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

Three Months Ended March 31

(in thousands except per share amounts) 200¢€ 200t
Revenue $ 70,06( $ 53,20«
Operating expense (1
Cost of goods sol 18,67: 15,91:
Developmen 6,091 5,14¢
Sales and marketir 11,66( 9,78t
General and administratiy 12,03: 13,08
Depreciation and amortization 2,40¢ 2,39¢
Total operating expense 50,86: 46,32¢
Operating incom: 19,19¢ 6,87¢
Non-operating income
Interest income, ne 1,05¢ 44¢
Other income (expense), net (12€) 26C
Non-operating income, net 93< 70¢
Income before income taxes, equity in net incomenaonsolidated entities, and cumulative effec
accounting chang 20,13 7,587
Income tax expens 7,59¢ 4,06(
Equity in net income of unconsolidated entities 647 48C
Income before cumulative effect of accounting chee 13,18( 4,007
Cumulative effect of accounting change, net of medax expense of $171 25¢ —
Net income $ 13,43¢ $ 4,007
Basic income per sha
Income before cumulative effect of accounting cle $ 03z $ 0.1C
Cumulative effect of accounting change — —
Net income $ 03¢ $ 0.1C
Diluted income per shal
Income before cumulative effect of accounting cle $ 0.2¢ $ 0.0¢
Cumulative effect of accounting change 0.01 —
Net income $ 0.2¢ $ 0.0¢
Weighted average shares outstand
Basic 40,35¢ 38,44¢
Diluted 46,424 42,94¢
Three Months Ended March 31
200¢€ 200t
(2) Includes stoc-based compensation expense
Cost of goods sol $ 27z $ 664
Developmen 114 27¢
Sales and marketir 12¢ 32t
General and administrative 1,427 3,628
Total stock-based compensation expense $ 193 $ 4,88

See notes to unaudited condensed consolidatecfalatatements.




Morningstar, Inc. and Subsidiaries

Unaudited Condensed Consolidated Balance Sheets

March 31 December 3:
(in thousands except share amounts) 200¢€ 200t
Assets
Current asset:
Cash and cash equivalel 48,39( $ 92,367
Investment: 34,51¢ 60,82
Accounts receivable, less allowance of $435 and@ $rlspectively 54,90¢ 47,53(
Income tax receivable, n 6,72 —
Other 6,37¢ 5,49¢
Total current assets 150,91: 206,21!
Property, equipment, and capitalized softwarepfieccumulated depreciation of $42,553 and
$40,687, respectivel 17,48: 17,35¢
Investments in unconsolidated entit 16,63: 16,35t
Goodwill 65,80¢ 17,50(
Intangible assets, n 62,96 7,251
Deferred tax asset, n 7,932 29,72¢
Other assets 2,12¢ 1,90¢
Total assets 323,84¢ $ 296,31:
Liabilities and shareholders equity
Current liabilities:
Accounts payable and accrued liabilit 15,59: $ 13,66¢
Accrued compensatic 16,60¢ 26,46:
Income tax payabl — 1,25¢
Deferred revenu 87,491 71,15¢
Deferred tax liability, ne 84C 83:
Other 2,517 2,467
Total current liabilities 123,05! 115,84:
Accrued compensatic 1,37¢ 4,45¢
Other long-term liabilities 3,38¢ 2,29¢
Total liabilities 127,81 122,59
Shareholder equity:
Common stock, no par value, 200,000,000 share®ardil, of which 40,683,841 and 40,284,513
shares were outstanding as of March 31, 2006 acdrbieer 31, 2005, respective 4 4
Treasury stock at cost, 233,334 shares at MarcB@15 and December 31, 20 (3,280 (3,280
Additional paic-in capital 235,38 226,59:
Accumulated defici (37,169 (50,60¢)
Accumulated other comprehensive incol
Currency translation adjustme 1,20¢ 1,13(C
Unrealized losses on available for sale securities (119 (125
Total accumulated other comprehensive income 1,09¢ 1,00¢
Total shareholders’ equity 196,03: 173,71
Total liabilities and shareholders’ equity 323,84¢ $ 296,31:

See notes to unaudited condensed consolidateccfalatatements.




