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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 8-K/A

CURRENT REPORT

Pursuant to Section 13 or 15(d) of
the Securities Exchange Act of 1934

Date of Report (Date of earliest event reportddarch 1, 2006

MORNINGSTAR, INC.

(Exact name of registrant as specified in its @rart

lllinois 00C-51280 36-329790¢
(State or other jurisdictio (Commissior (I.LR.S. Employe
of incorporation’ File Number) Identification No.)
225 West Wacker Drive 60606
Chicago, lllinois (Zip Code)

(Address of principal executive office

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

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

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

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

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

O Pre-commencement communications pursuant to Ride2(b) under the Exchange Act (17 CFR 240.140)2(
O

Pre-commencement communications pursuant to F3de4(c) under the Exchange Act (17 CFR 240.18%8-4(







Item 2.01.  Completion of Acquisition or Dispasion of Assets.

On March 1, 2006, Morningstar, Inc. ( Morningstan), lllinois corporation, filed with the Securitiaad Exchange Commission a
Current Report on Form 8-K announcing the comphetibits acquisition of all the outstanding capgtdck of Ibbotson Associates, Inc.
(Ibbotson), an lllinois corporation, from Roger IBbotson, Jody L. Sindelar, The Timothy Ibbotsone®iar Spray Trust, and The Tyler
Ibbotson-Sindelar Spray Trust.

As permitted under Items 9.01(a) and (b) of Forig, 84orningstar indicated that it would file finamtistatements and pro forma
financial information required under Iltem 9.01 airf 8-K no later than the date required. This QuirReport on Form 8-K/A provides the
required financial information and amends Item @aQand (b) of the initial Current Report on ForrK 8iled by Morningstar on March 1,
2006.

Audited Consolidated Financial Statements for tharyended June 30, 2005 of Ibbotson are attachretbhes Exhibit 99.2.
Unaudited Consolidated Financial Statements asegEbiber 31, 2005 and for the six months ended Deeef1, 2005 and 2004 are attac
hereto as Exhibit 99.3. Unaudited Pro Forma Corel@nsolidated Financial Statements, derived ftwrhistorical consolidated financial

statements of Morningstar and Ibbotson and adjusteeflect the material effects directly attribolieto Morningstais acquisition of Ibbotsc
are attached hereto as Exhibit 99.4. Each of thelsiits is incorporated herein by reference.

Item 9.01.  Financial Statements and Exhibits.
€)) Financial statements of business iaedu

Independent Auditor’s Report on the Ibbotson Asates, Inc. Consolidated Balance Sheet as of Jun20B8 and the
related Statements of Operations, StockholdersitiEqand Cash Flows for the year ended June 306.200

Ibbotson Associates, Inc. Audited Consolidated BedaSheet as of June 30, 2005 and the ConsoliGat¢eiments of
Operations, Stockholders’ Equity, and Cash FlowsHe year ended June 30, 2005.

Ibbotson Associates, Inc. Unaudited Consolidatddi@® Sheet as of December 31, 2005 and the Ueduditnsolidated
Statements of Operations and Cash Flows for thensixths ended December 31, 2005 and 2004.

(b) Pro forma financial information.

Unaudited Pro Forma Condensed Consolidated Ba&heet as of December 31, 2005 and Unaudited Prodor
Condensed Consolidated Statement of Operatiorthdéoyear ended December 31, 2005.

(d) Exhibits:
Exhibit No. Description
2.1 Stock Purchase Agreement dated as of Decembe08,[30and among Morningstar, Inc., Roger G.

Ibbotson, Jody L. Sindelar, The Timothy Ibbotsone®iar Spray Trust, and The Tyler Ibbotson-Sindelar
Spray Trust (incorporated by reference to Exhibit@& Morningstar Inc.’s Current Report on Form 8iléd
on December 14, 200t




23.1

99.1

99.2

99.3

99.4

Consent of McGladrey & Pullen, LLI

Press Release dated March 1, 2006 (incorporateefésence to Exhibit 99.1 of Morningstar's Curr&aport on Form 8-K
filed on March 1, 2006

Ibbotson Associates, Inc. and Subsidiaries Auditedsolidated Financial Statements as of June 3§ 28d for the year
then endec

Ibbotson Associates, Inc. and Subsidiaries Unadditensolidated Balance Sheet as of December 35, &0d the
Unaudited Consolidated Statements of Operation<Casth Flows for the six months ended December @15 2nd 2004

Unaudited Pro Forma Condensed Consolidated Ba&heet as of December 31, 2005 and Unaudited PrndF6ondensed
Consolidated Statement of Operations for the yade@ December 31, 20C




SIGNATURES

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

MORNINGSTAR, INC.

Date: May 12, 2006 By: /s/ Martha Dustin Boudc

Name: Martha Dustin Boudo
Title:  Chief Financial Officel




Exhibit No.

EXHIBIT INDEX

Description

2.1

23.1

99.1

99.2

99.3

99.4

Stock Purchase Agreement dated as of Decembe08,[30and among Morningstar,Inc., Roger G. Ibbotsody L.
Sindelar, The Timothy Ibbotson-Sindelar Spray Trasd The Tyler Ibbotson-Sindelar Spray Trust (fposated by
reference to Exhibit 2.1 of Morningstar 's Current Report on Forn-K filed on December 14, 200¢

Consent of McGladrey & Pullen, LLI

Press Release dated March 1, 2006 (incorporateefésence to Exhibit 99.1 of Morningstar Inc’s Gant Report on
Form &K filed on March 1, 2006’

Ibbotson Associates, Inc. and Subsidiaries Audtedsolidated Financial Statements as of June 31§ aad for the year
then endec

Ibbotson Associates, Inc. and Subsidiaries Unadditensolidated Balance Sheet as of December 35, 20f the
Unaudited Consolidated Statements of Operation<Casth Flows for the six months ended December @15 2nd 2004

Unaudited Pro Forma Condensed Consolidated Ba&heet as of December 31, 2005 and Unaudited PrndF6ondensed
Consolidated Statement of Operations for the yrded December 31, 20C




Exhibit 23.1
Consent of Independent Auditors
We consent to our report dated October 8, 200% reispect to the financial statements as of anthtoyear ended June 30, 2005 of Ibbotson
Associates, Inc. and Subsidiaries, being includetié Amendment No. 1 to Form 8-K dated May 12,62@8ich is incorporated by reference
in the previously filed Registration Statement amrf S-8 (No. 333-124783) of Morningstar, Inc.
/sl McGladrey & Pullen, LLP

Chicago, lllinois
May 12, 2006




Exhibit 99.2

Ibbotson Associates, Inc.
and Subsidiaries

Consolidated Financial Report
06.30.05
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Independent Auditor’s Report

To the Board of Directors
Ibbotson Associates, Inc. and Subsidiaries
Chicago, lllinois

We have audited the accompanying consolidated balsimeet of Ibbotson Associates, Inc. and Subgdgias of June 30, 2005, and the
related consolidated statements of operationskistdders’ equity and cash flows for the year thedesl. These financial statements are the
responsibility of the Company’s management. Oupoesibility is to express an opinion on these feiahstatements based on our audits.

We conducted our audit in accordance with audisitagdards generally accepted in the United Stdtdmerica. Those standards require that
we plan and perform the audits to obtain reasoraddarance about whether the financial statemeatse® of material misstatement. An
audit includes examining, on a test basis, evidsnpporting the amounts and disclosures in then6iig statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well asairgj the overall financial statement
presentation. We believe that our audit providesagonable basis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenégpects, the financial position of Ibbotson
Associates, Inc. and Subsidiaries as of June 3Ih,2hd the results of their operations and treshdlows for the year then ended in
conformity with accounting principles generally apted in the United States of America.

