Settlements and regulatory actions in the mutuad fmdustry following the market-timing scandaltteanerged in 2003, downturns in the
financial markets, or a relative increase in usafggther investment vehicles could cause a dedfinevestor interest in mutual funds. If the
mutual fund industry experiences a downturn ooast growth rate than in the past, it could negdgivmpact demand for our products.

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

The steps we have taken to protect our intellegit@berty may not be adequate to safeguard ouriptapy information. Further,
effective trademark, copyright, and trade secretqmtion may not be available in every country trick we offer our services. Our continued
ability to market one or more of our products unitheir current names could be adversely affectatdse jurisdictions where another person
registers, or has a pre-existing registration ore, @ more of them. Failure to adequately protectimellectual property could harm our brand,
devalue our proprietary content, and affect oulitgib compete in the marketplace.

Control by a principal shareholder could adverselffect our other shareholders.

As of December 31, 2005, Joe Mansueto, our chaiandrchief executive officer, owned approximatedyorof our outstanding
common stock. As a result, he has the ability totmd substantially all matters submitted to ouargholders for approval, including the
election and removal of directors and any mergamsolidation, or sale of our assets. He also hasltfility to control our management and
affairs. This concentration of ownership may dedaprevent a change in control; impede a mergersalidation, takeover, or other business
combination involving us; discourage a potentiajuacer from making a tender offer or otherwise @fpéing to obtain control of us; or result in
actions that may be opposed by other shareholders.

Moreover, because of Joe Mansueto’s substantiabmship, we are a “controlled company” for purposethe NASDAQ Marketplace Rules.
This means that, if in the future we elect to leated as a controlled company under the NASDAQ Btatce Rules, we will not be required
by NASDAQ to have a majority of independent direstor to maintain compensation and nominating amgarate governance committees
composed entirely of independent directors to cmmtito list our shares on NASDAQ.
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Fluctuations in our operating results may negatiyeimpact our stock price.

We believe our business has relatively large fizests and low variable costs, which magnify thedaoiwf revenue fluctuations on
our operating results. As a result, a decline inreuenue may lead to a relatively larger impacbparating results. A substantial portion of
operating expense is related to personnel costketirag programs, and corporate overhead, nonehaflwcan be adjusted quickly. Our
operating expense levels are based on our expmwddtr future revenue. If actual revenue is beto@nagement’s expectations, or if our
expenses increase before revenues do, our operasinljs would be materially and adversely affecbedddition, we do not provide earnings
guidance or hold one-on-one meetings with instinal investors and research analysts. Becausésgidlicy and limited analyst coverage on
our stock, our stock price may be volatile. If operating results or other operating metrics failneet the expectations of outside research
analysts and investors, the market price of oamrnon stock may decline.

We have an accumulated deficit and have incurred tesses in the past. We may incur net losses i filture.

As of December 31, 2005, we had an accumulateditdefi$50.6 million. We incurred a net loss of $.inillion in 2003, partly
because of stock-based compensation expense @& §@fon. We also incurred a net loss of $1.1 iwiilin the fourth quarter of 2004, partly
because of stock-based compensation expense offfi8dh. We may incur net losses in the future.

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

If our shareholders sell substantial amounts ofommmon stock, the market price of our common stakd fall. A reduction in
ownership by our controlling shareholder or anyeotlarge shareholders could cause the market pfioar common stock to fall. In addition,
the average daily trading volume in our stock latieely low. The lack of trading activity in outaxck may lead to greater fluctuations in our
stock price. Low trading volume may also makefiiclilt for shareholders to make transactions timeely fashion.

Our shareholders may experience dilution in theiwaership positions.

Morningstar has historically granted options to &ypes as a significant part of our overall compéing package. As of
December 31, 2005, our employees and employee directors held options to acquire 11,1BAghares of common stock, 8,295,917 of wl
were exercisable at a weighted average exercise pfi$10.16 per share and 2,838,890 were not isgbte and had an average exercise price
of $15.49 per share. We granted options to acquiyé7,084 shares of common stock in 2005. To thenéxhat option holders exercise
outstanding options to purchase common stock, tmaebe further dilution. Future grants of stoclsdxhcompensation to employees may also
result in dilution. We may raise additional funtisaugh future sales of our common stock. Any siuéinfcing may result in additional dilution
to our shareholders.

We may not be able to raise additional funds to megerating and cash needs that may arise.

As of December 31, 2005, we had cash and cashadgois of $92.4 million, plus an additional $60.8Bion of investments,
consisting primarily of fixed-income securities.February 2006, we used $22.4 million to pay anboaluses to our employees. On March 1,
2006, we completed our acquisition of Ibbotson Agstes for approximately $83 million of cash andastments, subject to adjustments for
working capital and other items. We believe thatatailable cash balances and investments, alotigoash generated from operations, wil
sufficient to meet our operating and cash needthtoforeseeable future. However, we cannot guaestiiat we will be able to raise additional
funds to meet other operating and cash needs tatnse. We do not currently have any lines odlitie place that would enable us to quic
borrow funds. We cannot guarantee that we wouldldde to establish bank loans, lines of creditseué debt securities if we needed to access
additional cash.
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Iltem 1B. Unresolved Staff Comments

We have not received any comments from the Stati@Securities and Exchange Commission regardingeriodic or current
reports under the Exchange Act.
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Item 2. Properties

Our headquarters are located in Chicago, lllina| consist of approximately 133,000 square feltasfed space. Our lease on this
space expires in January 2009. We also lease apmtely 68,000 square feet of office space in Iintiges around the world. We believe that
our headquarters and other offices are adequateufdmmediate needs and that additional or sultst&pace is available if needed to
accommodate growth and expansion.

In December 2005, we signed a 15-year lease faoappately 210,000 square feet of office spacenimfiice tower being constructed at 108
North State Street in Chicago, lllinois. The offtogver is expected to be completed by late 200d vemare scheduled to move into the r
space on the lease commencement date, which isinHv2008.

Item 3. Legal Proceedings
Morningstar Australia

In 2001, Mr. Graham Rich, the then managing dineatw chief executive officer of Morningstar ReséaPty Limited (Morningstar
Australia), and one of two companies controlledvby Rich, filed a suit in the Supreme Court of N&auth Wales, Australia against
Morningstar and certain of its officers and nomid@&ectors on the board of Morningstar Australia. Rich also was a beneficial owner of
shares in Morningstar Australia. Mr. Rich and lesnpany originally sought an injunction which, iagited, would have precluded Morningstar
Australia from terminating the services of Mr. Righd from issuing additional shares to Morningstaxchange for the provision of further
funding by Morningstar to Morningstar Australia.riher, Mr. Rich and his company sought an ordetrdharovisional liquidator be appointed
for Morningstar Australia. The court rejected timginction application, observing that Morningséarstralia would be insolvent without
financial backing from Morningstar. The applicatiimn the appointment of a provisional liquidatos@Failed. The services of Mr. Rich were
terminated in November 2001. Mr. Rich and his conypaere ordered to pay Morningstar’s costs of tijeriction proceedings.

Mr. Rich and the two companies noted above havéiaddl pending claims, alleging, among other tlsinigreaches by Morningstar of
contracts and statutory and general law dutiedeatng, deceptive, and unconscionable conduct bgnMgstar, oppression by Morningstar
and its nominee directors, claims under the InéhidRelations Act of New South Wales, breachesifators’ duties by Morningstar’'s
nominee directors, and conflict of interest. Tharols seek various forms of relief, including momg@damages in the amount of Australian
$25,000,000, the setting aside of transactionslwtgsulted in Morningstar obtaining control of Miorgstar Australia, and an order either
setting aside Morningstar'acquisition of the shares formerly beneficialyned by Mr. Rich and his companies or determinimtiff@rent price
for this acquisition. In the alternative, Mr. Riahd his companies seek an order that they beeshtil purchase the shares in Morningstar
Australia at a price to be determined by the coutiook value (as defined in the shareholders ageaeof Morningstar Australia). Mornings
has denied the claims and filed counter-claimsreggadilr. Rich and certain of his companies, alledingaches of statutory, general law, and
contractual duties.

In July 2004, the court decided Morningstar’s aggdiion for security for its potential additionalst® in the litigation by ordering the two
companies controlled by Mr. Rich to provide appnaately Australian $925,000 to the court as sectioitthese potential costs. Morningstar
will be entitled to be paid costs only if the coorékes a determination to that effect. The coastesd the proceedings pending its receipt of the
security and indicated that it would entertain ppleEation by Morningstar for additional securityaalater time in the proceedings.

In May 2005, Mr. Rich obtained conditional leavettoé court to begin a proceeding in the name ofriifgstar Australia against Morningstar
and its nominee directors. The leave was, howeudject to the following conditions: (i) Mr. Richust pay and bear, and indemnify
Morningstar Australia against, all costs, chargesl expenses of and incidental to the bringingamdinuation of the proceeding (except as
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the court may otherwise direct or allow) and mayseek contribution or indemnity from Morningstamngtralia for any of these costs, charges,
or expenses; (ii) Morningstar Australia, or Mr. Rign its behalf, together with the two companiestadled by Mr. Rich must provide to the
court, as security for Morningstar’s costs, appmadely Australian $925,000 as described in theatimg paragraph; and (i) approximately
Australian $100,000 in costs owed by Mr. Rich and of his companies to Morningstar in respect f2801 injunction proceedings must &
be paid to Morningstar.

In July 2005, Mr. Rich provided the indemnity areldnd his companies paid Morningstar the costsspact of the 2001 injunction
proceedings in the amount of approximately Ausira$116,000. Mr. Rich and his companies have gadigfie obligation to provide the court
with security for Morningstar’s potential costs éyanging for two bank guarantees, one, as of J2Jy2005, in the amount of Australian
$350,000, and a second, as of January 31, 208i6e iamount of Australian $300,000. Security forragpnately Australian $275,000 is due to
the court on June 30, 2006.

On September 20, 2005, Mr. Rich and his compaiies & Second Further Amended Statement of Claimsalidating the claims.
Morningstar filed a Defence to that pleading anddamended Cross-Claim against Mr. Rich, both his panies, and a third Australian
company controlled by Mr. Rich.

The parties have discussed settling the claim&éwe been unable to reach an agreement. In thinfquarter of 2003, Morningstar offered to
settle all claims for Australian $1,250,000, whibken approximated U.S. $942,000, and, in accordatitbeStatement of Financial Accounting
Standards (SFAS) No. Bccounting for ContingencigSFAS No. 5), Morningstar recorded a reserve is #mount. In December 2005, we
increased our offer to settle all claims to appmagely Australian $2,500,000 million, which approates U.S. $1,800,000 million, and, in
accordance with SFAS No. 5, have a reserve recdatetis amount. While Morningstar is vigorouslgntesting the claims against it, we
cannot predict the outcome of the proceeding.

Securities and Exchange Commission “Wells Notice”

The staff of the Securities and Exchange Commis$&C) conducted an investigation related to irexdrtotal return data that
Morningstar published with respect to a single rabfund, the Rock Canyon Top Flight Fund, that steed the fund’s returns. In May 2004,
Morningstar received a “Wells Notice” from the $taf the Division of Enforcement of the SEC indicat that it intended to recommend that
the SEC take legal action against Morningstar allgghat it violated Section 17(a) of the Secusithect of 1933 and Section 10(b) of the
Securities Exchange Act of 1934 and Rule 10(b)ebrprigated thereunder. On February 7, 2006, the SB&ision of Enforcement informed
Morningstar that it had decided not to proceed \&ittaction against Morningstar.

Morningstar Associates, LLC Subpoenas from New Xtdeney General’s Office, Securities and Excha@genmission, and
Department of Labo

In December 2004, Morningstar Associates, LLC, alytowned subsidiary of Morningstar, Inc., recaherequest in the form of a
subpoena from the New York Attorney General's @&fiseeking information and documents from Morniagéissociates related to an
investigation the New York Attorney General’s offits conducting. While the subpoena is very brdapecifically asks for information and
documents about the investment consulting sent@singstar Associates offers to retirement plaovters, including fund lineup
recommendations for retirement plan sponsors. Qreéer 16, 2004, shortly after the New York Attgri@eneral’s office issued the
subpoena, the SEC notified Morningstar AssociatesMorningstar Investment Services, Inc. that d bagun an examination. In
February 2005, the SEC issued a request to Mor@ngssociates for the voluntary production of doemts. The request is similar in scope to
the New York Attorney General’'s subpoena. In Mag20Morningstar Associates received a requestdrfdim of a subpoena from the United
States Department of Labor, seeking information @ocliments from Morningstar Associates relatechtonaestigation the Department of
Labor is conducting. While the Department of Labobpoena is very broad, it is substantially simidescope to the New York Attorney
General subpoena and the SEC request. In July, 2085EC issued a subpoena to Morningstar Asgscidhe subpoena is virtually
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identical to the SEC’s February 2005 request. W liieeen fully cooperating with the New York Attoyn8eneral’s office, the SEC, and the
Department of Labor. Although we believe the footithese investigations is on Morningstar Assosigiteformation and documents pertain
to Morningstar, Inc. and Morningstar InvestmentvBass have also been requested. We cannot prédicicbpe, timing, or outcome of these
matters, which may include the institution of adistirative, civil injunctive, or criminal proceediagthe imposition of fines and penalties, and
other remedies and sanctions, any of which couald te an adverse impact on our stock price, thiiliato attract or retain key employees,
and the loss of customers. We also cannot prediat Wwnpact, if any, these matters may have on asinless, operating results, or financial
condition.

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

Item 4. Submission of Matters to a Vote of Securitydolders

No matters were submitted to a vote of our sectndtglers, through the solicitation of proxies dnexvise, during the quarter ended
December 31, 2005.

Part Il
Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters, and Issuer Purchases of Eaty Securities
Our common stock is listed on the Nasdaqg Nationallkddt under the symbol “MORN.”

The following table shows the high and low price gleare of our common stock for the periods inéidats reported on the Nasdag National
Market:

Year Ended December 31, 2005 High Low
Second Quarter (our stock was first publicly tradadMay 3, 2005 $ 29.5¢ $ 18.51
Third Quartel $ 34.1C $ 26.01
Fourth Quarte $ 37.4: $ 24.8:

As of March 2, 2006, the last reported price onNlasdaq National Market for our common stock wak.48 per share and there were
approximately 70 shareholders of record of our comistock.

We do not currently pay cash dividends nor havepaid cash dividends during the period covered byfittancial statements included in this
Annual Report on Form 10-K. Any determination ty jpividends in the future will be at the discretiminour board of directors and will be
dependent upon our results of operations, finardatition, contractual restrictions, restrictiomgposed by applicable law, and other factors
deemed relevant by the board of directors. Funlebitedness and loan facilities may also prohibigstrict our ability to pay dividends and
make distributions to our shareholders.

Our directors and executive officers may purchasseb shares of our common stock from time to tilMe encourage them to make these
transactions through plans that comply with ExcleaAgt Rule 10b5-1(c). We intend to provide sumntdisglosure in our Form 10-Q and
Form 10-K reports about plans adopted by our dirsabr executive officers that are then in effect.

Paul Sturm, who is a member of our board of dinechut not employed by us, entered into a Rule 1Db&les plan dated December 16, 2005
contemplating the sale of up to 120,000 sharesd 2006 in monthly
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increments of up to 10,000 shares. As of MarchDDg2 a total of 20,000 shares had been sold uhdeplian. As of March 1, 2006, none of «
other directors or executive officers had Rule t@hdans in effect.

In May 2005, we completed our initial public offegi of 7,612,500 shares of our common stock. Thieaees commenced trading on May 3,
2005 on the Nasdaq National Market under the syrfdGIRN.” All of these shares were sold by affikstof SOFTBANK Finance
Corporation, a wholly owned subsidiary of SOFTBAK¢rp. We did not receive any proceeds from the afalkese shares. We granted the
underwriters the option to purchase up to an auithti 1,141,875 shares at the initial public offgrrice of $18.50 per share to cover over-
allotments. In May 2005, the underwriters exercitegir over-allotment option in full. Our net pracks from the exercise of the underwriters’
over-allotment option were $18.1 million, after deting underwriting discounts and commissions gureximately $2.6 million of offering
expenses. On March 1, 2006, we completed our atiguisf Ibbotson Associates for $83 million in basubject to adjustments for working
capital and other items. We funded a portion ofghichase price with our net proceeds from theatseiof the underwriters’ over-allotment
option.

Item 6. Selected Financial Data

The selected historical financial data shown bedbwuld be read in conjunction with “Management’sddission and Analysis of
Financial Condition and Results of Operations” and Consolidated Financial Statements and reladégsrincluded elsewhere in this Annual
Report on Form 10-K. We have derived our Consadid&tatements of Operations Data and Other Comdetid-inancial Data for the years
ended December 31, 2005, 2004, and 2003 and Cdasaldi Balance Sheet Data as of December 31, 2@D300% from our audited
Consolidated Financial Statements included inAmsual Report on Form 10-K. The Consolidated Stateisiof Operations Data and Other
Consolidated Financial Data for the years endeceBéer 31, 2002 and 2001 and Consolidated Balaneet $fata as of December 31, 2003,
2002, and 2001 were derived from our audited Catsteld Financial Statements that are not includetis Annual Report on Form 10-K.

Consolidated Statements of Operations Data

(in thousands except per share amounts) 2001 200z 200z 2004 200t
Revenue $ 91,23 $ 109,61¢ $ 139,49¢ $ 179,65¢ $ 227,11
Operating expense 107,62: 117,95¢ 150,25( 161,92: 180,63
Operating income (los: (16,39 (8,340 (10,759 17,73¢ 46,48(
Non-operating income, net 67€ 4,46: 1,11( 1,80¢ 3,19¢

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

consolidated entities, and extraordinary ¢ (15,719 (3,877) (9,649 19,54( 49,67¢
Income tax expense (benel (5,276 (311 2,95( 11,574 20,22¢
Equity in net income of unconsolidated entit 35¢ 75C 697 843 1,662
Minority interest in net loss of consolidated et 78E 17¢€ — — —
Income (loss) before extraordinary gain (9,29%) (2,639 (11,89) 8,80¢ 31,117
Extraordinary gai—acquisition — 3,084 — — —
Net income (loss $ (9,29 $ 44 $ (11,89) $ 8,80¢ $ 31,117
Basic income (loss) per sha

Income (loss) before extraordinary gain $ 0.29 $ (0.0) $ 0.3) $ 02: $ 0.7¢

Extraordinary gai—acquisition — 0.0¢ — — —

Basic income (loss) per share $ 029 $ 0.01 $ 0.31) $ 02 $ 0.7¢

Weighted average common shares outstanding—basic 38,29¢ 38,34t 38,38 38,41¢ 39,39:

Diluted income (loss) per shal

Income (loss) before extraordinary g $ (039 $ (017 $ (0.31) $ 021 $ 0.7¢
Extraordinary gain—acquisition — 0.0¢ — — —
Diluted income (loss) per sha $ (032 $ (0.09 % (03)) $ 021 $ 0.7¢
Weighted average common shares outstar—diluted 41,36¢ 40,361 38,38: 41,85¢ 44,45¢

36




Other Consolidated Financial Data ($000) 2001 200z 200¢ 200¢ 200t
Stock-based compensation expense (income) under thétiic

method $ (3336 $ (3,28) $ 17,79%¢ $ 8,96 $ 2,81(
Stock-based compensation expense under the eqettyodh 9,00: 10,57¢ 11,23 7,76( 8,08¢
Total stocl-based compensation expense $ 5667 $ 7292 $ 29,02¢ $ 16,721 $ 10,89¢
Operating income (loss) before stock-based compiensa

expense (2 $ (10,729 $ (1,048 $ 18,27F $  34,45¢ 57,37¢
Sales tax expense (income) (3) 2,29/ 2,83 3,07¢ — (300
Cash provided by (used for) investing activi 2,771 (6,06%) (29,639 (22,750 (16,919
Cash provided by (used for) financing activities (1,049 (1,957) (26) (6,367) 25,25¢
Cash provided by (used for) operating activities $ (18) $ 1654: $ 29,708 $ 32,86: $ 48,44
Capital expenditures (5,932) (5,989 (8,607 (7,730 (7,45))
Free cash flow (4 $ (11,11H $ 1055¢ $ 21,096 $ 2513: $ 40,99
Consolidated Balance Sheet Data
As of December 31 ($000) 2001 200z 2002 2004 200¢
Cash, cash equivalents, and investm $ 4765 $ 64,79 $ 76,15¢ $ 9546: $ 153,19(
Working capital (deficit) (5 1,16¢ 10,00¢ (5,20¢) 16,90: 90,37¢
Total asset 128,73 152,78: 180,26! 213,36 296,31:
Long-term liabilities (6) 26,31¢ 21,24 25,48¢ 30,12¢ 6,75¢€
Total shareholde’ equity (6) (7) 35,97( 48,13: 44,82! 64,38 173,71

(1) We follow Statement of Financial Accounting Starm$a(SFAS) No. 123Accounting for Stock-Based Compensati®RAS

No. 123), in all periods presented. The total expense farksbased compensation is distributed with other emg#agompensation costs
the appropriate expense categories of our Congetidatatements of Operations. Prior to our injiigblic offering in May 2005, in
accordance with SFAS No. 123, we used two accogmtiethods. For options granted under plans thathaag required us to settle the
options in cash, we used the liability method. Urtties method we recorded a liability for a vestgdion equal to the difference between
the option exercise price and the fair value ofghares of common stock underlying the option etetid of the reporting period. If this f
value increased over the reporting period, we dEmian expense and, if it decreased, we recordedni@. For options granted under plans
that did not require us to settle the options ishcave used the equity method. Under this methodalailated the fair value of the option
at the time of grant
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()

3)

(4)

()

using a Black-Scholes model and recorded expensetiog vesting period. In each year, our aggregfatsk-based compensation expense
reflects the impact of options granted in priorrgea

Subsequent to our initial public offering, we nader settle stock options for cash. As a resulgfadur options are currently accounted
under the equity method of SFAS No. 123. ReferateNL2 of the Notes to our Consolidated Finandateésnents for more information on
our stock-based compensation.

SFAS No. 123 (Revised 20048hare-Based Paymef8FAS No. 123 (R)) requires all public companies to measure compearsatist foi
all share-based payments (including employee stptkbns) at fair value. We adopted SFAS No. 12BiRlanuary 2006, and will record
a cumulative effect of accounting change, net »f ¢h approximately $0.3 million in the first quartof 2006.

“Operating income (loss) before stock-based comgaéns expense” is defined as operating income )losre the effect of our stock-
based compensation expense as described in nabdtg¢. We expect stock-based compensation expeihsea recurring cost. We have
presented operating income (loss) before stockebesmpensation expense solely as a supplementébslise to help investors better
understand the performance of our business, toneeheomparison of our performance from period t@oge and to allow better
comparison of our performance with that of our cetitprs. We use operating income (loss) beforeksbased compensation expense to
evaluate the performance of our business. Operatoame (loss) before stock-based compensationidimmi be considered an alternative
to any measure of performance as promulgated unhdergenerally accepted accounting principles (GSAP) (such as operating incol
(loss)), nor should this data be considered arcatdr of our overall financial performance or lidity. Also, the calculation of operating
income (loss) before stock-based compensation expesed by us may not be comparable to similaldtmeasures reported by other
companies. The table below reconciles operatingnre(loss) to operating income (loss) before stmared compensation expense:

($000) 2001 2002 200: 2004 200¢
Operating income (los: $(16,39) $ (8,340 $ (10,759 $ 17,73t $ 46,48(
Add back: Stock-based compensation expense 5,66 7,292 29,02¢ 16,72! 10,89t
Operating income (loss) before st-based compensation expel $ (10,729 $ (1,04¢) $ 18,27F $ 34,45¢ $ 57,37¢

In 2003, we began participating in voluntary disciee or similar programs related to state salesTdasough these programs, we identi
sales tax amounts due for prior years and negdt@tare in discussions with local tax authoritesettle these amounts. We recorded
expense for these amounts in 2000, 2001, 20022@d8. During 2005, we decreased the liability edatb these voluntary disclosure
programs by $0.3 million due to changes in estich&tdilities.

We define free cash flow as cash provided by (figgdperating activities less capital expenditui&’® present free cash flow solely as
supplemental disclosure to help investors bettdetstand how much cash is available after we spentky to operate our business. Our
management team uses free cash flow to evaluagetfigrmance of our business. Free cash flow shootdbe considered an alternative
any measure of performance as promulgated under@ABP (such as cash provided by (used for) opegatnvesting, and financing
activities), nor should this data be considerethditator of our overall financial performance wuiidity. Also, the free cash flow
definition we use may not be comparable to simjléitled measures reported by other companies.

We frequently invoice or collect cash in advancemividing services or fulfilling subscriptions four customers. These amounts, which
are recorded as deferred revenue on our Consdli@kance Sheets, totaled $71.2 million as of Ddxam31, 2005. As a result of
recording deferred revenue, our working capital mitmes be negative.
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(6)

@)

In the second quarter of 2005, upon completionuofioitial public offering, we reclassified $24.91hon related to stock options
accounted for as long-term liabilities, in accorclamwith SFAS No. 123, to additional paid-in capital

In May 2005, we completed our initial public offiegi of 7,612,500 shares of our common stock. Thieaees commenced trading on
May 3, 2005 on the Nasdaq National Market undestmabol “MORN.” All of these shares were sold by affiliates of SBRNK Finance
Corporation, a wholly owned subsidiary of SOFTBAKrp. We did not receive any proceeds from the gikese shares. In addition,
we granted the underwriters the right to purchgstowan additional 1,141,875 shares at the ingtiddlic offering price to cover over-
allotments. In May 2005, the underwriters exercitegir over-allotment option in full. We receivedtmproceeds of $18.1 million based on
our initial public offering price of $18.50 per skaafter deducting the underwriting discounts emshmissions and $2.6 million of offeri
expenses.
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Item 7. Management’s Discussion and Analysis of Famcial Condition and Results of Operations

The discussion included in this section, as webtagr sections of this Annual Report on Form 1@dhtains forward-looking
statements within the meaning of the Private Sg&earLitigation Reform Act of 1995. These statemeglaite to future events or to our future
financial performance and involve known and unknaoisks, uncertainties, and other factors that mayse our actual results, levels
activity, performance, or achievements to be maligrdifferent from any future results, levels ofigity, performance, or achievements
expressed or implied by these forward-looking stegets. In some cases, you can identify forwarditgp&tatements by the use of words such
as “may,” “could,” “expect,” “intend,” “plan,” “see k,” “anticipate,” “believe,” “estimate,” “predict,” “potential,” or “continue” or the
negative of these terms or other comparable terfo@o You should not place undue reliance on fodsaoking statements because they
involve known and unknown risks, uncertainties, atier factors that are, in some cases, beyoncouatrol and that could materially affect
actual results, levels of activity, performance ashievements.

Other factors that could materially affect actuakults, levels of activity, performance, or achiegats can be found in Item 1ARisk Factor:
of this Annual Report on Form 10-K. If any of thasks or uncertainties materialize, or if our umtyéng assumptions prove to be incorrect,
actual results may vary significantly from what prejected. Any forward-looking statement you reathis Annual Report on Form 10-K
reflects our current views with respect to futuverts and is subject to these and other risks, tmiogies, and assumptions relating to our
operations, results of operations, growth strategyyd liquidity. We assume no obligation to publighdate or revise these forward-looking
statements for any reason, whether as a resulewfinformation, future events, or otherwise.

Understanding Our Company

Our mission is to create great products that helpstors reach their financial goals. We offer aemsive line of Internet, software,
and print-based products for individual investdirgncial advisors, and institutional clients. Wgoeoffer asset management services to
advisors and institutional clients. We have histalty generated recurring revenue because manyrgiroducts are sold through subscriptions
or license agreements. We believe that while thestments in our business are significant, theabégicost of adding customers is
considerably lower, particularly as our productd aarvices focus more on Internet-based platformisagsets under management. We strive to
realize this operating leverage by selling a widgaty of products and services to multiple invesegments, through multiple media, and in
many geographic markets.

We manage Morningstar to maximize our long-ternultsswhile staying focused on our mission of hedpinvestors and adhering to our
company values. We invest significantly in new praiddevelopment and in enhancements to our cuoférings. It typically takes many ye
to recoup these investments, but we believe thegatical to building long-term value for our skholders.

We emphasize a decentralized approach to runningusiness to empower our managers and to creatibuse of responsibility and
accountability. Our decentralized business strectucludes three global business segments: Indwiddvisor, and Institutional. Early in our
history, our product lineup emphasized productsrfdividual investors. As a result, the Individggigment contributed a majority of our
revenue. In the early 1990s, our Advisor segmecaime a more important part of our business. Maren#ly, we’ve begun serving more
investors through our Institutional segment, whics the largest of our three segments in termewue in 2005, 2004, and 2003. In all tt
of these segments, we believe our work helps iddaiiinvestors make better investment decisions.