Morningstar, Inc. and Subsidiaries

Unaudited Condensed Consolidated Statement of Shdrelders’ Equity and Comprehensive Income

For the Three Months Ended March 31, 2006

Accumulated

Common Stock Additional Other Total
Shares Par Treasury Paid-in Accumulated Comprehensive Shareholder¢
(in thousands, except share amount: Outstanding Value Stock Capital Deficit Income Equity
Balance, December 31, 20C 40,284,51 $ 4 $ (3280 $ 226,590 $ (50,60¢) $ 1,008  $ 173,71«
Comprehensive incom
Net income — — — 13,43¢ — 13,43¢
Unrealized gain on investments, net of income
tax benefil — — — — 11 11
Foreign currency translation adjustment — — — — 78 78
Total comprehensive income — — — 13,43¢ 8¢ 13,52¢
Issuance of common stock related to stock optiol
exercises, ne 399,32¢ — — 4,597 — — 4,597
Stocl-based compensatic — — 1,93¢ — — 1,93¢
Cumulative effect of accounting char (430) (430)
Tax benefit derived from stock option exercises — — 2,68¢ — — 2,68¢
Balance, March 31, 2006 40,683,84 % 4 3 (3280 $ 23538 $ (37,169 $ 109 $ 196,03:

See notes to unaudited condensed consolidatec:falatatements.




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

Three Months Ended March 31

(in thousands) 200¢€ 200t
Operating activities
Net income $ 13,43¢ $ 4,007
Adjustments to reconcile net income to net casiglfrom operating activities
Cumulative effect of accounting change, net of (259) —
Depreciation and amortizatic 2,40¢ 2,39¢
Deferred income tax bene (565) (859)
Stocl-based compensation expel 1,93¢ 4,88
Provision for bad det 18 60
Equity in net income of unconsolidated entit (647) (480)
Foreign exchange (gain) lo 18t (299)
Excess tax benefits from stock option exerc (2,689 —
Other, ne (10€) 13¢
Changes in operating assets and liabilities, neffetts of acquisitions
Accounts receivabl (88€) (7,157
Other asset 1,15C (160
Accounts payable and accrued liabilit (2,419 (667)
Accrued compensatic (24,190 (12,827
Income taxes payab 6,261 1,067
Deferred revenu 5,82t 7,208
Accrued stoc-based compensatic — (38)
Other liabilities 454 471
Cash provided by (used for) operating activities 9,917 (2,247
Investing activities
Purchases of investmer (26,050) (7,695
Proceeds from sale of investme 52,371 10,81t
Capital expenditure (859) (2,027
Acquisitions, net of cash acquir (86,274 (8,157
Other, net (300 93
Cash used for investing activities (61,10¢) (5,96%)
Financing activities
Payments of lor-term debt and capital lease obligatit — (11)
Proceeds from stock options exerci 4,59/ 66
Excess tax benefits from stock option exercises 2,68¢ —
Cash provided by financing activities 7,28: 55
Effect of exchange rate changes on cash (77) (67)
Net decrease in cash and cash equivalents (43,97)) (8,229
Cash and cash equivalents — beginning of period 92,367 35,90%
Cash and cash equivalents — end of period $ 48,39( $ 27,68:
Supplemental disclosure of cash flow information
Cash paid for taxe $ 1,88t $ 3,73(
Supplemental information of nor-cash investing and financing activities
Unrealized gain (loss) on available for sale inwesits $ 19 $ (56)

See notes to unaudited condensed consolidateccfalatatements.




MORNINGSTAR, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

1. Basis of Presentation of Interim Financial Infomation

The accompanying unaudited condensed consolidetaddial statements of Morningstar, Inc. and subsies (Morningstar, we, our, the
Company) included herein have been prepared tooonto the rules and regulations of the Securdiegs Exchange Commission (SEC). The
preparation of financial statements in conformiiyjtwaccounting principles generally accepted inlnéted States requires management to
make estimates and assumptions that affect thetegpamount of assets, liabilities, revenue, amueases. Actual results could differ from
those estimates. In the opinion of managementtidtements reflect all adjustments, which aredranal recurring nature, necessary to
present fairly our financial position, results gfepations, stockholders’ equity, and cash flowssehfinancial statements and notes should be
read in conjunction with our Consolidated Finan8tdtements and Notes thereto as of December 85,i86luded in the Company’s Annual
Report on Form 10-K filed with the SEC on March 2606.