/sl McGladrey & Pullen, LLP

Chicago, lllinois
October 8, 2005




Ibbotson Associates, Inc. and Subsidiaries

Consolidated Balance Sheet
June 30, 2005

Assets
Current Asset
Cash and cash equivalel
Accounts receivable, less allowance for doubtfalbants
2005 $125,000; 2004 $125,0
Deferred tax asst
Prepaid expenses and other current a:
Prepaid income taxes

Total current assets
Property and Equipment, n
Deferred Income Taxe

Deposits and Other Assets

Liabilities and Stockholders’ Equity
Current Liabilities
Accounts payabl
Accrued expenses and other current liabili
Deferred revenu
Income taxes payable

Total current liabilities

Stockholder’ Equity
Common stock, no par value; authorized 199,000esh@gsuet
and outstanding 100,000 sha
Additional paic-in capital
Accumulated other comprehensive |i
Accumulated deficit

See Notes to Consolidated Financial Statements.

F-2

$ 10,077,75
7,669,99!
35,76¢
1,089,39.
87,14¢
18,960,05!
947,96¢
15,79¢
144,16,

$ 1,972,40(
4,257,08:
9,963,24¢

71,72¢€

16,264,45!

663,19(
12,035,46:
(64,40¢)

(8,830,71Y)
3,803,52¢




Ibbotson Associates, Inc. and Subsidiaries

Consolidated Statement of Operations
Year Ended June 30, 2005

Revenues

Costs and expense
Direct productior
Selling and marketin
Salary and benefit
Other employe-related cost

MIS and telecommunicatior
Office
Corporate

Operating loss

Other income

Loss before income taxes
Income tax expense

Net loss

See Notes to Consolidated Financial Statements.

$ 37,217,801

7,740,62"
3,100,40:
22,331,06:
658,96¢
1,500,99.
2,248,177
982,94
38,563,77:

(1,345,96Y)
112,28¢
(1,233,679)
54,25(

$ (1,267,929




Ibbotson Associates, Inc. and Subsidiaries

Consolidated Statement of Stockholders’ Equity
Year Ended June 30, 2005

Accumulated

Additional Other Total
Comprehensive Common Paid-in Accumulated Comprehensive Stockholders¢’
Loss Stock Capital Deficit Loss Equity
Balance, June 30, 20( 663,19C $ 8,5662,26: $ (6,998,82) $ (67,407 $ 2,159,22¢
Stockholder distribution $ — — — (543,96¢€) — (543,96¢)
Stock options plan expen — — 4,173,53¢ — — 4,173,53¢
Repurchase of stock options she — — (700,33¢) — — (700,33¢)
Net loss (1,287,92¢) — — (1,287,921) — (1,287,92¢)
Other comprehensive loss, net of t
Currency translation adjustment 2,995 — — — 2,995 2,995
Total comprehensive loss $ (1,284,93))
Balance, June 30, 2005 663,19C $ 12,035,46. $ (8,830,71) $ (64,400 $ 3,803,52¢

See Notes to Consolidated Financial Statements.




Ibbotson Associates, Inc. and Subsidiaries

Consolidated Statement of Cash Flows
Year Ended June 30, 2005

Cash Flows From Operating Activiti
Net loss
Adjustments to reconcile net loss to net ¢
provided by operating activitie
Depreciation and amortizatic
Deferred income taxe
Stock option expens
Loss on disposal of property and equipmr
Changes in assets and liabiliti
Accounts receivabl
Prepaid expenses and other current a:
Accounts payabl
Accrued expenses and other current liabili
Deferred revenu
Income taxes payable
Net cash provided by operating activities

Cash Flows From Investing Activiti
Capital expenditure
Proceeds from sale of marketable securities
Net cash used in investing activities
Cash Flows From Financing Activitis
Distributions paic
Cash settlement of stock options
Net cash used in financing activities
Effect of exchange rate changes on cash
Net increase in cash and cash equival

Cash and cash equivaler
Beginning

Ending

Supplemental Disclosures of Cash Flow Informa
Cash paid for income tax

See Notes to Consolidated Financial Statements.

$ (1,287,920

703,48:
(8,117)
4,173,53(
29,791

(492,369)
(246,700
161,067
1,325,62¢
1,926,04
76,50¢

6,360,93!

(616,156)
2,71¢

(613,43)

(543,966)

(700,336)
(1,244,30))

(8,769)

4,494,427

5,583,33(

$

15,12¢




Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 1. Nature of Business and Significant Accoting Policies

Ibbotson Associates, Inc. and Subsidiaries (the gzoy) is an lllinois corporation that performs metrkesearch and distributes information
through subscription-based software and hard-copkd¥and presentation materials to corporationsheeship and individuals in North
America, Europe and Japan. Credit terms are gén&@idays.

Significant accounting policies are as follows:
Principles of consolidation:The accompanying financial statements were pegpan a consolidated basis and include the accotfints

Ibbotson Associates, Inc., its wholly owned sulzsigli Ibbotson Associates Advisors, LLC, and itsp@8eent owned subsidiary, Ibbotson -
Japan. All significant inter-company transactiond adalances have been eliminated.

Foreign operationsthe financial statements of Ibbotson-Japan areslaged into U.S. dollars using the exchange raéaeh balance sheet
date for assets and liabilities, the historicalhatge rate for stockholders’ equity and a weigltegtage exchange rate for each period for
revenues and expenses. Translation adjustmenteareled in accumulated other comprehensive inasitke local currency of the
subsidiary is the functional currency. Assets ledatutside the United States totaled approxim&eh0,000 at June 30, 2005.

Accounting estimates:The preparation of financial statements requinasagement to make estimates and assumptiondfenctttae
amounts reported in the financial statements andrapanying notes. Actual results could differ frimse estimates.

Cash concentrationsThe Company maintains substantially all of itskcan one bank deposit account which, at times, exaged federally
insured limits. The Company has not experienced@sges in such accounts.

Cash and cash equivalenthe Company’s cash and cash equivalents inclua@sfinvested in overnight markets. The Compangidens
all highly liquid investments purchased with a nmiyuof three months or less to be cash equivalents

Accounts receivables:Trade receivables are carried at original inv@iceunt less an estimate made for doubtful rectgdinsed on a
review of all outstanding amounts on a monthly ®dglanagement determines the allowance for doubtfabunts by regularly evaluating
individual customer receivables and consideringstamer’s financial condition, credit history, atutrent economic conditions. Trade
receivables are written off when deemed uncollé&ztiRecoveries of trade receivables previouslytemibff are recorded when received.

Property and equipmentProperty and equipment are carried at cost lessnaulated depreciation and amortization. Leaseingidovement:
are amortized over the term of the related leasheservice lives of the improvements, whichesestiorter. Depreciation and amortization
are provided for on a straight-line basis overfatlewing estimated useful lives:

Computer equipment and softwi 3 years
Office equipmen 5 years
Furniture and fixture 7 years
Leasehold improvemen Lease tern




Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 1. Nature of Business and Significant Accounting Polies (continued)

Software development costsThe Company accounts for software developmertséosccordance with Statement of Financial Actiogn
Standards (SFAS) No. 88¢ccounting for the Costs of Computer Software to be Sold, Leased or Otherwise Marketed .

Longlived assets: The Company periodically assesses the recovéyatilits long-lived assets based upon its expemia of future
profitability and undiscounted cash flow of theateld operations. These factors, along with managesiglans with respect to the operatic
are considered in assessing the recoverabilitpraglived assets. If the Company determines, barseslich measures, that the carrying
amount is impaired, the long-lived assets will biéten down to their recoverable value with a cep@nding charge to earnings. Recoverable
value is calculated as the amount of estimateddutash flows (discounted at a rate commensurdkethe risk involved) for the remaining
amortization period. During the period presentedsuch impairment was incurred.

