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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 8-K

CURRENT REPORT

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

Date of Report (Date of earliest event reportdday 17, 2005

MORNINGSTAR, INC.

(Exact name of registrant as specified in its arart

lllinois 00(¢-51280
(State or other jurisdiction (Commission
of incorporation’ File Number)

225 West Wacker Drive
Chicago, lllinois
(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)

36-329790¢
(I.LR.S. Employer
Identification No.)

60606
(Zip Code)

Check the appropriate box below if the Form 8-lis intended to simultaneously satisfy the §liobligation of the registrant under any of

the following provisions:

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

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

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

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




Item 2.02. Results of Operations and Fimaial Condition.*

On May 17, 2005, Morningstar, Inc. issued a prefsase announcing its financial results for the fjuarter ended March 31, 2005.
A copy of the press release is attached heretxa®iE99.1.

Item 9.01. Financial Statements and Exhis.
(c) Exhibits:
Exhibit No. Description
99.1* Press Release dated May 17, 2(

*  The information furnished under Item 2.02 of thigr@nt Report on Form B; including Exhibit 99.1, is being furnished artth# not be
deemed to be “filed” for the purposes of SectiorolLthe Securities Exchange Act of 1934, as amefihed'Exchange Act”), or
incorporated by reference in any filing under tleeBities Act of 1933, as amended, or the Exch#meexcept as shall be expressly set
forth by specific reference in such a filing.




SIGNATURES

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

MORNINGSTAR, INC.
Date: May 17, 2005 By: /s/ Martha Dustin Boudc

Name: Martha Dustin Boudo
Title:  Chief Financial Officer and Secrete




EXHIBIT INDEX

Exhibit No. Description

99.1* Press Release dated May 17, 2(

*  The information furnished under Item 2.02 of thigr@nt Report on Form B; including Exhibit 99.1, is being furnished artth# not be
deemed to be “filed” for the purposes of Sectiorolléhe Securities Exchange Act of 1934, as amefihed'Exchange Act”), or
incorporated by reference in any filing under tieeBities Act of 1933, as amended, or the Exch#@mjeexcept as shall be expressly set
forth by specific reference in such a filing.
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Exhibit 99.1
MORNINGSTAR
225 West Wacker Driv Telephone +1 312 69-6000
Chicago Facsimile: +1 312 69-6009

Illinois 60606
Media Contact:

Margaret Kirch Cohen 312-696-6383 margaret.cohen@imgstar.com
Investors may submit questions to investors@mostargcom or by fax to 312-696-6009.

FOR IMMEDIATE RELEASE
Morningstar, Inc. Reports First Quarter 2005 Finandal Results

CHICAGO, May 17, 2005— Morningstar, Inc. (Nasdag: MORN), a leading pdev of independent investment research, today amrex

its first quarter 2005 financial results. The compaeported consolidated revenue of $53.2 milliothie first quarter of 2005, a 29% increase
from revenue of $41.1 million in the first quart#r2004. Net income was $4.0 million in the firsiagter of 2005, or 9 cents per diluted share,
compared with $4.5 million, or 9 cents per dilugrre, in the first quarter of 2004. Net incomereased but diluted income per share
remained the same because of accounting rulegddiathe treatment of stock-based compensatioal@ulating diluted income per share.

“We're off to a good start in 2005. Our revenuevgitoreflects strong demand in each of our threéness segments — Individual, Advisor,

and Institutional — with significant contributiofi®m our independent equity research and Mornimgstsdvisor Workstatior®™ ,” said Joe
Mansueto, chairman and chief executive officer.¢lEging stock-based compensation expense, our tipgiacome increased 35% in the
first quarter of 2005.”