In the first quarter of 2006, we changed our sedmegporting by allocating stock-based compensatiqense to each of our three business
segments; before 2006, stock-based compensati@nspvas recorded as a corporate item. This clnge management a more complete
picture of the profitability of each business segtradter fully allocating stock-based compensatgpense. The 2005 financial results for
each segment have been reclassified to reflecthainge.

We reclassified our investments in auction-rateigges from cash and cash equivalents to investsnaour Condensed Consolidated
Balance Sheets as of March 31, 2005 and Decemb@084. The amount of auction-rate securities ssifi@d from cash and cash
equivalents to investments as of March 31, 2005emkember 31, 2004 was $18,925,000 and $23,586:88%ctively. We have also made
related adjustments to the Unaudited Condenseddiidated Statements of Cash Flows for the threethsoended March 31, 2005 to reflect
the gross purchases and sales of these secustipgesting activities. The change in classificati@d no effect on the amount of total current
assets, total assets, net income, income per gdrazash flow from operations as previously rephrte

2. Summary of Significant Accounting Policies

Our significant accounting policies are discusseNdte 2 of our Consolidated Financial Statememtkided in our Annual Report on Form
10-K filed with the SEC for the year ended Decengigr2005.

Effective January 1, 2006, we adopted StatemeRtr@ncial Accounting Standards (SFAS) No. 123 (Redi2004)Share-Based Payment
(SFAS No. 123(R)), using the modified prospectiamsition method. Under this method, the provisiohSFAS

No. 123(R) apply to all awards granted after thie @é adoption and to any unrecognized expensaafds unvested at the date of adop
based on the fair value as of the date of graidr Ry this date, we accounted for our stock opptans in accordance with the fair value
provisions of SFAS No. 12%tock-Based CompensatiBFAS No. 123). Under SFAS No. 123, we accountedoideitures of stock options
as they occurred. SFAS No. 123(R) requires usttmate expected forfeitures at the grant date andgnize compensation cost only for
those awards expected to vest. Accordingly, irfilsequarter of 2006, we recorded a cumulativeefbf accounting change, net of tax, of
$259,000 to reverse the impact of stock-based cosgton expense recorded in prior years relateditstanding stock options that we
estimate will not vest. Besides recording this clative effect of accounting change, the adoptio8BAS No. 123(R) did not have a
significant impact on our financial position or uéis of operations because we previously recogrsteck-based compensation expense in
accordance with SFAS No. 123. Prior to our adoptib8FAS 123(R), we presented the tax benefit diuddons arising from the exercise of
stock options as operating cash flows in our UnaddCondensed Consolidated Statements of Cash F&MW#S No. 123(R) requires that we
classify the cash flows resulting from the tax Birbat arises when the tax deductions exceeddnepensation cost recognized for those
options (excess tax benefits) as financing cashsfl@he excess tax benefits were $2,689,000 ifirdtequarter of 2006, and no comparable
amounts were recorded in the first quarter of 2605er to Note 8 of the Notes to our Unaudited Gosetd Consolidated Financial
Statements for more information regarding our aidopdf SFAS No. 123(R) and our accounting for stopkions.

3. Acquisitions, Goodwill, and Other Intangible Assts
Ibbotson Associates, In

In March 2006, we acquired Ibbotson Associates, (llhotson), a privately held firm specializingasset allocation research and service:
$83,000,000 in cash, plus an additional $3,377i0@2ash for working capital and other items, subjegost-closing adjustments. The results
of Ibbotson’s operations have been included in@omdensed Consolidated Financial Statements begjram March 1, 2006. This
acquisition fits several of Morningstar’'s growthadegies and broadens our reach in the areas edtiment consulting, managed retirement
accounts, and institutional and advisor software.