Revenue recognitionThe Company derives its revenue principally fransulting, advice, fund of funds and training seegi, sales of
software and data, publication and presentatiorerizd$, and permissions licensing agreements. Qtimgand training revenues are
recognized upon completion of service delivery. iinm annual fees for advice and fund of fund sewiare recognized as revenue on a
straightline basis while additional quarterly fees are ghdted in arrears and recognized at the end of gaalter. License fees from softw:
and data sales are recognized as revenue onghstliae basis over the life of the license agreenas the Company services the customer
and supplies data. Publications and presentatidariaks are purchased directly by customers anedmee is recognized upon shipment to the
customer. Permissions licensing revenue is recegrit the beginning of the licensing period.

Deferred revenue:Deferred revenue primarily represents the unameattportion of license fees for software and datas or prepayments
by customers in advance of services performed. Qs included are computer based training, actethe Company’s valuation web site,
subscriptions for presentation materials, and metaifor consulting work, all of which representigétions for future services.

Delayed adoption of accounting standarfihe FASB has issued Statement No. ¥s@punting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity . Statement No. 150 requires that certain freestgrfthancial instruments be reported as
liabilities in the balance sheet. Depending ontyipe of financial instrument, it will be accountieat at either fair value or the present value of
future cash flows determined at each balance statetwith the change in that value reported aseatexpense in the statement of income.
Prior to the application of Statement No. 150, eittnose financial instruments were not requirebe@ecognized, or if recognized, were
reported in the balance sheet as equity and chandes value of those instruments were normallyraoognized in net income. The
Company is required to apply Statement No. 15@Heryear beginning on July 1, 2005.

As explained further in Note 2, any stock held byp#yees resulting from option exercise is rededenapon termination of employment. At
the date Statement No. 150 is applied, the comnmmk svill remain in equity until the occurrencesfch event that makes the shares
mandatorily redeemable. At that time, stockholdergiity will be reduced and liabilities will be i@ased accordingly.

F-7




Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 1. Nature of Business and Significant Accouimig Policies (continued)

Pending adoption of accounting standard December 2004, the Financial Accounting Stassl®oard issued Statement of Financial
Accounting Standards No. 123 (revisef)are-Based Payment . SFAS 123(R) is a replacement of SFAS 1&%ounting for Stock-Based
Compensation, and supersedes APB Opinion No. 26¢ounting for Stock Issued to Employees, and its related interpretive guidance.

SFAS 123(R) requires that the compensation costimglto share-based payment transactions be rezgshim financial statements. That cost
will be measured based on the fair value of theteaqu liability instruments issued. The effecttbe standard will be to require entities to
measure the cost of employee services receivextim@ge for stock options based on the grant-datedlue of the award, and to recognize
the cost over the period the employee is requingatdvide services for the award.

The Company will be required to apply SFAS 123(Rphthe beginning of its first interim or annuaporting period that begins after
December 15, 2005.

The Company has not yet determined the impacthiesadoption of FAS 123(R) may have on its finahsfatements.

Employee stock option plaithe Company has a stock-based compensation plach vehdescribed more fully in Note 2. As permittattier
generally accepted accounting principles, the Cawpa&counts for the plan under the recognitionraedsurement principles of APB
Opinion No, 25Accounting for Sock Issued to Employees, and related interpretations. The following taiblestrates the effect on net income
had compensation cost for the stock-based compengdan been determined based on the grant dateafaes of awards (the method
described in FASB Statement No. 128counting for Stock-Based Compensation ):

Net loss:
As reportec $(1,287,921)
Add total stoc-based employee compensation expense includedantegpnet incom: 4,173,53¢
Deduct total stock-based employee compensationnsepdetermined under fair value based method famadrds (415,249
Pro forma $ 2,470,36!

Minority interest: Minority interest represents the limited parth&2 percent share of Ibbotson-Japan. No minoritgriest in income or
equity capital is recognized in the accompanyingseotidated financial statements since the cumwddtigses applicable to the minority
interest exceed the minority interest in the eqaétpital of Ibbotson-Japan.

F-8




Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 1. Nature of Business and Significant Accounting Polies (continued)

Income taxesEffective July 1, 2001, the Company switched t@acrual basis tax payer from the cash basis. Tédien resulted in the
reversal of certain net deferred tax liabilitiesiethare being recognized as taxes payable ratatelyfour years (IRC Section 481(a)).

Effective January 1, 2002, the Company electedhémge its tax status from C corporation to S carion for federal income tax purposes.
Under S corporation status, the stockholder seplgratcounts for the Company’s items of income ugéidn, losses and credits in lieu of
corporation income taxes. The Company continud®ta C corporation for state income tax purposesitain states.

For state income taxes, deferred taxes are prowdeliability method whereby deferred tax asaetsrecognized for deductible temporary
differences and operating loss and tax credit fammards and deferred tax liabilities are recogdifmr taxable temporary differences.
Temporary differences are the differences betweemdported amounts of assets and liabilities heil tax bases. Deferred tax assets are
reduced by a valuation allowance when, in the opif management, it is more likely than not tleans portion or all of the deferred tax
assets will not be realized. Deferred tax assetdiahilities are adjusted for the effects of chamin tax laws and rates on the date of
enactment.

Note 2. Stock Option Plan

The Company has a stock option plan which providethe granting of up to 99,000 nonqualified stogitions to employees, directors
and consultants of the Company. Generally, optiorder the plan are granted at a defined formutzemnd expire 10 years from the date of
grant. Options vest over a three-year period freendate of grant or immediately upon death or disabf the employee or in the event of a
sale of the Company. The Company is obligatedpanehase, at the current formula price, any stqtlons held by employees upon their
termination.

The options granted under the plan are accounteahfter variable plan accounting in accordance wiB Opinion No. 25 and related
interpretations. Accordingly, the Company has rdedrthe difference between the exercise price l@durrent formula price of the common
stock as compensation expense. Compensation expassi4,173,536 for the year ended June 30, 2@@bisancluded in salary and bene
expense in the accompanying consolidated stateroémsome.

In 2005, options were exercised for 4,250 sharesawk and were put back to the Company. The opti@ne repurchases were effected
by cashless exercise and the Company made a naitpafy$700,336.

F-9




Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 2. Stock Option Plan (continued)

A summary of the status of the stock option plaguate 30, 2005, and changes during the year endtthbdate is as follows:

Weighted-

Average

Exercise

Fixed Options Shares Price

Outstanding at beginning of ye 88,15( $ 216.4<

Granted 9,50( 305.0(

Exercisec (4,250 168.3¢

Forfeited (3,800 257.12

Outstanding at end of year 89,60( 226.3¢
Exercisable at end of ye 66,96¢
Weightec-average fair value per option of options grantedngduthe yeal $ 46.6¢

The fair value of each grant is estimated at gdat® using the Black-Scholes option-pricing modighthe following weighted-average

assumptions for grants in 2005 and 2004, respégtine volatility, risk-free interest rates of 3.88rcent and 3.19 percent, and expected lives
of 5 years.