Mansueto added, “In evaluating our income this tprait’'s helpful to have a brief explanation ofr@tiock-option accounting. We use the
liability method of accounting for a portion of ostiock option expense, which requires us to ‘marnarket’ the value of our stock options.
An increase in the value of our common stock led sharp increase in stock-based compensation sxpemler this method for the quarter.
The $1.00 increase in the fair value per sharaiotommon stock to $18.50 as of March 31, 2005nf#17.50 as of Dec. 31, 2004, resulted
in $2.8 million of stock-based compensation expemster the liability method in the quarter. BecaoseMay 2005 initial public offering
price per share and our March 31, 2005 value pemesdre the same, we won’t record additional ex@ensler this method in connection with
our IPO. This method of expensing stock optionsoiw behind us.”
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Our Key Business Drivers

Consolidated RevenueRevenue in the Individual segment was $15.5 omilln the first quarter of 2005, a 48% increasenf®10.5 million
in the first quarter of 2004. Revenue in the Advisegment was $16.5 million in the first quarteR@05, a 20% increase compared with
$13.7 million in the same period in 2004. Revenuthe Institutional segment was $22.3 million ie thist quarter of 2005, a 21% increase
from $18.5 million in the first quarter of 2004.

Revenue from international operations increased sillion, or 17%, to $7.0 million in the first grtar of 2005, compared with $6.0 million
in the first quarter of 2004. Foreign currency #lations contributed $0.3 million; excluding thepatt of foreign currency translations,
international revenue increased approximately 12¥%eé first quarter of 2005, compared with thetfipsarter of 2004.

“Results from our International operations wergtglly below expectations, but we continue to bali@vour long-term prospects and
opportunities for growth outside the United Stdtéansueto added.

In January 2005, Morningstar acquired Variable AtynResearch and Data Service (VARDS) from Fin€oeporation for $8.2 million in
cash. The acquisition contributed revenue of $0llfom in the first quarter of 2005. Excluding timapact of foreign currency translations and
the VARDS acquisition, consolidated revenue incedagpproximately 27% in the first quarter of 20€&mpared with the first quarter of
2004.

Morningstar has revised its estimate of 2005 walkevenue from $129.5 million to $124.9 millionh& company defines walk-in revenue as
revenue it expects to recognize from licenses bsaiptions in place at the beginning of each yahsent cancellations. Cancellations during
the first quarter, the impact of currency transiasi, and other routine adjustments further redtiiedvalk-in revenue by $2.4 million, or
approximately 2%, to $122.5 million. During thesfiquarter of 2005, the company closed renewaldeamahht in new business that will
contribute an estimated $36.4 million to 2005 rexerabsent cancellations. Morningstar estimata<20@b walk-in revenue plus the fylear
impact of new and renewal business closed duriaditst quarter, absent additional cancellationfi,tatal $158.9 million.

Consolidated Operating Incom@onsolidated operating income in the first quanfe2005 was $6.9 million, a 4% increase comparet wi
$6.6 million in the same period a year ago. Exelgditock-based compensation expense, operatingimeas $11.8 million, an increase of
$3.1 million, or 35%, in the first quarter of 20@@mpared with $8.7 million in the first quarter2i04. Operating
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income before stock-based compensation expensaéaaure that is not calculated in accordance Wigh generally accepted accounting
principles (GAAP). A reconciliation to operatingcome is included in the accompanying financialgabl

Morningstar’s first quarter 2005 operating experiseseased $11.8 million, or 34%, compared withgher year, including $5.7 million of
additional compensation-related expense that itefliegalaries, benefits, sales commissions, andsbexpense, and a $2.8 million increase in
stock-based compensation expense. The companyppaoxémately 1,000 employees worldwide as of M&8&h2005, compared with
approximately 870 as of March 31, 2004. The hidteadcount includes additional technical staff famrMngstar's development center in
China, equity analysts in its U.S. operations, atineér marketing, product sales, and product suggmxitions.

The company’s operating margin was 12.9% in tre €uarter of 2005, compared with 16.1% in thd fitsarter of 2004. The reduction in
operating margin primarily reflects an increasstwckbased compensation expense as a percentage ofiees@mpared with the first quar
of 2004. Excluding stock-based compensation expghsecompany’s operating margin was 22.1% in ifs¢ duarter of 2005, compared with
21.2% in the first quarter of 2004. Operating matdggfore stock-based compensation expense is &A#R measure that is reconciled to
operating margin in the accompanying financialgabl

General and administrative expense increased $flidrmor 51%, to $13.1 million in the first quartof 2005 from $8.7 million in the first
quarter of 2004. This increase was primarily dribgrincreases in stock-based compensation expetis, compensation-related expenses,
and professional fees.