We are in the process of determining the fair vatulbe assigned to certain acquired assets aritities therefore the allocation of the
purchase price is subject to refinement. The falhgvtable summarizes the preliminary allocationhaf purchase price to the estimated fair
values of the assets acquired and liabilities assuaih the date of the acquisition:

($000,
Cash $ 10z
Accounts receivabl 6,62¢
Tax benefit related to sto-option cancellation payme 11,65:
Other current asse 1,53(
Fixed asset 1,067
Other asset 16&
Intangible asset 55,99(
Goodwill 48,30:
Deferred revenue (10,479
Accrued liabilities (5,572)
Deferred tax liability (22,259
Other liabilities (761
Total purchase price $ 86,371

As part of the preliminary Ibbotson purchase peltecation, we recorded an asset of $11,652,00€hvincome tax benefit related to the
payment for the cancellation of Ibbotson’s stockaps. This cash income tax benefit will reduce #mount of cash we pay for income taxes
in 2006. This cash income tax benefit did not inipar income tax expense or net income in the fjustrter of 2006.

The preliminary allocation also includes acquine@ngible assets that consist primarily of custeretated assets, tradenames, and
technology-based assets. The estimated usefulfivélese assets range from three to 25 yearauBedahe amortization expense for these
intangible assets is not deductible for U.S. incaaxepurposes, we recorded a deferred tax liamfit)22,253,000 based on these preliminary
values.

Based on the preliminary purchase price allocatiemrecorded $48,302,000 of goodwill. The goodw# recorded is not deductible for
income tax purposes. SFAS No. 18@counting for Income Taxeprohibits recognition of a deferred tax assetadnility for goodwiill
temporary differences if goodwill is not amortizalsind deductible for tax purposes. The goodwill el tested at least annually for
impairment in accordance with SFAS No. 1&odwill and Other Intangible Assets

Based on plans in place at the time of acquisitismrecorded a liability of $614,000 for severaand $761,000 million for lease termination
costs, net of estimated sub-lease income. We exjpesteverance to be paid by the end of 2006. Weatxo pay the lease termination costs
beginning in March 2008, which is when we plan agate the office space.

The following unaudited proforma information pretsea summary of our consolidated statements ofatipass for the three months ended
March 31, 2006 and 2005 as if we had acquired Havoas of January 1, 2006 and 2005, respectivelsaltulating the proforma information
below, we made an adjustment to eliminate stocledhasmpensation expense previously recorded bytdbhdased on the recognition and
measurement principles of APB Opinion No. 2Bcounting for Stock Issued to Employeand related interpretations. Because our annual
equity grant occurs in May of each year, we didmake an adjustment to include stock-based compiensaxpense related to an estimated
value of stock options assumed to be granted tot$loim employees.

Three Months ended March 31

($000) 200¢ 200¢
Revenue $ 77,45. $ 64,47¢
Operating incom: 19,59¢ 7,331
Income before cumulative effect of accounting clee 13,19: 3,90¢
Net income 13,45 3,90¢
Basic income per shar

Income before cumulative effect of accounting clee $ 0.3 $ 0.1C
Net income $ 0.3t % 0.1C
Diluted income per shar

Income before cumulative effect of accounting clee $ 0.2¢ $ 0.0¢
Net income $ 0.2¢ $ 0.0¢




Variable Annuity Research and Data Service

In January 2005, we acquired Variable Annuity Redeand Data Service (VARDS) from Finetre Corpanatior $8,192,000 in cash,
including costs directly related to the acquisitidhe results of VARDS'’ operations have been inetldh our Condensed Consolidated
Financial Statements beginning in January 2005 bhsiness provides research and data on variabiet@s and is used by many firms that
offer variable annuities.

The following table summarizes the allocation & flurchase price to the estimated fair valueseftisets acquired and liabilities assume
the date of the acquisition.

($000
Accounts receivable $ 63¢
Other asset 57
Intangible asset 6,37(
Goodwill 3,08¢
Liabilities, primarily deferred revenue (1,959
Total purchase price $ 8,192

The acquired intangible assets include $5,700,0@0stomerrelated assets, consisting primarily of acquirestamer contracts; $430,000
technology-based assets, consisting of a datalbalsdesveloped software; and $240,000 related tolsupplationships. Both the acquired
intangible assets and the acquired goodwill areickiale for U.S. income tax purposes.