In March 2006, we acquired Ibbotson Associatesj\afely held firm that specializes in asset alltmaresearch and services, for
approximately $83 million in cash, subject to atfjusnts for working capital and other items. Thiguasition fits several of our growth
strategies and broadens our reach in the areasedtment consulting, managed retirement accoantsjnstitutional and advisor software.

Key Business Characteristics

We believe our business has the following charaties:

Recurring Revenue

We have historically generated recurring revenwmbse many of our products are sold through suiisams or license agreements.
These subscriptions and licenses generally conferugnewal after one- to three-year terms. Mantheflicense agreements in our Advisor
and Institutional segments span multiple yearsaBse of this recurring revenue, we generally habsaiptions and license agreements in
place for a meaningful percentage of our total ahnevenue at the beginning of each year. We tbfrikis as our “walk-in" revenue.

We separate our annual revenue into three categaiééined as follows:
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* New revenue We define new revenue as revenue from sellingtiaddl products to current customers or from sellio new customers;
. Renewal revenueWe define renewal revenue as revenue from remsegfaubscriptions or licenses; and

¢ “Walk-in" revenue. We define “walk-in" revenue as revenue we expececognize during the year from subscriptions ligehse
agreements in place as of January 1 of each y@astad for cancellations, currency translationsl ather routine adjustments during the year.
For example, as of January 1, 2005, we had agreasrireplace that were expected to generate $12dli8mof revenue in 2005. During 2005,
cancellations and other routine adjustments sulesglyureduced this revenue by approximately 2%we&srogress through the calendar year,
we expect that walk-in revenue will represent alBmaart of each quarter’s revenue as subscriptaond license agreements in place at the
beginning of the year expire or come up for renewiahilarly, we expect that revenue from new coctisand renewals will represent a greater
share of each sequential quarter’s revenue.

In addition to looking at the mix of walk-in, renalvand new revenue for each period, we calculagtemtion rate to evaluate how successful
we’'ve been in maintaining existing business fordpieis and services that have renewable revenueisé/ewo different methods for
calculating retention. For subscription-based potsid@including our print newsletters, MorningstantPremium Membership service, and
Principia), we track the number of subscriptiornsired during the year. For products sold througitraicts and licenses, we use the contract
value method, which is based on tracking the detdine of renewals compared with the total doliaiue of contracts up for renewal during
period. We include changes in the contract valuténrenewal amount, unless the change specifioedlylts from adding a new product thal
can identify. The retention rate excludes setuparstiomization fees, migrations to other Morningptaducts, and contract renewals that v
still pending as of January 31, 2006.

Significant Operating Leverage

Our business requires significant investments ¢ater and maintain proprietary databases and comtenstrive to leverage these cc
by selling a wide variety of products and servittemultiple investor segments, through multiple rmgdnd in many geographic markets. We
believe that while the investments in our busiregssignificant, the variable cost of adding custmns considerably lower, particularly as our
products and services focus more on Internet-bplsgfibrms and assets under management. Historjeadhyhave made investments in building
our databases and content that have adverselyedfear short-term operating results for certairiquks. In the past several years, our
profitability has improved because we've been éblecrease revenue without increasing our cost ahshe same rate. We look for this
operating leverage to be evident in our operataves the long term.

Deferred Revenue

We frequently collect cash in advance of providsegvices or fulfilling subscriptions for our custera. As a result, we can use some
of this cash to fund our operations and investew product development. Although we may need teeisefunds for the unused portion of the
subscription if a customer cancels, we generallyehssed cash collected in advance of providingiseswvor fulfilling subscriptions to fund
many of our other activities. The deferred reveslu@vn on our balance sheet totaled $71.2 milliah%68.4 million as of December 31, 2005
and 2004, respectively.

How We Evaluate Our Business

When our analysts evaluate a stock, they focuseeassing the company’s estimated intrinsic value-v#iue of the companyfuture
cash flows, discounted to their worth in today’dats. Our approach to evaluating our own businesks the same way. Our goal is to
increase the intrinsic value of our business owee twhich we believe is the best way to createerébr our shareholders.

We do not make public financial forecasts for ousihess because they are, by their nature, sulgeantid could have an effect on our
company'’s stock price. We want to avoid creating iagentive within our company to alter behaviof'tmake the numbers.”

We provide three specific measures that can hefgstors generate their own assessment of how tringit value has changed over time:
* Revenue;

. Operating income (loss); and

L Free cash flow.
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We define free cash flow as cash provided by opeyatctivities less capital expenditures. We prefee cash flow solely as supplemental
disclosure to help investors better understand imaeh cash is available after we spend money toad@@ur business. Our management team
uses free cash flow to evaluate the performanagiobusiness. Free cash flow should not be coresiden alternative to any measure of
performance as promulgated under U.S. generallged accounting principles (U.S. GAAP) (such ahqarovided by (used for) operating,
investing, and financing activities), nor shoulttiata be considered an indicator of our ovenadirfcial performance or liquidity. Also, the
free cash flow definition we use may not be comblaréo similarly titled measures reported by oth@mpanies.

How Our Business Works
Revenue

We earn revenue by selling a variety of investnretdted products and services. Many of our offesjrsgich as our newsletters,
Principia software, and Premium service on Morniagsom, are sold via subscriptions. These sulismnip are mainly offered for a one-year
term, although we also offer terms over other gri@nging from one month to three years. We ai@dvertising on our Web sites in the
United States and internationally. Several of dheoproducts are sold through license agreemiaisiding Morningstar Advisor
Workstation, Morningstar Equity Research, Morniag$irect, Morningstar Retirement Manager, and hgm Data. Our license agreements
typically range from one to three years. For sofm@uo other institutional services, mainly Investrh€onsulting, our fees are generally based
on the scope of work and the level of service wwvidle. Finally, we collect fees relating to Mornitgr Managed Portfolios, managed
retirement account services, and Investment Cdngutliat are calculated as a percentage of tosatssinder management.

Operating Expense

We classify our expenses into separate categatebt of goods sold, development, sales and rtingsggeneral and administrative,
and depreciation and amortization, as describeaibalNe include stock-based compensation expensp@spriate, in each of these
categories.

. Cost of goods sold-his category includes the compensation expensenimoyees who produce the products we deliveutaostomer:
For example, this category covers the cost of prtdin teams and analysts who write investment reke@ports. Cost of goods sold also
includes other expenses such as postage, primyCD-ROM replication, as well as shareholderisgry fees for Morningstar Managed
Portfolios.

. DevelopmentThis category mainly includes compensation expémsprogrammers, designers, and other employeesdsfielop new
products and make enhancements to existing pradacteme cases, we capitalize the compensatids associated with certain development
projects. This reduces the expense that we wohlehaise report in this category. We amortize tresgstalized costs over the estimated
economic life of the software, which is generaliyele years.

. Sales and marketinghis category includes compensation expense fosales teams, product managers, and other marketing
professionals. We also include the cost of advagjdirect mail campaigns, and other marketingypaims to promote our products.

. General and administrativ&.his category consists mainly of compensation egpdar each segment’'s management team, as well as
human resources, finance, and support employeesafidr segment. The category also includes compensatpense for senior management
and corporate expenses, including corporate systausunting, legal, and facilities expense.

. Depreciation and amortizatioOur capital expenditures consist mainly of comptlErasehold improvements, and capitalized product

development costs related to certain software dgveént projects. We recognize depreciation and taation costs for these items over their

estimated useful lives, generally ranging from ¢hiee seven years. We also include amortizatioriaéleo intangible assets in this category.
International Operations

We consolidate the results of our majority-owneerinational operations. We account for our investimé Japan, Korea, Denmark,
and Sweden using the equity method.

Industry Overview

We monitor developments in the economic and firerinformation industry on an ongoing basis andthese insights to help inform
our company strategy, product development plars naerketing initiatives.
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Investment Landscape and Database Areas

Performance in the U.S. equity markets fell belireldouble-digit gains shown in 2003 and 2004 shatks continued to generate
positive returns in 2005. Morningstar’'s U.S. Markedex, a broad equity market benchmark, posted teturns of 6.5% for the year. With the
investment climate generally favorable and all dstiseequity-fund categories posting positive to&lrns for the year, mutual funds based in
the United States enjoyed positive cash flowstierytear, although cash flows into equity and hyhrittls were lower than in 2004. Net cash
flows into taxable bond, municipal bond, and momerket funds all increased over 2004 levels. Algtothe number of mutual funds declir
slightly during 2005, total fund assets increasgalout 9.4% to $8.9 trillion as of year-end. Thedstment Company Institute estimates that
approximately 53.7 million households in the Unigtdtes, or 47.5% of all households, own mutuati$umhich is down slightly from the pe
level in 2001. We believe that continued asset gn@amd widespread usage of mutual funds is sigmifibecause a large portion of
Morningstar’s business has historically focusedhis area. We estimate that information and analydated to mutual funds account for
approximately two thirds of our total revenue, aitgh this amount has been declining as we expdacquity research and other areas.

We continued to see debate about pricing modelsdourities research during 2005, which we thirdigsificant because it has long-term
implications for all independent equity researcbvters. During 2005, Fidelity announced a pilaignam to unbundle its research and trade
execution costs with Lehman Brothers and will paiythem separately going forward. Fidelity also@mrced an agreement with Deutsche
Bank Securities to pay separately for its proprietasearch instead of including it in trading sogthis follows a similar move by MFS
Investment Management, which discontinued its disoft dollar research payments in 2004. During®0@be SEC issued more specific
guidance on soft dollar research payments. We\eetieese developments will help enhance pricingsparency for mutual fund shareholders
and others, as well as encouraging debate abouwathe of independent research.

We continued to see strong interest in alternasaet classes during 2005. Hedge funds, in patictbntinued to enjoy strong growth. Based
on the latest Hedge Fund Manager/Advent surveyedfh fund administrators, total hedge fund assetklwide increased to $2.2 trillion as
November 2005, a 49% increase from $1.5 trillioNowvember 2004. Sinc-managed hedge funds now claim $1.4 trillion irmkeissets, while
assets in hedge funds of funds total about $70@mhilThe number of hedge funds and funds of furmgtinued to balloon, with more than
15,000 funds in existence as of November 2005, ematpwith about 12,000 as of November 2004. Weiroetto invest in developing our
hedge fund database and plan to continue expawndingfforts in this area to meet investors’ neadriormation on this asset class.

Asset growth in separately managed accounts waselltively strong in 2005. Based on data fromMoney Management Institute, assets in
separate accounts increased by about 21% to ré&déhillion as of September 30, 2005. The averageunt balance and number of separate
accounts have also continued to expand. Until fmomever, separate account performance and opesatiformation has largely only been
available from advisors or investment consultaficshelp enhance investor understanding of sepgratehaged accounts, we recently
partnered wittBarron’sto create a new Separate Accounts Quarterly Reviber.new section, which will appearBarron’s print and online
editions on a regular basis, will include artickdmut the separate account industry accompaniedseyies of data tables. We are providing
several statistics such as total returns, fee mm&ion, and Morningstar Ratings for our entire bate, which includes approximately 5,000
separate account strategies (including retail aatititional accounts) from about 1,000 money marsg

Assets in exchange-traded funds increased 30.8%ath about $296 million as of December 2005, coethwith $226 million as of
December 2004, based on data from the Investmamip@oy Institute. Exchange-traded funds continueghin share from mutual funds in
some specialized areas of the market thanks tolthveér annual costs, particularly in passive invegsstrategies. To meet greater investor
demand for information on exchange-traded fundshawee increased our analyst coverage in this aréaecently introduced tHdorningstar
ETFs 100an annual softcover reference guide. In March 2@@6introduced a new rating system for exchangaettdunds.

Individual Investor Market

With market conditions generally positive, the eamiment for advertising sales has been relativebithy.A recent report from Crec
Suisse First Boston increased previous estimatesziione advertising in the fourth quarter of 2085,well as projected spending for 2006.
Based on a survey of online advertisers, the répogtasts total spending on online advertisingeeh $16.6 billion in 2006, compared with a
previous estimate of $14.9 billion, reflecting dftstiom traditional print, radio, and televisiomggements to online. Because of favorable
conditions for Internet advertising, we plan torgmse our prices for online advertising in 2006.

Based on research from Nielsen NetRatings, Yahowriee maintained a dominant share of total pag@siand user visits compared with
other retail investment Web sites in 2005. Pagesi® Morningstar.com remained lower than thossuglersites
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such as Yahoo! Finance, AOL Money & Finance, andNM@oney during 2005, but average monthly page viewse about 30% higher in the
second half of the year relative to the first half.

We continue to define Morningstar.com as a targstiedthat appeals to experienced and engagedtarseslthough total page views to our

site are lower than those of larger supersitesatieeage number of pages per visit and lengthmad fier visit is significantly higher. We belie

this indicates that investors view our site asae@lthat is worth spending time with and that tfreg value in the information we provide. We
also appeal to a highly qualified audience basemhcome levels and investable assets.

Financial Advisor Market

The aging of the American population and the c@wasing need for more information and advice oiteetent income planning has
been an important trend in the advisor segmentnMgstar has been actively developing retiremectiime software to meet this emerging
need, and we expect to launch these applicationsgd2006. Ibbotson Associates, which we acquireillarch 2006, also offers several
research tools and applications to help meet tbwigg need for information on retirement income ag@gment.

Many advisors have also sought to streamline anglgy their operations; to meet this need, somésats have been outsourcing investment
management so they can spend more time on plamelatgd issues and client management. We've akso @e&ontinuing consolidation trend
among brokedealers and other firms in the advisor segmentbdlieve that this ongoing acquisition trend is lainiven by the desire to off
comprehensive financial solutions and maximize effstiencies. Some studies suggest that smallesar; firms are continuing to struggle
amid higher costs and lower revenue growth. Indéeetfinancial advisors have continued to gain reiaskare among high-net-worth
investors, but larger institutions are benefitingnf their lower cost structures and economies alies@s the financial advisory landscape
continues to evolve, we believe advisors will coné to demand comprehensive research platformsgegtated portfolio tools.

Institutional Market

Insurance companies and mutual fund companiesregdito struggle to find unique ways to attract serve the needs of aging baby
boomers during 2005. We believe many companiefoatesing resources on this growing trend, includinepting tailored investment produ
and developing planning tools tailored to meetrtbeds of this market segment. The increased needticement income planning has also
been an area of focus for brokers, investment advignd insurance companies.

The trend toward packaged/wrapped investment pitsdincluding mutual fund wrap programs, lifestfdeds, target maturity funds, and
managed accounts, is another key trend in theutistial segment. Many of these programs matchsitore to an asset allocation and
investment portfolio that automatically rebalanoesr time. These products simplify the investmantpss and help investors outsource the
investment decision-making process.

A report published in July 2005 by Financial Resbaorporation noted that the variable annuity stduhas continued to increase its usag
funds of funds to address regulatory concernsasset allocation programs offered through variableuities constitute investment advice and
therefore need to be offered by a registered invest advisor.

In the retirement market, the House and Senateegdes key pension reform bills, HR 2830 and S 178®&ard the end of 2005. While both
bills primarily address pension issues, they atsttain provisions related to defined contributidans. Among other things, the House bill
would allow large retirement plan administratoreffer their own investment advice to plan partiifs, including possible recommendations
of proprietary funds being offered on their platfisr The Senate bill includes a provision grantimpleyers and other retirement plan
fiduciaries a safe harbor from liability arisingfn providing independent, third-party investmentied to plan participants. The two bills also
include measures that would encourage companigsttanatically enroll employees in 401(k) plans. #¥pect lawmakers to meet in 2006 to
address the differences between the two bills.

International Markets

Overall, mutual funds outside of the United Staimstinued to grow at a moderate pace during the yéth total worldwide fund
assets increasing about 19.4% over the prior-yedogto $17.3 trillion as of September 30, 2005dubon data from the Investment Company
Institute. We continued to see a trend toward #tired investment products, such as funds of fundsogher packaged products, in major asset
management markets worldwide during 2005.

Europe remained the largest fund market outsidbetnited States, with nearly $6 trillion in assas of September 30, 2005. Mutual funds
based in Luxembourg, which has emerged as a ceifiends management in Europe, continued to enjimng net sales in 2005, as did funds
in France, the second-largest fund market in EurBpeminent U.S.-based asset managers such as
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Fidelity and Franklin Templeton continued to gaiarket share in Europe versus local-market asseageas. In the United Kingdom, the
Pensions Act of 2004 is slated to go into effechpril 2006 and represents a far-reaching reforrtarflaws that govern pension contributions
and benefits. We expect that this law will increasgloyee contributions into private pension furlso in the United Kingdom, regulators
continue to demand more transparency from funds.

In Asia, funds based in Japan had strong net gakeach of the first three quarters, although penfnce in other Asian markets was mixed.
Wrap account assets in Japan have also continuadraase following the governmestdecision in 2004 to allow securities firms toeoftherr
to high-end investors.

Funds based in Canada continued to enjoy strongasét flows through September 2005. Fund compami€anada have also been making a
transition to new regulations introduced in 200&t ihcreased disclosure requirements for mutuad$umcluding publishing the top 25
holdings every quarter, including a narrative mamagnt report on fund performance, publishing aitigaéxpense ratio in the annual report,
and issuing disclosure documents within a shoiee tifter the end of the reporting period. We'v&atontinued to see continued growth in
funds of funds in Canada as financial advisors Heeen turning to these products to simplify theles to focus more on client management.

Performance Summary

The list below summarizes the key accomplishmemtisdisappointments that our management team haldtited related to our
2005 performance:

Key Accomplishments
*  We successfully completed our auction-based intiddlic offering in May 2005.

*  We announced an agreement to acquire Ibbotson msesca Chicago-based firm that specializes intadbcation research and
services. We believe Ibbotson complements our dreivategies in several key areas, including imaest consulting, managed
retirement accounts, and institutional and advéeftware. It also complements our internationalghostrategy. Ibbotson had $37.2
million in revenue for its fiscal year ending JB®& 2005. We completed the acquisition on Marck0Dg6.

*  We retained all five contracts for independent Bgrésearch associated with the Global Analyst RefeSettlement for the second
year of the five-year period covered under thdesattnt, and we entered into an agreement withth gixestment bank to provide
equity research. We now provide analyst coveragmare than 1,700 stocks.

*  We launched the next generation of Morningstar @jrexpanding the range of data universes to alha#tutions to conduct research
across global markets and adding the full rangdaringstar’s available data on stocks, hedge fuadd Section 529 College
Savings Plans.

*  We expanded our variable annuity data and strengtheur investment database with the January 26@&isition of Variable
Annuity Research and Data Service (VARDS).

*  We began to build our investment consulting busirmsgside the United States and entered into atrdonsulting agreements in
France, Italy, and China.

*  We continued to invest in our development centeZhima and now employ approximately 130 programraatsdata analysts there.

Disappointments

*  Even though we think online investment advice &iirement plan participants is a valuable senitds,less popular than we — and
the industry — expected. As a result, revenuehferanline advice service we offer through the Mogstar Retirement Manager
platform has declined slightly. The most excitiragtpof this business is our managed retirementwadcgervice, which is growing, but
from a small base. We expect our acquisition obtbbn Associates to provide greater opportunitiehis market.

* All of our international operations experiencedwgtio, but at a slower rate than we expected. Tceese our international growth re
we're focusing more development and sales resountegobal products, including Morningstar Dire&tvisor Workstation, and
Investment Consulting, and adding more securitiedyats overseas to further build our brand.

*  While we announced in February 2006 that the Seesiand Exchange Commission has decided not tieptbagainst Morningstar
in its investigation related to incorrect totaluet data for the Rock Canyon Top Flight Fund, itigggions into our Morningstar
Associates subsidiary by the New York Attorney Galig office, the Securities and Exchange Commissémd the Department of
Labor have not been resolved.
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2005 vs. 2004

Consolidated Results

($000) 200¢ 2004 Change

Revenue 227,11 $ 179,65¢ 26.2%
Operating income (los: 46,48( 17,73t 162.1%
Operating margin (% 20.5% 9.9% 10.€pp
Stoclk-based compensation expel 10,89t 16,72 (34.9%
Cash used for investing activiti (16,919 (22,75() (25.71%
Cash provided by (used for) financing activit 25,25¢ (6,367) NMF

Cash provided by operating activiti 48,44 $ 32,86: 47.%
Capital expenditure (7,45)) (7,730 (3.6%
Free cash flow 40,99 $ 25,13: 63.1%

NMF—not meaningfu
pp—percentage point(:

We define free cash flow as cash provided by opwyatctivities less capital expenditures. We prefee cash flow solely as
supplemental disclosure to help investors bettderstand how much cash is available after we spatky to operate our business. Our
management team uses free cash flow to evaluateetifi@rmance of our business. Free cash flow shootde considered an alternative to any
measure of performance as promulgated under U.&R5Auch as cash provided by (used for) operatinvgsting, and financing activities),
nor should this data be considered an indicat@uofoverall financial performance or liquidity. Alsthe free cash flow definition we use may
not be comparable to similarly titted measures reggbby other companies.

Consolidated Revenue

In 2005, our consolidated revenue increased byla@éder 2004. We finished the year with $227.1 miillin consolidated revenue.
Consistent with the patterns we’ve reported inghst, we generated almost all of our revenue iseethrough organic growth in 2005. Our
growth was also diversified by segment in 2005hwill three segments generating significant revemaerth for the year. We acquired
VARDS from Finetre Corporation for $8.2 million @ash in January 2005. This acquisition contribuése@nue of $2.4 million in 2005.

While all three segments contributed to our groimtB005, the Institutional segment, which accouritedi2.2% (before intersegment
eliminations) of our consolidated revenue, wasléingest contributor to revenue growth, with segnresénue increasing $17.5 million, or
22.4%, for the year. Individual segment revenuegased by about $16.4 million, or 35.0%, over tfevipus year, which was mainly driven
newly generated business associated with the Ghatalyst Research Settlement. We began recognizwenue for our equity research rele
to the settlement in July 2004, which led to a fabte year-over-year comparison in 2005. The Advésgment, which accounts for almost a
third of total revenue, had revenue growth of $Iifion, or 19.4%, for the year.

On a product level, revenue from Morningstar Adwidéorkstation was the largest driver of the reveimeeease in 2005. Growth in this
product was mainly driven by the Enterprise Editiwhich we offer to financial advisors affiliatedttvlarger firms, but the Office Edition for
independent financial advisors also experiencedmeg growth for the year. During 2005, revenue fAmisor Workstation surpassed reve
from our Principia software, which has historicallgen our largest product. Total licenses for Aalvi&/orkstation in the United States
increased by about 40% during the year.

The second largest driver of consolidated revemaeity was our independent equity research, primmaskociated with the Global Analyst
Research Settlement. In July 2004, we began pmyitidependent equity research under agreementdiwét major investment banks. We
continued to provide this research to these fismagithroughout 2005. In September 2005, we eniatedan equity research agreement with a
sixth investment bank involved in the settlemerd Bagan recognizing this new revenue in the foguidrter of 2005. Our revenue in this area
also benefited because we increased the numbesakissunder coverage in 2005, leading to highetrashvalues for some of the equity
research contracts related to the settlement.

46




Our Investment Consulting area was another keyritanior to consolidated revenue growth in 2005mariily reflecting expanded relationsh
and increased assets under management with exiigmgs for the asset allocation services we glevto funds of funds and variable annuit
Licensed Data and Morningstar.com were the founthfdth largest drivers of revenue growth in 208%incipia was the only one of our top
five products that didn’t generate a revenue ineea 2005 because many of our customers havedukgting Advisor Workstation, our
newer Web-based investment planning system. Pianovenue declined approximately 2% compared 2004.

Revenue from international operations increasef fllion, or 15.9%, to $29.4 million in 2005. Imtetional revenue made up about 13% of
consolidated revenue in 2005, compared with abé%i th 2004. While expanding our international pregeremains an important growth
strategy, our U.S. revenue grew at a faster pagerbn-U.S. revenue in 2005, partly because oh¢hrerevenue related to the Global Analyst
Research Settlement and growth in our Investmens@tng business in the United States. Foreignecuy translations contributed $0.7
million of the increase in international revenuetfte year. Excluding the impact of foreign curnetranslations, our international revenue
increased approximately 13% in 2005.

Without the impact of foreign currency translati@ml the VARDS acquisition, our consolidated rewemgreased approximately 25% in
2005. Similar to 2004, acquisitions and foreigrrency translations continued to have a minimal icb& our consolidated revenue growth in
2005. Because of our recent acquisition of Ibbo#sssociates, we expect acquisitions to have a migreficant impact on revenue growth in
2006.

Our top five products—Licensed Data, Morningstavisdr Workstation, Principia, Morningstar.com, dngestment Consulting—represented
60.7% of our revenue base in 2005, compared with%1in 2004. While the percentage of our reveniselmaade up by our top five products
remained relatively consistent, the mix of the fiwp products changed compared with 2004. Pringipistorically our largest product, was
surpassed by Licensed Data and Advisor Workstatitich reported more revenue in 2005.

Revenue % Revenue %
Top Five Products (Segment) 2005 ($000° Revenut Top Five Products (Segment) 2004 ($000° Revenue
Licensed Data (Institutional) $ 32,43t 14.2% Principia (Advisor) $ 29,23 16.2%
Advisor Workstation (Advisor 29,28( 12.¢ Licensed Data (Institutiona 27,20 15.1
Principia (Advisor) 28,78¢ 12.7  Morningstar.com (Individual 20,67( 11t
Morningstar.com (Individual 25,50: 11.z  Advisor Workstation (Advisor 19,46¢ 10.¢
Investment Consulting (Institutione 21,90 9.€ Investment Consulting (Institutione 13,85: 7.7

Revenue Composition

As discussed in thRecurring Revenugection of Key Business Characteristics, to helgstors evaluate our ongoing business results
we separate our revenue into three categoriesreesnue, renewal revenue, and “walk-in” revenue.

The following graph illustrates the compositionoofr 2005, 2004, and 2003 revenue.

Revenue Composition
Year Ended December 31 ($mil)
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Our 2005 revenue consisted of $39.0 million in mewenue, or 17.2%, of our total revenue for the yRanewal revenue accounted for $65.9
million, or 29.0%, of our total revenue for the ye&/alk-in revenue accounted for $122.2 million, or 53.8%our total revenue for the year.
2004, new revenue made up a greater percentagg tdtal annual revenue partly because of the ggegearch we began providing in July
2004 related to the Global Analyst Research Seéigm

As of January 1, 2006, our estimate of 2006 walkeirenue is $138.8 million. This estimate is subjechange based on cancellations during
the year, the impact of currency translations, athér routine adjustments. In comparison, our viallevenue as of January 1, 2005, was
$124.9 million. In 2005, walk-in revenue benefifeain newly generated equity research revenue assacwith the Global Analyst Research
Settlement. In addition, the wi-in revenue figure does not include variable revefnomm asse-related services such as Morningstar Mang



Portfolios, managed retirement account serviced Javestment Consulting that are calculated ageepéage of total assets under
management. These areas of our business haverimeasing over the past several years.

In 2005, we estimate that our retention rate fdasstiptionbased products such as Principia, Premium Memlesshvice, and print and onli
newsletters averaged between 60% to 65%. For atfiiessed products and services, we estimate tmateighted average renewal rate
generally ranged from 100% to 105% in 2005. Tharggor contract-based products exceeds 100% bedainsludes
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the impact of price changes and changes to theamintalue upon renewal. While we’re satisfied with retention and renewal rates we
achieved in 2005, we constantly strive to imprdwese measures because the cost of maintainingngxéststomers is lower than the cost of
acquiring new customers to replace business tregrdbrenew.

Consolidated Operating Expense

($000) 200t 2002 Change
Total operating expen: $ 180,63 $ 161,92 11.€%
% of revenue 79.5% 90.1% (10.6)pp

Our consolidated operating expense increased $i@ign in 2005. Approximately half of this increasvas from higher cost of goods
sold; the remaining portion of the increase ocalieeross other operating expense categories, inguttvelopment, sales and marketing, and
general and administrative expense. The increasensolidated operating expense was largely dribyea $15.6 million increase in
compensation-related costs, including salariesubpbenefits, and sales commissions, stemming lfigirer headcount. We record these costs
in the various operating expense categories a®ppate. We had approximately 1,130 employees wodd as of December 31, 2005,
compared with approximately 1,000 as of DecembefB804. Approximately 60% of the increase in headitovas driven by technical staffing
in our development center in China. Most of thea@nrmg increase in headcount consists of additistadk analysts in our U.S. operations and
increased staffing in our corporate departmentadet the requirements of being a public companyin&rease in spending for corporate
initiatives and legal fees and a decline in caizi¢al internal product development costs also couteid to the increase in operating expense. A
decline in stock-based compensation of $5.8 millipB005 partially offset the increase in compeiosatosts and other operating expenses.