Consolidated Free Cash Flowvorningstar reported negative free cash flowggraximately $3.2 million in the first quarter 0d@5,
reflecting cash used for operating activities o28aillion and capital expenditures of $1.0 millidfree cash flow decreased by approxims
$4.9 million from a positive free cash flow of $Inidllion in the first quarter of 2004. The decreastiects a $5.4 million decline in cash
provided by operating activities, which was palyiaiffset by a $0.5 million reduction in capitalpenditures. Free cash flow is a non-GAAP
measure that is reconciled to cash provided bysed dior operating activities in the accompanyimguicial tables. Morningstar defines free
cash flow as cash provided by or used for operataiiyities less capital expenditures.
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The decline in cash provided by operating actisitiethe first quarter of 2005 compared with thesgeriod in 2004 was primarily due to an
increase in the annual bonus payment made durexguhrter. In the first quarter of 2005, Mornirggtaid annual bonuses of approximately
$18.0 million, compared with bonus payments of agjpnately $11.0 million in the first quarter of 200The higher bonuses were the result
of strong 2004 operating performance and a spboialis paid to Morningstar’s analyst team in corinaaith the ramp-up of its
independent equity research business. In additiahge first quarter of 2005 the company made inedax payments of $3.7 million. In the
first quarter of 2004, the company did not make sigpificant income tax payments because of thepetating loss carryforwards available
from prior years.

As of March 31, 2005, Morningstar had cash, caslivatéents, and investments of $84.1 million, congglwith $95.5 million as of Dec. 31,
2004, and $70.9 million as of March 31, 2004.

Our Business Segment Performance

Individual Investor Segmerithe largest product in this segment is paid Prentnembership service for Morningstar.c8mthe company’s
Web site for investors. This segment also includdependent equity research on more than 1,500 aoi@p and several print and online
publications focusing on stocks and mutual funds.

* Revenue was $15.5 million in the first quarter 002, a 48% increase from $10.5 million in the fgatrter of 2004.
*  Operating income was $4.0 million in the first geanof 2005, a 260% increase from $1.1 millionhie first quarter of 2004.
e  Operating margin was 25.8% in the first quarte2@®5, compared with 10.6% in the first quarter @92

*  Subscriptions for Morningstar.com Premium membersiervice increased to 138,364 as of March 31, 28@%pared with 124,2¢
as of March 31, 2004.
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Advisor SegmentThe largest products in this segment are Mornimgstlvisor Workstation, a Web-based investment plagisystem, and
Principia® , a CD-ROM-based investment research product. §édsnent also includes Morningstar Managed Porgé&fib, an asset
management service consisting of portfolios of rabtunds offered exclusively through financial asbris.

* Revenue was $16.5 million in the first quarter 802, a 20% increase from $13.7 million in the s@®eod in 2004.

*  Operating income was $4.0 million in the first geanof 2005, an increase of 19% compared with $8ldon in the first quarter of
2004.

e  Operating margin was 24.4% in the first quarte2@®5, compared with 24.6% in the first quarter @92

¢  Assets under management in the Morningstar ManBgetfiolios service totaled $1.0 billion as of Ma®h, 2005, compared with
$586.4 million as of March 31, 2004.

*  Advisor Workstation licenses increased to 89,55@fadarch 31, 2005, compared with 60,825 as of M&t, 2004. Principia
subscriptions declined to 48,366 as of March 3052@ompared with 49,492 as of March 31, 2004.

Institutional Segmenftfhe key products and services in the Institutitnaiiness segment are Morningstar Difd¢t a set of Web-based
research tools that provide access to Morningspaoprietary statistics; Licensed D&t4, a set of investment data spanning eight core
databases, available as an electronic data feeelstiment Consulting, which helps clients createraathtain investment portfolios; and

Morningstar® Retirement ManagetV, a suite of services for retirement plan partiniga

*  Revenue was $22.3 million in the first quarter 002, a 21% increase from $18.5 million in the fggtrter of 2004.
*  Operating income was $5.0 million in the first geanof 2005, an increase of 31% from $3.8 millinrthe same period in 2004.
e  Operating margin was 22.3% in the first quarte2@®5, compared with 20.5% in the first quarter @92

*  Morningstar Direct had 797 licenses as of MarchZ8D5, compared with 775 as of Dec. 31, 2004. Maystiar will begin reporting
year-over-year comparisons for Morningstar Direbhew it announces second quarter 2005 results.