A further summary about fixed options outstandibgume 30, 2005, is as follows:

Options Outstanding Weighted-  Options Exercisable
Weighted- Average Weighted-
Average Remaining Average
Number of Exercise Contractual Number of Exercise
Exercise Price Options Price Life Options Price
$136- $198 21,75C $ 171.5¢ 4.0 21,75C $ 171.5¢
$199- $242 29,95C $ 210.3¢ 51 29,95 $ 210.3¢
$243 - $305 37,90C $ 270.4¢ 8.1 15,26¢ $ 253.01

89,60( 66,96¢

F- 10




Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 3. Property and Equipment

Property and equipment consisted of the followihguame 30, 2005:

Computer equipment and softwi $ 3,306,86!
Office equipmen 239,41(
Furniture and fixture 1,271,96¢
Leasehold improvemen 607,41¢
5,425,65’

Less accumulated depreciation and amortization 4,477,69:
$ 947,964

Note 4. Lease Obligations

The Company leases office facilities under varioascancelable operating lease agreements. Thenagnéz expire at various dates through
2013 and require minimum annual rental paymentssanized as follows:

Years ending June 3

2006 $ 1,259,04°
2007 1,306,93°
2008 1,356,64!
2009 1,408,38t¢
2010 1,462,22«
Thereafter 3,226,84t

$ 10,020,08!

Rent expense under operating leases was approxyn$dtd47,000 for the year ended June 30, 2005.

F-11




Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 5. Income Taxes

Income tax expense (credits) consisted of theiailg for the year ended June 30, 2005:

Current $62,367
Deferred (8,117)
$54,25(

The primary components of the net deferred taxtasse state net operating loss carryforwards, #€tion 481(a) liability, and stock option
accruals.

As of June 30, 2005, the Company has approxim&gl®79,000 of federal net operating loss carryfodsand $15,000 of charitable
contribution carryovers for federal tax purposes.the Company is now an S corporation for feder@ine tax purposes, the net
carryforward of approximately $339,000 at JuneZZ5, has been deemed not realizable by the Comgrahyas such, a 100 percent
valuation reserve has been recorded against theedetieferred tax asset.

Note 6. Line of Credit

The Company has a $2,000,000 line of credit whiedrd interest at the prime rate (6.25% at Jun@(@IB) and is secured by substantially all
of the assets of the Company. The line of crediéagpent contains a minimum debt service coverage fauring the year ended June 30,
2005, the Company made no periodic borrowings utideline of credit.

Note 7. Employee Benefit Plans

Retirement planThe Company sponsors a defined contribution 404l with the same year-end as the Company for@mpk with six
consecutive months of service who are at least2tsyof age. The plan allows eligible employeedefer their compensation up to the
maximum amount allowed by law. The Company mat&tegercent of any pre-tax contributions of parteifs’ eligible compensation with
20 percent vesting per year. Matching contributiang plan fees were approximately $544,000 foyts ended June 30, 2005.

Health benefit planthe Company acts as self-insurer for health canefiie provided to employees. The benefits are igex/through an
employee health benefit plan. All full-time emplageare covered on the first of the month followtingir hire date. The Company maintains
stop-loss insurance which limits its exposure ®ftist $50,000 of benefits provided to covered kyges and an approximate aggregate
exposure to $820,000.

Note 8. Contingency

The Company has entered into a bonus agreementwitly executive. Under the terms of the agreentlemtexecutive is entitled to a cash
bonus upon a sale of the Company under certainroistances.

F-12
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Ibbotson Associates, Inc. and Subsidiaries

Consolidated Balance Sheet (Unaudited)
December 31, 2005

Assets
Current Asset
Cash and cash equivalel
Accounts receivable, less allowance for doubtfeoants of $125,00
Deferred tax assi
Prepaid expenses and other current a:
Prepaid income taxes

Total current assets
Property and Equipment, n
Deferred Income Taxe

Deposits and Other Assets

Liabilities and Stockholders’ Equity
Current Liabilities
Accounts payabl
Accrued expenses and other current liabili
Deferred revenu
Income taxes payable

Total current liabilities

Stockholder Equity

Common stock, no par value; authorized 199,000esh#sued and outstanding 100,000 sh

Additional paic-in capital
Accumulated other comprehensive |i
Accumulated deficit

See Notes to Consolidated Financial Statem:

$ 7,588,03(
4,986,00°
49,47¢
1,449,40:
86,74¢

14,159,66:
1,052,56¢
9,364
143,65¢

$ 15,365,24!

$ 3,045,58(
2,743,88:
8,791,02:

60,54¢

14,641,03!

663,19(
14,255,11!
(57,493

(14,136,60)
724,214

$ 15,365,24!




Ibbotson Associates, Inc. and Subsidiaries

Consolidated Statements of Operations (Unaudited)
Six Months Ended December 31, 2005 and 2004

Revenues

Costs and expense
Direct productior
Selling and marketin
Salary and benefit
Other employe-related cost
MIS and telecommunicatior
Office
Corporate

Operating loss

Other income

Loss before income taxe

Income tax expense (benefit)

Net loss

See Notes to Consolidated Financial Statem:

2005 2004

$ 15,645,85 $ 13,356,96
3,849,56¢ 2,722,11:
1,004,53 1,120,51:
12,816,64  10,222,81!
496,61z 326,99/
636,81¢ 771,98:
1,138,99« 1,176,71¢
1,003,06! 371,64¢
20,946,24. _ 16,712,78!
(5,300,38) (3,355,819
138,57 34,277
(5,161,81)  (3,321,54)
(7,709 14,24¢

$ (5,154,100 $ (3,335,790




Ibbotson Associates, Inc. and Subsidiaries

Consolidated Statements of Cash Flows (Unaudited)
Six Months Ended December 31, 2005 and 2004

Cash Flows From Operating Activiti
Net loss

Adjustments to reconcile net loss to net cash piexviby operating activitie

Depreciation and amortizatic
Deferred income taxe
Stock option expens
Loss on disposal of property and equipmr
Changes in assets and liabiliti
Accounts receivabl
Prepaid expenses and other current a:
Accounts payabl
Accrued expenses and other current liabili
Deferred revenu
Income taxes payable
Net cash provided by (used in) operating activities

Cash Flows From Investing Activiti¢
Capital expenditures
Net cash used in investing activities
Cash Flows From Financing Activitis
Distributions paic
Cash settlement of stock options
Net cash used in financing activities
Effect of exchange rate changes on cash
Net decrease in cash and cash equiva

Cash and cash equivaler
Beginning

Ending

Supplemental Disclosures of Cash Flow Informa
Refunds received for income tax

See Notes to Consolidated Financial Statem:

F-4

2005 2004
$(5,154,109 $ (3,335,791
300,35¢ 358,31¢
(7,274) (352)
3,181,090  2,084,75
639 32,51(
2,682,69.  3,830,98:
(361,85)) (159,159
1,073,17¢ (525,370)
(1,490,51) (481,725)
(11,747 (1,002,610
(1,172,25() 19,74:
(959,777) 821,31
(392,179) (315,96))
(392,179 (315,96))
(151,787) (462,499)
(961,439) (695,620)
(1,113,22) _ (1,158,1L)
(24,55¢) (16,225
(2,489,72) (668,997)
10,077,75  5,583,33(
$ 7,588,02¢ $ 4,914,33f
$ (835) $ (38,476




Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (Unauditl)

Note 1. Nature of Business and Significant Accounting Polies

Ibbotson Associates, Inc. and Subsidiaries (the gzoy) is an lllinois corporation that performs nmetrkesearch and distributes information
through subscription-based software and hard-copkd¥and presentation materials to corporationshe@eship and individuals in North
America, Europe and Japan. Credit terms are gén&@idays.

Significant accounting policies are as follows:
Principles of consolidation The accompanying financial statements were pegpan a consolidated basis and include the acsaint

Ibbotson Associates, Inc., its wholly owned sulzsigli Ibbotson Associates Advisors, LLC, and itsp@8eent owned subsidiary, Ibbotson -
Japan. All significant inter-company transactiond adalances have been eliminated.