Because our consolidated operating expense gravglatver rate than our revenue, our consolidatedading expense as a percentage of
revenue declined by more than 10 percentage pioir805. This decline was primarily driven by tivaihg of revenue and expense associated
with the Global Analyst Research Settlement andi@ease in stock-based compensation expenseomethiibove, as well as the operating
leverage inherent in our business. 2005 was tkefiill year of revenue from equity research raldtethe settlement; as a result, revenue ir
area grew faster than expenses during the yeailaBymas revenue from Institutional products sashinvestment Consulting and Licensed
Data rose during the year, our cost base for piadubese products increased at a lower rate. Beceonsolidated operating expense declined
as a percentage of revenue, operating margin shawedesponding increase.

Cost of Goods Sold

($000) 200t 200¢ Change
Cost of goods sold $ 64,40t $  54,70¢ 17.7%
% of revenue 28.4% 30.5% (2.Dpp
Gross profit $ 162,70t $ 124,94¢ 30.2%
Gross margit 71.6% 69.5% 2.1pp

Cost of goods sold has generally been our larggegory of operating expense, and that patterriraged in 2005. Our business relies
heavily on human capital, and cost of goods sattlidtes the compensation expense for employees vduupe the products and services we
deliver to our customers. Cost of goods sold iregde59.7 million in 2005. Compensation expenseeasxd in all three segments, but mainly
reflects additional costs for newly hired stocklgsts in our Individual segment. Shareholder séngidees related to Morningstar Managed
Portfolios, which increased because of higher assaler management, contributed $1.5 million tankesase in cost of goods sold.

As a percentage of revenue, cost of goods soldnéelcby about 2 percentage points in 2005. Thilypeaflects the timing of hiring expenses
for our independent equity research. We began iimguincremental compensation costs at the beginafre004 as we increased staffing in
preparation for the ramp-up of our equity reseaftbrts. We continued to increase staffing in 208, had already completed the majority of
the staffing increase in 2004. As a result, cogiarfds sold increased less dramatically in 2005.

Because cost of goods sold declined as a perceafageenue in 2005, gross margin showed a corretipg increase. Gross margin has been
steadily increasing over the past several yeavs) 88.8% in 2003 to 71.6% in 2005.

48




Development Expense

($000) 200t 200¢ Change
Development expens $ 19,65« $ 16,167 21.6%
% of revenue 8.7% 9.C% (0.3pp

Development expense increased $3.5 million in 288%use of increased hiring for programming an@&ldgwnent staff primarily in
our Advisor and Institutional segments and a redadh the amount of expense capitalized relatedeteelopment projects. We capitalize
compensation costs associated with certain devedapprojects, which reduces the costs includeckiretbpment expense. Many of the
projects for which we capitalized product developimeosts in 2004 have now been placed into seraite the ongoing costs are no longer
capitalized. Instead, we now expense these costeased. During 2005 we capitalized $0.4 millioihdevelopment costs, compared with $
million in 2004. As a percentage of revenue, dgwelent expense was slightly lower in 2005 compariti 2004,

Sales and Marketing Expense

($000) 200t 200¢ Change
Sales and marketing exper $ 39,07 % 36,03¢ 8.4%
% of revenue 17.2% 20.1% (2.9pp

Sales and marketing expense increased $3.1 milkoause of higher commission costs, salaries, enefis expense. We incurred
additional commission costs because of both inegtaales volume, primarily in our Advisor and Ihgtonal segments, and changes to the
incentive structure for certain products in the Bdv segment, including Principia and Advisor Waaki®n Office Edition. Salaries and
benefits included in this expense category alsceamed, mainly because of an increase in headémuthte sales and marketing team in our
Advisor segment. Because our revenue base increasefhister pace than our sales and marketinghnegpsales and marketing expense as a
percentage of revenue declined by about 3 percemaigts in 2005.

General and Administrative Expense

(3000) 200t 200¢ Change
General and administrative expel $ 49,23t % 46,78t 5.2%
% of revenug 21.1% 26.(% (4.39pp

General and administrative expense has generadly ber second largest category of operating expietisgving cost of goods sold,
and that pattern continued in 2005. The $2.4 nnilliccrease in general and administrative expenselyriacludes higher compensation costs,
which increased primarily because we added staffimcorporate departments to meet the requirenuéritging a public company. Higher
incentive compensation also contributed to thedase in this category in 2005. We also incurre@ $illion more for spending on corporate
initiatives and legal fees related to regulatomeistigations in 2005 than in 2004. In addition,inereased our offer to settle various claims
related to Morningstar Research Pty Limited (Mogsitar Australia). Refer to Note 17 of the Notesuo Consolidated Financial Statements
more information regarding this litigation. Stocded compensation expense included in generaldmihistrative expense decreased $4.3
million during 2005, which largely offset the inaes in other areas. The decrease in stock-basgubosation expense was driven by a
decline in expense for options accounted for utttketiability method, as described below. Becausegeneral and administrative expense
increased at a slower pace compared with our resgrawth, general and administrative expense a&saeptage of revenue declined by about
4 percentage points in 2005.

Depreciation and Amortization Expense

($000) 200t 200¢ Change
Depreciation and amortization expel $ 8,26¢ $ 8,22¢ 0.5%
% of revenue 3.6% 4.€% (2.0pp

Depreciation and amortization expense increasgttsliin 2005 primarily because of amortizatiortioé intangible assets related to
the VARDS acquisition. This increase was offsetitijecrease in depreciation and amortization explensapitalized software, computer
equipment, and internal product development castsnany of the assets in these categories areuilywépreciated.

Stock-Based Compensation Expense

We have historically used two different methodsofounting for stock-based compensation expensdiatbility method, which
involves recording a liability for vested optiongual to the difference between the option exengigee and the fair value per share of the
common stock, and the equity method, which is basetthe Black-Scholes value of the option at theetdf the grant and recorded over the
vesting period of the option. Following our init@lblic offering in May 2005, we are no longer riggd to settle stock options in cash, and
therefore are no longer required to record stodetlaompensation expense under the liability method
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The following table summarizes our stock-based camsption expense:

($000) 200: 200¢ Change
Stock-based compensation expe- liability method $ 281C $ 8,96: (68.€)%
Stock-based compensation expe- equity methoc 8,08t 7,76( 4.2%
Total stock-based compensation expense $ 10,89¢ $ 16,72 (34.9%
% of revenue 4.8% 9.3% (4.5pp

Total stock-based compensation expense declin@dnilion in 2005.

Stock-based compensation expense recorded undéalihigy method declined $6.2 million in 2005. &lexpense recorded under the liability
method in 2005 reflects the expense recorded thrthegyfirst quarter, when we adjusted the liabilityreflect our initial public offering price «
$18.50 per share compared with a fair value of 1 per share as of December 31, 2004. The expenseded under the liability method in
2004 reflects a $2.80 increase in the fair valueshare of our common stock to $17.50 per shacé Becember 31, 2004 from $14.70 per
share as of December 31, 2003.

Stock-based compensation expense recorded undeqtiity method increased $0.3 million in 2005. Tihizease mainly reflects the impact of
approximately 1.1 million options granted in 2085,well as ongoing expense associated with optjcargted in 2004 and prior years. This
increase was partially offset by lower expenseofttions granted in previous years, which are ndly ftested and no longer require recording
additional expense.

In 2006, we expect to record approximately $7.0iomlof stock-based compensation expense for aibop outstanding as of December 31,
2005.

Bonus Expense

(3000) 200t 200¢ Change
Bonus expens $ 22,511 % 21,03: 7.0%
% of revenug 9.9% 11.7% (2.9pp

Bonus expense increased $1.5 million in 2005. Thiegory of expense increased primarily becausérancial performance in 2005
exceeded our financial performance in 2004. Theaichpf this increase was partially offset becaugebonus expense in 2004 included a
special bonus for our analyst team that did natr@c2005. Bonus expense is included in each@biberating expense categories.

Operating Income

(3000) 200t 200¢ Change
Operating incom: $ 46,48 $ 17,73¢ 162.1%
% of revenug 20.5% 9.9% 10.€pp

Because our consolidated revenue grew at a fadtethran our operating expense, our operating mémgreased by more than 10
percentage points in 2005. This increase was pilyrdniven by the timing of revenue and expenseeisged with the Global Analyst Resea
Settlement and the $5.8 million decrease in stadeld compensation expense, as well as the opelagrgge inherent in our business. 2005
was the first full year of revenue from equity r@ss associated with the Global Analyst ReseardtteSeent. During 2005, we were able to
increase costs associated with this revenue ater ltate because much of the cost increases oddar2004 as we built our staff in
anticipation of this revenue. In addition, reveiguewth for many of our Institutional products, suahinvestment Consulting and Licensed
Data, increased during the year. We were abled@#se costs in most of the related expense césgira lower rate than this revenue gro
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The table below provides a reconciliation from @pieig income to operating income before stock-basedpensation expense:

($000) 200¢ 2004 Change

Operating incomt $ 46,48 $ 17,73t 162.1%
Stoclk-based compensation expel 10,89¢ 16,72: (34.9%
Operating income before stock-based compensatipanse $ 57,378 $ 34,45¢ 66.5%

The table below provides a reconciliation of op@gatnargin to operating margin before stock-basgdpmensation expense:

(percentage of revenue) 200t 200/
Operating margi 20.5% 9.9%
Stock-based compensation expel 4.8 9.3
Operating margin before stock-based compensatiparese 25.2% 19.2%

Stock-based compensation expense had a largerimmpacir operating margin in 2004 because of thpeesge recorded under the liability
method, as discussed in tBock-Based Compensation Expesesetion above.

We expect stock-based compensation expense todmeiaing cost. We have presented operating indoef@re stock-based compensation
expense and operating margin before stock-basegemsation expense solely as supplemental discsoifgelp investors better understand
the performance of our business, to enhance cosguadf our performance from period to period, andllow better comparison of our
performance with that of our competitors. We userafing income before stock-based compensationnsepend operating margin before
stock-based compensation expense to evaluate tfeermpance of our business. Operating income beftovekbased compensation expense
operating margin before stoddased compensation expense should not be consiakkeethtives to any measure of performance as ygatec
under U.S. GAAP (such as operating income or opgyahargin), nor should this data be considerethditator of our overall financial
performance or liquidity. Also, the calculationsagferating income before stock-based compensatipense and operating margin before
stock-based compensation expense used by us mag momparable to similarly titted measures rebbie other companies.

Consolidated Free Cash Flow

We generated free cash flow of $41.0 million in 20@flecting cash provided by operating activité$48.4 million and capital
expenditures of $7.4 million. Free cash flow incedby $15.9 million in 2005, reflecting a $15.6lion increase in cash provided by
operating activities, which was driven by an inse@ net income, as well as approximately a $0aliBmreduction in capital expenditures.
a percentage of revenue, free cash flow was 18fQ%venue in 2005, compared with 14.0% in 2004.

The decrease in capital expenditures in 2005 pifynaflects lower capitalized internal product é&pment costs. Because several products
for which costs were previously capitalized havevto@en put into service, we expense the ongoints @sswe incur them.

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

($000) 200¢ 2002 Change
Net income $ 31,117 % 8,80¢ $ 22,30¢
Adjustments to reconcile net income to net casiglérom operating

activities:

Non-cash items included in net incot 20,64 23,89¢ (3,252
Changes in operating assets and liabilities, neffetts of

acquisitions

Cash paid for bonus:t (18,000 (12,257 (5,749

Cash paid for income tax (19,529 (6,617) (12,919

Other 34,20¢ 19,01¢ 15,18¢
Cash provided by operating activities $ 48,44  $ 32,86: $ 15,58t

In 2005, the increase in cash provided by operatatiyities of $15.6 million lagged the $22.3 ndli increase in net income. There were
several items that contributed to lower relativevgth in cash provided by operating activities if©20Payments made for both income taxes
and bonuses had the largest impact on the gap éeteash provided by operating activities and natrime. Income tax payments in 2005
increased $12.9 million compared with the previgear. In 2004, we used the majority of our U.S.

51




net operating losses, reducing the amount of tpa@s Bonus payments in 2005 increased $5.7 mittmmpared with 2004, reflecting strong
business performance during 2004, as well as gtératallment of a special bonus established fwramalyst team in 2004. In addition, non-
cash items included in net income decreased piiyrtaecause of lower deferred income tax expenseléfifitome tax payments, bonus
payments, and non-cash items included in net indomered our cash flow provided by operating atitg, they were largely offset by a
greater cash flow benefit in 2005 arising from aesin operating assets and liabilities. Over bithis benefit reflects increases in accounts
payable and accrued expenses; the remaining ircreas driven by accrued income taxes and accruageasation, excluding the payments
discussed above.
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Segment Results

($000) 2008 2004 Change
Revenue
Individual $ 63,44¢ $ 46,99¢ 35.(%
Advisor 72,68¢ 60,88( 19.4%
Institutional 95,94% 78,40: 22.8%
Eliminations (4,970 (6,620 (24.9%
Consolidated revenue $ 227,11:  $ 179,65t 26.4%
Operating income
Individual 18,37 7,82¢ 134.¢%
Advisor 17,89: 13,96¢ 28.1%
Institutional 24,79¢ 13,66 81.4%
Corporate items and eliminations (14,58)) (17,729 17.9%
Consolidated operating incor $ 46,48( $ 17,73¢ 162.1%
Operating margin
Individual 29.(% 16.7% 12.5pp
Advisor 24.€% 22.%% 1.7pp
Institutional 25.8% 17.2% 8.4pp
Consolidated operating marg 20.5% 9.¢% 10.€pp

Individual Segment

Our Individual segment provides products and ses/for individual investors. The largest producthis segment is our U.S.-based
Web site, Morningstar.com, which includes both gaidmium Membership service and sales of advegtisrace. Our Individual segment also
includes Morningstar Equity Research, which weritiste through several channels. Investors canszoger equity research through our
Premium Membership offering on Morningstar.comadidition, our equity research is distributed thfosx major investment banks to meet
the requirements for independent research undeslibieal Analyst Research Settlement, as well a&te@ral other companies who provide our
research to their affiliated financial advisord@individual investors. We also offer a varietypoint publications on stocks and mutual funds,
including our monthly newsletterjorningstar FundinvestoandMorningstar Stockinvestgrand our twice-monthly publicatioMorningstar
Mutual Funds. We currently generate all of the revenue fromladividual segment in the United States. In 2008 2004, this segment
represented, before intersegment eliminations,%2@8d 26.2%, respectively, of our consolidated meree

($000) 200¢ 2004 Change

Revenue $ 63,44¢ % 46,99¢ 35.(%
Operating incom $ 18,37: % 7,82¢ 134.¢%
Operating margin (% 29.(% 16.7% 12.5pp

In 2005, revenue for the Individual segment incegla®16.4 million compared with 2004. The increasmarily reflects revenue from the
independent equity research we are providing utide6Global Analyst Research Settlement. In thalthirarter of 2004, we entered into
agreements with five major investment banks to pi@independent equity research to meet the tefritesettlement. These agreements are
structured as annual contracts that include batbweal and cancellation options. Because we didagin recognizing revenue under these
contracts until the end of July 2004, the full yeirevenue recognized in 2005 compared favoralily the partial year of revenue recognized
in 2004. We retained these five contracts for #mad year of the five-year period under the sagl. In September 2005, we entered into an
agreement with a sixth investment bank to providkependent equity research as part of the terrieedfettlement. Revenue also increased
because weé providing coverage on a larger number of st@tkspared with the prior year. Growth in Morningstam Premium memberst
and Internet advertising sales accounted for thenaof the remaining increase in revenue. Suipgions for Morningstar.com Premium
Membership service increased to 147,010 as of DeeeBil, 2005, compared with 131,035 as of Dece®bg2004.

In 2005, operating income for the Individual segivirareased $10.6 million compared with 2004. Tigaificant increase in operating income
reflects the impact of revenue growth against nmooelerate growth in operating expenses. Operatipgrese in 2005 increased $5.9 million
15.1%, compared with the prior year. This increaas driven primarily by increased compensation azpdrom hiring additional equity
analysts. Our equity analyst team consisted ofr@ifyats as of December 31, 2005, compared withstd Becember 31, 2004. The
improvement in operating income was also impacted tifference in the timing between revenue ankbage associated with the Global
Analyst Research Settlement. Beginning in 2004invested heavily in the hiring
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of our analyst team in anticipation of the reveaasociated with the Global Analyst Research SegtienWe began recognizing revenue from
the Global Analyst Research Settlement at the éddlp 2004. This resulted in higher compensatielated costs with no corresponding
increase in revenue for the first seven month06#2In 2005, however, we had a full year of rexetaicover costs. As a result, operating
margin significantly improved in 2005 compared w2d04.

Advisor Segment

Our Advisor segment focuses on products and sex¥arefinancial advisors. Key products in this segnare Morningstar Advisor
Workstation and Principia. Advisor Workstation i8\eeb-based investment planning system that provideacial advisors with a
comprehensive set of tools for conducting theiedauisiness — including investment research, plgnm@ind presentation tools. Advisor
Workstation is available in two editions: the OfiEdition for independent financial advisors are Emterprise Edition for financial advisors
affiliated with larger firms. Principia is our CD&M-based investment research and planning softfeafnancial advisors. In addition, we
offer Morningstar Managed Portfolios, a fee-basisdrétionary asset management service that incladesies of mutual fund and exchange-
traded fund portfolios tailored to meet a rang@meéstment time horizons and risk levels that feiahadvisors can use for their clientakable
and tax-deferred accounts. In 2005 and 2004, ggment represented, before intersegment elimirgt@20% and 33.9%, respectively, of our
consolidated revenue.

($000) 200t 200¢ Change

Revenue $ 72,68¢ $ 60,88( 19.4%
Operating incom $ 17,89: $ 13,96¢ 28.1%
Operating margin (% 24.€% 22.%% 1.7pp

In 2005, revenue for the Advisor segment incre&seld8 million compared with 2004. The increase p@arily driven by Morningstar
Advisor Workstation. We continue to see strong gloin licenses of the Enterprise Edition of Morrstey Advisor Workstation, and we
entered into numerous new agreements in 2005.ditiaid, we also experienced strong renewals fomptioeluct during 2005, and several
contracts that were scheduled to expire during 288Bwed at significantly higher price points, eefing both higher user counts and an
increase in the amount of functionality licensedribg 2005, revenue from Advisor Workstation suggaisrevenue from Principia, which has
historically been our largest product. The numbed.&. licenses for Morningstar Advisor Workstatioereased to 113,461 as of Decembe
2005, compared with 80,235 as of December 31, 2d@4ningstar Managed Portfolios also contributedeteenue growth in the segment, but
to a lesser degree. Assets under management forildstar Managed Portfolios increased to $1.4dvilks of December 31, 2005, compared
with $936.0 million as of December 31, 2004. Piiecirevenue declined slightly during 2005. The namdf subscriptions for Principia
declined to 49,728 as of December 31, 2005 compaitbdb 1,308 as of December 31, 2004. While the lnemnof subscriptions declined
slightly, average revenue per subscription incrégsiemarily because of previous price increasesraddctions in certain discount programs.
The VARDS acquisition contributed $0.4 million ®venue in this segment during 2005.

In 2005, we refined the way we count Principia suipsions. We now count subscriptions to each efdix modules in the Principia suite as
separate subscriptions. We also refined the wagomat U.S. licenses for Advisor Workstation to mooasistently include only financial
advisors licensed to use the product and to exdugeort staff. If the license agreement allowsasdy users not employed by the licensing
enterprise, we only include actual users withinghst 12 months. We believe these changes proeitierbinformation regarding our market
penetration within the financial advisor marketeThllowing table shows historical quarterly dathusted to reflect these changes.

December 31 March 31, June 30 September 3C  December 31 March 31, June 30 September 3C
200z 200¢ 200¢ 200¢ 200¢ 200¢ 200¢ 200&
Number of
U.S. Advisor
Workstation License 32,40¢ 57,16¢ 75,81( 72,19( 80,23t 90,32¢ 101,31 102,60¢
Number of
Principia Subscription 55,89: 55,49: 54,82« 52,36¢ 51,30¢ 53,04¢ 50,79% 50,48¢

In 2005, operating income for the Advisor segmantéased $3.9 million compared with 2004, reflegtin increase in revenue partially offset
by higher operating expense in all categories. &tpey expense increased $7.9 million, or 16.8%, mamexd with the prior year. A little over
onethird of the increase in expense was driven bynarease in cost of goods sold because of increasagensation costs related to additir
headcount and shareholder servicing fees relatbijber levels of assets under management for Mgetar Managed Portfolios. An increase
in general and administrative expense, driven b corporate overhead expense, also contribpierimately one-third of the increase in
operating expense for this segment. The remaining
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increase in operating expense primarily reflectséased sales and marketing expense, which wasndoi higher compensation-related
expense and commissions for sales of Advisor Watkst and Principia. The higher sales commissiefisat increased sales volume in
Advisor Workstation and changes to the incentivecstire for both products. Operating margin impibséghtly in 2005, reflecting the impact
of higher revenue against the operating cost stract

Institutional Segment

Our Institutional segment focuses on products andces for institutions, including banks, insuramompanies, mutual fund
companies, brokerage firms, media outlets, anderagnt plan providers and sponsors. Key produassarvices in this segment are
Morningstar Direct, a Web-based institutional reskalatform that provides advanced research apld ts the complete range of securities in
Morningstar’s global database; Licensed Data, afsietvestment data spanning eight core databasedable through electronic data feeds;
Investment Consulting, which focuses on investnmeonitoring and asset allocation for funds of furidsluding mutual funds and variable
annuities; Investment Profiles & Guides, which éesigned for institutions to use in communicatimgeistment information to individual
investors; and Morningstar Retirement Manager i i advice and guidance services for retirenptsat participants. In 2005 and 2004, this
segment represented, before intersegment elimmati?.2% and 43.6%, respectively, of our constédlaevenue. We expect that the
Institutional segment will continue to account floe largest portion of our consolidated revenudherforeseeable future.

($000) 200t 200¢ Change

Revenue $ 95,947 $ 78,40: 22.4%
Operating incom $ 24,79¢ % 13,66" 81.4%
Operating margin (% 25.8% 17.8% 8.4pp

In 2005, revenue for the Institutional segmentaased $17.5 million compared with 2004. More th@%b4f the increase was driven by
increased revenue for Investment Consulting sesvidbering 2005, we expanded existing relationships our scope of responsibilities with
two major clients. Revenue also increased becaeseegeive asset-based fees for our services, artsasmder advisement in this area
significantly increased compared with the priorry@dorningstar provided advisory services on apprately $22.1 billion in assets as of
December 31, 2005, compared with approximately@b2lion as of December 31, 2004. These totalliinhe consulting relationships as well
as agreements where we act as a portfolio constructanager for a mutual fund or variable annuitg eeceive a basis point fee. Licensed
Data, and to a lesser extent, Morningstar Dirdst eontributed to revenue growth during 2005. YR&RDS acquisition contributed $2.0
million to revenue in this segment during 2005. Tilaenber of licenses for Morningstar Direct was @8%f December 31, 2005, compared
with 775 as of December 31, 2004. Beginning ingdeond quarter of 2005, we began selling Mornimd3iect licenses in international
markets. The number of licenses as of Decembe2@®15 includes both U.S. and non-U.S. users. Thebeuwf global licenses as of June 30,
2005 and September 30, 2005 was 843 and 931, taspgcRevenue growth in Morningstar Direct exceedjrowth in the number of licenses
because of the impact of a new pricing model imgleted during 2004. Several key contracts whosestemded during 2005 renewed for a
smaller number of licenses, but at a greater gédicense.

As mentioned in th&ey Accomplishments and Disappointmessistion included in the Performance Summary ab@wenue for the online
advice service we offer through the Morningstarifeetent Manager platform declined slightly in 2008e continue to enhance our online
advice services and have been transitioning clientair new user interface, which is more streaadiand simpler to use. Based on industry
research, however, we believe online retiremenicadappeals to a relatively small segment of sefatled investors within the large
population of 401(k) plan participants. We see gmegrowth potential in managed retirement accqumitéch may appeal to a broader segment
of retirement plan participants. We had $285.0ianilin assets under management in the managedmetitt accounts offered through
Morningstar Retirement Manager as of December 8@52compared with $123.9 million as of DecemberZlD4. As of December 31, 2005,
more than 9 million retirement plan participants la&cess to Morningstar Retirement Manager thraygioximately 69,000 plan sponsors

30 plan providers. The number of plan participalgsreased from prior periods because we receiwggskeparticipant counts from certain

plan providers.

In 2005, operating income for the Institutional memt increased $11.1 million compared with 2004 Fitrease in operating income was
primarily driven by revenue growth in our Investrh@wonsulting and Licensed Data services. Contralttes in both areas and asset-based fee:
in Investment Consulting have increased, whilecitwt base for these services has remained relasitagble. Operating expense in 2005
increased $6.4 million, or 9.9%, compared with 20@4dre than half of the growth in operating expewss driven by an increase in cost of
goods sold, reflecting higher compensation expdnskjding bonus expense and costs relating to/thRDS acquisition. The remaining
increase in operating expense was driven by grawsiales and marketing expense, reflecting higherpensation and sales commission
expense, and an increase in general and admiiisteatpense, reflecting higher corporate overh@gekrating margin significantly improved
compared with 2004, reflecting the impact of revegwowth that exceeded the increase in operatipgrese.

Corporate and Eliminations
Corporate items and eliminations primarily incliedeck-based compensation expense, capitalizedhaitproduct
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development costs and related amortization, andtaration related to intangible assets. The follogviable shows the components of
corporate and eliminations expense (income) thpaited our consolidated operating income:

($000) 200¢ 2004 Change

Stocl-based compensation expel $ 10,89t $ 16,72 (34.9%
Capitalized internal product development c¢ (375) (2,807) (86.6)%
Depreciation and amortizatic 3,57¢ 3,34z 7.C%
Other 48t 46C 5.4%
Corporate items and eliminations $ 14,58: $ 17,72; (17.0%

In 2005, corporate items and eliminations decre&8etl million, primarily reflecting a decline of $million in stock-based compensation
expense. This decrease was partially offset byceedse of $2.4 million in capitalized internal pnotidevelopment costs and a $0.3 million
increase in depreciation and amortization.
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2004 vs. 2003

Consolidated Results

($000) 2004 200 Change
Revenue $ 179,65¢ $ 139,49¢ 28.8%
Operating income (los: 17,73t (10,759 NMF
Operating margin (% 9.9% NMF NMF
Stocl-based compensation expel 16,72 29,02¢ (42.9)%
Cash used for investing activiti (22,75() (29,639 (23.29)%
Cash used for financing activiti (6,367) (26) NMF
Cash provided by operating activiti $ 32,86: $ 29,70¢ 10.6%
Capital expenditure (7,730) (8,607) (10.2)%
Free cash flow $ 25,13 $ 21,09¢ 19.1%

NMF—Not meaningfu
Consolidated Revenue

In 2004, our revenue increased $40.2 million, aB28 to $179.7 million from $139.5 million in 200&flecting strong demand for 1
products and services in each of our business sagnferice adjustments had minimal impact on regegrowth. Revenue in our Individual
segment increased $11.6 million; revenue in ourigalvsegment increased $11.7 million; and revenwsr Institutional segment increased
$18.7 million. The consolidated revenue increase araven mainly by our independent equity reseasdociated with the Global Analyst
Research Settlement; Morningstar.com Premium seriternet advertising sales; Morningstar Adviédorkstation; Morningstar Managed
Portfolios; Morningstar Retirement Manager (prirharesulting from the acquisition of mPower.comg.) Licensed Data; Morningstar Dire
and Investment Consulting. The revenue increasigeise products and services was partially offsdotwer revenue from some of our more
mature products such as Repritigrningstar Mutual Funds andMorningstar Fundinvestor

Revenue from international operations increase8 8#illion, or 26.3%, to $25.4 million in 2004 compd with $20.1 million in 2003.

Currency translations contributed $1.9 million; kexting the impact of currency translations, oueinational revenue increased approximately
17%. Revenue from mPower.com, Inc. (mPower), whietacquired in July 2003, was $4.6 million in 200dapproximately $2.5 million

more than the revenue we recognized from this legsiduring the six months following the acquisitior2003. Excluding the impact of
currency translations and the mPower revenue ifitstesix months of 2004, our revenue increasgut@dmately 26% in 2004.