*  Assets under management for managed retirementiaiscoffered through Morningstar Retirement Managere $151.1 million a
of March 31, 2005, compared with $38.2 million &8/4arch 31, 2004.

* Exchange-traded funds that are based on the Ma@t@inthdexes and offered by a third party had adeédling approximately $356
million as of March 31, 2005.

Corporate Items and EliminatiorSorporate Items and Eliminations include stock-Hasmmpensation expense, capitalized internal ptoduc
development costs and related amortization, andtaration related to intangible assets. In thet fipgarter of 2005,

50f 13




Corporate Items and Eliminations reduced the coryipaperating income by $6.1 million, compared w§th6 million in the first quarter of
2004. The increase of $4.5 million is primarily doghe $2.8 million increase in stock-based corsptan expense, a $0.9 million reduction
in capitalized internal product development cosig] a $0.7 million increase in depreciation andréimagion. The latter increase mainly
reflects Morningstar’s current estimate of amoti@aexpense associated with intangible assetstirggfrom the VARDS acquisition.

About Morningstar, Inc.

Morningstar, Inc. is a leading provider of indepentinvestment research in the United States anthjor international markets. The
company offers an extensive line of Internet, saftey and print-based products and services fovihails, financial advisors, and
institutions. As of Dec. 31, 2004, Morningstaryided data on more than 125,000 investment offstingcluding stocks, mutual funds, and
similar vehicles. The company has operations indifntries.

Safe Harbor Statement under the Private Securitiekitigation Reform Act of 1995

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

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

Other factors that could materially affect actudults, levels of activity, performance or achiegats can be found in Morningstar’s filings
with the Securities and Exchange Commission, irnofydlorningstar’s Prospectus filed on May 4, 20@%ny of these risks or uncertainties
materialize, or if our underlying assumptions prév®e incorrect, actual results may vary signifibafrom what we projected. Any forward-
looking statement you read in this press releaecte our current views with respect to futurer@geand is subject to these and other risks,
uncertainties, and assumptions relating to ouraijmrs, results of operations, growth strategy, lapddity. We assume no obligation to
publicly update or revise these forward-lookingestaents for any reason, whether as a result ofinfarmation, future events, or otherwise.

Non-GAAP Financial Measures
To supplement Morningstar’s consolidated finanstatements presented in accordance with GAAP, Mgetar uses the following measures
defined as non-GAAP by the Securities and Exch&@wamission: free cash flow, operating income be&iock-based compensation

expense, and operating margin before stock-basap&asation expense.

Morningstar presents free cash flow solely as sapphtal disclosure to help its investors betterewstdnd how much cash is available after
Morningstar spends money to operate its business.
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Morningstar uses free cash flow to evaluate théopmance of its business. Free cash flow shoutdbaaonsidered an alternative to any
measure of performance as promulgated under GA&¢h(as cash provided by (used for) operating, imgsand financing activities), nor
should this data be considered an indicator of hgstar's overall financial performance or liquidiAlso, the free cash flow definition used
by Morningstar may not be comparable to similaithed measures reported by other companies. Foe information on free cash flow,
please see the reconciliation from cash providedp®rating activities to free cash flow includedhr accompanying financial tables.

Morningstar presents operating income before stimded compensation expense and operating margirelsbck-based compensation
expense solely as supplemental disclosure to telpvestors better understand the performancts dlisiness, to enhance comparison of
Morningstar’s performance from period to periodd ém allow better comparison of Morningstar’s penfiance with that of its competitors.
Morningstar expects stock-based compensation eggertse a recurring cost. Morningstar uses opeayaticome before stock-based
compensation expense and operating margin befock-based compensation expense to evaluate thermerfice of its business. Operating
income before stock-based compensation expensepatedting margin before stock-based compensatiparese should not be considered
alternatives to any measure of performance as ggated under GAAP (such as operating income oraipgy margin), nor should this data
be considered an indicator of Morningstar’'s ovefiatincial performance or liquidity. Also, the calations of operating income before stock-
based compensation expense and operating margiretstbck-based compensation expense used by Mgtammay not be comparable to
similarly titled measures reported by other comesni-or more information on operating income besboek-based compensation expense
and operating margin before stock-based compemsetipense, please see the reconciliations fromatipgrincome to operating income
before stock-based compensation expense and frematiqg margin to operating margin before stockedasompensation expense included
in the accompanying financial tables.
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Morningstar, Inc. and Subsidiaries
Consolidated Statements of Operations