The following table shows the changes in our gotidwalance from January 1, 2005 to March 31, 2006:

($000,
Balance as of January 1, 2005 $ 14,40¢
Gooduwill acquired related to VARD 3,08¢
Other, primarily currency translation adjustment 8
Balance as of December 31, 2005 $ 17,50¢(
Gooduwill acquired related to Ibbots 48,30:
Other, primarily currency translation adjustment 3
Balance as of March 31, 2006 $ 65,80¢

We did not record any impairment losses in the igusrended March 31, 2006 or 2005, respectively.

We amortize intangible assets using the straigiet-fhethod over their expected economic useful livhe following table summarizes our
intangible assets:

As of March 31, 200€ As of December 31, 200
Weighted Weighted
Average Average
Accumulated Useful Life Accumulated Useful Life
($000) Gross Amortization Net (years) Gross Amortization Net (years)
Intellectual propert $ 1,13:  $ (446) $ 68€ 7 $ 1,13:  $ (405 $ 7217 7
Custome-related asse: 6,571 (699) 5,87 18 6,571 (597) 5,97¢ 18
Supplier relationship 24C (15) 22E 20 24C (12 22¢€ 20
Technolog-based asse 81z (135) 677 4 43C (109) 322 4
Ibbotson intangible assets 55,99( (489) 55,50 10 — — = —
Total intangible assets $ 64,748 3% (1,78) $ 62,96 11 $ 837: $ (1,122) $ 7,251 16

Amortization expense was $662,000 and $407,00théothree months ended March 31, 2006 and MarcB®&15, respectively.

7




As of March 31, 2006, we estimate that aggregaterézation expense for intangible assets will beg$3,000 in 2006; $6,687,000 in 2007;
$6,630,000 in 2008; $6,507,000 in 2009; $6,275jA0D10; and $5,618,000 in 2011. Our estimatesitfré amortization expense for
intangible assets may be affected by changes tprtiieninary purchase price allocation related o @cquisition of Ibbotson.

4. Income Per Share
We compute basic income per share by dividingmedme by the applicable number of weighted avecagemon shares outstanding during
the year. Diluted income per share includes tharasd impact, using the treasury stock method, o¥eding stock options with an exercise

price below the average fair value of our commanlstif the impact of this calculation is more die.

The following table shows how we reconcile theinebme and the number of shares used in compuésig fand diluted income per share.

Three Months Ended

March 31

(in thousands, except per share amount: 200€ 200&
Basic income per share

Income before cumulative effect of accounting clee $ 13,18( $ 4,007
Cumulative effect of accounting change, net of tax 25¢ —
Net income $ 13,43¢ $ 4,007
Weighted average common shares outstanding 40,35¢ 38,44¢
Income before cumulative effect of accounting clee $ 03z $ 0.1C
Cumulative effect of accounting change, net of tax — —
Net income $ 0.3: §$ 0.1C
Diluted income per share:

Income before cumulative effect of accounting clee $ 13,18( $ 4,007
Cumulative effect of accounting change, net of tax 25¢ —
Net income $ 13,43¢ $ 4,007
Weighted average common shares outstan 40,35¢ 38,44¢
Net effect of dilutive stock options based on tfeasury stock methc 6,06¢ 4,49¢
Weighted average common shares outstanding for eingpdiluted income per share 46,42+ 42,94+
Income before cumulative effect of accounting clee $ 0.2¢ $ 0.0¢
Cumulative effect of accounting change, net of tax 0.01 —
Net income $ 0.2¢ §$ 0.0¢

5. Segment and Geographical Area Information

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

¢ Individual segmen©Our Individual segment provides products and sessfor individual investors. The largest producthis segment is
our U.S.-based Web site, Morningstar.com, whicluites both paid Premium Membership service and sdladvertising space. Our
Individual segment also includes Morningstar Eq&gsearch, which we distribute through several olksn Investors can access our
equity research through our Premium Membershigrioffieon Morningstar.com. In addition, our equitgearch is currently distributed
through six major investment banks to meet theirements for independent research under the Gldhalyst Research Settlement, as
well as to several other companies who provideresearch to their affiliated financial advisorsgmindividual investors. We also offer a
variety of print publications on stocks and mutiuedds, including our monthly newsletteMorningstar FundinvestoandMorningstar
Stocklnvestor and our twice-monthly publicatioMorningstar Mutual Funds We sell several annual reference guides, inctuttie
Morningstar Funds 500theMorningstar Stocks 500theMorningstar ETFs 100 and the newly acquired Ibbots8iocks, Bonds, Bills,
and Inflation Yearbook Revenue in the Individual segment typically Hasdrom sales of these annual reference guidasiwdre
published once a year in the




first quarter.