The following table summarizes our top five reveigeaerating products:

Revenue % Revenue %
Top Five Products (Segment) 2004 ($000° Revenue Top Five Products (Segment) 2003 ($000° Revenue
Principia (Advisor) $ 29,23! 16.2% Principia (Advisor) $ 28,85¢ 20.7%
Licensed Data (Institutiona 27,20: 15.1 Licensed Data (Institutiona 22,45 16.1
Morningstar.com (Individual 20,67( 11.5  Morningstar.com (Individual 16,31: 11.7
Advisor Workstation (Advisor 19,46« 10.6  Advisor Workstation (Advisor 10,79¢ 7.7
Investment Consulting (Institutional) Licensed Tools and Content

13,85: 7.7 (Institutional) 9,222 6.€
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Consolidated Operating Expense

($000) 200¢ 200z Change
Total operating expen: $ 161,92 $ 150,25( 7.8%
% of revenue 90.1% 107.7% (17.€)pp

pp—percentage point(:

Consolidated operating expense increased $11.&mithr 7.8%, to $161.9 million in 2004 from $15@ndlion in 2003. The increase
primarily reflects an $11.2 million increase in tosgoods sold and a $5.2 million increase insaled marketing expense. These increases
were partially offset by a $7.3 million reductiangeneral and administrative expense, mainly becafia reduction in stock-based
compensation expense.

Cost of Goods Sold

($000) 2004 2002 Change
Cost of goods sol $ 54,70¢ $ 43,52: 25.7%
% of revenue 30.5% 31.2% (0.79pp
Gross profil $ 124,94¢ $ 95,97¢ 30.2%
Gross margit 69.5% 68.8% 0.7pp

Cost of goods sold increased $11.2 million, or 2&.% $54.7 million in 2004 from $43.5 million iM@3. The increase in cost of
goods sold mainly reflects higher compensationscrating to expanded staffing across all of aigitbess segments, higher incentive
compensation driven by financial performance tixaeeded internal estimates, and incentive compienstatr our analyst team. These
increases were partially offset by a reductiontatk-based compensation expense.

Development Expense

($000) 200< 200z Change
Development expens $ 16,167 $ 14,66 10.2%
% of revenue 9.C% 10.5% (2.5pp

Development expense increased $1.5 million, or%01® $16.2 million in 2004 from $14.7 million i@3. The increase mainly
stems from higher compensation expense (includiogritive compensation) and a reduction in capédlinternal product development costs,
partially offset by lower stock-based compensaérpense. Capitalized internal product developmesiscin 2004 primarily relates to ongoing
development of products such as Morningstar Difdcningstar Retirement Manager, and Morningstavidar Workstation.

Sales and Marketing Expense

(3000) 200¢ 200: Change
Sales and marketing exper $ 36,03: % 30,79¢ 17.(%
% of revenug 20.1% 22.1% (2.0pp

Sales and marketing expense increased $5.2 mitioh7.0%, to $36.0 million in 2004 from $30.8 naiti in 2003, largely because of
higher compensation expense (including sales cosioms and incentive compensation) primarily for Adwisor and Institutional businesses
and increased marketing expense for our Indivituginess. These increases were partially offset teguction in stock-based compensation
expense.

General and Administrative Expense

($000) 2004 200z Change
General and administrative expel $ 46,78¢  $ 54,14t (13.0%
% of revenue 26.(% 38.8% (12.¢)pp

General and administrative expense decreased $lliéwnor 13.6%, to $46.8 million in 2004 from $34million in 2003. A
$9.3 million reduction in stockased compensation expense and lower sales tarexjpe2004 were partially offset by an increaseaentive
compensation expense and corporate overhead.
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Depreciation and Amortization Expense

($000) 2004 200z Change
Depreciation and amortization expel $ 8,22t $ 7,12¢ 15.5%
% of revenue 4.€% 5.1% (0.5pp

Depreciation and amortization expense increasedifillion, or 15.5%, to $8.2 million in 2004 fronY & million in 2003. This
increase was mainly driven by depreciation and émation expense for computer equipment, leaseingfdovements, and capitalized internal
product development costs.

Stock-Based Compensation Expense

The following table summarizes stock-based comp@rsaxpense recorded under the liability and tngity methods:

($000) 2004 2002 Change

Stock-based compensation exper liability method $ 8,96: $ 17,79¢ (49.60%
Stock-based compensation expense — equity method 7,76( 11,23 (30.9%
Total stocl-based compensation expe! $ 16,72 $ 29,02¢ (42.9%
% of revenue 9.3% 20.8% (11.5pp

Stock-based compensation expense decreased $1@08 nor 42.4%, to $16.7 million in 2004 from $29million in 2003. The decrease
reflects the fact that certain stock options gradiiteprevious years were fully vested and as dtresuonger required recording additional
expense. In addition, for options accounted foraurite liability method, the $2.80 per share insecia the fair value of our common stock in
2004 was lower than the $6.13 per share increaseifair value of our common stock in 2003.

Bonus Expense

($000) 2004 200z Change
Bonus expens $ 21,037 % 12,62( 66.7%
% of revenug 11.7% 9.C% 2.7pp

Bonus expense increased $8.4 million, or 66.79%2t0 million in 2004 from $12.6 million in 2003imarily because of financial
performance that exceeded internal estimates. drease in 2004 also reflects accruals for a spleciaus established for our analyst team.
Bonus expense is reflected in each of the apprgpoiperating expense categories.

Consolidated Operating Income

($000) 2004 200z Change
Operating income (los! $ 17,73t  $ (20,759 NMF
% of revenue 9.9% NMF NMF

Operating income increased $28.5 million to $17ilfian in 2004 from an operating loss of $10.8 maifl in 2003, reflecting the
impact of our operating leverage (the relatively level of variable cost of adding new customers) lbwer stock-based compensation
expense impacting all expense categories. The veviecrease of $40.2 million was partially offsgtdperating expense growth of
approximately $11.7 million.

The table below provides a reconciliation from @ierg income to operating income before stock-basedpensation expense:

($000) 2002 2002 Change
Operating income (los: $ 17,738 $ (10,759 NMF
Stock-based compensation expense 16,72 29,02¢ (42.9%
Operating income before stc-based compensation expel $ 34,45¢ % 18,27¢ 88.6%
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The table below provides a reconciliation of opiagatnargin to operating margin before stock-basgdpmensation expense:

(percentage of revenue) 2004 200z
Operating margi 9.9% NMF
Stock-based compensation expel 9.3 20.¢
Operating margin before stock-based compensatiparee 19.2% 13.1%

Consolidated Free Cash Flow

We generated approximately $25.2 million in frestcHow in 2004, reflecting cash provided by opieggctivities of $32.9 million
and capital expenditures of $7.7 million. Free ddmlv increased by approximately $4.1 million fré81.1 million in 2003, due to a
$3.2 million improvement in cash provided by opergfactivities and a $0.9 million reduction in dapiexpenditures.

The increase in cash provided by operations in 260dcts an improvement in our net income adjusbechon-cash items, partially offset by
higher working capital. The working capital increggimarily reflects a $10.9 million increase ie&/ables from clients as a result of
additional billings, offset by a $7.0 million in@se in deferred revenue and a $3.8 million increaseome taxes payable.
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Segment Results

($000) 2004 2002 Change
Revenue
Individual $ 46,99¢ $ 35,40¢ 32.7%
Advisor 60,88( 49,16 23.8%
Institutional 78,40: 59,74t 31.2%
Eliminations (6,620) (4,81€) 37.5%
Consolidated revenue $ 179,65¢ $ 139,49¢ 28.8%
Operating income (loss’
Individual 7,82F 7,391 5.9%
Advisor 13,96¢ 9,521 46.7%
Institutional 13,66 4,16( 228.5%
Corporate items and eliminations (17,729 (31,826 (44.9%
Consolidated operating income (lo $ 17,738 $ (20,759 NMF
Operating margin
Individual 16.7% 20.9% (4.29)pp
Advisor 22.%% 19.4% 3.5pp
Institutional 17.2% 7.C% 10.4pp
Consolidated operating marg 9.9% NMF NMF

Individual Segment

($000) 2004 200: Change
Revenue $ 46,99¢ $ 35,40¢ 32.7%
Operating incom $ 7,82t % 7,391 5.9%
Operating margin (% 16.7% 20.9% (4.2)pp

Revenue for the Individual segment increased $dailln in 2004 compared with 2003. The main cdmitbrs to revenue growth
were revenue relating to the Global Analyst Rede&ettlement and Morningstar.com, partially oftsgiower revenue from some of our more
mature products such as Reprittgrningstar Mutual Funds andMorningstar FundinvestoiSubscriptions for Morningstar.com Premium
service increased to 131,035 as of December 34, 2@Mnpared with 114,140 as of December 31, 2003.

Operating income for the Individual segment inceeb$0.4 million, or 5.9%, in 2004 compared with 200he revenue increase of

$11.6 million exceeded the increase in operatimerse of $11.2 million. Expense related to the egjma of our stock research capabilities,
including the hiring of additional stock analygtseceded revenue from the services we are providiaigr the Global Analyst Research
Settlement. Cost of goods sold accounted for mioteoexpense increase and was driven by highepeasation costs, including special
incentive compensation for our analyst team. Satesmarketing expense increased primarily as dtrelsmarketing efforts for
Morningstar.com Premium service. General and adimative expense increased due to higher corporetshead. Depreciation and
amortization expense increased slightly, reflectefgrbishment costs and network equipment addition

Advisor Segment

($000) 200¢ 2003 Change

Revenue $ 60,88( $ 49,16 23.8%
Operating incomi $ 13,96¢ $ 9,521 46.7%
Operating margin (% 22.%% 19.4% 3.5pp

Advisor Workstation and Morningstar Managed Poitfeimade the largest contribution to the Advisg@msent’s revenue growth of
$11.7 million in 2004. Principia revenue was refally unchanged compared with 2003. The increagelinsor Workstation revenue is mainly
from sales of the Enterprise Edition. The numbdicgihses and subscriptions for Advisor Workstatioid Principia combined increased to
131,543 as of December 31, 2004, compared with0883 of December 31, 2003. The increase in reviemidorningstar Managed Portfoli
was driven by an increase in the amount of assetsrunanagement compared with 2003.
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Operating income increased $4.5 million to $14.0ioni in 2004, compared with $9.5 million in 200Bne $11.7 million increase in revenue
was partially offset by approximately a $7.2 mitlimcrease in operating expense. Cost of goodsisotdased primarily as a result of higher
compensation-related expense, including highemitioe compensation expense associated with faversggment performance. Development
expense increased primarily due to higher incertorapensation expense. Sales and marketing expereased primarily due to higher sales
commissions expense for products such as AdvisakStation. General and administrative expense &smd primarily because of higher
corporate overhead.

Institutional Segment

($000) 2004 200z Change

Revenue $ 78,40: $ 59,74¢ 31.2%
Operating incom: $ 13,667 $ 4,16( 228.5%
Operating margin (% 17.2% 7.C% 10.4pp

Revenue increased $18.7 million in 2004 comparehd 2003, driven primarily by Investment Consultihizensed Data, Morningstar
Direct, Licensed Tools and Content, and MorningBtatirement Manager. The number of licenses andcsigtions for Morningstar Direct
increased to 775 as of December 31, 2004, competbd®01 as of December 31, 2003. In 2004, we reizegl a full year of revenue from the
acquisition of mPower, compared with six month003. We acquired mPower in July 2003.

Operating income increased $9.5 million in 2004 pared with 2003. The increase was primarily duet@nue growth of $18.7 million.
Operating expense increased approximately $9.2omilor 16.5%, primarily reflecting increases irstof goods sold, sales and marketing
expense, and general and administrative expengeinthease in these categories was mainly drivecobypensation-related expense,
including incentive compensation and sales comumissiincreased operating expense in our interretmperations, primarily in Europe, and
our acquisition of mPower.

Corporate and Eliminations
Corporate items and eliminations include stbelsed compensation expense, capitalized interndlpt development costs and rele

amortization, and amortization related to intangi$sets. The following table shows the comporanterporate and eliminations expense
(income) that impacted our consolidated operatigine:

($000) 2002 2002 Change

Stocl-based compensation expel $ 16,72: $ 29,02¢ (42.9%
Capitalized internal product development cc (2,802 (3,662 (23.5%
Depreciation and amortizatic 3,34z 2,25( 48.5%
Sales tax expen: — 3,07¢ (100.0%
Other 46C 1,13( (59.9%
Corporate items and eliminatio $ 17,720 $ 31,82¢ (44.9)%

In 2004, corporate items and eliminations decre&dddl million reflecting a decline of $12.3 miltian stock-based compensation expense. In
addition, in 2003, we participated in voluntarydisure or similar programs related to state dabesThrough these programs we identified
sales tax amounts due for prior years and havetia¢g or are in discussions with local tax auttesito settle these amounts. We estimated
our total liability for these taxes to be approxtetg $9.0 million, of which $5.9 million was recad in years prior to 2003, and $3.1 million
was recorded in 2003.

Non-Operating Income and Income Tax Expense

Non-Operating Income

The following table presents the components ohoetoperating income:

($000) 200¢ 2004 200:
Gain on sale of investment in unconsolidated el $ — 19 3 51C
Interest income, ne 3,07¢ 1,211 27¢
Other income, net 121 57¢ 321
Non-operating incom $ 3,19¢ $ 1,80t $ 1,11C

Net interest income primarily reflects interestfrour investment portfolio. Net interest incomeraased $1.9 million and $0.9 million duri
2005 and 2004, respectively, because of increasessh, cash equivalents, and investments, asawéligher returns
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on invested cash balances. During 2006, we exptareist income to decline because our cash andtmeat balances declined to fund the
March 2006 purchase of Ibbotson Associates.

Net other income primarily represents royalty inecitom Morningstar Japan K.K., unrealized and eealigains and losses from ¢
investment portfolio, and foreign currency exchaggas and losses arising from the ordinary coafdmisiness related to our international
operations.

In March 2000, we entered into a stock purchaseeagent with Techfi Corporation (Techfi), a providéiportfolio management and
accounting software, training, and support to itmesit advisors and financial planners. On Jun®@22Techfi Corporation and Advent
Software, Inc. entered into an Agreement and Plalesger, whereby all of the issued and outstandgimgres of Techfi common stock and
vested options were converted into the right t@irexcash. Our share of the total proceeds wasrtidliBn, resulting in a gain of $3.4 million
in 2002. In 2004 and 2003, less than $0.1 millind $0.5 million, respectively, were released fraurew and recorded as additional gains.
The gains recorded in 2004 and 2003 are includé@aim on sale of investment in unconsolidatedtgritiThere were no gains recorded in
2005.

Income Tax Expense

The following table summarizes the components ofefiective income tax expense rate:

($000) 200t 2002 2002
Income (loss) before income taxes and equity inmeme of unconsolidated entiti $ 49,67¢ $ 19,54C $ (9,649
Equity in net income of unconsolidated entit 1,662 843 697
Total $ 51,34. $ 20,38! $ (8,947
Income tax expense $ 20,22: % 11,57« $ 2,95(
Effective income tax expense r: 39.2% 56.£% 33.(%

For a reconciliation of the U.S. federal tax rat@ur effective tax rate, refer to Note 16 in thetéé to our Consolidated Financial Statements.
Our effective income tax rate is influenced by éhpgimary factors: incentive stock options; theorded income or loss of our non-U.S. entities
and our evaluation of the realizability of our neerating losses; and the impact of specific taxping strategies.

In 2005, our effective income tax expense rateehswd compared with prior years, primarily due teduction in the tax impact related to
incentive stock options. For incentive stock opsiowe record stock-based compensation expenseebdowot record a corresponding tax
benefit. This has the impact of increasing ouraife income tax rate above the U.S. Federal ia85%. The amount of incentive stock opt
expense recorded in 2005 was lower than the amoectsded in 2004 and 2003, reflecting the fact, thabsequent to our initial public
offering, incentive stock options are no longeraasted for under the liability method, and becahsg are fully vested, no stock-based
compensation expense was recorded for these optioirgy the last nine months of the 2005. Our 28éctive tax rate also reflects an
increase in the number of disqualifying disposisioalated to incentive stock options. A disqualifydisposition occurs when the option holder
sells shares within one year of exercising an iticerstock option. We receive a tax benefit in pleeiod that the disqualifying disposition
occurs.

Our effective income tax expense rate also refldgrtdact that we are not recording an income tnefit related to losses recorded by certain
of our non-U.S. operations. The foreign net opagalbsses may become deductible in certain intemmalttax jurisdictions to the extent these
international operations become profitable. Inythar the non-U.S. entity records a loss, we daewird a corresponding tax benefit, thus
increasing our effective tax rate. For each ofentities, we evaluate whether it is more likelyrthmot that the tax benefits related to net
operating losses will be realized. As part of #hialuation, we consider evidence such as tax phgnstrategies, historical operating results,
forecasted taxable income, and recent financidbpmance. In 2004, based on the evidence relatedaéwf our non-U.S. entities, we
concluded it was more likely than not that we wooddable to use the accumulated net operatingdo¥ge therefore reduced the valuation
reserve and recorded a tax benefit of $0.6 miliioR004.

In the second quarter of 2005, we recorded a d=féncome tax benefit of $0.7 million related tegarch and development expenses due to a
change in U.S. income tax regulations, which reslih a one-time reduction of our effective incaiae expense rate. In the fourth quarter of
2005, we formalized cost-sharing agreements amangerations to more accurately reflect the ecao@maring arrangements that benefit
our subsidiaries. This also had the effect of lamgepur taxes in certain jurisdictions.

Liquidity and Capital Resources

We believe that our available cash balances arestments, along with cash generated from operatiwilide sufficient
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to meet our operating and cash needs for the feadde future. We invest our cash reserves in casivaents and investments, consisting
primarily of fixed-income securities. We intenduse our cash, cash equivalents, and investmengefaral corporate purposes, including
working capital, and for funding future growth.

Cash and Cash Equivalents

As of December 31, 2005, we had cash and cashalgqote of $92.4 million, an increase of $56.5 milicompared with
December 31, 2004. The increase primarily refl&d8.4 million in cash provided by operating actestand $25.3 million in cash provided by
financing activities, partially offset by $16.9 tioh in cash used for investing activities. In i to the $92.4 million of cash and cash
equivalents as of December 31, 2005, we had $60li8mof investments, consisting primarily of fidencome securities, an increase of $1.2
million from December 31, 2004. In February 200, paid $22.4 million of annual bonuses to our erygds, and in March 2006, we acqui
Ibbotson Associates for approximately $83 milliarcash, subject to adjustments for working capitel certain other items.

In March 2005, the SEC issued guidance concerhiadinancial statement presentation of auction-satairities. Auction-rate securities are
long-term variable rate bonds tied to short-tertenest rates that are reset through an auctiorepsathat occurs approximately every seven to
35 days. Holders of auction-rate securities mayidigte their holdings to prospective buyers byipgting in the auctions. Because of their
long-term maturity dates and because there is acagitee that holders of auction-rate securitieshgilable to liquidate their holdings through
the auction process, the SEC stated that auctiensegurities do not qualify as cash equivalentsofdingly, in 2005, we reclassified our
investments in auction-rate securities from cashaash equivalents to investments in our Consai8alance Sheets. The amount of auction-
rate securities reclassified from cash and caslvalgmts to investments as of December 31, 2004eBer 31, 2003, and December 31, 2002
was $23.6 million, $21.7 million, and $12.5 milliarespectively. We also made related adjustmerntset@€onsolidated Statements of Cash
Flows to reflect the gross purchases and saldsesktsecurities as investing activities. The chamgtassification had no effect on the amount
of total current assets, total assets, net inciameeme per share, or cash flow from operationsragipusly reported.

Cash Provided by Operating Activities

Our main source of capital is cash generated frperating activities. In 2005, cash provided by afiag activities increased
approximately $15.6 million, or 47.4%, to $48.4linit compared with $32.9 million in 2004. The inase in operating cash flows during 2005
primarily reflects an increase in net income anmtterease in net operating assets and liabilitieduding income tax and bonus payments. In
2005, we made income tax payments of $19.5 millior2004, we made only $6.6 million of income tayments because of the U.S. net
operating loss carryforwards available from prieass. In 2005 and 2004, we paid bonuses of appedgign$18.0 million and $12.3 million,
respectively. The higher bonuses paid in 2005 wesaesult of strong 2004 operating performancethadast installment of a special bonus
paid to our analyst team in connection with thepaup of our independent equity research businesdu#fing the impact of income tax and
bonus payments, our net operating assets andtiebillecreased primarily because of increasesdounts payable and accrued liabilities,
accrued bonuses related to the current year's pegfoce, and accrued income taxes. The increaseEauats receivable, resulting primarily
from higher client billings, was partially offsey the related increase in deferred revenue.

In 2004, cash provided by operating activities éased $3.2 million, or 10.6%, to $32.9 million cargd with $29.7 million in 2003. The
increase in cash provided by operations reflectsngmovement in our net income adjusted for norhdeams, partially offset by an increase in
working capital. The change in working capital paiify reflects a $10.9 million increase in receilesbfrom clients as a result of increased
billings, offset by a $7.0 million increase in defx revenue and a $3.8 million increase in inctemepayable.

Because we frequently invoice our customers anéatatash in advance of providing services or Hfinfy subscriptions, we often have
significant deferred revenue, which is shown aalaility on our Consolidated Balance Sheets. ABetember 31, 2005 and December 31,
2004, our deferred revenue was $71.2 million ar@i46nillion, respectively.

In 2003, we began participating in voluntary discle or similar programs related to state saleswaxestimated our total liability for these
taxes to be approximately $9.0 million. Beginning2D03 through the end of 2005, we made total pagments of $6.7 million in conjunction
with these voluntary disclosure programs. Additignave decreased our liability by $0.3 million 2005 due to changes in the estimated
liabilities. The remaining $2.0 million expectedie due in connection with these voluntary disalesarograms is recorded as an accrued
liability in our Consolidated Balance Sheet as eEBmber 31, 2005. We anticipate that the majofithis amount will be paid in 2006.

In February 2006, we paid annual cash bonuses2#3gillion related to prior years’ performance €8k payments will reduce our cash
provided by operating activities during the firstagter of 2006.
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Cash Used for Investing Activities

Cash used for investing activities consists priflpari purchases of investments, net of proceeds fitee sale of investments; capital
expenditures; and cash used for acquisitions. 0%26ash used for investing activities decrease@ Bfilion from 2004 primarily reflecting a
decrease in purchases of investments, net of piledeam the sale of investments. This decreasash ased was partially offset by cash
outflows related to the January 2005 acquisitioARDS. In 2004, cash used for investing activitikesreased $6.8 million from 2003,
primarily reflecting lower levels of cash used &mquisitions and cash used for capital expendity@gially offset by an increase in cash
transferred to our investment portfolio.

Purchases of investments, net of proceeds froreateeof investments, were $1.3 million, $14.9 milliand $10.8 million in 2005, 2004, and
2003, respectively. As of December 31, 2005 andi2@@ had investments, consisting primarily of fixacome securities, of $60.8 million

and $59.6 million, respectively. As of December 3105, our investments represented approximately dDour total cash, cash equivalents,
and investments compared with approximately 62%f &ecember 31, 2004. The change in mix from inwestts to cash and cash equivalents
reflected the need for cash to fund our acquisitibbbbotson Associates and annual bonus paymeriteifirst quarter of 2006.

Capital expenditures were $7.5 million, $7.7 milli@and $8.6 million in 2005, 2004, and 2003, reipely. Capital expenditures are primarily
for leasehold improvements, computer hardware capitalized internal product development cost2066, we expect that our capital
expenditures will be approximately $5.3 million.iFlamount is less than the capital expendituresen@@005 because in 2005 we
substantially completed the capital spending fav néfice space in London, as well as additionaldmuits for our development center in Ch

Cash used for acquisitions was $8.2 million in 20@%ated to our January 2005 acquisition of VARIIS2004, cash used for acquisitions was
$0.2 million, related to our February 2004 purchafsthe remaining 51% of Morningstar Norge AS (Miogstar Norway) that we did not
previously own. In 2003, cash used for acquisitiores of cash acquired, was $10.8 million, reldtedur acquisitions of Morningstar Research
Inc. (Morningstar Canada) and mPower.

Cash Provided by (Used for) Financing Activities

In 2005, cash provided by financing activities eased $31.7 million, reflecting net proceeds of. $18illion from our initial public
offering in May 2005. These proceeds resulted floenunderwriters’ exercise of their over-allotmeption based on our initial public offering
price of $18.50 per share, after deducting the omdiégng discounts and commissions and approxinyg#@l6 million of offering expenses. We
also received proceeds of $7.2 million from stopkian exercises in 2005, compared with only $0.Rioni in 2004. Stock option exercises
increased in 2005 following our initial public offieg.

In March 2004, we repaid a $6.5 million promissnoge payable to Joe Mansueto, our chairman, cRedfwgive officer, and controlling
shareholder. The obligation and related interesewaid in full. See Note 13 of the Notes to oun§€widated Financial Statements.

Under the 1993 Morningstar Stock Option Plan, sttije certain conditions, holders of vested optismese permitted, prior to completion of
our initial public offering, to exercise their optis and immediately resell to us the shares of comstock obtained from the exercise at a
equal to the fair value of the shares, as detemirtyeour board of directors. We have the rightag fhis balance in equal installments over a
period of five years, with the deferred balanceraiog interest at a floating rate based on the Wr8asury bill. As of December 31, 2005, we
had less than $0.1 million of deferred obligatiosigting to such repurchases, which are include@ther Liabilities in our Consolidated
Balance Sheets. We expect to satisfy these oldigmin the first quarter of 2006.

Acquisitions

Variable Annuity Research and Data Service (VARDS)

In January 2005, we acquired the VARDS unit fromefiie Corporation for $8.2 million in cash. VARD®vyides research and data
on variable annuities and is used by many firms dffar variable annuities. The service is alsodusg many brokerage firms for research, due
diligence, and suitability determination. We beéidhis acquisition strengthens our investment getaland will enhance our efforts to provide
investors with the information they need to makdl-méormed decisions when investing in variablenaities. The acquisition contributed
approximately $2.4 million of revenue in 2005.

Morningstar Norway

In February 2004, we purchased the remaining 51%arhingstar Norway that we did not previously owine purchase price
consisted of $0.2 million in cash and approximafdyl million of other consideration. Prior to thiansaction, we accounted for our
investment in Morningstar Norway using the equitgthod.
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mPower

In July 2003, we acquired all of the outstandiragktof mPower for $4.9 million. mPower contributg?l 1 million to our revenue in
2003. This transaction is accounted for as a “bargarchase” because the purchase price was lasglte total fair value of the assets
acquired. Therefore, certain long-term assets wss@ned values that were lower than their fainea@t the date of acquisition.

Morningstar Canada

In January 2003, we purchased the remaining haffarhingstar Canada that we did not previously dan$6.3 million. We have
always consolidated the results of Morningstar @arfar all periods presented in the financial stegets because we have always controlle
day-to-day operations.

Initial Public Offering

In May 2005, we completed our initial public offegi of 7,612,500 shares of our common stock. Thieares commenced trading on
May 3, 2005 on the Nasdaq National Market undestmebol “MORN.” All of these shares were sold bfiletes of SOFTBANK Finance
Corporation, a wholly owned subsidiary of SOFTBAIKIrp. We did not receive any proceeds from the clllbese shares.

We granted the underwriters the right to purchgstowan additional 1,141,875 shares at the initigdlic offering price to cover over-
allotments. In May 2005, the underwriters exercitedr over-allotment option in full. The net precks to us from the exercise of the
underwriters’ over-allotment option were $18.1 ioifl, based on our initial public offering price®£8.50 per share, after deducting the
underwriting discounts and commissions and $2.6anibf offering expenses.

Reclassification of Stock Options Accounted for akiabilities to Additional Paid-in Capital

As a result of our initial public offering in MayOR5, we are no longer required to settle any optinrcash. As a result, current
liabilities of $16.7 million and long-term liabilés of $24.9 million associated with these optiaese reclassified to additional paid-in capital
in the second quarter of 2005.

Subsequent Event

On March 1, 2006, we acquired Ibbotson Associatgsijvately held firm that specializes in assetdtion research and services for
approximately $83 million in cash, subject to athjusnts for working capital and other items. Thigusition fits several of Morningstar’s
growth strategies and broadens our reach in tresarinvestment consulting, managed retiremerdwads, and institutional and advisor
software. Related to this acquisition, we anti@pagalizing approximately $10 million in cash tankfits in 2006 related to payment for the
cancellation of Ibbotson’s stock options.

Application of Critical Accounting Policies and Estmates

Our discussion and analysis of our financial caadiaind results of operations are based on ourdidased Financial Statements,
which have been prepared in accordance with U.SARDur significant accounting policies are disagss Note 2 of the Notes to our
Consolidated Financial Statements. The preparatidimancial statements in accordance with U.S. ®A®quires management to make
estimates and assumptions that affect the repartexiints of assets, liabilities, revenue, expensgrelated disclosures included in our
Consolidated Financial Statements.