Three months ended March 31

(in thousands, except per share amounts) 200t 2004 % change
Revenue $ 53,20 $ 41,127 29.4%
Operating expense (1
Cost of goods sol 15,91: 12,26¢ 29.7%
Developmen 5,14¢ 3,361 53.2%
Sales and marketir 9,78t 8,36¢ 17.(%
General and administrati\ 13,08¢ 8,68¢ 50.€%
Depreciation and amortizatic 2,39¢ 1,811 32.2%
Total operating expen: 46,32¢ 34,49 34.%%
Operating incom: 6,87¢ 6,63¢ 3.6%
Operating margin 12.9% 16.1%
Non-operating income (expens:
Interest income, ne 44¢ 224 100.4%
Other income, ne 26C 38 584..%
Non-operating income, n¢ 70¢ 262 170.6%
Income before income taxes and equity in net income
of unconsolidated entitie 7,581 6,89¢ 10.(%
Income tax expens 4,06( 2,67¢ 51.8%
Equity in net income of unconsolidated entit 48C 282 70.2%
Net income (loss $ 4,007 $ 4,50¢ (11.0)%
Income per shart
Basic $ 0.1C $ 0.1z
Diluted (2) $ 0.0¢ $ 0.0¢
Weighted average common shares outstani
Basic 38,44¢ 38,39t
Diluted (2) 42,94 41,54¢
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Morningstar, Inc. and Subsidiaries
Notes to Consolidated Statements of Operations

(1) Includes stock-based compensation expense of:

Three months ended March 31

($000) 200& 2004 % change
Cost of goods sol $ 664 $ 25¢ 157.%%
Developmen 27¢ 147 87.1%
Sales and marketir 32t 15€ 108.2%
General and administrati\ 3,628 1,522 138.(%

Total stocl-based compensation expel $ 4,881 $ 2,08t 134.6%

(2) For purposes of determining diluted income perehae adjust the recorded net income for the shaded compensation expense
(income) related to stock options recorded undetittbility method to reflect the effect based eswmed share settlement (the equity
method), if the impact of this calculation is mdikitive. Diluted income per share also includes dlssumed impact, using the treasury
stock method, of converting stock options with aareise price below the average fair value of mmmmon stock.

Three months ended March 31

(in thousands, except per share amounts) 200¢ 2004
Net income $ 4,001 $ 4,50¢
Deduct stoc-based compensation income under the liability nebthet of ta> — (424
Deduct stoc-based compensation expense under the equity mathbdf tax — (172)
Net income, as adjusted for computing diluted inequrar shar $ 4,000 $ 3,91(
Weighted average common shares outstan 38,44¢ 38,39¢
Net effect of dilutive stock options based on tleasury stock methc 4,49¢ 3,151
Weighted average common shares outstanding agedljies computing diluted income per

share 42,94« 41 ,54¢
Diluted income per shal $ 0.0¢ $ 0.0¢
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Morningstar, Inc. and Subsidiaries
Consolidated Balance Sheets

March 31, December 31
($000) 200t 2004
Assets
Current asset:
Cash and cash equivalel 46,60¢ 59,49:
Investments 37,46! 35,97(
Accounts receivable, n 41,24( 33,66¢
Deferred tax asset, n 2,157 2,37
Other 4,201 4,25(
Total current asse 131,66° 135,75«
Property and equipment, r 16,52 17,52
Investments in unconsolidated entit 15,09 14,70
Goodwill 14,38 14,40¢
Intangible assets, n 10,58¢ 1,57z
Deferred tax asset, n 28,19¢ 27,10¢
Other asset 2,472 2,29¢
Total asset 218,91¢ 213,36:
Liabilities and shareholders’ equity
Current liabilities:
Accounts payable and accrued liabilit 12,21¢ 12,08¢
Accrued compensatic 10,09: 20,20¢
Income tax payabl 4,83( 3,76:
Deferred revenu 72,28¢ 63,36:
Accrued stoc-based compensatic 16,84: 15,87
Long-term debt current portior 7 18
Other 3,10¢ 3,54
Total current liabilities 119,38t¢ 118,85:
Accrued compensatic 1,05z 3,567
Accrued stoc-based compensatic 25,71 23,94
Other lon¢-term liabilities 2,42¢ 2,61¢
Total liabilities 148,57¢ 148,98
Total shareholde’ equity 70,34 64,38
Total liabilities and sharehold¢ equity 218,91t 213,36.
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Morningstar, Inc. and Subsidiaries
Consolidated Statements of Cash Flows