Foreign operations The financial statements of Ibbotson-Japanrarestated into U.S. dollars using the exchangeatéach balance sheet
date for assets and liabilities, the historicalheatge rate for stockholders’ equity and a weigltegtage exchange rate for each period for
revenues and expenses. Translation adjustmenteareled in accumulated other comprehensive inasitke local currency of the
subsidiary is the functional currency. Assets ledatutside the United States totaled approxim&@8b,000 at December 31, 2005.

Accounting estimates The preparation of financial statements requinesagement to make estimates and assumptioraftbett the
amounts reported in the financial statements andrapanying notes. Actual results could differ frimse estimates.

Cash concentrationsThe Company maintains substantially all of &sttin one bank deposit account which, at timey, eraeed federally
insured limits. The Company has not experienced@sges in such accounts.

Cash and cash equivalent§he Company’s cash and cash equivalents indluas invested in overnight markets. The Compamsicters
all highly liquid investments purchased with a nmyuof three months or less to be cash equivalents

Accounts receivables Trade receivables are carried at original ine@mount less an estimate made for doubtful rebkigéased on a
review of all outstanding amounts on a monthly ®dglanagement determines the allowance for doubtfabunts by regularly evaluating
individual customer receivables and consideringstamer’s financial condition, credit history, atutrent economic conditions. Trade
receivables are written off when deemed uncollé&ztiRecoveries of trade receivables previouslytemibff are recorded when received.

Property and equipmentProperty and equipment are carried at costdesesmulated depreciation and amortization. Leasehgbrovement
are amortized over the term of the related leasheservice lives of the improvements, whichesestiorter. Depreciation and amortization
are provided for on a straight-line basis overfatlewing estimated useful lives:

Computer equipment and softwi 3 years
Office equipmen 5 years
Furniture and fixture 7 years
Leasehold improvemen Lease tern




Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (Unauditl)

Note 1. Nature of Business and Significant Accounting Polies (continued)

Software development costsThe Company accounts for software developmestisda accordance with Statement of Financial Aotiog
Standards (SFAS) No. 88¢ccounting for the Costs of Computer Software to be Sold, Leased or Otherwise Marketed .

Longlived assets The Company periodically assesses the recoviyatifiits long-lived assets based upon its exagohs of future
profitability and undiscounted cash flow of theateld operations. These factors, along with managesiglans with respect to the operatic
are considered in assessing the recoverabilitpraflived assets. If the Company determines, barseslich measures, that the carrying
amount is impaired, the long-lived assets will biéten down to their recoverable value with a cep@nding charge to earnings. Recoverable
value is calculated as the amount of estimateddutash flows (discounted at a rate commensurdkethe risk involved) for the remaining
amortization period. During the period presentedsuch impairment was incurred.

Revenue recognition The Company derives its revenue principally froonsulting, advice, fund of funds and trainingvgsss, sales of
software and data, publication and presentatiorerizd$, and permissions licensing agreements. Qtimgand training revenues are
recognized upon completion of service delivery. iinm annual fees for advice and fund of fund sewiare recognized as revenue on a
straightline basis while additional quarterly fees are ghted in arrears and recognized at the end of gaalter. License fees from softw:
and data sales are recognized as revenue onghstliae basis over the life of the license agreeinas the Company services the customer
and supplies data. Publications and presentatidariaks are purchased directly by customers anedmee is recognized upon shipment to the
customer. Permissions licensing revenue is recegrit the beginning of the licensing period.

Deferred revenue Deferred revenue primarily represents the ungimeat portion of license fees for software and dati@s or prepayments
by customers in advance of services performed. Qs included are computer based training, actethe Company’s valuation web site,
subscriptions for presentation materials, and metaifor consulting work, all of which representigétions for future services.

Adoption of accounting standardThe FASB has issued Statement No. ¥&@punting for Certain Financial Instruments with

Characteristics of both Liabilities and Equity . Statement No. 150 requires that certain freestgrfthancial instruments be reported as
liabilities in the balance sheet. Depending ontyipe of financial instrument, it will be accountiexat at either fair value or the present value of
future cash flows determined at each balance statetwith the change in that value reported aseatexpense in the statement of income.
Prior to the application of Statement No. 150, eittnose financial instruments were not requirebe@ecognized, or if recognized, were
reported in the balance sheet as equity and chandes value of those instruments were normallyraoognized in net income. The
Company adopted Statement No. 150 for the perigthbeng on July 1, 2005.

As explained further in Note 2, any stock held yp#oyees resulting from option exercise is rededenapon termination of employment.
The common stock will remain in equity until thecaorence of such event that makes the shares nuaitgdaédeemable. At that time,
stockholders’ equity will be reduced and liabiktiwill be increased accordingly.
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Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (Unauditl)

Note 1. Nature of Business and Significant Accounting Polies (continued)

Pending adoption of accounting standardth December 2004, the Financial Accounting Staidd Board issued Statement of Financial
Accounting Standards No. 123 (revisef)are-Based Payment . SFAS 123(R) is a replacement of SFAS 1&%ounting for Stock-Based
Compensation, and supersedes APB Opinion No. 26¢ounting for Stock Issued to Employees, and its related interpretive guidance.

SFAS 123(R) requires that the compensation costimglto share-based payment transactions be rezgshim financial statements. That cost
will be measured based on the fair value of theteaqu liability instruments issued. The effecttbe standard will be to require entities to
measure the cost of employee services receivextim@ge for stock options based on the grant-datedlue of the award, and to recognize
the cost over the period the employee is requingatdvide services for the award.

The Company will be required to apply SFAS 123(Rphthe beginning of its first interim or annuaporting period that begins after
December 15, 2005.

The Company has not yet determined the impacthiesadoption of FAS 123(R) may have on its finahsfatements.

Employee stock option plariThe Company has a stock-based compensationylach is described more fully in Note 2. As peredttunder
generally accepted accounting principles, the Cawpa&counts for the plan under the recognitionraedsurement principles of APB
Opinion No, 25Accounting for Sock Issued to Employees, and related interpretations. The following taibilestrates the effect on net income
had compensation cost for the stock-based compengaan been determined based on the grant dateaflaes of awards (the method
described in FASB Statement No. 128counting for Stock-Based Compensation ).

Six Months Ended
December 31

2005 2004
Net loss:
As reportec $ (5,154,109 $ (3,335,79()
Add total stoc-based employee compensation expense includedanteegpnet incom: 3,181,09! 2,084,75
(Deduct) add total stock-based employee compemsédipense) income determined under fair value
based method for all awar 23,22¢ (203,867)
Pro forma $ (1,949,780 $ (1,454,89)

Minority interest: Minority interest represents the limited pargsi&2 percent share of Ibbotson-Japan. No minamigrest in income or
equity capital is recognized in the accompanyingsotidated financial statements since the cumwddtgses applicable to the minority
interest exceed the minority interest in the equodétpital of Ibbotson-Japan.
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Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements (Unauditl)

Note 1. Nature of Business and Significant Accounting Polies (continued)

Income taxes Effective July 1, 2001, the Company switchedriaacrual basis tax payer from the cash basis.laetion resulted in the
reversal of certain net deferred tax liabilitiesiethare being recognized as taxes payable ratateyfour years (IRC Section 481(a)).

Effective January 1, 2002, the Company electedhémge its tax status from C corporation to S carion for federal income tax purposes.
Under S corporation status, the stockholder seplgratcounts for the Company’s items of income ugéidn, losses and credits in lieu of
corporation income taxes. The Company continud®ta C corporation for state income tax purposesitain states.