We evaluate our estimates on an ongoing basis. a8 bur estimates on historical experience andidous other assumptions that we beli
are reasonable under the circumstances. The regultese assumptions are the basis for judgméatstahe carrying values of assets and
liabilities that are not readily apparent from ateeurces. Actual results could vary from the eatem and assumptions used in the preparation
of our Consolidated Financial Statements. If aciumbunts are ultimately different from previousrastes, the revisions are included in our
results of operations for the period in which teual amounts become known.

We believe the following critical accounting poésireflect the significant judgments and estimagesl in the preparation of our Consolidated
Financial Statements:

Revenue Recognition

Much of our revenue comes from the sale of subsarip or licenses for print publications, softwaaad Internet-based products and
services. We recognize this revenue in equal ansomrgr the term of the subscription or license chtgenerally ranges from one to three
years. We also provide analysis, consulting, netéet advice, and other services. We recognize¢hisnue when the service is providec
during the service obligation period defined in toatract. Deferred revenue is the amount invoared
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collected in advance for subscriptions, licensesgovices that has not yet been recognized asuevét December 31, 2005 our deferred
revenue was $71.2 million. We expect to recogriiedeferred revenue in future periods as we fudfil service obligations. The amount of
deferred revenue may increase or decrease printerdgd on the mix of contracted products and ses\aad the volume of new and renewal
subscriptions. The timing of future revenue rectignimay change depending on the terms of the de@greements and timing of fulfilling of
our service obligations. We believe that the estémelated to revenue recognition is a criticaloaeting estimate, and to the extent that there
are material differences between our determinaifareferred revenue and actual results, our firero@indition or results of operations may be
affected.

Purchase Price Allocation

Over the past several years, we have acquired auegthat complement our business operations. 0%,.20e acquired VARDS for
$8.2 million in cash. In 2004, we acquired the rammg 51% of Morningstar Norway that we did notyiraisly own for $0.2 million in cash
and $0.1 million in other consideration. In 200& acquired mPower for $4.9 million in cash andrdmaaining 50% of Morningstar Canada
that we did not previously own for $6.3 million.R@ach of these acquisitions, the purchase pricealfacated to the assets acquired, liabilities
assumed, and goodwill, in accordance with SFASId4, Business CombinationdVe recognized the assets and liabilities acquieéated to
these acquisitions at their estimated fair valnetuding $8.4 million of value assigned to intarlgibssets such as customer lists, intellectual
property, supplier lists, and technology. For thiesengible assets, the estimated useful livesedrgn 3 to 20 years. We also recorded $11.8
million in goodwill related to these acquisitions.

Management judgment is required in allocating theepase price to the acquired assets and liabilithe use judgment to:
* identify the acquired assets,
* estimate the fair value of these assets,
* estimate the useful life of the assets; and

* assess the appropriate method for recognizing digi@n or amortization expense over the assegfulifife.

We believe that the accounting estimates relatgaitohase price allocations are critical accoungisimates because the assumptions impact
the amounts and classifications of assets anditiabipresented in our Consolidated Balance Shéssamount of amortization and
depreciation expense, if any, recorded in our Clidested Statements of Operations, and the impaitiiesting performed in subsequent
periods.

Goodwill

Goodwill recorded on our Consolidated Balance Shees $17.5 million as of December 31, 2005. Iroetance with SFAS No. 14
Goodwill and Other Intangible Assetsie do not amortize goodwill. Instead, it is sabj at least an annual test for impairment, oeméver
indicators of impairment exist, based on a discedmiash flow model. An impairment would occur & tarrying amount of a reporting unit,
including goodwill, exceeded the fair value of thgporting unit.

The process of evaluating the potential impairnoérfoodwill is subjective and requires significumigment. In estimating the fair value of -
reporting units, we make estimates and judgmerdstahe future cash flows of the reporting unite$é estimates include assumptions about
future market growth and trends, forecasted revemgecosts, capital investments, appropriate disc@ies, and other variables that can
significantly affect the value of the reporting uni

Although our cash flow forecasts are based on aggans that are consistent with plans and estimatease to manage the underlying
business, there is significant judgment in deteingjithe cash flows attributable to these businessesa long-term horizon. We update these
assumptions and cash flow estimates annuallypahanum.

We believe that the accounting estimate relategbtmwill impairment is a critical accounting estim&ecause the assumptions used are highly
susceptible to changes in the operating resultasid flows of the reporting units included in segments. If actual results differ from our
estimates, future tests may indicate an impairro&égbodwill. This would result in a non-cash chargéversely affecting our results of
operations.

Impairment of Long-Lived Assets

Our Consolidated Balance Sheet includes propegtyipenent, and capitalized software of $17.4 millaord $7.3 million of intangible
assets at December 31, 2005. In accordance wittlBNA 144 Accounting for the Impairment or Disposal of Longdd Assetswe review
our property, equipment, capitalized software, imtahgible assets for impairment whenever eventhanges in circumstances indicate that
the carrying value may not be recoverable. Suchtsva changes may include a deterioration in tigéness climate for a specific product or
service. If the total of projected future undisctaghcash flows is less
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than the carrying amount of an asset, we may reeecbrd an impairment loss based on the excetbe afarrying amount over the fair value
the assets.

Estimates of future cash flows and the estimatefuliives associated with these assets are driticle assessment of recoverability and fair
values. They are susceptible to change from pedgeriod due to the requirement to make assumptidiout future cash flows generated over
extended periods of time. Changes in these estincatgld result in a determination of asset impaimn&hich would result in a reduction to
carrying value and could adversely affect our ofegaresults in the related period.

Stock-Based Compensation

We account for stock option grants made to empleweel non-employee directors in accordance withSSRA. 123 Accounting for
Stock-Based CompensatioRollowing our initial public offering in May 200%ve use the equity method to account for all @umtding stock
options. In 2005, stock-based compensation expeseded under the equity method was $8.1 milliepresenting 4.5% of our 2005
operating expense. We calculate this expense lmastuk fair value of the option at the time of gnant. We determine the fair value using a
Black-Scholes option pricing model.

Determining the fair value of our options requitleat we make several estimates, including the Nityadf our stock price, the expected life of
the option, and the expected strike price at tine tbf exercise. As a new public company, we estmaick-price volatility with reference to a
peer group of companies. Determining the compani@sclude in this peer group involves judgmentr ©urrent estimate of volatility used in
the Black-Scholes model is 50%. In making our estés, we have used historical data as well as neamaxgt judgment to arrive at the data
inputs. A 1% change in the Black-Scholes value wddve resulted in a corresponding change of ajppaigly $0.1 million in stock-based
compensation expense in 2005 for options accountadsing the equity method.

We believe that the estimates related to stockebesmpensation expense are critical accountingnagtis because the assumptions used coulc
significantly impact the amount of stock-based cengation expense recorded in our ConsolidatedrSégitof Operations.

Income Taxes

Our annual effective income tax expense rate isdags the mix of income and losses in our U.S.reordU.S. entities which are part
of our Consolidated Financial Statements, statuiaxyates, and tax planning opportunities avaddblus in the various jurisdictions in which
we operate. Significant judgment is required inlexting our tax positions.

Tax law requires items to be included in the taxnreat different times than when these items eflected in our Consolidated Financial
Statements. As a result, the effective tax ratectfd in our consolidated financial statementifierent from the tax rate reported on our tax
return (our cash tax rate). Some of these diff@sm@re permanent, such as expenses that are natibézlin our tax return, and some
differences reverse over time, such as depreciatipense. These timing differences create defeaedssets and liabilities. Deferred tax
assets and liabilities are determined based ondmnpdifferences between the financial reporting the tax basis of assets and liabilities.

As of December 31, 2005, we had $0.8 million of etent deferred tax liabilities and $29.7 milliohnet long-term deferred tax assets. In
addition, we have net operating loss (NOL) carnyianrds of $26.3 million related to our non-U.S. @iiEms. Of these NOLs, $6.5 million will
begin to expire in 2008 through 2020 and $19.8iomlhave no expiration. Due to the historical opiatplosses of certain of the non-U.S.
operations that generated these NOLs, we havededa valuation allowance against all but $0.4iamlbf the NOLSs, reflecting the likelihood
that the benefit of the NOLs will not be realizéuassessing the realizability of our deferredaagets and NOLs, we consider whether it is
more likely than not that some portion or all of theferred tax assets will not be realized. Thienalie realization of deferred tax assets is
dependent upon the generation of future taxablenmecduring the periods in which those temporarfediinces become deductible. In asses
the need for a valuation allowance, we considehn postitive and negative evidence, including taxaplag strategies, projected future taxable
income, and recent financial performance. If afiteure assessments of the realizability of the letktax assets we determine a lesser
allowance is required, we would record a reductithe income tax expense and to the valuatiomwalhze in the period this determination
was made. This would cause our income tax expefigetive tax rate, and net income to fluctuate.

In addition, we establish reserves at the timewetietermine that it is more likely than not that will need to pay additional taxes related to
certain matters. We adjust these reserves, inauality impact of the related interest and penaliielight of changing facts and circumstances
such as the progress of a tax audit. A number afsymay elapse before a particular matter for whiethave established a reserve is audited
and finally resolved. The number of years with ofgenaudits varies depending on the tax jurisdicti&hile it is often difficult to predict the
final outcome or the timing of resolution of anyrtiaular tax matter, we record a reserve when werdgne the likelihood of loss is more
likely than not. Such liabilities are recorded msome taxes
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payable in our Consolidated Balance Sheets. Sedtieof any particular issue would usually require tise of cash. Favorable resolutions of
tax matters for which we have previously establisteserves are recognized as a reduction to oamadax expense when the amounts
involved become known.

Assessing the future tax consequences of evertthalia been recognized in our financial statementax returns requires judgment.
Variations in the actual outcome of these futurecansequences could materially impact our findrgmaition, results of operations, or cash
flows.

Contingencies

We are subject to various claims and contingereileged to legal proceedings and investigationéeiRe Note 17 of the Notes to our
Consolidated Financial Statements. Due to theineasuch legal proceedings involve inherent uagaiées including, but not limited, to court
rulings, negotiations between affected parties,gmetrnment actions. Judgment is required as waesagshe probability of loss for such
contingencies and either accrue a liability or ldise the relevant circumstances, as appropriasetifal results differ from our assessments
financial position, results of operations, or célelws would be impacted.

Recently Issued Accounting Pronouncements

In December 2004, the Financial Accounting Stansl&ulard (FASB) issued SFAS No. 123 (Revised 2084are-Based Payment
(SFAS No. 123 (R)), which requires all companiemtasure compensation cost for all share-basedguagr(including employee stock
options) at fair value. In April 2005, the SEC aunoed the adoption of a rule that defers the requéffective date of SFAS No. 123 (R) until
the beginning of the first fiscal year beginningeaflune 15, 2005, instead of at the beginningefitst quarter after June 15, 2005 (as
prescribed originally by SFAS 123 (R)). Therefore, will adopt the provisions of SFAS No. 123 (R}l first quarter of 2006; we will adopt
SFAS 123 (R) prospectively.

We currently measure and record compensation egpeteted to stock option grants in accordance thighprovisions of SFAS No. 123,
Accounting for Stoc-Based CompensatiariVe use a Black-Scholes model to estimate thevédire of stock options granted to employees and
expect to continue to use this acceptable optidumati@n model upon the adoption of SFAS No. 123 {R¢ currently account for forfeitures of
stock options as they occur. SFAS 123 (R) elimm#tés alternative and requires us to estimate @egedorfeitures at the grant date and
recognize compensation cost only for those awaxgected to vest. Accordingly, in the first qua€2006, we will record a cumulative effect
of accounting change, net of tax, of approxima$y3 million to reverse the impact of stock-basethpensation expense recorded in prior
years related to outstanding stock options tha¢stenate will not vest. Other than this cumulatffect of accounting change, we do
anticipate that adoption of SFAS 123 (R) will havmaterial impact on our Consolidated Statemen@pafrations or our Consolidated Balal
Sheets. Concerning our Consolidated Statementssi Elows, SFAS 123 (R) requires that the benefitax deductions in excess of
recognized compensation expense be reported narecing cash flow, rather than as an operating ftash This requirement will reduce net
operating cash flows and increase net financing @aw/s in periods after adoption. While we canestimate what those amounts will be in
future because they depend on employee stock optiercises and other factors, the amount of opeyatsh flows recognized in 2005 for
such excess tax deductions was $2.5 million.

In March 2005, the FASB issued FASB InterpretafieiN) No. 47,Accounting for Conditional Asset Retirement Obiigias, an Interpretation
of FASB Statement No. 148 conditional asset retirement obligation referategal obligation to retire assets where thertgrand/or method
of settlement are conditioned on future events. RN 47 requires an entity to recognize a liabilay the fair value of a conditional asset
retirement obligation when incurred if the liahjli fair value can be reasonably estimated. FIN Nois effective for companies no later than
the end of the first fiscal year ending after Debeml5, 2005. The adoption of FIN No. 47 did notéha material impact on our results of
operations, financial position, or cash flows.

In May 2005, the FASB issued SFAS No. 1B4counting Changes and Error Corrections — replaeatrof APB Opinion No. 20 and FASB
Statement No. BSFAS No. 154). SFAS No. 154 changes the accouffingnd reporting of a change in accounting pplecby requiring
retrospective application to prior periods’ finaalcitatements of changes in accounting principlessnimpracticable. SFAS No. 154 is
effective for accounting changes and correctionarafrs made in fiscal years beginning after Decamis, 2005. Companies are permitted to
adopt the standard earlier than the required a@eitedcounting changes and corrections of errorsenrafiscal years beginning after the date
that SFAS No. 154 was issued. We do not expecidoption of SFAS No. 154 to have a material impacour results of operations, financial
position, or cash flows.
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Selected Quarterly Financial Data

2004 2005
(in thousands except per share
amounts) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Revenue $ 41,127 $ 43,24¢ $ 46,570 $ 48,71« $ 53,20¢ $ 56,247 $ 56,927 $ 60,74(
Operating expense (1
Cost of goods sol 12,26¢ 14,90¢ 13,85¢ 13,67" 15,91: 15,67+ 16,26 16,56
Developmen 3,361 3,66¢ 4,057 5,08¢ 5,14¢ 4,59: 4,74¢ 5,16:
Sales and marketir 8,36¢ 8,28¢ 9,367 10,01¢ 9,78t 9,84t 9,49¢ 9,94
General and administrati 8,68¢ 11,17¢ 10,93( 15,99¢ 13,08« 11,13t 11,84¢ 13,167
Depreciation and amortizatic 1,811 1,78¢ 1,75¢ 2,871 2,39¢ 1,852 2,222 1,79¢
Total operating expense 34,49 39,82( 39,96 47,64* 46,32¢ 43,09¢ 44,58( 46,62¢
Operating incomi 6,63¢ 3,42¢ 6,60¢ 1,06¢ 6,87¢ 13,14 12,34% 14,11
Non-operating income (expensi
Gain on sale of investment
unconsolidated entit — — — 19 — — — —
Interest income, ne 224 21C 26C 517 44¢ 60< 89z 1,132
Other income (expense), r 38 58 25C 22¢ 26C (200 (46) 107
Non-operating income, net 262 26¢ 51C 765 70¢ 40¢< 84¢ 1,23¢
Income before income taxes and equit
net income of unconsolidated entit 6,89¢ 3,69: 7,11¢ 1,83« 7,581 13,54¢ 13,19! 15,35(
Income tax expens 2,674 2,44( 3,23t 3,22¢ 4,06( 4,60( 5,851 5,707
Equity in net income of unconsolidated
entities 282 97 212 252 48C 54¢ 18¢ 45(
Net income (loss $ 4506 $ 134¢ $ 4090 $ (1,139 $ 4,007 $ 9,49¢ $ 7,51¢ $ 10,09
Basic income (loss) per share $ 01z $ 004 $ 011 $ (009 $ 01C $ 024 $ 02¢ $ o0.2¢
Weighted average common sha
outstandin—basic 38,39: 38,397 38,43¢ 38,44 38,44¢ 39,06¢ 39,92: 40,10¢
Diluted income (loss) per sha $ 00 $ 00z $ 01C $ (©0) $ 00 $ 02z $ 017 $ 0.2z
Weighted average common sha
outstandin—diluted 41,54¢ 41,52¢ 41,81¢ 38,44 42,94« 43,74 45,35¢ 45,73(
Q) Includes stock-based compensatioresg of:
2004 2005
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
Cost of goods sol $ 266 $ 52 $ 33€ $ 1028 $ 664 $ 264 $ 274 $ 271
Developmen 147 267 157 44¢ 27F 10t 112 111
Sales and marketir 15€ 30¢€ 18C 542 32t 12¢ 12¢ 12¢
General and administrati\ 1,522 3,015 1,89 5,94( 3,62:¢ 1,441 1,51t 1,53(
Total stock-based compensationexper $ 2,08: $ 4,11¢ $ 257C $ 795/ $ 4887 $ 193¢ $ 2,030 $ 2,04(
Stoclk-based compensation expel
(income) under the liability methc $ (429 $ 2381 $ 114: $ 586/ $ 281C $ — 3 — 3 —
Stock-based compensation expense under
the equity metho 2,507 1,73¢ 1,42¢ 2,09( 2,07 1,93¢ 2,03( 2,04(
Total stock-based compensation exper $ 2,08: $ 4,11¢ $ 257C $ 795 $ 4887 $ 193¢ $ 2,03( 2,04(
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Contractual Obligations

The following table presents our known contractidigations as of December 31, 2005 and the exgeiténg of cash payments
related to these contractual obligations:

($000) 200¢€ 2007 200¢ 200¢ 201C  Thereafter Total
Minimum commitments on non-cancelable operating

lease obligations (1 $ 2511 $ 197¢ $ 3,01¢ $ 4312 $ 4,80¢ $ 68,14« $ 84,77
Asset retirement obligation (. — — 98 — — — 98
Obligations related to stock options 45 — — — — — 45
Total $ 255¢ $ 197¢ $ 3,117 $ 431« $ 480t $ 68,14« $ 84,91f

(1) The non-cancelable lease obligations reldtagrily to lease commitments on office space. BtBmber 2005, we signed an agreement
with the Mills Corporation to lease approximately02000 square feet of new office space for our @@je headquarters in Chicago,
lllinois. The lease begins in March 2008 and htexm of 15 years. The minimum future lease paymargsncluded in the table presented
above.

(2) The asset retirement obligation relates to costiwifill be incurred to return office space modifiegleasehold improvements to its
original condition in accordance with the leasesagnent.

(3) These obligations relate to stock option exerciSes. Note 13 of the Notes to our Consolidated [iaaStatements.

In addition, we have an obligation to pay up toragpnately $2.3 million under a deferred compermatgreement with an executive officer,
discussed in Note 13 of the Notes to our Consa@di&inancial Statements. As of December 31, 2003, ®illion is classified as current and
$0.2 million is classified as long-term. We areuieed to make these payments as the officer ex@rasrtain stock options granted to him
under the 1999 Stock Option Plan. Because the gimfrthese payments is uncertain, we have notdredihis obligation in the above table.

There are no purchase commitments as of Decemb@085% that we believe would have a significantaetpn our Consolidated Balance
Sheet or Consolidated Statement of Cash Flows.

Iltem 7A. Quantitative and Qualitative Disclosures @out Market Risk

We may be subject to risk from fluctuating inteneges. Our investment portfolio is actively marchged may suffer losses due to
fluctuating interest rates, market prices, or as@erecurity selection. At December 31, 2005, we $60.8 million of investments, consisting
primarily of fixedincome securities. Based on our estimates, a 1618 paint change in interest rates would have ased or decreased the
value of our investment portfolio by approximat&[y.3 million.

As our non-U.S. revenue increases, fluctuatioririfin currencies is an increasing potential fiskdate, we have not engaged in currency
hedging, and we do not currently have any positiorierivative instruments to hedge our currensi.rOur results could suffer if certain
foreign currencies decline relative to the U.Slatoln addition, because we use the local curre@ur subsidiaries as the functional curre
we are affected by the translation of foreign coeies into U.S. dollars.
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Item 8. Financial Statements and Supplementary Data
Report of Independent Registered Public Accountindgrirm

To the Board of Directors and Shareholders of Mugatar, Inc.
Chicago, lllinois

We have audited the accompanying consolidated balgineets of Morningstar, Inc. and subsidiaries @bmpany) as of December 31, 2005
and 2004, and the related consolidated stateménfseoations, shareholders' equity and compreheriszome (loss), and cash flows for each
of the three years in the period ended Decembe2(@15. These financial statements are the respbtysdf the Company's management. Our
responsibility is to express an opinion on thesaritial statements based on our audits.

We conducted our audits in accordance with thedstats of the Public Company Accounting OversighamlaUnited States). Those stand:
require that we plan and perform the audit to obtaeasonable assurance about whether the finatataiments are free of material
misstatement. The Company is not required to hawewere we engaged to perform, an audit of isriral control over financial reporting.

Our audits included consideration of internal cohtrver financial reporting as a basis for desigranidit procedures that are appropriate in the
circumstances, but not for the purpose of exprgsasimopinion on the effectiveness of the Companyésnal control over financial reporting.
Accordingly, we express no such opinion. An aatib includes examining, on a test basis, evideapgorting the amounts and disclosures in
the financial statements, assessing the accouptingiples used and significant estimates made dgagement, as well as evaluating the
overall financial statement presentation. We belithat our audits provide a reasonable basis foopimion.

In our opinion, such consolidated financial statetegresent fairly, in all material respects, tinarficial position of the Company as of
December 31, 2005 and 2004, and the results opsgations and its cash flows for each of the tlgezes in the period ended December 31,
2005, in conformity with accounting principles geslly accepted in the United States of America.

/s/ Deloitte & Touche LLF
Deloitte & Touche LLF
Chicago, lllinois

March 3, 200¢
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Morningstar, Inc. and Subsidiaries
Consolidated Balance Sheets

As of December 31 (in thousands except share amosht 200& 2004
Assets
Current asset:
Cash and cash equivale $ 92,367 $ 35,90%
Investments 60,82: 59,55¢
Accounts receivable, less allowance of $418 and $&spectively 47,53( 33,66¢
Deferred tax asset, n — 2,37:
Other 5,49t 4,25(
Total current assets 206,21! 135,75¢
Property, equipment, and capitalized software 17,35¢ 17,52]
Investments in unconsolidated entit 16,35t 14,70«
Goodwiill 17,50( 14,40¢
Intangible assets, n 7,251 1,57:
Deferred tax asset, n 29,72¢ 27,10¢
Other asset 1,90¢ 2,29¢
Total assets $ 296,31 $ 213,36:

Liabilities and shareholders’ equity
Current liabilities:

Accounts payable and accrued liabilit $ 13,66: $ 12,08¢
Accrued compensatic 26,46: 20,20¢
Income tax payabl 1,25¢ 3,76°
Deferred revenu 71,15¢ 63,36:
Deferred tax liability, ne 83:<
Accrued stoc-based compensatic — 15,87«
Long-term dek—current portior — 18
Other 2,467 3,54¢
Total current liabilities 115,84: 118,85:
Accrued compensatic 4,45¢ 3,567
Accrued stoc-based compensatic — 23,94:
Other lon¢-term liabilities 2,29¢ 2,61¢
Total liabilities 122,59 148,98(

Shareholder equity:
Common stock, no par value, 200,000,000 sharesantil, of which 40,284,513 and 38,446,614

shares were outstanding as of December 31, 2002@0% respectivel 4 4
Treasury stock at cost, 233,332 shares as of Dezre®ih 2005 and 20( (3,280 (3,280
Additional paic-in capital 226,59: 148,14«
Accumulated defici (50,609 (81,725
Accumulated other comprehensive income (lc

Currency translation adjustme 1,13(C 1,34(

Unrealized losses on available for sale securities (125) (102

Total accumulated other comprehensive inci 1,00t 1,23¢

Total shareholders’ equity 173,71 64,38

Total liabilities and sharehold¢ equity $ 296,31, $ 213,36:

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

Year ended December 31 (in thousands except per shamounts) 200% 2004 2003
Revenue $ 227,11 $ 179,65¢ $ 139,49¢
Operating expenses: (
Cost of goods sol 64,40¢ 54,70¢ 43,52
Developmen 19,654 16,167 14,66:
Sales and marketir 39,07 36,03« 30,79¢
General and administratiy 49,23t 46,78¢ 54,14¢
Depreciation and amortizatic 8,26¢ 8,22 7,12¢
Total operating expense 180,63 161,92: 150,25(
Operating income (los 46,48( 17,73¢ (20,759
Non-operating income
Gain on sale of investment in unconsolidated el — 19 51C
Interest income, ne 3,07¢ 1,211 27¢
Other income, net 121 57E 321
Non-operating income, ne 3,19¢ 1,80¢ 1,11C
Income (loss) before income taxes and equity irim@tme of unconsolidated
entities 49,67¢ 19,54( (9,649
Income tax expens 20,22 11,57« 2,95(
Equity in net income of unconsolidated entities 1,662 843 697
Net income (loss $ 31,117 $ 8,80¢ $ (11,897
Basic income (loss) per she $ 0.7¢ $ 02: $ (0.3))
Diluted income (loss) per sha $ 0.7¢C $ 021 $ (0.3))
Weighted average shares outstand
Basic 39,39: 38,41¢ 38,38
Diluted 44,45¢ 41,85¢ 38,38
200t 2004 200:
(1) Includes stoc-based compensation expense
Cost of goods sol $ 147 % 2,147 $ 3,091
Developmen 603 1,02( 2,09(
Sales and marketir 71C 1,18¢ 2,107
General and administrative 8,10¢ 12,37¢ 21,741
Total stocl-based compensation expe! $ 10,89 $ 16,72:  $ 29,02¢

See notes to consolidated financial statements.
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Morningstar, Inc. and Subsidiaries
Consolidated Statements of Shareholders’ Equity an@omprehensive Income (Loss)

Common Common Accumulated
Stock Stock Additional Other Total
Shares Par Treasury Paid-In  Accumulated Comprehensive  Shareholders
(in thousands except share amounts) Outstanding Value Stock Capital Deficit Income (Loss Equity
Balance January 1, 200: 38,366,41 $ 4% (3,280% 127,79C $ (78,63) $ 2,25t $ 48,13:
Comprehensive los
Net loss — — — (11,89) — (11,897
Reclassification adjustment f
realized gains included in net
loss — — — — 88 88
Unrealized gain on investmen
net of tax of $1¢ — — — — 96 96
Foreign currency translatic
adjustmen — — — — (2,969 (2,969
Total comprehensive loss — — — (11,897 (2,78%) (14,687
Issuance of common stock relatec
stock option exercises, n 29,06" — — 127 — — 127
Stoclk-based compensatic — — 11,24« — — 11,24«
Balance, December 31, 20C 38,395,48 4 (3,280  139,16: (90,539 (530 44,82:
Comprehensive incom:
Net income — — — 8,80¢ — 8,80¢
Reclassification adjustment for
realized gains included in net
income — — — — ) )]
Unrealized loss on investments,
net of tax of $6¢ — — — — (97 (97)
Foreign currency translation
adjustmen — — — — 1,87: 1,87:
Total comprehensive incon — — — 8,80¢ 1,76¢ 10,57;
Issuance of common stock relatec
stock option exercises, n 51,13« — — 692 — — 692
Reclassification related to convers
of Morningstar Europe options to
Morningstar, Inc. option — — 531 — — 531
Stock-based compensation — — 7,76(C — — 7,76(
Balance December 31, 20C 38,446,61 4 (3,280 148,14« (81,729 1,23¢ 64,38:
Comprehensive incom
Net income — — — 31,117 — 31,117
Reclassification adjustment for
realized gains included in net
income — — — — 3 3
Unrealized loss on investments,
net of tax of $1¢ — — — — (20 (20)
Foreign currency translatic
adjustmen — — — — (210 (210
Total comprehensive incon — — — 31,117 (239 30,88
Issuance of common stock related
initial public offering, net of
related cost 1,141,87! — — 18,10¢ — — 18,10¢
Issuance of common stock related to
stock option exercises, n 696,02 — — 8,221 — — 8,221
Reclassification of sto-basec
compensation liabilitie — — 41,58¢ — — 41,58¢
Stoclk-based compensatic — — 8,08t — — 8,08t
Tax benefit derived from stock
option exercise — — 2,44¢ — — 2,44¢
Balance December 31, 20C 40,284,51 4 (3,280)  226,59: (50,609 1,00¢ 173,71

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

Year ended December 31 (in thousands except per shamounts) 200% 2004 200z
Operating activities
Net income (loss $ 31,117 $ 8,80¢ $ (11,897
Adjustments to reconcile net income (loss) to @ehcflows from operating activitie
Depreciation and amortizatic 8,26¢ 8,22t 7,12
Deferred income taxe 583 83C 2,457
Stoclk-based compensatic 10,89t 16,72 29,02¢
Provision for (recovery of) bad de 228 (55) 85E
Gain on sale of investment in unconsolidated e — (29 (510
Equity in net income of unconsolidated entit (1,662) (843) (697)
Foreign exchange (gain) lo 14€ (333 —
(Gain) loss on sale of fixed ass 19 (73 —
Stock option income tax benef 2,44¢ — —
Other, ne (269) (55€) (325)
Changes in operating assets and liabilities, neffett of acquisition
Accounts receivabl (14,989 (10,86¢) (2,219
Other asset (1,07¢) (2,359 36
Accounts payable and accrued liabilit 2,167 2,48¢ 3,69¢
Accrued compensatic 6,997 — —
Deferred revenu 7,36¢ 7,03¢ 4,43¢
Accrued stoc-based compensatic — (30%) (320)
Income taxes payab (2,43%) 3,76: —
Other liabilities (1,344 391 (1,959
Cash provided by operating activiti 48,44 32,86 29,70¢
Investing activities
Purchases of investmer (78,799 (79,12¢) (47,200
Proceeds from sale of investme 77,51( 64,18( 36,421
Proceeds from sale of investments in unconsolidetedidy — 19 51C
Proceeds from sale of fixed ass 3 73 —
Capital expenditure (7,45)) (7,730 (8,607
Acquisitions, net of cash acquir (8,197) (210 (10,80))
Other, net 15 44 37
Cash used for investing activiti (16,917 (22,75() (29,639
Financing activities
Payments of lor-term debt and capital lease obligati (18) (6,567) (153)
Proceeds from sale of common stock, primarily stmo#on exercise 7,16¢ 194 127
Proceeds from initial public offering, net 18,10¢ — —
Cash provided by (used for) financing activit 25,25¢ (6,367) (26)
Effect of exchange rate changes on cash and casyaénts (329) 317 (26)
Net increase in cash and cash equival 56,46( 4,06z 19
Cash and cash equivalents — Beginning of year 35,90 31,84t 31,82¢
Cash and cash equivale— End of yeal $ 92,360 $ 35,907 $ 31,84¢
Supplemental disclosures of cash flow informatiol
Cash paid for intere: $ 23 % M 3% 292
Cash paid for income tax $ 19,527 $ 6,61 $ 80z
Supplemental information of nor-cash investing and financing activitie:
Unrealized gain (loss) on available for sale inmesits $ (36 $ (166) $ 112
Non-cash consideration related to acquisi $ — $ 69 $ —

See notes to consolidated financial statements.
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MORNINGSTAR, INC. AND SUBSIDIARIES
Notes to Consolidated Financial Statements

1. Description of Business

Morningstar, Inc. and its subsidiaries (Morningsteg, our), is a provider of independent investnresearch in the United States and
in major international markets. We offer an exteadine of Internet, software, and print-based pias for individual investors, financial
advisors, and institutional clients and provideadan investment offerings worldwide. We also ofisset management services to advisors and
institutional clients.