Three months ended March 31

($000) 200t 2004
Operating activities
Net income (loss $ 4,007 $ 4,50¢
Adjustments to reconcile net income (loss) to reshcflows from operating activitie
Depreciation and amortizatic 2,39¢ 1,811
Deferred income tax expense (bene (859 2,681
Stocl-based compensatic 4,88 2,08:
Provision for (recovery of) bad de 60 13
Equity in net income of unconsolidated enti (480 (282)
Foreign exchange ga (299 —
Other, ne 13¢ (76)
Changes in operating assets and liabilities, neffetts of acquisitions
Accounts receivabl (7,15)) (1,359
Other asset (160 (157)
Accounts payable and accrued liabilit (667) (1,929
Accrued compensatic (12,82) (7,69)
Income taxes payab 1,067 —
Deferred revenu 7,20: 3,19t
Accrued stoc-based compensatic (38) —
Other liabilities 471 39¢
Cash provided by (used for) operating activi (2,247) 3,167
Investing activities
Purchases of investmer (5,55¢) (16,089
Proceeds from sale of investme 4,01¢ 9,66¢€
Capital expenditure (1,021 (1,46%)
Acquisitions, net of cash acquir (8,157 (210
Other, ne 93 (39)
Cash used for investing activiti (10,62¢) (8,139)
Financing activities
Payments of lor-term debt and capital lease obligatit (11) (6,525)
Proceeds from sale of common st 66 —
Cash provided by (used for) financing activit 55 (6,525)
Effect of exchange rate changes on cash and casvasmnts (67 174
Net decrease in cash and cash equiva (12,88Y) (11,66Y)
Cash and cash equivaler Beginning of periot 59,49¢ 53,50¢
Cash and cash equivaler End of perioc $ 46,60¢ $ 41,84«
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Morningstar, Inc. and Subsidiaries
Segment Information

Three months ended March 31

($000) 200t 200¢ % change

Revenue
Individual 15,50¢ $ 10,46! 48.2%
Advisor 16,49: 13,727 20.1%
Institutional 22,30¢ 18,45: 20.%
Eliminations (1,100 (1,519 (27.2%
Consolidated revent 53,20¢ $ 41,12] 29.2%
Revenue- U.S. 46,23. % 35,16: 31.5%
Revenue- nor-U.S. 6,97: $ 5,96¢ 16.€%

Operating income (loss;
Individual 4,007 $ 1,112 260.2%
Advisor 4,01¢ 3,37i 18.%
Institutional 4,97t 3,791 31.2%
Corporate items and eliminatio (6,120) (1,644 272.%%
Consolidated operating incor 6,87¢ $ 6,63¢ 3.6%
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Morningstar, Inc. and Subsidiaries
Reconciliations of Non-GAAP Measures to the NeareStomparable GAAP Measures

Reconciliation from operating income to operatingame before stock-based compensation expense:

Three months ended March 31

($000) 200¢ 2004 % change

Operating incom $ 6,87¢ $ 6,63¢€ 3.6%
Add back: stoc-based compensation expel 4,88 2,08: 134.6%
Operating income before st-based compensation expel $ 11,76¢ $ 8,71¢ 34.$%

Reconciliation from operating margin to operatingrgin before stock-based compensation expense:

Three months ended March 31

(% of revenue) 200% 2004

Operating margil 12.€% 16.1%
Add back: stoc-based compensation expel 9.2% 5.1%
Operating margin before stc-based compensation expel 22.1% 21.204

Reconciliation from cash provided by (used for) rapieg activities to free cash flow:

Three months ended March 31

($000) 200¢ 200~

Cash provided by (used for) operating activi $ (2,247 $ 3,167

Less: Capital expenditur (1,02)) (1,46¢)

Free cash flov $ (3,269 $ 1,69¢
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