For state income taxes, deferred taxes are prowvdedliability method whereby deferred tax asaetsrecognized for deductible temporary
differences and operating loss and tax credit fammards and deferred tax liabilities are recogdifmr taxable temporary differences.
Temporary differences are the differences betweemdported amounts of assets and liabilities hei tax bases. Deferred tax assets are
reduced by a valuation allowance when, in the opif management, it is more likely than not tlaanhs portion or all of the deferred tax
assets will not be realized. Deferred tax assetdiahilities are adjusted for the effects of chamin tax laws and rates on the date of
enactment.

Note 2. Stock Option Plan

The Company has a stock option plan which providethe granting of up to 99,000 nonqualified stogkions to employees, directors and
consultants of the Company. Generally, options utfteplan are granted at a defined formula priwtexpire 10 years from the date of
grant. Options vest over a three-year period frieendate of grant or immediately upon death or disabf the employee or in the event of a
sale of the Company. The Company is obligatedpanehase, at the current formula price, any stqtlons held by employees upon their
termination.

The options granted under the plan are accounteghfter variable plan accounting in accordance WRIB Opinion No. 25 and related
interpretations. Accordingly, the Company has rdedrthe difference between the exercise price @durrent formula price of the common
stock as compensation expense. Compensation expassg3, 181,095 and $2,084,757 for the six montde@ December 31, 2005 and
2004, respectively, and is included in salary agadfits expense in the accompanying consolidatgdraents of income.

During the six months ended December 31, 2005 a0d,2options were exercised for 3,067 and 4,21reshaespectively, of stock and were
put back to the Company. The option share repueshaere effected by cashless exercise and the Ggnmpade net payouts of $961,439
$695,620, respectively.




Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 2. Stock Option Plan (continued)

A summary of the status of the stock option plabetember 31, 2005 and 2004, and changes durirgjximeonths ended on those dates i
follows:

Six Months Ended Six Months Ended
December 31, 200! December 31, 200
Weighted- Weighted-
Average Average
Exercise Exercise
Fixed Options Shares Price Shares Price
Outstanding at beginning of peri 89,60C $ 226.5: 88,15C $ 216.4¢
Granted — — 9,50C 305.0C
Exercisec (3,067) 164.0(C (4,217) 167.4:
Forfeited (733) 286.17 (3,639) 255.31
Outstanding at end of peric 85,80( 228.1( 89,80( 226.5:
Exercisable at end of perit 76,15(C 67,00z
Weighted-average fair value per option of optioremged during
the perioc $ — $ 46.6€

The fair value of each grant is estimated at gdateé using the Black-Scholes option-pricing modigh whe following weighted-average
assumptions for grants in 2004: no volatility, riske interest rate of 3.35 percent, and expedted bf 5 years.

A further summary about fixed options outstandihecember 31, 2005, is as follows:

Options Outstanding Options Exercisable

Weighted

Weighted- Average Weighted-
Average Remaining Average
Number of Exercise Contractual Number of Exercise
Exercise Price Options Price Life Options Price
$136- $198 19,50C $ 175.22 3.9 19,50C $ 175.27
$199- $242 29,55C $ 210.3¢ 4.6 29,55( $ 210.3¢
$243 - $305 36,75( $ 270.4C 7.6 27,10 $ 260.91

85,80( 76,15(
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Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 3. Property and Equipment

Property and equipment consisted of the followinBecember 31, 2005:

Computer equipment and softwi $ 3,574,74
Office equipmen 259,99«
Furniture and fixture 1,204,74¢
Leasehold improvemen 613,95¢
5,653,44(
Less accumulated depreciation and amortization (4,600,879
$ 1,052,561

Note 4. Lease Obligations

The Company leases office facilities under varioascancelable operating lease agreements. Thenagnéz expire at various dates through
2013 and require minimum annual rental paymentssanized as follows:

Years ending December &

2006 $ 1,313,56¢
2007 1,363,81¢
2008 1,416,14:
2009 1,470,61¢
2010 1,527,30:
Thereafter 2,532,51¢

$ 9,623,96:

Rent expense under operating leases was approyn$d@7,000 and $724,000 for the six months endedember 31, 2005 and 2004,
respectively.
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Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 5. Income Taxes

Income tax expense (credits) consisted of theiailg for the six months ended December 31, 20052004

2005 2004
Current $ (435 $14,59¢
Deferred (7,274) (352

$(7,709) $14,24%

The primary components of the net deferred taxtasse state net operating loss carryforwards, #e€tion 481(a) liability, and stock option
accruals.

As of December 31, 2005, the Company has approgrignéi, 279,000 of federal net operating loss camyérds and $15,000 of charitable
contribution carryovers for federal tax purposdsede carryforwards are partially offset by futuneable income as a result of IRS

Section 481(a) federal liabilities of approximat&ly19,500 as of December 31, 2005. As the Commangw an S corporation for federal
income tax purposes, the net carryforward of apprately $339,000 at December 31, 2005, has beametbeot realizable by the Company
and, as such, a 100 percent valuation reservedasrecorded against the related deferred tax. asset

Note 6. Line of Credit

The Company has a $2,000,000 line of credit whiedrd interest at the prime rate (7.25% at Dece®ibe2005) and is secured by
substantially all of the assets of the Company. lirfeeof credit agreement contains a minimum debtise coverage ratio. During the six
months ended December 31, 2005, the Company mapleriwalic borrowings under the line of credit.

Note 7. Employee Benefit Plans

Retirement planThe Company sponsors a defined contribution 404l with the same year-end as the Company for@mpk with six
consecutive months of service who are at least2tsyof age. The plan allows eligible employeedefer their compensation up to the
maximum amount allowed by law. The Company maté&tegercent of any pre-tax contributions of parteifs’ eligible compensation with
20 percent vesting per year. Matching contributiang plan fees were approximately $316,000 and $P20Ifor the six months ended
December 31, 2005 and 2004, respectively.

Health benefit planthe Company acts as self-insurer for health canefiis provided to employees. The benefits are igex/through an
employee health benefit plan. All full-time emplageare covered on the first of the month followtingir hire date. The Company maintains
stop-loss insurance which limits its exposure ®ftrst $50,000 of benefits provided to covered kyges and an approximate aggregate
exposure to $820,000.
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Ibbotson Associates, Inc. and Subsidiaries

Notes to Consolidated Financial Statements

Note 8. Contingency

The Company has entered into a bonus agreemenawitly executive. Under the terms of the agreentlemtexecutive is entitled to a cash
bonus upon a sale of the Company under certainrostances.

Note 9. Subsequent Event
On March 1, 2006, the Company was acquired by Mgstar, Inc. for approximately $83 million in caslibject to adjustments for working

capital and other items. Upon the sale closingQbmpany paid approximately $29 million to emplayé&eexchange for the cancellation of
their stock options. The Company also paid a tretimabonus to the key executive mentioned in Nbotd approximately $1.7 million.
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Exhibit 99.4

Morningstar Inc. and Subsidiaries
Unaudited Pro Forma Condensed Consolidated Financi&gtatements

On March 1, 2006, Morningstar, Inc. (Morningstatjaired Ibbotson Associates, Inc. (Ibbotson), agtely held firm specializing in asset
allocation research and services. This acquisftterseveral of Morningstar’'s growth strategies #nodadens our reach in the areas of
investment consulting, managed retirement accoantsjnstitutional and advisor software.

For purposes of the Unaudited Pro Forma Condenseddlidated Statement of Operations, we assumibsltioéson acquisition occurred on
January 1, 2005.

The Unaudited Pro Forma Condensed ConsolidatechBal8heet gives effect to the Ibbotson acquisamif it had occurred on
December 31, 2005.