2. Summary of Significant Accounting Policies

Principles of ConsolidationThe accompanying consolidated financial statemiectade the accounts of Morningstar, Inc. and our
wholly and majority-owned subsidiaries. The asd@bilities, and results of operations of subsidia in which we have a controlling interest
have been consolidated. We account for investmergstities in which we exercise significant infhee, but do not control, using the equity
method. All significant intercompany accounts arahsactions have been eliminated.

Use of Estimated he preparation of financial statements in conféymiith accounting principles generally acceptethia United
States requires us to make estimates and assushiatnaffect the reported amounts of assets]itiabj revenues, and expenses during the
reporting period. Actual results may differ fronesie estimates.

Reclassificationdn March 2005, the SEC issued guidance concertiadimancial statement presentation of auction-sataurities.
Auction-rate securities are long-term variable taiads tied to short-term interest rates that @esetrthrough an auction process that occurs
approximately every seven to 35 days. Holders ofian-rate securities may liquidate their holdinggrospective buyers by participating in
the auctions. Because of their long-term maturétted and because there is no guarantee that holdeustion-rate securities will be able to
liquidate their holdings through the auction pra;ese SEC stated that auction-rate securitiesotigumlify as cash equivalents. Accordingly,
during 2005, we reclassified our investments irtianerate securities from cash and cash equivateritsvestments in our Consolidated
Balance Sheets. The amount of auction-rate seesirigiclassified from cash and cash equivalentsvestments as of December 31, 2004,
December 31, 2003, and December 31, 2002 was $28@8 $21,664,000, and $12,511,000, respectiVéé/also made related adjustmen:
the Consolidated Statements of Cash Flows to ttefiecgross purchases and sales of these secastiesesting activities. The change in
classification had no effect on the amount of totarent assets, total assets, net income, inca@mshare, or cash flow from operations as
previously reported.

Certain other amounts reported in 2004 and 2008 baen reclassified to conform to the 2005 preienta

Cash and Cash Equivalentsash and cash equivalents consist of cash and nmaget funds with original maturities of three rtts
or less. We state them at cost, which approxinfaiesnarket value.

InvestmentsWe classify certain investments, consisting ofifieates of deposit, as held-taaturity securities, based on our intent
ability to hold these securities to maturity. Weael held-to-maturity investments at amortized ewsthe Consolidated Balance Sheets. We
classify certain other investments, consisting prify of equity securities, as trading securitieased on our intent to hold the securities for a
short period of time and generate profits on skenz differences in price, as well as the requireimef one of our wholly owned subsidiaries,
which is a registered broker-dealer. We includdéized and unrealized gains and losses associatbdhése investments in “Other income
(expense), net” in the Consolidated Statementspafr&ions. We classify investments not classifeted-to-maturity or trading securities,
which primarily consist of fixed-income securities, available-for-sale securities. We report uizedlgains and losses for available-for-sale
securities as other comprehensive income (losspfrrelated income taxes. We record both tradimdy available-for-sale securities at their fair
value on the Consolidated Balance Sheets.

Concentration of Credit Risko single customer is large enough to pose a $igmif credit risk to our operations or financial
condition. For the years ended December 31, 200®4,2and 2003, no single customer represented 0%owe of our consolidated revenue. If
receivables from our customers become delinquentyegin a collections process. We maintain an atme for doubtful accounts based on
our estimate of the probable losses in accountivalle.

Property, Equipment, and DepreciatioiVe state property and equipment at historical ¢utpf accumulated depreciation. We
depreciate property and equipment primarily usirgdtraight-line method based on the useful lifthefasset which ranges from three to seven
years. We amortize leasehold improvements overdimaining lease term or their useful lives, whidcreig shorter

Computer Software and Internal Product Developntargts.We capitalize certain costs in accordance with Acaer Institute of
Certified Public Accountants Statement of Positim 98-1,Accounting for the Costs of Computer Software Dmpel or Obtained for
Internal Use, and Statement of Financial Accounting Standa®#AS) No. 86 Accounting for the Costs of Computer Software t&dlel,
Leased, or Otherwise Market, and Emerging Issues Task Force (EITF) 08«;ounting for Web Site Development Costéernal product
development costs mainly consist of personnel aetting to the development of new Web-based prtsdand certain
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major enhancements of existing products. We an®ettizse costs on a straight-line basis over thmasd economic life, which is generally
three years.

Goodwill. During the years ended December 31, 2005, 20042@08, changes in the carrying amount of our resghgbodwill were
primarily the result of business acquisitions. tc@dance with SFAS No. 14&oodwill and Other Intangible Assetgoodwill is not
amortized; instead, goodwill is subject to at leastinnual test for impairment, or whenever indicabf impairment exist. An impairment
would occur if the carrying amount of a reportingtiexceeded the fair value of that reporting u@itir reporting units are components of our
reportable segments. We performed annual impairmesgws as of December 31, 2005, 2004, and 2083l&@hnot record any impairment
losses in these years.

Intangible AssetaVe amortize intangible assets using the strdigbtmethod over their economic useful lives, whighge from thre
to 20 years. In accordance with SFAS No. Jegounting for the Impairment or Disposal of Longdd Assetswe review intangible assets
impairment whenever events or changes in circurostmdicate that the carrying value may not beverable. If the value of future
undiscounted cash flows is less than the carryinguat of an asset, we record an impairment lossctas the excess of the carrying amount
over the fair value of the asset. No impairmensésswere recorded in 2005, 2004, or 2003.

Revenue RecognitioWe recognize revenue from subscription sales, @ietuprint publications, CD-ROM software, and other
subscription products, in equal installments oherterm of the subscription, generally one yeafeBed revenue represents the portion of
subscriptions billed or collected in advance whighexpect to recognize in future periods. We recgrevenue from consulting, retirement
advice, and other nosubscription products and services when the proolustrvice is delivered or, when applicable, dherservice obligatic
period defined by the terms of the contract.

Advertising CostsAdvertising costs include expenses incurred foiouer print and Internet ads, search engine feesdaact mail
campaigns. We expense advertising costs as incukohetrtising expense for the years ended Dece@ibe2005, 2004, and 2003 totaled
$5,862,000, $6,180,000, and $5,639,000, respeytivel

Stock-Based Compensation Expelge.measure and record compensation expense rédaséatck option grants in accordance with
the provisions of SFAS No. 128¢counting for Stock-Based Compensation

Income (Loss) per Shard/e compute and present income (loss) per sharecordance with SFAS No. 12Barnings per ShareThe
difference between weighted average shares outataadd diluted shares outstanding reflects thatidé effect of stock options in all periods
presented.

Income Taxedle record deferred income taxes for the temporidfgrdnces between the carrying amount of assetdiabilities for
financial statement purposes and the amounts wseddome tax purposes in accordance with SFAS1N6, Accounting for Income Taxes

Foreign CurrencyWe translate the financial statements of non-UWBskliaries to U.S. dollars using the period-enchexge rate for
assets and liabilities and an average exchangéoratevenue and expenses. We use the local cyri@nthe functional currency for all of our
non-U.S. subsidiaries. We record translation adjests for non-U.S. subsidiaries as a componenfoftmulated other comprehensive
income (loss)” in the Consolidated Statements afr&folders’ Equity and Comprehensive Income (LAA%) .include exchange gains and
losses arising from transactions denominated ireagres other than the functional currency in “@tfheome (expense), net” in the
Consolidated Statements of Operations.

3. Initial Public Offering

In May 2005, we completed our initial public offegi of 7,612,500 shares of our common stock. Thieares commenced trading on
May 3, 2005 on the Nasdag National Market undestmbol “MORN.” All of these shares were sold bfiletes of SOFTBANK Finance
Corporation, a wholly owned subsidiary of SOFTBANKIrp. We did not receive any proceeds from the afllbese shares. In addition, we
granted the underwriters the right to purchaseougmntadditional 1,141,875 shares at the initialipudffering price to cover over-allotments. In
May 2005, the underwriters exercised their ovestaibent option in full. We received net proceed$18,108,000 based on our initial public
offering price of $18.50 per share, after deductirgunderwriting discounts and commissions an8%2000 of offering expenses.

4. Income (Loss) Per Share
We compute basic income (loss) per share by digidiet income (loss) by the applicable number ofyiweid average common shares
outstanding during the year. Diluted income (Igs=) share includes the assumed impact, usingehsury stock method, of converting stock

options with an exercise price below the averagevédue of our common stock, if the impact of thalculation is more dilutive.
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The computation of weighted average common sharestamding for the year ended December 31, 200Bi@ad 5,163,000 incremental sha
related to employee stock options. These shares marincluded in the computation of the loss rs due to their anti-dilutive effect.

The following table reconciles our net income (Jamsd the number of shares used in computing lasidiluted income (loss) per share:

(in thousands, except per share amount: 200& 2004 200z
Basic income (loss) per share
Net income (loss $ 31,117 $ 8,80¢ $ (11,89)
Weighted average common shares outstan 39,39: 38,41¢ 38,38:
Basic income per share $ 0.7¢ % 02: % (0.39)
Diluted income (loss) per share
Net income (loss $ 31,117 $ 8,80¢ $ (11,89)
Weighted average common shares outstan 39,39: 38,41¢ 38,38:
Net effect of dilutive stock options based on tleasury stock methc 5,06 3,44( —
Weighted average common shares outstanding for etingpdiluted income (loss)

per shar¢ 44,45¢ 41,85¢ 38,38:
Diluted income (loss) per sha $ 0.7¢C $ 021 $ (0.31)

5. Segment and Geographical Area Information

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

* Individual segmen®Our Individual segment provides products and sessfor individual investors. The largest producthis segment is
our U.S.-based Web site, Morningstar.com, whicluites both paid Premium Membership service and sdladvertising space. Our
Individual segment also includes Morningstar Eqiigsearch, which we distribute through several shln Investors can access our
equity research through our Premium Membershigrioffeon Morningstar.com. In addition, our equitgearch is currently distributed
through six major investment banks to meet theireqents for independent research under the Glbalyst Research Settlement, as
well as to several other companies who provideresearch to their affiliated financial advisord@individual investors. We also offer a
variety of print publications on stocks and mutiugids, including our monthly newsletteMorningstar FundinvestoandMorningstar
Stocklnvestor and our twice-monthly publicatioMorningstar Mutual Funds

*  Advisor segmenOur Advisor segment focuses on products and sexrVareinancial advisors. Key products in this segiare
Morningstar Advisor Workstation and Principia. Aser Workstation is a Web-based investment plansysgem that provides financial
advisors with a comprehensive set of tools for emtidg their core business — including investmesearch, planning, and presentation
tools. Advisor Workstation is available in two edliits: the Office Edition for independent financalvisors and the Enterprise Edition for
financial advisors affiliated with larger firms.iReipia is our CD-ROM-based investment research@adning software for financial
planners. In addition, we offer Morningstar Managedtfolios, a fedased discretionary asset management servicentiatles a series
mutual fund and exchange-traded fund portfolideted to meet a range of investment time horizortsrésk levels.

¢ [nstitutional segmentOur Institutional segment focuses on productssamdices for institutions, including banks, insws@ companies,
mutual fund companies, brokerage firms, media tajtknd retirement plan providers and sponsors.gfegiucts and services in this

segment include Morningstar Direct, a Web-basetitin®nal research platform that provides advanesgarch and tools on the complete

range of securities in Morningstar’'s global dat&yascensed Data, a set of investment data spareigig core databases, available
through electronic data feeds; Investment Comyltivhich focuses on investment monitoring andtasizcation for funds of funds,
including mutual funds and variable annuities; tagent Profiles and Guides, which are designethfiitutions to use in communicating
investment information to individual investors; addrningstar Retirement Manager, a suite of adaicé guidance services for retirement
plan participants.

We measure the operating results of these segrbasgsi on operating income (loss), including arcation of corporate costs. We include
intersegment revenue and expenses in segment iafiorm\We sell services and products between segna¢predetermined rates primarily
based on cost. The recovery of intersegment ca$tde/n as “Intersegment revenue.”
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Our segment accounting policies are the same ag tihescribed in Note 2, except for the capitalimasind amortization of internal product
development costs, stock-based compensation expam$@mortization of intangible assets. We excthdse items from our operating
segment results to provide our chief operatingsiecimaker with a better indication of each segrsatiility to generate cash flow. This
information is one of the criteria used by our Elwperating decision maker in determining how lodte resources to each segment. We
include the capitalization and amortization of intd product development costs, stock-based conagiensexpense, and amortization of
intangible assets, as well as the elimination tdfrsegment revenue and expense in the Corporats Bad Eliminations category to arrive at
the consolidated financial information. Our segnaiatlosures include the business segment infoomatiovided to our chief operating
decision maker on a recurring basis, and, therefeeedo not present balance sheet informationudinty goodwill or other intangibles, by
segment.

The following tables show selected segment datéhioyears ended December 31, 2005, 2004, and 2003:

2005 Segment Data

Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue
External customet $ 60,64: $ 72,68: $ 93,78¢ $ — $ 227,11
Intersegmen 2,80¢ 6 2,15¢ (4,970 —
Total revenue 63,44¢ 72,68¢ 95,94’ (4,970 227,11«
Operating expense, excluding deprecia
and amortizatiol 43,90: 53,29( 69,14( 6,03t 172,36¢
Depreciation and amortization 1,172 1,507 2,011 3,57¢ 8,26¢
Operating income (los $ 18,37: $ 17,89 $ 24,79¢ $ (14,58) $ 46,48(
Capital expenditure $ 30t $ 70¢ $ 193¢ $ 4,49¢ $ 7,451
U.S. revenut $ 197,67:
Non-U.S. revenut $ 29,44:
____ AsofDec.3
U.S. long-lived assets $ 13,89¢
Non-U.S. lon¢-lived asset: $ 3,461

2004 Segment Data

Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue
External customet $ 44.47¢  $ 59,32t $ 75,85¢ $ — $ 179,65¢
Intersegment 2,51¢ 1,55« 2,54¢ (6,620 —
Total revenu 46,99¢ 60,88( 78,40: (6,620) 179,65¢
Operating expense, excluding depreciatit
and amortizatiol 38,13( 45,31: 62,49¢ 7,761 153,69¢
Depreciation and amortizatic 1,041 1,60: 2,23¢ 3,34z 8,22F
Operating income (loss) $ 7,82t $ 13,96¢ $ 13,667 $ (17,729 $ 17,73t
Capital expenditure $ 10C $ 62z $ 772 % 6,28¢ $ 7,73(
U.S. revenut $ 154,24t
Non-U.S. revenut $ 25,41(
_ AsofDec.3
U.S. lon¢-lived asset: $ 16,01¢
Non-U.S. lon¢-lived asset: $ 1,50¢
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2003 Segment Data

Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue

External customer $ 33,25¢ $ 48,28. $ 57,95¢ $ — $ 139,49t

Intersegment 2,147 88C 1,78¢ (4,816 —
Total revenue 35,40¢ 49,16: 59,74¢ (4,81¢) 139,49¢
Operating expense, excluding depreciatis

and amortizatiol 27,127 37,96¢ 53,27¢ 24,76( 143,12
Depreciation and amortization 88¢ 1,67¢ 2,30¢ 2,25( 7,12%
Operating income (loss) $ 7391 % 9,521 §% 4,16C $ (31,82¢) $ (10,759
Capital expenditure $ 21 $ 274 $ 63¢ $ 747¢ % 8,607
U.S. revenut $ 119,37¢
Non-U.S. revenut $ 20,11¢

____ AsofDec.3
U.S. lon¢-lived asset: $ 15,85¢
Non-U.S. lon¢-lived asset: $ 1,744
6. Investments
We classify our investment portfolio, which is paniy invested in fixed-income securities, as fol

($000) Dec. 31, 200 Dec. 31, 200
Available-for-sale $ 58,76. $ 55,53¢
Held-to-maturity 42( 2,85(
Trading securities 1,642 1,17(C

Total $ 60,820 $ 59,55¢

The following table shows the cost, unrealized gdiasses), and fair values related to investmeassified as available for sale and held to
maturity:

Dec. 31, 2005 Dec. 31, 2004

Unrealized Unrealized Fair Unrealized Unrealized Fair

($000) Cost Gain Loss Value Cosl Gain Loss Value
Available-for-sale:

Auction-rate securitie $ 16,29t $ — 3 — $ 16,29t $ 2358t $ — 3 — $ 23,58¢

Corporate bonds 18,42( 2 (57) 18,36¢ 20,48 2 (102) 20,38

Government obligations 24,24¢ — (147) 24,09¢ 11,63¢ 1 (70 11,56:

Total $ 5896: $ 2 $ (204 $ 5876, $ 5570¢ $ 3 $ (170 $ 55,53¢

Held-to-maturity:
Certificate of deposit $ 42C $ — $ — 8 42C $ 2,85( $ — $ — $ 2,85

As of December 31, 2005 and 2004, investments writkalized losses for greater than a 12-month geviere not material to the Consolidated
Balance Sheets and were not deemed to have otretdmporary declines in value.

The table below shows the cost and estimated &irevof debt and marketable equity securities ifladsas available-for-sale and held-to-
maturity based on their contractual maturities. €kpected maturities of certain fixed-income sd@gimay differ from their contractual
maturities because some of these holdings havéeaaiires that allow the issuers the right to pyegiaigations without penalties.

81




Dec. 31, 200! Dec. 31, 200:

($000) Cosl Fair Value Cosl Fair Value
Available-for-sale:
Due in one year or le: $ 25,82( $ 25,74C % 12,13:  $ 12,07¢
Due in one to three yea 16,84¢ 16,72: 19,98¢ 19,87
Due in greater than ten years 16,29¢ 16,29¢ 23,58¢ 23,58¢
Total $ 58,96! $ 58,76 $ 55,70f $ 55,53¢

Held-to-maturity:
Due in one year or less $ 42C  $ 42C  $ 2,85 $ 2,85(

Securities with contractual maturities of greakem 10 years consist of auction-rate securitiestido-rate securities are long-term variable
rate bonds tied to short-term interest rates tteateset through an auction process that occur®zippately every seven to 35 days. While the
contractual maturities are long-term, holders aftimm-rate securities may liquidate their holding@rospective buyers by participating in the
auctions.

Net unrealized gains on trading securities incluidealur Consolidated Statements of Operations $&8:000, $71,000, and $57,000 in 20
2004, and 2003, respectively.

The following table shows the net realized gainsgés) arising from sales of our investments restbiid our Consolidated Statements of
Operations:

($000) Dec. 31, 200 Dec. 31, 200 Dec. 31, 200
Realized gain $ 36 $ 33 $ 95
Realized losse 4 2 (7
Realized gains (losses), net $ 32 9 31 $ 88

7. Acquisitions, Goodwill, and Other Intangible Asgts
Variable Annuity Research and Data Service

In January 2005, we acquired Variable Annuity Regeand Data Service (VARDS) from Finetre Corpanatior $8,192,000 in cash,
including costs directly related to the acquisiti®he results of VARDS’ operations have been inetlth our Consolidated Financial
Statements beginning in January 2005. VARDS pravidgsearch and data on variable annuities andd iy many firms that offer variable
annuities. The service is also used by many brgjeefiams for research, due diligence, and suitbiletermination. This acquisition
strengthens our investment database and furthemsffouts to provide investors with the informatithey need to make weltformed decision
when investing in variable annuities

The following table summarizes the allocation & gurchase price to the estimated fair valueseftsets acquired and liabilities assumed at
the date of the acquisition:

($000)

Accounts receivabl $ 63¢
Other asset 57
Intangible assel 6,37(
Goodwill 3,08¢
Liabilities, primarily deferred revenue (1,958
Total purchase pric $ 8,19:

The acquired intangible assets include $5,700,0@0stomer-related assets, consisting primarilgagfuired customer contracts; $430,000 of
technology-based assets, consisting of a datalasdewveloped software; and $240,000 related tolmspplationships. Both the acquired
intangible assets and the acquired goodwill areicitale for U.S. income tax purposes.

If the acquisition of VARDS had occurred as of Jamyul, 2003, revenue, operating income, net incamnd,basic and diluted income per share
would not have been significantly different fronethmounts reported in 2004 and 2003.

Morningstar Norway

In February 2004, we purchased the remaining 51%arhingstar Norway that we did not previously owine purchase price
consisted of $210,000 in cash and $69,000 of athesideration. Prior to this transaction, we actedror our investment in Morningstar
Norway using the equity metha
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mPower.com, Inc.

In July 2003, we acquired 100% ownership of mPaveen, Inc. (mPower), an investment advisory firmt tgecialized in serving the
large plan sponsor retirement market. The aggrggaiehase price was $4,864,000. The results of nePswperations have been included in
the Consolidated Financial Statements since thtat @&e acquisition was strategic in nature anceges/immediate entry into the large plan
sponsor market. The purchase price was less tleatothl fair value of the assets acquired; as @treertain long-term assets were allocated
values that were lower than their fair values atdhte of acquisition. We allocated the aggregatelase price to the acquired assets and
liabilities based on estimated fair market valugsfathe date of acquisition.

The following table summarizes the allocation & gurchase price to the estimated fair valueseftsets acquired and liabilities assumed at
the date of the acquisition:

($000)

Cash $ 397
Other current asse 451
Property, equipment, and capitalized softw 161
Deferred tax asse 4,66:
Intangible assel 2,00z
Liabilities, primarily deferred revent (2,81))
Total purchase price $ 4,86¢

Of the $2,003,000 of acquired intangible assetg1EW0 was assigned to a customer list and $1,082y@s assigned to intellectual property.

The following table shows pro forma consolidatetficial information combining our 2003 financiaduéts with mPower’s financial results
for the year ended December 31, 2003:

Year Ended Dec. 31, 20C

($000) (Unaudited Pro forma)
Revenue $ 142,22:
Operating loss (13,280
Net loss (14,489
Basic loss per sha (0.39)
Diluted loss per shai (0.3¢)

Morningstar Canada

In January 2003, we purchased the remaining 50Maohingstar Research Inc. (Morningstar Canada)whmatlid not previously own
for $6,334,000 in cash. The purchase price has éksrated to the acquired assets and liabilitesed on their estimated fair values as of the
date of acquisition, with the remainder allocadaoodwill.

The following table summarizes the allocation & gurchase price to the estimated fair valueseftsets acquired and liabilities assumed at
the date of the acquisition:

($000)

Current assel $ 674
Property, equipment, and capitalized softw 223
Other asset 37€
Goodwill 8,48¢
Liabilities (3,429
Total purchase pric $ 6,334
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Goodwill

The following table shows the changes in our godldwiances from January 1, 2004 to December 30520

($000)

Balance as of January 1, 2C $ 14,07t
Goodwill acquired related to Morningstar Norw 24¢
Other, primarily currency translation adjustm 85
Balance as of December 31, 2004 $ 14,40¢
Goodwill acquired related to VARD 3,084
Other, primarily currency translation adjustment 8
Balance as of December 31, 2( $ 17,50(

We did not record any goodwill impairment losse2@05, 2004, or 2003, respectively.
Other Intangible Assets

The following table summarizes our intangible asset

Dec. 31, 2005 Dec. 31, 2004
Weighted Weighted
Average Average
Accumulated Useful Life Accumulated Useful Life
($000) Gross Amortization Net (years Gross Amortization Net (years;
Intellectual propert $ 1,13 $ (408) $ 727 7 $ 1132 $ (249 $ 88¢ 7
Customer-related assets 6,571 (597 5,97¢ 18 871 (187) 684 7
Supplier relationship 24( (12 22¢ 20 — — — —
Technology-based assets 43( (10€) 32z 4 — — — —
Total intangible asse $ 837 % (1,127) $ 7,251 16 $ 2,00 $ (430) $ 1,57¢ 7

We amortize intangible assets using the straigigethod over their expected economic useful likesortization expense for the years
ended December 31, 2005, 2004, and 2003 was $6925287,000, and $143,000, respectively.

We estimate that aggregate amortization expensetmgible assets will be $692,000 in each ofyiars ending December 31, 2006 and
2007; $635,000 in each of the years ending DeceBibe?008 and 2009; and $440,000 in the year eridewmber 31, 2010.

8. Investments in Unconsolidated Entities
Our investments in unconsolidated entities conmistarily of the following:

Morningstar Japan K.KIn April 1998, we entered into an agreement witlfttemk Corporation to form a joint venture, Morngtar
Japan K.K. (MJKK), which develops and markets patgand services customized for the Japanese markkine 2000, MIKK became a
public company, and its shares are traded on tla&aStock Exchange, “Hercules Market,” using thketf number 4765. Subsequent to
MJKK'’s initial public offering, the joint ventureggeement between us and Softbank Corporation wasrtated, but we continued to hold
shares of MJKK stock. As of December 31, 2005 &b@2we owned approximately 35% of MJKK. We accdanbur investment in MIJKK
using the equity method. Our investment in MJKKatetl $14,884,000 and $13,852,000 as of Decemb&0BE, and 2004, respectively.
MJKK’s market value was approximately Japanese X&8 billion (approximately U.S. $235,625,000) alaghanese Yen 10.7 billion
(approximately U.S. $103,400,000) as of Decembe8@5 and 2004, respectively.

Morningstar Korea LtdIn June 2000, we entered into a joint venture agesg with Shinheung Securities Co., Ltd. and SOFNBA
Finance Corporation to establish a Korean limitedility company named Morningstar Korea Ltd. (Mimgstar Korea). Morningstar Korea
develops, markets, and sells products and sertocassist in the analysis of financial portfolioglgrovides financial information and services
for investments in South Korea. Our ownership iedeand profit and loss sharing interest in MoraiagKorea was 40% as of December 31,
2005 and 2004. We account for this investment uiegequity method. Our investment totaled $1,12®#nd $767,000 as of December 31,
2005 and 2004, respectively.
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Other Investments in Unconsolidated Entitiés.of December 31, 2005 and 2004, the book valumipbther investments in
unconsolidated entities totaled $342,000 and $&6 @3pectively, and consist primarily of our inweents in Morningstar Danmark A/S
(Morningstar Denmark) and Morningstar Sweden AB (Miogstar Sweden). In August 2001, we enteredarnjtmint venture agreement with
Phosphorus A/S and established Morningstar Denmarich develops and markets products and servige®mized for the Danish market. In
April 2001, we entered into a joint venture agrertweith Stadsporten Citygate AB and establishedtggstar Sweden, which develops and
markets products and services customized for thed&lr market. Our ownership interest in both Mogstar Denmark and Morningstar
Sweden was approximately 25% as of December 35 206 2004.