¢  Advisor segmenOur Advisor segment focuses on products and sex¥ardinancial advisors. Key products in this segitrare
Morningstar Advisor Workstation and Principia. Aser Workstation is a Web-based investment plansjisgem that provides financial
advisors with a comprehensive set of tools for cmtidg their core business — including investmesearch, planning, and presentation
tools. Advisor Workstation is available in two édiits: the Office Edition for independent finandalvisors and the Enterprise Edition
financial advisors affiliated with larger firms.iReipia is our CD-ROM-based investment research@adning software for financial
planners. In addition, we offer Morningstar Managpedtfolios, a fee-based discretionary asset manageservice that includes a
series of mutual fund and exchange-traded fundglims$ tailored to meet a range of investment tioeizons and risk levels that
financial advisors can use for their clients’ tagadnd taxdeferred accounts. Through our acquisition of Ibbot we also offer a series
NASD-reviewed Financial Communications materiaks #hdvisors can use to educate clients about akseation and demonstrate other
key investment concepts, as well as data and gthgh&nancial advisors can license to use in igshield materials.

* |Institutional segmentOur Institutional segment focuses on productssamdices for institutions, including banks, ingwg@a companies,
mutual fund companies, brokerage firms, media tajtend retirement plan providers and sponsors.gfegucts and services in this
segment include Licensed Data, a set of investi@tat spanning eight core databases, availableghrelectronic data feeds; Investment
Consulting, which focuses on investment monitodngd asset allocation for funds of funds, includimgtual funds and variable annuiti
retirement advice, including the Morningstar Retiest Manager and Advice by Ibbotson platforms; hgsdl Tools and Content, a set of
online tools and editorial designed for institugdo use in their Web sites and software; InvestrReofiles and Guides, which are
designed for institutions to use in communicatimgeistment information to individual investors; Mmmgstar Direct, a Web-based
institutional research platform that provides adwahresearch and tools on the complete range ofiges in Morningstar’'s global
database; and Encorr, an asset allocation softpanieage (acquired with Ibbotson).

We measure the operating results of these segibasésl on operating income (loss), including arcation of corporate costs. We include
intersegment revenue and expenses in segment iatiormWe sell services and products between segma¢predetermined rates primarily
based on cost. The recovery of intersegment castas/n as “Intersegment revenue.”

In the first quarter of 2006, we changed our segnmegorting by allocating stock-based compensatiqrense to each of our three business
segments; before 2006, stock-based compensati@nsapvas recorded as a corporate item. This clynge management a more complete
picture of the profitability of each business segtradter fully allocating stock-based compensaggpense. The 2005 financial results for
each segment have been reclassified to reflectkisinge. Operating income and operating margin tjroates for all segments were more
favorable year over year because higher stock-bam@gensation expense in the first quarter of 28iba larger negative impact on margins
in that period.

Our segment accounting policies are the same as tthescribed in Note 2 to our Consolidated Findistatements as of December 31, 2005
included in our Annual Report on Form 10-K as otBrmaber 31, 2005, except for the capitalization amdrtization of internal product
development costs and amortization of intangibets We exclude these items from our operatinmeagresults to provide our chief
operating decision maker with a better indicatibeach segmerg’ability to generate cash flow. This informatisrone of the criteria used
our chief operating decision maker in determiniogvhio allocate resources to each segment. We iadhel capitalization and amortization
internal product development costs and amortizagfdntangible assets, as well as the eliminatibimi@rsegment revenue and expense, ir
Corporate Items and Eliminations category to aratthe consolidated financial information. Ourreegt disclosures include the business
segment information provided to our chief operatiegision maker on a recurring basis, and, thezefee do not present balance sheet
information, including goodwill or other intangilsieby segment.