These Unaudited Pro Forma Condensed Consolidateah&ial Statements (“the unaudited pro forma firgrstatements”) have been
prepared based on preliminary estimates of fauweabf the assets acquired and liabilities asswamed December 31, 2005. The actual
amounts recorded for the acquisition may differeratly from the information presented here. Thechase price has been allocated on a
preliminary basis based on management’s best dssnoé fair value, with the excess cost over negitale and identifiable intangible assets
acquired being allocated to goodwill. These allimeet are subject to change pending a final anabfdise fair value of the assets acquired
liabilities assumed as of March 1, 2006 (the adfjoisdate). In addition, post-closing adjustmetotshe purchase price will affect the
purchase price allocation.

The unaudited pro forma financial statements pitesieare for illustration purposes only and do rextessarily indicate the operating resul
financial position that would have been achievetiéf Ibbotson acquisition had occurred at the beggqof the period presented, nor is it
indicative of future operating results or finangalsition.

These unaudited pro forma financial statementsadoeilect any operating efficiencies and cost sgsithat we may achieve with respect to
the combined companies, nor do they include theceffof restructuring activities.

The unaudited pro forma financial statements shbaldead in conjunction with the accompanying Nadednaudited Pro Forma Condensed
Consolidated Financial Statements; our “Managersddiscussion and Analysis of Financial Conditiod &esults of Operations,” and the
historical consolidated financial statements armbagpanying notes as of December 31, 2005 includédiorningstar’s Annual Report on
Form 10-K filed with the SEC on March 16, 2006; dhe Ibbotson historical consolidated financiatesteents and notes included as Exhibits
99.2 and 99.3 in this filing on Form 8-K/A.




Morningstar, Inc.
Unaudited Pro Forma Condensed Consolidated Balancgheet
As of December 31, 2005

Audited Unaudited
Pro Forma
Adjustments Pro Forma
(in thousands except share amount: Morningstar Ibbotson (Note 4) Consolidated
Assets
Current asset:
Cash and cash equivale $ 92,367 7,586 $ (94,600b $ 5,35¢E
Investment 60,82: — — 60,82:
Accounts receivable, n 47,53( 4,98€ — 52,51¢
Deferred tax asset, n — 50 (50)f —
Income tax receivable, n — 87 10,33z c 10,41¢
Other 5,49¢ 1,44¢ — 6,944
Total current assets 206,21¢ 14,16( (84,319 136,05
Property, equipment, and capitalized software 17,35t 1,05z — 18,401
Investments in unconsolidated entit 16,35¢ — — 16,35¢
Goodwill 17,50(¢ — 49,24¢ a 66,74¢
Intangible assets, n 7,251 — 55,99(a 63,241
Deferred tax asset, n 29,72¢ 9 (22,25%a 7,48t
Other assets 1,90€ 144 — 2,05C
Total assets $ 296,31] 15,365 $ (1,339 $ 310,33¢
Liabilities and shareholders’ equity
Current liabilities:
Accounts payable and accrued liabilit $ 13,66¢ 3,46z $ 1,20Ca $ 18,327
Accrued compensatic 26,46: 2,32¢ (1,204d 27,58¢
Income tax payabl 1,25¢ 61 (1,320c —
Deferred revenu 71,15% 8,791 — 79,94¢
Deferred tax liability, ne 833 — (50)f 783
Other 2,467 — — 2,467
Total current liabilities 115,841 14,641 (1,374 129,10¢
Accrued compensatic 4,45¢ — — 4,45¢
Other long-term liabilities 2,29¢ — 76le 3,05¢
Total liabilities 122,59 14,641 (613) 136,62¢
Shareholders’ equity 173,71« 724 (724)a 173,71«
Total liabilities and shareholders’ equity $ 296,311 15,365 $ (1,339 $ 310,33¢

See Notes to Unaudited Pro Forma Condensed CoatadidFinancial Statements.




Morningstar, Inc.
Unaudited Pro Forma Condensed Consolidated Statemenf Operations
Year ended December 31, 2005

Audited Unaudited
Pro Forma
Adjustments Pro Forma
(in thousands except per share amountt Morningstar Ibbotson (Note 4) Consolidated
Revenue $ 227,11+ $ 39,507 $ — $ 266,62:
Operating expense: (
Cost of goods sol 64,40¢ 16,092 (440)g,h 80,06(
Developmen 19,65¢ 5,40¢ (317)g,h 24,74¢
Sales and marketir 39,071 10,311 (813)g,h 48,56¢
General and administrati\ 49,23¢ 10,34t (3,502 56,07¢
Depreciation and amortization 8,26€ 640 5,86€ i 14,774
Total operating expense 180,63« 42,797 796 224,22
Operating income (loss) 46,48( (3,290) (796) 42,394
Non-operating income
Interest income, ne 3,07¢ — (2,591)j 487
Other income, net 121 216 — 337
Non-operating income, net 3,19¢ 216 (2,591) 824
Income (loss) before income taxes and equity irimegtme of
unconsolidated entitie 49,67¢ (3,079 (3,387) 43,21¢
Income tax expens 20,22¢ 32 (2,600k 17,65¢
Equity in net income of unconsolidated entities 1,662 — — 1,662
Net income (loss $ 31,117 % (3,106) $ (787) $ 27,22
Basic income per sha $ 0.79 $ 0.69
Diluted income per shal $ 0.70 $ 0.61
Weighted average shares outstand
Basic 39,39: — 39,39
Diluted 44,45¢ 14 | 44,47:
Audited Unaudited
Pro Forma
Adjustments Pro Forma
Morningstar Ibbotson (Note 4) Combined
(1) Includes stoc-based compensation expense
Cost of goods sol $ 1,472 $ 457  $ (440)g,h $ 1,49C
Developmen 603 329 (317)g,h 615
Sales and marketir 710 845 (813)g,h 742
General and administrative 8,10¢ 3,63¢ (3,502)9,h 8,24¢€
Total stock-based compensation expense $ 10,89 $ 527C $ (5,072 $ 11,09t

See Notes to Unaudited Pro Forma Condensed CoatadidFinancial Statements.




Morningstar Inc.
Notes to Unaudited Pro forma Condensed Consolidateéinancial Statements

1. Description of Transaction and Basis of Preseation

On March 1, 2006, Morningstar, Inc. (Morningstarjaired Ibbotson Associates, Inc. (Ibbotson), agtely held firm specializing in asset
allocation research and services. This acquisftterseveral of Morningstar’'s growth strategies #nodadens our reach in the areas of
investment consulting, managed retirement accoantsjnstitutional and advisor software. We pai@.88nillion in cash for Ibbotson,
subject to working capital and post-closing adjlestis.

Unaudited Pro Forma Condensed Consolidated Statement of Operations

For purposes of the Unaudited Pro Forma Condenseddlidated Statement of Operations, we assumibltioéson acquisition occurred on
January 1, 2005.

Morningstar and Ibbotson have different fiscal yeads. Morningstar’s fiscal year is based on thenttar year. Ibbotson’s fiscal year-end is

June 30" . As a result, the Unaudited Pro Forma @usetl Consolidated Statement of Operations foyehe ended December 31, 2005 has

been derived from:

e  The audited historical consolidated statement efations of Morningstar for the year ended Decem3tie2005

e The audited historical consolidated statement efafions of Ibbotson for the year ended June 305 20us the unaudited statement of
operations for the six months ended December 315;28ss the unaudited statement of operationth#osix months ended December
2004.

In addition, we have reclassified the operatingezges included in Ibbotson’s statement of operatiom certain liabilities included in

Ibbotson’s balance sheet to conform to the preientased in Morningstar’s financial statementse3dreclassifications had no effect on

Ibbotson’s previously reported operating income,ineome, or total liabilities.