The following table shows condensed combined fir@micformation, a portion of which is unauditedy ur investments in unconsolidated
entities, and has been updated to reflect congseliddata for MIJKK in 2004 and 2003.

($000) 200¢ 2004 200
Revenue $ 15,06¢ $ 9,64¢ $ 8,81¢
Operating income (los: 2,94( 1,14z 39z
Net income (loss 3,17¢ 65€ 2
($000) Dec. 31, 200 Dec. 31, 200 Dec. 31, 200
Current assel $ 4953¢ $ 50,13: $ 45,04
Total asset 55,23t 55,294 52,63t
Current liabilities 2,792 1,53¢ 1,21¢
Total liabilities 3,071 1,53¢ 1,222

9. Property, Equipment, and Capitalized Software

The following table shows our property, equipmamigl capitalized software summarized by major catego

($000) Dec. 31, 200 Dec. 31, 200
Computer equipmet $ 19,79: $ 18,50¢
Capitalized softwar 20,40( 19,25¢
Furniture and fixture 2,71C 3,47¢
Leasehold improvemen 13,56¢ 8,72t
Telephone equipmel 1,271 1,26¢
Other 29€ 29€
Property, equipment, and capitalized softwarepat 58,04: 51,53
Less accumulated depreciation (40,687 (34,01)
Property, equipment, and capitalized software $ 17,358 $ 17,521

Depreciation and leasehold amortization expensdedi$7,574,000, $7,938,000, and $6,980,000, i5,22004, and 2003, respectively.
10. Long-Term Debt

As of December 31, 2004, we had $18,000 of shont-t=pital lease obligations recorded on our Codatdd Balance Sheets. The
related assets consisted primarily of computerpgeit with a remaining net book value of $13,00D@&tember 31, 2004. As of

December 31, 2005, all capital lease obligationehmeen satisfied.
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11. Operating Leases

The following table shows our minimum future rerdammitments due in each of the next five yearsthaceafter for all non-
cancelable operating leases, consisting primafilgases for office space:

($000)

2006 $ 2,511
2007 1,97¢
2008 3,01¢
2009 4,31¢
2010 4.,80¢
Thereafter 68,14«
Total $ 84,77

In December 2005, we signed an agreement with tHe ®orporation to lease approximately 210,000ssgueet of new office space for our
corporate headquarters and U.S. operations in GbjdHinois. The lease begins in March 2008 angl &derm of 15 years. The minimum fut
lease payments are included in the table above.

Rent expense for 2005, 2004, and 2003 was $5,234$30155,000, and $3,521,000, respectively, irnlythxes, insurance, and other
operating costs.

Deferred rent in the amount of $808,000 and $84Bd1Mecember 31, 2005 and 2004, respectivelyteeta build-out and rent abatement
allowances received, which are being amortized stnaaghtline basis over the remaining portion of the orgiterm of the lease. Deferred r
is included in Other Current Liabilities and Otthemng-Term Liabilities on our Consolidated Balande8&ts, as appropriate.

In 2005, we recorded an asset retirement obligatfd$98,000 for costs that will be incurred in 2G08eturn office space modified by
leasehold improvements to its original conditioragtordance with the lease agreement. The assetwent obligation is recorded in Other
Long-Term Liabilities on our Consolidated Balande=8ts.

12. Stock-Based Compensation
Stock Option Plans

Prior to November 2004, we granted options undepua plans including the 1993 Stock Option Pldre (1993 Plan), the 2000
Morningstar Stock Option Plan (the 2000 Plan), #r@d2001 Morningstar Stock Option Plan (the 20GhPlIn general, options granted under
the 1993 Plan vest ratably over a five-year peaod options granted under the 2000 Plan and th& RGO vest ratably over a four-year
period; options under all three plans expire 10yeadter the date of grant.

In November 2004, we adopted the 2004 Stock Inecerian. The 2004 Stock Incentive Plan amends estdtes the 1993 Plan, the 2000 F
and the 2001 Plan (collectively, the Prior Plakb)der the 2004 Stock Incentive Plan, we will nargrany additional options under any of the
Prior Plans, and any shares subject to an awareramy of the Prior Plans that are forfeited, cletesettled, or otherwise terminated without
a distribution of shares, or withheld by us in cection with the exercise of options or in paymefrairgy required income tax withholding, will
not be available for awards under the 2004 Stockritive Plan. The 2004 Stock Incentive Plan pravide grants of options, stock
appreciation rights, restricted stock, restrictieatls units, and performance shares. All of our exygés are eligible for awards under the 2004
Stock Incentive Plan. Our non-employee directoesadso eligible for awards under the 2004 Stocletitive Plan. Joe Mansueto, our chairman
and chief executive officer, does not participatéhie 2004 Stock Incentive Plan or the Prior Pl@ystions granted under the 2004 Stock
Incentive Plan vest ratably over a four-year pedad expire 10 years after the date of grant. Athe options granted under the 2004 Stock
Incentive Plan, excluding those options granted eesult of the exchange of Morningstar Europeomgtifor Morningstar, Inc. options, as
discussed below, have a premium feature in whielettercise price increases over the term of thempat a rate equal to the §8ar Treasur
bond yield as of the date of grant. The numbehafas available for future stock option grantsfd3exember 31, 2005 and 2004 was
2,989,322 and 4,006,304, respectively.

In February 1999, we entered into an Incentive IS@ption Agreement and a Nonqualified Stock Op#@reement under the 1999 Incentive
Stock Option Plan (the 1999 Plan) with an officEMmrningstar. Under these agreements, we granpédres to purchase 1,500,000 shares of
common stock at an exercise price of $2.77 pereslegual to the fair value at the grant date, ¢oofificer. These options are fully vested and
expire in February 2009. On the date of grant, 8,380 options were fully exercisable and an add#i36,144 shares became and continue to
become exercisable each year from 1999 through.2098f December 31, 2005 and 2004, there werelgd@%ptions remaining to be
exercised.
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Conversion of Morningstar Europe Options

Prior to 2004, Morningstar Europe, a majority-owsetbsidiary of Morningstar, granted approximate0D,000 options to acquire
common stock of Morningstar Europe to certain ®kitnployees. The options vested over a four-ya@gand none had been exercised as of
December 31, 2004. We accounted for these opti®esjaity instruments in accordance with the prowisiof SFAS No. 123. In
December 2004, the Board of Directors authorizedcincellation of the Morningstar Europe optiommad the exchange of all options
outstanding under the Morningstar Europe optiom fid& 81,189 options granted under the 2004 Stockrtive Plan. The conversion was
accounted for in accordance with SFAS No. 123 ddahdt result in any incremental stock-based corspBon expense.

Accounting for Stock Options

We account for our stock option plans in accordamitie SFAS No. 123Stock-Based Compensati@ubsequent to our initial public
offering in May 2005, we account for all outstargioptions using the equity method of SFAS No. 123.

Prior to our initial public offering in May 2005,enaccounted for options granted under the 1993 &drthe 1999 Plan using the liability
method in accordance with SFAS No. 123, reflectirggterms of the respective stock option plans.adiige terms of the 1993 Plan, at the
option holder’s election, the option could be settin cash, subject to certain conditions, basethemlifference in exercise price and the fair
value at the date of exercise, or the option cbel@xercised resulting in issuance of common stotke employee. In the event that an
employee exercised an option and elected net eadlirsent, Morningstar had the right to make paynethe employee over a period of tir
generally five years. Interest accrued on any uhpalance due to the employee at a floating rateletq the yield on the 13-week U.S.
Treasury Bill, adjusted on January 1 and July &éaufh year. Under the terms of our 1999 Plan, dacenfperiodically exercised options that
were net settled in cash based on the differentveclesm the exercise price and the fair value ofammmon stock on the date of exercise.

Under the liability method, we accounted for opfi@s a liability that was measured each periodgusie fair value per share of our common
stock. We recorded changes in the liability reaglfrom changes in the fair value of our commormrlsia the Consolidated Statements of
Operations. As of December 31, 2004, we recordediability using a fair value of $17.50 per shavar Consolidated Balance Sheet reflected
$15,874,000 of current liabilities and $23,943,8000ng-term liabilities related to stock optionscaunted for under the liability method.

As a result of our initial public offering, we ame longer required to settle options under the 1288 and 1999 Plan in cash. Upon our initial
public offering, we valued the liability using arfaalue of $18.50 per share, equivalent to thevfalue of our common stock at the time of our
initial public offering. We reclassified stock optis accounted for as current liabilities of $16,000 and long-term liabilities of $24,882,000
to additional paid-in capital. In addition, becaadleof the options previously accounted for unther liability method are fully vested, no
additional expense will be recorded for these oytim future periods

Stock-Based Compensation Expense

The following table summarizes our stock-based amsption expense:

($000) 200t 2002 2002
Stock-based compensation expense under the liability ook $ 281C $ 8,96 $ 17,79¢
Stoclk-based compensation expense under the equity m 8,08t 7,76( 11,23:
Total stock-based compensation expense $ 10,89 $ 16,72 $ 29,02¢

Stock Option Fair Value

The weighted average fair value of the options gdim 2005, 2004, and 2003, calculated using alB&choles optiomricing model
was $9.62 per share, $9.39 per share, and $4.Ghpsz, respectively. We estimated the fair vafudese options on the date of grant using
the following weighted average assumptions:

200t 200¢ 2003
Expected life (years 7.C 7.C 5.C
Expected volatility (%) 50% 50% 50%
Dividend yield (%) = = =
Interest rate (%) 4.04% 4.24% 4.1%
Expected exercise pri $ 26.2C $ 19.67 $ 8.57

Options granted in 2005 have initial exercise witdet will increase over the term of the optioha eate equal to the 10-year Treasury bond
yield as of the date of grant. Options granteddf4, excluding the options granted as a resuh@fkixchange ¢
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Morningstar Europe options for Morningstar, Inctiops, also have exercise prices that will increass the term of the options at a rate equal
to the 10-year Treasury bond yield as of the datrant. We calculated the expected exercise pnicdeded in the option pricing models for
these options using an estimated life of sevensyaad the applicable 10-year Treasury bond rate.

For options granted in 2003, the exercise price857 remains constant for the life of the options.

Stock Option Activity

The following tables summarize stock option acyidr our various stock option grants. The firdileaincludes activity for options

granted at an exercise price below the fair vakrespare of our common stock on the grant dateséhend table includes activity for all other
option grants. The weighted average exercise praféect the exercise price at the date of grajsadd for the impact of the premium feature,

if any.
2005 2004 2003
Weighted Weighted Weighted
Options Granted At an Exercise Price Average Average Average
Below the Fair Value Per Share on the Underlying Exercise Underlying Exercise Underlying Exercise
Grant Date Shares Price Shares Price Shares Price
Options outstandir—beginning of yea 3,557,68: 10.3¢ 1,936,620 $ 6.7¢ 1,937,17. $ 6.8(C
Granted — — 1,622,53! 14.7( 14,75( 8.57
Cancelec (42,65¢) 14.8¢ (1,455) 8.57 (15,300 10.9¢
Exercised (176,06¢) 13.0¢ (25 8.57 — —
Options outstandir—end of yeal 3,338,95! 10.5(C 3,557,68. 10.3¢ 1,936,62 6.7¢
Options exercisabl 2,102,24 8.31 1,760,89: 7.01 1,487,32! 6.6¢
2005 2004 2003
Weighted Weighted Weighted
Average Average Average
All Other Option Grants, Excluding Underlying Exercise Underlying Exercise Underlying Exercise
Activity Shown Above Shares Price Shares Price Shares Price
Options outstandir—beginning of yea 7,394,24: 10.67 7,556,36: $ 10.62 6,949,790 $ 10.8¢
Granted 1,077,08: 19.6¢ — — 834,98t 8.57
Canceled (98,45 13.7¢ (80,70 11.6¢ (168,810 13.2(
Exercised (577,03) 10.2¢ (81,41) 5.4E (59,604 1.72
Options outstandir—end of yea 7,795,84 11.9¢ 7,394,24: 10.67 7,556,36- 10.62
Options exercisabl 6,193,67! 10.7¢ 6,011,68- 10.61 4,648,30: 9.84
Stock Options Outstanding and Exercisable
The table below shows additional information fotiops outstanding and options exercisable as okbéer 31, 2005:
Options Outstanding Options Exercisable
Weighted
Average

Remaining Weighted Weighted
Outstanding Contractual Average Exercisable Average
Range of Exercise Prices Shares Life (years) Exercise Price Shares Exercise Price
$2.00- $2.77 2,353,31 26z $ 2.51 2,24468. $ 2.5C
$8.57- $14.70 6,255,81. 5.07 12.5¢ 5,706,29! 12.8¢
$15.38- $32.25 2,525,67! 9.11 17.3¢€ 344,94! 15.3¢
$2.00- $32.25 11,134,80 5.4 11.52 8,295,91 10.1¢
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The table below shows additional information fotiops outstanding and options exercisable as oEBwer 31, 2004:

Options Outstanding Options Exercisable

Weighted

Average
Remaining Weighted Weighted
Qutstanding Contractual Average Exercisable Average
Range of Exercise Prices Shares Life (years) Exercise Price Shares Exercise Price
$1.72- $2.77 2,493,50! 35: % 2.4¢ 2,343,421 % 2.4¢
$8.57- $14.70 8,458,42! 6.8¢ 12.9¢ 5,429,15 12.97
$1.72- $14.70 _10,951,93 6.0¢ 1057 _ 7,772,57 9.81

13. Related Party Transactions

Under the 1993 Plan, and prior to our initial paldffering in May 2005, employees were able to eiseroptions and elect net cash
settlement based on the difference between theisegrrice and the fair value of our common stdichn employee exercised an option and
elected net cash settlement, we had the right teerpayments over a period of five years. Interestueed on any unpaid balance due to the
employee at a floating rate equal to the yieldren13-week U.S. Treasury bill, adjusted on Jantaagd July 1 of each year. The liability
remaining for these transactions as of Decembe2@15 will be paid in the first quarter of 2006.

In years prior to 2004, certain employees, inclgdin officer of Morningstar, sold common stock b&xkorningstar. We had the right to
make payments to employees for the purchase priteese shares over a five-year period. All of dimaining payments related to these
common stock repurchases were completed during.2005

In 1989, under our 1989 Nonqualified Stock OptidanRthe 1989 Plan), we granted options to purchgs@0,000 shares of common stock at
an exercise price of $0.075 per share, equal téaihgalue at date of issue, to an officer of Magstar. These options were not exercised and
expired in February 1999. In February 1999, in aoofion with the expiration of options granted untte 1989 Plan, we entered into a
Deferred Compensation Agreement (the Agreementj this officer. Under the terms of the Agreementaoy date that the officer exercises
the right to purchase shares under the 1999 Plarshall pay to the officer $2.69 per share in trenfof cash or, at our election, shares of
common stock. If on the date of purchase the faliner of Morningstar’s stock is below $2.77 per shéne amount paid per share will be
reduced based on the terms of the Agreement. Qigatibn to pay deferred compensation will not bereased by any imputed interest or
earnings amount.

The following table shows the liabilities recordied stock options exercised, common stock repurehzand the Agreement:

($000) Dec. 31, 200 Dec. 31, 200
Liability for stock options exercise $ 45 % 1,04¢
Liability for common stock repurchas — 394
Liability for the Agreement 2,34( 2,34(
Total $ 2,38 $ 3,782
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We have included the liabilities for stock optiasercised, common stock repurchases, and the Agr@emour Consolidated Balance Sheets
as follows:

($000) Dec. 31, 200 Dec. 31, 200
Other current liabilitie: $ 2,19C $ 3,337
Other non-current liabilities 19& 44E
Total $ 2,38t $ 3,78:

Interest expense incurred on the liabilities facktoptions exercised and common stock repurchaae$14,000, $27,000, and $36,000 for
the years ended December 31, 2005, 2004, and &} ctively.

Between December 1995 and December 2003, a coigrokaolly owned by Joe Mansueto, our chairman etridf executive officer, provide
sales and other services for us. We agreed tompaym@unt equal to the total costs incurred by thparation in providing these services,
consisting solely of compensation-related expefwethe corporation’s employees (which did not ud® Joe Mansueto), plus 5% of such
costs. In 2003, we recorded expense for thesecesraf $2,915,000, of which $139,000 representedithount paid in excess of the
corporation’s actual costs. This arrangement wssoditinued on December 31, 2003 at which timerafileyees of the corporation were
transferred to Morningstar. As of December 31, 2808 2004, no liabilities remain related to thisagement.

In March 2004, we repaid a note payable of $6,5ID@lated to borrowings from Joe Mansueto, ouirofen and chief executive officer. The
repayment is included in our Consolidated Stateroéftash Flows for the year ended December 31,.2004

14. Defined Contribution Profit-Sharing Plan

We sponsor a defined contribution 401(k) plan, Wwtdattows our U.S.-based employees to voluntarilytdbute pre-tax dollars up to a
maximum amount allowable by the U.S. Internal Rexe8ervice. We contribute an amount equal to thel@me’s contributions, up to 7% of
the employee’s salary. Our matching contributiomesen$3,717,000, $3,221,000, and $2,324,000, raspbgtfor the years ended
December 31, 2005, 2004, and 2003, respectively.

15. Non-Operating Income

The following table presents the components ofhoetoperating income:

($000) 200¢ 2004 200:
Gain on sale of investment in unconsolidated el $ — % 19 3 51C
Interest income, ne 3,07¢ 1,211 27¢
Other income (expense), net 121 57E 321
Non-operating income, ne $ 3,19¢ % 1,80t $ 1,11C

Interest income, net primarily reflects interesinfrour investment portfolio. Other income (expenee} primarily represents royalty income
from Morningstar Japan K.K. and Morningstar Denmairkrealized and realized gains and losses froninmastment portfolio, and foreign
currency exchange gains and losses arising inrttiaary course of business related to our inteomati operations.

In March 2000, we entered into a stock purchaseeagent with Techfi Corporation (Techfi), a providéportfolio management and
accounting software, training, and support to itwest advisors and financial planners. In June 20@2hfi Corporation and Advent
Software, Inc. entered into an Agreement and Plalesger, whereby all of the issued and outstandimares of Techfi common stock and
vested options were converted into the right t@irexcash. Our share of the total proceeds was88480, resulting in a gain of $3,398,000 in
2002. In 2004 and 2003, $19,000 and $510,000, c&sply, was released from escrow and recordedasiditional gain. The gains recorded
in 2004 and 2003 are included as “Gain on salexedstment in unconsolidated entity,” in the Cordatied Statements of Operations.
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16. Income Taxes

The following table shows our effective income &pense rate:

($000) 200¢ 2002 2002
Income (loss) before income taxes and equity irim&tme of unconsolidated entities $ 49,67¢ $ 19,54( $ (9,649
Equity in net income of unconsolidated entit 1,66 843 697
Total $ 51,34! $ 20,38: $ (8,947
Income tax expens $ 20,22¢ % 11,57 % 2,95(
Effective income tax expense rate 39.4% 56.€% 33.(%

The following table provides our income (loss) lefmcome taxes and equity in net income of unclideted entities generated by our U.S.
and non-U.S. operations:

($000) 200t 2004 2002
u.s. $ 48,58( $ 22,17¢  $ (5,319
Non-U.S. 1,09¢ (2,63¢) (4,339
Income (loss) before income taxes and equity irime@me of unconsolidated entiti $ 49,67¢ $ 1954C $ (9,649

The following table reconciles our income tax exgee(benefit) at the U.S. federal income tax rat858h to income tax expense (benefit) as
recorded:

2005 2004 2003

($000, except percentages) $00C % $00C % $00C %
Income tax expense (benefit) at U.S. federal rat $ 17,96 35.(% $7,13¢ 35.(%  $(3,13) (35.0%
State income taxe- net of federal income tax effe 2,41¢ 4.7 1,67(C 8.2 34z 3.8
Impact of equity in net (income) losses of

unconsolidated entitie (499 (0.9 (295) (1.4 (244 (2.7)
Stock option activity 1,71¢ 3.2 2,351 11 4,507 50.:
Disqualifying dispositions on incentive stock

options (441 (0.9 (78) (0.9) (102 (1.2
Difference between U.S. federal statutory and

foreign tax rate: 11F 0.2 36¢€ 1.8 1,52( 16.€
Research and development deduc (588 .2 — — — —
Other — net (472) (0.9) 42€ 2.1 59 0.8
Total income tax expen: $ 20,22 39.4% $ 11,57¢ 56.8% $ 2,95( 33.(%

Our effective income tax rate is influenced by éhpgimary factors: incentive stock options; theorded income or loss of our non-U.S. entities
and our evaluation of the realizability of theitt mperating losses; and the impact of specifigglaxning strategies.

In 2005, our effective income tax expense rateehswd compared with prior years, primarily due teduction in the tax impact related to
incentive stock options. For incentive stock opsione record stock-based compensation expenseebdbwiot record a corresponding tax
benefit. This has the impact of increasing ourafée income tax rate above the U.S. federal ra566. The amount of incentive stock option
expense recorded in 2005 was lower than the amoectsded in 2004 and 2003, reflecting the fact, thabsequent to our initial public
offering, incentive stock options are no longeraoted for under the liability method, and becahsy are fully vested, no stock-based
compensation expense was recorded for these optidhs last nine months of 2005. Our 2005 effectax rate also reflects an increase in the
number of disqualifying dispositions related todntive stock options. A disqualifying dispositioocars when the option holder sells shares
within one year of exercising an incentive stockiamp We receive a tax benefit in the period tihat disqualifying disposition occurs.

Our effective income tax expense rate also refldgrtdact that we are not recording an income tnefit related to losses recorded by certain
of our non-U.S. operations. The foreign net opagalbsses may become deductible in certain intemmalttax jurisdictions to the extent these
international operations become profitable. Inythar the non-U.S. entity records a loss, we daewird a corresponding tax benefit, thus
increasing our effective tax rate. For each ofaperations, we evaluate whether it is more likbnt not that the tax benefits related to net
operating losses will be realized. As part of #hialuation, we consider evidence such as tax phgnstrategies, historical operating results,
forecasted taxable income, and recent financidbpmance.
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In the second quarter of 2005, we recorded a d=féncome tax benefit of $668,000 related to redeand development expenses due to a
change in U.S. income tax regulations, which reslih a one-time reduction of our effective incotae expense rate.

Income tax expense consists of the following:

($000) 200¢ 2004 2002
Federa- deferrec $ 411 $ 1,04: $ 2,047
Federal current 15,62°¢ 8,652 35&
State— deferred 92 352 41C
State- current 3,51¢ 2,08¢ 137
Non-U.S.- deferred 80 (565) —
Non-U.S. — current 501 8 3
Income tax expens $ 20,22: $ 11,57« $ 2,95(
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We recognize deferred income taxes for the tempatidfierences between the carrying amount of asssddiabilities for financial statement
purposes and their tax bases. The tax effectseditinporary differences that give rise to the detémcome tax assets and liabilities are as
follows:

Dec. 31, 2005 Dec. 31, 2004

Current Current Non-current Non-current Current Current Non-current Non-current
($000) Asse Liability Asse Liability Asse Liability Asse’ Liability
Net operating los
carryforward— U.S.  $ — % — % 1,612 $ — % — 3 — % 1,67¢ $ —
Net operating los
carryforwards — non-
U.S., net of valuation
reserve 143 — — — 44¢& — — —
Stock-based
compensatiol — — 23,63: — — — 22,610 —
Deferred revenu — (847) — — — — — —
Property, equipment, a
capitalized softwar — — 1,05(C — — — 573 —
Deferred ren — — 19C — — — 331 —
Allowance for doubtful
accounts 167 —
Prepaid expense — (1,139 —
Deferred royalty revent — — 58€ — — — 60¢ —
Accrued liabilities 891 — 1,70C — —
Foreign exchange gail — — — (6) — — — (160C)
Alternative Minimum
Tax Credit — — 294 — — — — —
Research and
development cred — — 668 — — — — —
Unrealized loss on
available-for-sale
securities — (54) — — — (43) — _
$ 1,201 $ (2,039 $ 29,73t $ 6 $ 3,76t  $ (1,392 $ 27,268  $ (160)

A portion of the net operating losses (NOLSs) geteztdoy mPower in the years prior to July 1, 200@ @date of acquisition) is available to
Morningstar. On July 1, 2003, mPower had $121,48Ddf NOLs. Because of limitations on the use efMOLs imposed by the U.S. Internal
Revenue Code, our use of the NOLs is limited taaxmately $224,000 per year. On the date of adtpris we recorded a valuation
allowance of $116,932,000 representing a portiothese NOLs to reflect the likelihood that the tféred the NOLs will not be realized. In
2003, we used $112,000 of these NOLs and in 20642805 we used $224,000 of these NOLs in each Jéarremaining U.S. NOL
carryforward as of December 31, 2005 of $3,938,0@00f the valuation allowance, will expire in 202

In addition, we have NOL carryforwards of $26,31®0elated to our non-U.S. operations. Of these 8]@6,512,000 will begin to expire in
2008 through 2020 and $19,807,000 have no expirakite. Due to the historical operating losse$iefiion-U.S. operations that generated
these NOLs, we have recorded a valuation allowagegnst all but $396,000 of these NOLs, reflecthmglikelihood that the benefit of the
NOLs will not be realizec

We establish reserves at the time that we deterthatdt is more likely than not that we will neexpay additional taxes related to certain
matters. We adjust these reserves, including appdénof the related interest and penalties, intliglthanging facts and circumstances such as
the progress of a tax audit. A number of years elagse before a particular matter for which we restablished a reserve is audited and
finally resolved. The number of years with opendaixlits varies depending on the tax jurisdictiomilg/it is often difficult to predict the final
outcome or the timing of resolution of any partanulax matter, we record a reserve when we deterthim likelihood of loss is more likely th
not. These liabilities are recorded as income ta&gsble in our Consolidated Balance Sheets andanmaterial to our Consolidated Balance
Sheets. Settlement of any particular issue would
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usually require the use of cash. Favorable reswiatof tax matters for which we have previouslaklthed reserves are recognized as a
reduction to our income tax expense when the ansdomblved become known.

17. Contingencies
Morningstar Australia

In 2001, Mr. Graham Rich, the then managing dineata chief executive officer of Morningstar ReséaPty Limited (Morningstar
Australia), and one of two companies controlledvby Rich, filed a suit in the Supreme Court of N8auth Wales, Australia against
Morningstar and certain of its officers and nomidéectors on the board of Morningstar Australia. Mich also was a beneficial owner of
shares in Morningstar Australia. Mr. Rich and lesnpany originally sought an injunction which, iagted, would have precluded Morningstar
Australia from terminating the services of Mr. Rihd from issuing additional shares to Morningstaxchange for the provision of further
funding by Morningstar to Morningstar Australia.riher, Mr. Rich and his company sought an ordetrdharovisional liquidator be appointed
for Morningstar Australia. The court rejected timginction application, observing that Morningséarstralia would be insolvent without
financial backing from Morningstar. The applicatifmom the appointment of a provisional liquidatos@failed. The services of Mr. Rich were
terminated in November 2001. Mr. Rich and his conypaere ordered to pay Morningstar’s costs of theriction proceedings.

Mr. Rich and the two companies noted above havéiaddl pending claims, alleging, among other tisingreaches by Morningstar of
contracts and statutory and general law dutiedeating, deceptive, and unconscionable conduct bsnMgstar, oppression by Morningstar
and its nominee directors, claims under the IndaldRelations Act of New South Wales, breachesi@ators’ duties by Morningstar’s
nominee directors, and conflict of interest. Tharaks seek various forms of relief, including momgt@amages in the amount of Australian
$25,000,000, the setting aside of transactionslwtésulted in Morningstar obtaining control of Mmgstar Australia, and an order either
setting aside Morningstar'acquisition of the shares formerly beneficialyned by Mr. Rich and his companies or determinimtfferent price
for this acquisition. In the alternative, Mr. Riahd his companies seek an order that they beeshtil purchase the shares in Morningstar
Australia at a price to be determined by the couliook value (as defined in the shareholders ageaeof Morningstar Australia). Mornings
has denied the claims and filed counter-claimsreggadilr. Rich and certain of his companies, alledingaches of statutory, general law, and
contractual duties.

In July 2004, the court decided Morningstar’s agggdion for security for its potential additionalste in the litigation by ordering the two
companies controlled by Mr. Rich to provide appnaately Australian $925,000 to the court as sectioitthese potential costs. Morningstar
will be entitled to be paid costs only if the conrékes a determination to that effect. The coastest the proceedings pending its receipt of the
security and indicated that it would entertain ppliation by Morningstar for additional securityaalater time in the proceedings.