Unaudited Pro Forma Condensed Consolidated Balance Sheet

The Unaudited Pro Forma Condensed ConsolidatechBal8heet gives effect to the Ibbotson acquisamif it had occurred on
December 31, 2005 and has been derived from:

*  Morningstar’'s audited historical consolidated batasheet as of December 31, 2005

. Ibbotson’s unaudited historical consolidated badastteet as of December 31, 2005




2. Purchase Price

The preliminary purchase price that Morningstadgar Ibbotson consists of the following:

($000)
Ibbotson acquisition price $83,00(
Working capital adjustment as of March 1, 2006 atir items contemplated in the Stock Purchaseékgeat 3,158
Acquisition-related transaction costs 224
Total purchase price $86,377

The acquisition was an all-cash transaction. Thgroof the purchase price related to working talps subject to post-closing adjustments.
3. Pro Forma Purchase Price Allocation

The purchase price allocation presented in theaadited pro forma condensed consolidated finastéiements will differ from the purcha
price allocation to be performed as of March 1,@20fate of the Ibbotson acquisition). In additiadjustments to the purchase price alloce
will be made upon settlement of the working capitabther post-closing adjustments.

For purposes of the unaudited pro forma condensesiotidated balance sheet, the $86.4 million pusehmice has been allocated to the
assets recorded by Ibbotson as of December 31, P@886d on estimated fair values. In addition egtenated fair values at December 31,
2005 have been adjusted to reflect distributionbl@tson shareholders and expenses directly tetatthe acquisition incurred by Ibbotson,
which were recorded subsequent to December 31,.2005

The following table presents the adjustments tdlthetson assets acquired and liabilities assuraedt Becember 31, 2005. The excess o
purchase price over the values assigned to idebl&iintangible and net tangible assets is allacteyoodwill.

($000)
Purchase price $86,371
Ibbotson net assets as of December 31, ! $ 724
Income tax receivable arising from stock optionsocedlation paymer 11,652
Intangible asset 55,99(
Distributions to Ibbotson shareholders made sulesgicio December 31, 20t (2,05¢)
Acquisitior-related costs recorded by Ibbotson subsequentderbeer 31, 200 (4,889
Other current liabilitie (1,272
Other nor-current liabilities (761)
Deferred tax liability related to intangible assatsjuired (22,253
Total net assets acquired and liabilities assurseaf ®ecember 31, 2005 $37,13¢
Goodwill $49,24¢




Income tax receivable

As part of the preliminary purchase price allocatiwe recorded an asset of $11.7 million for tlme tax benefit related to the portion of
the purchase price which paid for the cancellatibibbotson’s employee stock options. This amouititreduce the amount we anticipate
paying for income taxes in 2006.

Intangible assets other than goodwill

The preliminary purchase price allocation includeguired intangible assets that consist primafilpustomerrelated assets, trade names,

technology-based assets. The estimated usefulftiveébese assets range from three to 25 yearsfdlloging table shows the components of
these intangible assets and their weighted averstimated useful lives at March 1, 2006.

Weighted Average

Useful Life

($000) (in years)

Customer-related assets $ 32,30( 10
Trade name 19,77(C 10
Technolog-based asse 2,88C 5
Other intangibles 1,04C 9
Total intangible assets $ 55,99( 10

Had the acquisition occurred on January 1, 20@5atinual amount of amortization expense relatéldet@bove intangible assets would have
been $5.9 million.

Because the amortization expense for these intEnggsets is not deductible for U.S. income taypses, we recorded a deferred tax liab
of $22.3 million based on these preliminary values.

Goodwill

The goodwill resulting from the Ibbotson acquigitis not deductible for income tax purposes. Statérof Financial Accounting Standards
(SFAS) No. 109Income Taxes, prohibits recognition of a deferred tax asseiatnility for goodwill temporary differences if gowill is not
amortizable and deductible for tax purposes. Thadgdll will be tested at least annually for impagnt in accordance with SFAS No. 142,
Goodwill and Other Intangible Assets .




4. Pro Forma Adjustments
Adjustments included in the column under the hegifro Forma Adjustments” relate to the following:
Unaudited Pro Forma Condensed Consolidated Balance Sheet

a. To eliminate Ibbotson’s historical equity andeoord the pro forma purchase price allocatiodyuiting liabilities for distributions to
Ibbotson’s shareholders and acquisition-relatetsaesorded by Ibbotson subsequent to Decembe&0REB, as described in Note 4b.
below. (See Note 3)

b. To reflect the following cash-related paymerttstautable to the Ibbotson acquisition:

*  Cash paid by Morningstar of $86.4 million. The casiid includes the acquisition price including atjnents for working capital
and other items contemplated in the Stock PurchAgseement dated as of December 9, 2005 and casteréd related to the
acquisition.

»  Distributions of $2.1 million paid by Ibbotson ts shareholders.
»  Acquisition-related costs of $4.9 million paid bybbtson subsequent to December 31, 2005.

»  Cash paid by Ibbotson of $1.2 million for bonusesraed as of December 31, 2005. Upon closing oatfwgiisition, Ibbotson made
a cash disbursement to its employees for bonusesextthrough the date of acquisition.

c. As part of the pro forma purchase price allocativa,recorded an asset of $11.7 million for the medax benefit related to the portion
of the purchase price considered payment for theatktion of Ibbotson’s stock options. This amowiit reduce the amount
Morningstar anticipates paying for income taxe2006. (See Note 3 above.) In addition, we rediassihe combined income tax
payable of $1.3 million recorded by Morningstar dlldotson at December against the tax receivable.

d. To reflect the payment of $1.2 million of Ibbotss®mployee bonuses, (see Note 4b. above), and atljies employee-related accruals
related to severance and paid time off.

e. Torecord a non-current liability for lease terntioa expenses expected to be incurred upon vacHibason office space which is
deemed to be in excess of our needs.

—h

To reclassify the current deferred tax asset restbhy Ibbotson against the current deferred téoilitip.




Unaudited Pro Forma Condensed Consolidated Statement of Operations

To eliminate stock-based compensation expense.8frillion recorded by Ibbotson based on the reg@mynand measurement
principles of APB Opinion No. 2%ccounting for Sock Issued to Employees, and related interpretations. In conjunction viita
acquisition, a portion of the purchase price paé for the cancellation of Ibbotson’s employee lstmutions.

g.

h. To record stock based compensation expense retamtestimated value of stock options assumee @ranted to Ibbotson employees.
The stock based compensation expense of $0.2 madksumes that the award was made in May 2005istemswith the timing of
Morningstar’'s annual equity grant and vests oviaua year period. In 2005, Morningstar recordedtktbased compensation expense
based on the recognition and measurement prinaiI8&AS No. 123Accounting for Stock Based Compensation .

To reflect amortization expense of intangible asaequired for the year ended December 31, 20@&. Kiote 3 above.)

To reflect a reduction of Morningstar’s interestdome, assuming that the acquisition price had pa@hon January 1, 2005, which
would have reduced cash available for investmerihguhe year.

k.  Adjustment to apply Morningstar’'s U.S. income taterto the pro forma adjustments and to Ibbotsorcome before income taxes. P
to the acquisition, Ibbotson was an S-Corporat@mrf.S. Federal income tax purposes.

. To adjust Morningstar's weighted average commomeshautstanding for computing diluted income persho reflect the assumed
impact, using the treasury stock method, of thekstptions assumed to have been granted to Ibbets@ioyees. The calculation
assumes that the stock options were awarded in2@@§, consistent with the timing of Morningstarfsaal equity grant. (See Note 4h.

above)