In May 2005, Mr. Rich obtained conditional leavetteé court to begin a proceeding in the name ofrliftystar Australia against Morningstar
and its nominee directors. The leave was, howevdaject to the following conditions: (i) Mr. Richust pay and bear, and indemnify
Morningstar Australia against, all costs, chargesl expenses of and incidental to the bringingamdinuation of the proceeding (except as
court may otherwise direct or allow) and may nakseontribution or indemnity from Morningstar Audia for any of these costs, charges, or
expenses; (i) Morningstar Australia, or Mr. Richits behalf, together with the two companies adtgd by Mr. Rich must provide to the
court, as security for Morningstar’s costs, appmadely Australian $925,000 as described in theeatieg paragraph; and (iii) approximately
Australian $100,000 in costs owed by Mr. Rich and of his companies to Morningstar in respect ef2801 injunction proceedings must &
be paid to Morningstar.

In July 2005, Mr. Rich provided the indemnity areldnd his companies paid Morningstar the costespect of the 2001 injunction
proceedings in the amount of approximately Ausara$116,000. Mr. Rich and his companies have gdigifie obligation to provide the court
with security for Morningstar’s potential costs &anging for two bank guarantees, one, as of I2\2005, in the amount of Australian
$350,000, and a second, as of January 31, 20@iee iamount of Australian $300,000. Security forragpnately Australian $275,000 is due to
the court on June 30, 2006.

On September 20, 2005, Mr. Rich and his compaiiegs & Second Further Amended Statement of Claimsalidating the claims.
Morningstar filed a Defence to that pleading and\arended Cross-Claim against Mr. Rich, both his panies, and a third Australian
company controlled by Mr. Rich.

The parties have discussed settling the claimb&aw been unable to reach an agreement. In théhfquarter of 2003, Morningstar offered to
settle all claims for Australian $1,250,000, whtbken approximated U.S. $942,000, and, in accordetitteSFAS No. 5Accounting for
Contingencie¢SFAS No. 5), Morningstar recorded a reserve is #@mount. In December 2005, we increased our tiffeettle all claims to
approximately Australian $2,500,000, which approadies U.S. $1,800,000, and, in accordance with SRS, have a reserve recorded for
this amount. While Morningstar is vigorously cortileg the claims against it, we cannot predict thecome of the proceeding.
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Securities and Exchange Commission “Wells Notice”

The staff of the Securities and Exchange Commis&&TC) conducted an investigation related to irexdrtotal return data that
Morningstar published with respect to a single raufund, the Rock Canyon Top Flight Fund, that eteged the fund’s returns. In May 2004,
Morningstar received a “Wells Notice” from the $taf the Division of Enforcement of the SEC indicat that it intended to recommend that
the SEC take legal action against Morningstar ailgthat it violated Section 17(a) of the Secusitfect of 1933 and Section 10(b) of the
Securities Exchange Act of 1934 and Rule 10(b)ebquigated thereunder. On February 7, 2006, the SBision of Enforcement informed
Morningstar that it had decided not to proceed \&ittaction against Morningstar.

Morningstar Associates, LLC Subpoenas from New Xtideney General’s Office, Securities and Excha@genmission, and
Department of Labo

In December 2004, Morningstar Associates, LLC, alytowned subsidiary of Morningstar, Inc., recaeherequest in the form of a
subpoena from the New York Attorney General’s @fiseeking information and documents from Morniagsissociates related to an
investigation the New York Attorney General’s offits conducting. While the subpoena is very briahecifically asks for information and
documents about the investment consulting senit@singstar Associates offers to retirement plaovjters, including fund lineup
recommendations for retirement plan sponsors. QueBber 16, 2004, shortly after the New York Attgri@&eneral’s office issued the
subpoena, the SEC notified Morningstar AssociatesMorningstar Investment Services, Inc. that d bagun an examination. In
February 2005, the SEC issued a request to Mor@ngssociates for the voluntary production of doemts. The request is similar in scope to
the New York Attorney General's subpoena. In Ma@2Morningstar Associates received a requestarfdaim of a subpoena from the United
States Department of Labor, seeking informationdaxliments from Morningstar Associates relatechtonaestigation the Department of
Labor is conducting. While the Department of Labobpoena is very broad, it is substantially simidescope to the New York Attorney
General subpoena and the SEC request. In July 20®SEC issued a subpoena to Morningstar Assgcialte subpoena is virtually identical
to the SEC’s February 2005 request. We have bdlgnchioperating with the New York Attorney Genegtiffice, the SEC, and the
Department of Labor. Although we believe the footithese investigations is on Morningstar Assosigiteformation and documents pertain
to Morningstar, Inc. and Morningstar Investment8mrs have also been requested. We cannot prédisicope, timing, or outcome of these
matters, which may include the institution of adistirative, civil injunctive, or criminal proceediggthe imposition of fines and penalties, and
other remedies and sanctions, any of which could te an adverse impact on our stock price, thiilibato attract or retain key employees,
and the loss of customers. We also cannot prediat Wwnpact, if any, these matters may have on asiness, operating results, or financial
condition.

In addition to these proceedings, we are involvel@gal proceedings and litigation that have arisethe normal course of our business.
Although the outcome of a particular proceeding waver be predicted, we do not believe that thelre$ any of these matters will have a
material adverse effect on our business, operagisglts, or financial condition.

18. Subsequent Event

In March 2006, we acquired Ibbotson Associatesjafely held firm that specializes in asset altomaresearch and services, for $83
million in cash, subject to adjustments for workapital and other items. This acquisition fitsexaV of Morningstar’s growth strategies and
broadens our reach in the areas of investment dorggumanaged retirement accounts, and institati@md advisor software. Related to this
acquisition, we anticipate realizing approximat®h million in cash tax benefits during 2006 retate payment for the cancellation of
Ibbotson’s stock options.

19. Recently Issued Accounting Pronouncements

In December 2004, the Financial Accounting Stansl&uwlard (FASB) issued SFAS No. 123 (Revised 20843re-Based Payment
(SFAS No. 123 (R)), which requires all companiemtasure compensation cost for all share-basedguagr{including employee stock
options) at fair value. In April 2005, the SEC annoed the adoption of a rule that defers the requéffective date of SFAS No. 123 (R) until
the beginning of the first fiscal year beginninteaflune 15, 2005, instead of at the beginningefitst quarter after June 15, 2005 (as
prescribed originally by SFAS No. 123 (R)). Therefove will adopt the provisions of SFAS No. 123 {iRthe first quarter of 2006; we will
adopt SFAS 123 (R) prospectively.

We currently measure and record compensation egpefsted to stock option grants in accordance thighprovisions of SFAS No. 123,
Accounting for Sto-Based CompensatianiWe use a Black-Scholes model to estimate thevédire of stock options granted to employees and
expect to continue to use this acceptable optidumati@n model upon the adoption of SFAS No. 123 {R¢ currently account for forfeitures of
stock options as they occur. SFAS No. 123 (R) elates this alternative and requires us to estievgtected forfeitures at the grant date and
recognize compensation cost only for those awaxdeaed to vest. Accordingly, in the first quarwé2006, we will record a cumulative effect
of accounting change, net of tax, of approxima$2$0,000 to reverse the impact of stock-based cosgt®n expense recorded in prior years
related to outstanding stock options that we esémall not vest. Other than this cumulative effe€accounting change, we do not anticipate
that adoption of SFAS No. 123 (R) will have a mialedmpact on our Consolidated Statements of Opmrator our Consolidated Balance
Sheets. Concerning our Consolidated Statementast Elows, SFAS No. 123 (R) requires that the bisneff tax deductions in excess of
recognized compensation expense be reported aarecing cash flow, rather than as an operating ftash
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This requirement will reduce net operating castwfi@nd increase net financing cash flows in perajtes adoption. While we cannot estimate
what those amounts will be in the future becausg tlepend on employee stock option exercises drat factors, the amount of operating ¢
flows recognized in 2005 for these excess tax démhgwas $2,451,000.

In March 2005, the FASB issued FASB InterpretafieiN) No. 47,Accounting for Conditional Asset Retirement Obiigias, an Interpretation
of FASB Statement No. 148 conditional asset retirement obligation referategal obligation to retire assets where thertgdnd/or method
of settlement are conditioned on future events. RN 47 requires an entity to recognize a liabilay the fair value of a conditional asset
retirement obligation when incurred if the liahjli fair value can be reasonably estimated. FIN Nois effective for companies no later than
the end of the first fiscal year ending after Debeml5, 2005. The adoption of FIN No. 47 did notéha material impact on our results of
operations, financial position, or cash flows.

In May 2005, the FASB issued SFAS No. 1B4counting Changes and Error Corrections — replaeatrof APB Opinion No. 20 and FASB
Statement No. 3SFAS No. 154 changes the accounting for and tieyggoof a change in accounting principle by requgrretrospective
application to prior periods’ financial statemeotshanges in accounting principle unless impradtie. SFAS No. 154 is effective for
accounting changes and corrections of errors nrafiedal years beginning after December 15, 20@Bng@anies are permitted to adopt the
standard earlier than the required date for acdogichanges and corrections of errors made inlfiggars beginning after the date that SFAS
No. 154 was issued. We do not expect the adopfi@-8S No. 154 will have a material impact on cesults of operations, financial positic
or cash flows.
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Item 9. Changes in and Disagreements with Account#&on Accounting and Financial Disclosure
None.

Item 9A. Controls and Procedures

(a) Evaluation and Disclosure Controls and Procedes

Disclosure controls and procedures are designesbsonably assure that information required toibeased in the reports filed or
submitted under the Exchange Act is recorded, g summarized, and reported within the timeodsrspecified in the SEC’s rules and
forms. Disclosure controls and procedures inclwdthout limitation, controls and procedures desijtereasonably assure that information
required to be disclosed in the reports filed uriderExchange Act is accumulated and communicatetainagement, including the chief
executive officer and the chief financial officag appropriate, to allow timely decisions regardiequired disclosure.

We carried out an evaluation, under the superviaimhwith the participation of our management,udaig our chief executive officer and

chief financial officer, of the effectiveness oéttlesign and operation of our disclosure contnotsocedures as of December 31, 2005. B
upon that evaluation, our chief executive officed @hief financial officer concluded that our daslire controls and procedures are effective to
provide reasonable assurance that information redud be disclosed in the reports we file or sthunder the Exchange Act is recorded,
processed, summarized, and reported as and wheine.q

(b) Changes in Internal Controls Over Financial R@orting

There were no changes in our internal controls éimancial reporting during our fiscal quarter edd@ecember 31, 2005 that have
materially affected, or are reasonably likely tatenally affect, our internal control over finantiaporting.

Item 9B. Other Information

There is no information that was required to beldised in a report on Form 8-K during the fourtlader of the year covered by this
Annual Report on Form 10-K that was not reported.

Part Il
Item 10. Directors and Executive Officers of the Rgistrant

The information contained under the headings “Psap& — Election of Directors,” “Board of Directaaad Corporate Governance —
Independent Directors,” and “Section 16(a) Benafi€lwnership Reporting Compliance” in the defingtiproxy statement for our 2006 Annual
Meeting of Shareholders (the Proxy Statement) hadrtformation contained under the heading “Exeeu®fficers” in Part | of this report is
incorporated herein by reference.

We have adopted a code of ethics and a code afsdithi financial managers and executive officeasheof which is posted in the Investor
Relations section on our Web site at corporate.mgstar.com. We intend to include on our Web sitg @amendments to, or waivers from, a
provision of the code of ethics that applies to pumcipal executive officer, principal financiafficer, principal accounting officer or controller
that relates to any element of the code of ethédmition contained in Item 406(b) of SEC Regulat®-K. Shareholders may request a free
copy of these documents by sending an e-mail testors@ morningstar.com.
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Item 11. Executive Compensation

The information contained under the headings “Badrirectors and Corporate Governance — DirectGanpensation,” “Executive
Compensation,” and “Certain Relationships and Rel&arty Transactions — Deferred Compensation Ageaewith Don Phillips” is
incorporated herein by reference.

Item 12. Security Ownership of Certain Beneficial @vners and Management and Related Stockholder Matter

The information contained under the headings “Sgc@wnership of Certain Beneficial Owners and Mgement” and “Equity
Compensation Plan Information” in the Proxy Statetig incorporated herein by reference.

Item 13. Certain Relationships and Related Transa@ins

The information contained under the heading “CerRlationships and Related Party TransactionfienProxy Statement is
incorporated herein by reference.

Item 14. Principal Accountants Fee and Services

The information contained under the headings “A@immittee Report” and “Principal Accounting Firreds”in the Proxy Stateme
is incorporated herein by reference.

Part IV
Item 15. Exhibits and Financial Statement Schedules
(@)
1. Consolidated Financial Statements

The following documents are filed as part of thisndal Report on Form 10-K:

Report of Deloitte & Touche LLP, Independent Regyistl Public Accounting Firt 72
Financial Statement
Consolidated Balance She: 73
Consolidated Statements of Operati 74
Consolidated Statements of Sharehol' Equity and Comprehensive Income (Lo 75
Consolidated Statements of Cash Flc 76
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Shareholders of Mugatar, Inc.
Chicago, lllinois

We have audited the consolidated financial statésnefMorningstar, Inc. and subsidiaries (the “Camyg’) as of December 31, 2005 and
2004, and for each of the three years in the pexiated December 31, 2005, and have issued outt tbpoeon dated March 3, 2006. Such
report is included elsewhere in this Annual Reporform 10-K. Our audits also included the consaéd financial statement schedule of the
Company listed in Item 15. This financial statemsgttedule is the responsibility of the Company'siaggement. Our responsibility is to
express an opinion based on our audits. In ouri@pisuch consolidated financial statement scheauen considered in relation to the basic
consolidated financial statements taken as a wpoésents fairly, in all material respects, the@infation set forth therein.

/s/ Deloitte & Touche LLF
Deloitte & Touche LLF
Chicago, lllinois

March 3, 200¢

2. Financial Statement Schedules

The following financial statement schedule is fikegipart of this Annual Report on Form 10-K:
Schedule II: Valuation and Qualifying Accounts

All other schedules have been omitted as they atreaguired, not applicable, or the required infation is otherwise included.

Schedule Il Morningstar, Inc. and Subsidiaries Valation and Qualifying Accounts

Balance a Charged Deductions
Beginning (Credited) to Including Balance a
of Costs & Currency End of
($000) Year Expense Translation Year
Allowance for doubtful account
Year Ended December 3
2005 $ 25¢ $ 22 % (61) $ 41¢€
2004 654 (55) (343 25€
2003 79¢ 85t (999 654
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3. Exhibits

Exhibit Description

2.1 Stock Purchase Agreement dated December 9, 20@Gdgmong Morningstar, Inc., Roger G. IbbotsonyJodSindelar, The
Timothy Ibbotson-Sindelar Spray Trust, and The TiidotsonSindelar Spray Trust is incorporated by referendéxhibit 2.1 to th
Current Report on Formr-K we filed with the SEC on December 14, 20

3.1 Amended and Restated Articles of Incorporation afiMngstar are incorporated by reference to ExI@ilditto our Registration
Statement on Form-1, as amended, Registration No. -115209 (the Registration Stateme!

3.2 Amended and Restated -laws of Morningstar are incorporated by referemcEsthibit 3.2 to the Registration Stateme

4.1 Specimen Common Stock Certificate is incorporatgdetierence to Exhibit 4.1 to the Registration &tagnt.

10.1*  Form of Indemnification Agreement is incorporatgdréference to Exhibit 10.1 to the Registrationt&taent.

10.2*  Morningstar Incentive Plan is incorporated by refexe to Exhibit 10.2 to the Registration Staterr

10.3*  Morningstar 1999 Incentive Stock Option Plan isomporated by reference to Exhibit 10.4 to the Regfion Statemen

10.4*  Morningstar 2004 Stock Incentive Plan is incorpedaby reference to Exhibit 10.5 to the RegistraStatement

10.5*t  Form of Morningstar 2004 Stock Incentive Plan St@gkion Agreement

10.6*  Deferred Compensation Agreement dated February99® between Morningstar and Don Phillips is incogped by reference
Exhibit 10.6 to the Registration Stateme

10.7*  Purchase Agreement dated April 30, 2003 betweemMgstar and Patrick Reinkemeyer is incorporatedefigrence to Exhibit 10.8
to the Registration Stateme

10.8*  First Amendment to Purchase Agreement dated aslofuiary 1, 2006 between Morningstar and Patricklgneyer is incorporated
by reference to Exhibit 10.1 to the Current Reporform 8-K (Items 1.01 and 1.02) that we filedrabruary 3, 2006 (the
February 2006 -K).

10.9*  Purchase Agreement dated April 30, 2003 betweemMgstar and David Williams is incorporated by refece to Exhibit 10.9 to tl
Registration Statemer

10.10* First Amendment to Purchase Agreement dated aslmiulry 1, 2006 between Morningstar and David Afill$ is incorporated by
reference to Exhibit 10.2 to the February 20-K.

21.1t  Subsidiaries of Morningsta

23.1%  Consent of Deloitte & Touche LLI

31.1t  Certification of Chief Executive Officer pursuantRule 13-14(a)/15-14(a) of the Securities Exchange Act of 1¢

31.2t  Certification of Chief Financial Officer pursuantRule 13-14(a)/15-14(a) of the Securities Exchange Act of 18

32.11%  Certification of Chief Executive Officer Pursuant18 U.S.C. 135(

32.21  Certification of Chief Financial Officer Pursuant18 U.S.C. 135(

*  Management contract with a director or executifecef or a compensatory plan or arrangement in Wwhlicectors or executive officers
are eligible to participate.

T Filed herewith.
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Signatures

Pursuant to the requirements of Section 13 or 1&{(th)e Securities Exchange Act of 1934, the regigthas duly caused this report to
be signed on its behalf by the undersigned, theoeduly authorized on March 16, 2006.

MORNINGSTAR, INC.
By: /s/ Joe Mansuet

Name: Joe Mansue
Title: Chairman of the Board and Chief Executive
Officer

Pursuant to the requirements of the Securities &xgé Act of 1934, this report has been signed bélpthe following persons on
behalf of the registrant and in the capacities@mthe dates indicated.

Signature Title Date
/s/ Joe Mansuet Chairman of the Board and Chief Execut March 16, 200t
Joe Mansuet Officer (principal executive officer)
/s/ Martha Dustin Boudc Chief Financial Officer (principe March 16, 200t
Martha Dustin Boudo accounting and financial officer)
/s/ Donald J. Phillips | Director March 16, 2006
Donald J. Phillips |
/s/ Cheryl Franci: Director March 16, 2006
Cheryl Francis
/sl Steven Kapla Director March 16, 200t
Steven Kaplal
/s/ Jack Noona Director March 16, 2006
Jack Noonal
/s/ Paul Sturn Director March 16, 2006
Paul Sturnr
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Exhibit 10.5
NONSTATUTORY STOCK OPTION AWARD AGREEMENT
UNDER THE

MORNINGSTAR, INC. 2004 STOCK INCENTIVE PLAN

This OPTION AWARD AGREEMENT (“Agreement”) is madffective «Grant_Date» (the “Grant Date”), and isveen
Morningstar, Inc., an lllinois corporation (the “@pany”), and «First_ Name» «Last Name» (the “Pauaict”). Any term capitalized but not
defined in this Agreement will have the meaningfsgt in the Morningstar, Inc. 2004 Stock Inceeti®lan (the “Plan”).

1. Option Grant and Number of Shards accordance with the terms of the Plan andestltp the terms and conditions of this
Agreement, the Company grants to the Particip&drstatutory Stock Option to purchase all or any phan aggregate of «Options_Granted
Shares of the Company (the “Option”).

2. Exercise Price and Payment of Exercise Pritiee Exercise Price of each Share subject to fiteo@shall be determined by
the daily indexing of the Fair Market Value of tBeares on the Grant Date, «Price» against théekd-U.S. Treasury Bond Rate on the dat
grant, compounded annually (the “Index Rate"). Tiaex Rate used in calculating the Exercise PEceRate».

After the Option has vested, and before the ExipinaDate indicated in Section 3 of the Agreemere, Participant
may exercise this Option in accordance with Sest®® and 6.7 of the Plan.

3. Term and Vesting of an OptiarThe Option will vest in installments, with eactstallment becoming vested on the “Vesting
Date” shown below, if the Participant has remaiimedontinuous Service until that Vesting Date.

Shares Subject to Option Vesting Date Expiration Date
«OpVest» «VestDate » «ExpDate»
«OpVest» «VestDate» «ExpDate»
«OpVest» «VestDate» «ExpDate»
«OpVest» «VestDate» «ExpDate»

Notwithstanding anything to the contrary in thi<&en, the vesting period described above will bepended during the pendency of
any Personal Leave of the Participant and thenggteriod will be increased by the length of tifisuch Personal Leave pursuant to
Section 5.3 of the Plan.




4, Termination of Service The right of a Participant to exercise this Optidter his or her termination of Service with the
Company and all Affiliates is set forth in Sect®ni0 of the Plan.

5. Notice. Any notice or other communication required ompitted under this Agreement must be in writing amast be
delivered personally, sent by certified, registeseéxpress mail, or sent by overnight couriethatsender’s expense. Notice will be deemed
given when delivered personally or, if mailed, thdays after the date of deposit in the UnitedeStatail or, if sent by overnight courier, on
regular business day following the date sent. Maticthe Company should be sent to Morningstar, B®5 West Wacker Drive, Chicago,
lllinois, 60606, Attention: General Counsel. Nottoethe Participant should be sent to the addretstogh on the signature page below. Either
party may change the person and/or address to wemther party must give notice under this Sedbpigiving such other party written
notice of such change, in accordance with the phaws described above.

6. Plan Document ControlsThe rights granted under this Agreement arelireapects subject to the provisions set fortthen t
Plan to the same extent and with the same effei€isas forth fully in this Agreement. The Planiigorporated herein by reference and made a
part hereof, but the terms of the Plan shall natdresidered an enlargement of any benefits undeAtireement. Wherever a conflict may a
between the terms of this Agreement and the tefrtteedPlan, the terms of the Plan shall controélyalo the extent necessary to resolve such
conflict. In addition, the Option granted hereungesubject to any rules and regulations promutatethe Committee pursuant to the Plan,
now or hereafter in effect.

7. Amendment of the AgreemenThe Company and the Participant may amend thisé&gent only by a written instrument
signed by both parties.

8. Counterparts The parties may execute this Agreement in omaane counterparts, all of which together shall titute but
one Agreement.

IN WITNESS WHEREOF, the parties hereto have exettiis Nonstatutory Stock Option Award Agreemenofithe Grant
Date set forth above.

PARTICIPANT MORNINGSTAR , INC.
By:
«First_Namo» «Last_Nam» Its:

Please return by




Exhibit 21.1
The information below is presented as of DecemteB05.

Except as specifically indicated below, Morningstac. holds, directly or indirectly, a 100% intstén each entity listed below. Some inactive
subsidiaries have been omitted.

Subsidiaries of the Registrani

Subsidiary Jurisdiction of Formation
Morningstar Associates, LL Delaware
Morningstar Investment Services, |i Delaware
mPower Advisors, LLC Delaware
mPower.com, Inc Delaware
Morningstar Research Pty Limited (Morningstar Aak#) Australia
Morningstar Canada Group, Ir Canadz
Morningstar Research, In Canade
Morningstar Asia, Ltd China
Morningstar Research (Shenzhen) | China
Morningstar Danmark A/S (1 Denmark

SAS Morningstar France (. France
Morningstar Deutschland GmbH ( Germany
Morningstar Italy, S.R.L. (2 Italy
Morningstar Japan, K.K. ( Japar
Morningstar Korea, Ltd. (& Korea
Morningstar Research Limited (Morningstar New Zad6) New Zealanc
Morningstar Norge AS (2 Norway
Morningstar Europe, N.V. (i The Netherland
Morningstar Holland, B.V. (2 The Netherland
Morningstar Portugal Unipessoal LDA ( Portugal
Morningstar Network, S.L. (¢ Spain
Morningstar Europe, A.B. (- Sweder
Morningstar Sweden (Fondstar) AB | Sweder
Morningstar Europe, Ltd. (z United Kingdom
Morningstar U.K., Ltd. (2 United Kingdom

(1) Morningstar Europe, N.V. owns approximately 25%
(2) Morningstar Europe, N.V. owns 100%.

(3) Morningstar Holland, B.V. owns 100%.

(4) Morningstar, Inc. owns approximately 35%.

(5) Morningstar, Inc. owns 40%.

(6) Morningstar Research Pty Limited owns 100%

(7) Morningstar, Inc. owns approximately 98%.




Exhibit 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference iniRegion Statement No. 333-124783 on Form S-&uofreports dated March 3, 2006,
relating to the consolidated financial statements fanancial statement schedule of Morningstar, &nd subsidiaries, appearing in this Annual
Report on Form 10-K of Morningstar, Inc. and sulzsids for the year ended December 31, 2005.

/s/ Deloitte & Touche LLF
Deloitte & Touche LLF
Chicago, lllinois

March 13, 200¢




EXHIBIT 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Joe Mansueto, certify that:
1. | have reviewed this Annual Report on Form 10-KMafrningstar, Inc.;

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

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

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)}5%¢r the registrant and have:

a. designed such disclosure controls and proceduresused such disclosure controls and procedures tlesigned under
our supervision, to ensure that material infornmratielating to the registrant, including its condatied subsidiaries, is ma
known to us by others within those entities, pattidy during the period in which this report isifige prepared;

b. (paragraph omitted pursuant to SEC Release No8393-and 34-49313);

c. evaluated the effectiveness of the registrant’'sldssire controls and procedures and presentedsimgport our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

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

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatigrterhal control over financial
reporting, to the registrant’s auditors and theiteemnmittee of the registrant’s board of direct@ws persons performing the
equivalent functions):

a. all significant deficiencies and material weaknedsethe design or operation of internal contra¢iofinancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaad report financial
information; and

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

Date: March 16, 200 /s/ Joe Mansuet
Joe Mansuet
Chairman of the Board and Chief Executive Offi




EXHIBIT 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER
I, Martha Dustin Boudos, certify that:
1. | have reviewed this Annual Report on Form 10-KMafrningstar, Inc.;

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

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

4. The registrans other certifying officer and | are responsibledstablishing and maintaining disclosure contasld procedures (
defined in Exchange Act Rules 13a-15(e) and 15&)}5%¢r the registrant and have:

a. designed such disclosure controls and proceduresused such disclosure controls and procedures tiesigned under
our supervision, to ensure that material infornmratielating to the registrant, including its condatied subsidiaries, is ma
known to us by others within those entities, pattidy during the period in which this report isifige prepared;

b. (paragraph omitted pursuant to SEC Release No8393-and 34-49313);

c. evaluated the effectiveness of the registrant’sldssire controls and procedures and presentedsimgort our
conclusions about the effectiveness of the disctosantrols and procedures, as of the end of tHegeovered by this
report based on such evaluation; and

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

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatigrterhal control over financial
reporting, to the registrant’s auditors and theiteemnmittee of the registrant’s board of direct@ws persons performing the
equivalent functions):

a. all significant deficiencies and material weaknedsethe design or operation of internal contra¢iofinancial reporting
which are reasonably likely to adversely affectrbgistrant’s ability to record, process, summaamd report financial
information; and

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

Date: March 16, 200 /s/ Martha Dustin Boudc
Martha Dustin Boudo
Chief Financial Office




EXHIBIT 32.1

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

Joe Mansueto, as Chairman of the Board and Chiefive Officer of Morningstar, Inc. (the “Compaytertifies, pursuant to 18
U.S.C. 1350, as adopted pursuant to 906 of theaBadhOxley Act of 2002, that:

1. the Company’s Annual Report on Form 10-K for tharyended December 31, 2005 as filed with the Seesiand Exchange

Commission on the date hereof (the “Report”) fubymplies with the requirements of Section 13(ahefSecurities Exchange
Act of 1934; and

2. the information contained in the Report fairly gets, in all material respects, the financial cbadiand results of operations
of the Company.

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

March 16, 200¢




EXHIBIT 32.2

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

Martha Dustin Boudos, as Chief Financial Officeigrningstar, Inc. (the “Company”), certifies, puast to 18 U.S.C. 1350, as
adopted pursuant to 906 of the Sarbanes-Oxley 22002, that:

1. the Company’s Annual Report on Form 10-K for tharyended December 31, 2005 as filed with the Seesiand Exchange

Commission on the date hereof (the “Report”) fubymplies with the requirements of Section 13(ahefSecurities Exchange
Act of 1934; and

2. the information contained in the Report fairly gets, in all material respects, the financial cbadiand results of operations
of the Company.

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

March 16, 200¢