The following tables show selected segment datéhthree months ended March 31, 2006 and 2005:

Three months ended March 31, 2006

Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue

External customet $ 18,33¢ % 21,74¢ 29,97« $ —  $ 70,06(

Intersegment 79C 2 59¢ (1,390 —
Total revenue 19,12¢ 21,75( 30,57: (1,390 70,06(
Operating expense, excluding stock-based

compensation expense, depreciation, an

amortization 12,78t 14,65¢ 20,65¢ (1,57¢) 46,52:
Stocl-based compensation expel 57& 571 78¢€ — 1,93¢
Depreciation and amortization 20€ 441 43C 1,32¢ 2,40¢
Operating income (loss) $ 556z $ 6,082 8,69t $ (1,140 $ 19,19¢
Capital expenditure $ 41 $ 82 306 $ 42¢  $ 85¢
U.S. revenu $ 61,63¢
Nor-U.S. revenut $ 8,42:

March 31, 200¢
U.S. long-lived assets $ 13,83(
Non-U.S. lon¢-lived asset: $ 3,658
Three months ended March 31, 2005
Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue

External customer $ 14,90¢ $ 16,49: 21,807 $ — $ 53,20¢

Intersegment 602 — 49¢ (1,107 —
Total revenue 15,50¢ 16,49: 22,30¢ (1,100 53,20¢
Operating expense, excluding stock-base:

compensation expense, depreciation, a

amortization 11,21 12,117 16,84« (1,13)) 39,04:
Stocl-based compensation expel 1,58: 1,43( 1,87¢ — 4,88
Depreciation and amortization 28¢ 35€ 487 1,26: 2,39¢
Operating income (loss) $ 2,42 $ 2,58¢ 3,10 $ (1,239 $ 6,87¢
Capital expenditure $ 58 $ 11C 232 % 621 $ 1,021
U.S. revenut $ 46,23
Nor-U.S. revenut $ 6,97

March 31, 200¢

U.S. long-lived assets $ 15,08¢
Non-U.S. lon¢-lived asset: $ 1,43
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6. Investments

We monitor the concentration, diversification, nragy and liquidity of our investment portfolio, Wwdh is primarily invested in fixed-income
securities. We classify our investment portfolidatows:

March 31, December 31

($000) 200¢€ 200¢
Available for sale $ 32,44: $ 58,76
Held to maturity 40¢ 42C
Trading securities 1,66¢€ 1,64z
Total $ 34,51¢ $ 60,82

7. Investments In Unconsolidated Entities

Morningstar Japan K.K In April 1998, we entered into an agreement \@tfitbank Corporation to form a joint venture, Mowstar

Japan K.K. (MJKK), which develops and markets paisland services customized for the Japanese markkine 2000, MJKK became a
public company, and its shares are traded on tl&aStock Exchange, “Hercules Market,” using thkef number 4765. Subsequent to
MJKK'’s initial public offering, the joint venturegreement between us and Softbank Corporation vmasrated, but we continued to hold
shares of MJKK stock. As of March 31, 2006 and Daoer 31, 2005, we owned approximately 35% of MJK¥e account for our
investment in MJKK using the equity method. Ourastment in MJKK totaled $15,180,000 and $14,884&%6f March 31, 2006 and
December 31, 2005, respectively. MJKK’s market gakias approximately Japanese Yen 30.5 billion @pprately U.S. $259,320,000) as
of March 31, 2006 and Japanese Yen 27.8 billiopri@pmately U.S. $235,625,000) as of December 8052

Morningstar Korea, Ltc. In June 2000, we entered into a joint ventureagrent with Shinheung Securities Co., Ltd. and SEFNK

Finance Corporation to establish a Korean limitadility company named Morningstar Korea Ltd. (Mioigstar Korea). Morningstar Korea
develops, markets, and sells products and serigcassist in the analysis of financial portfolioglgrovides financial information and
services for investors in South Korea. Our owngrsttierest and profit and loss sharing interedflarningstar Korea was 40% as of March
31, 2006 and December 31, 2005. We account foirthestment using the equity method. Our investrnbetaied $1,151,000 and $1,129,000
as of March 31, 2006 and December 31, 2005, raspct

Other Investments in Unconsolidated Entitiés of March 31, 2006 and December 31, 2005, duklvalue of our other investments in
unconsolidated entities totaled $300,000 and $342 spectively, and consist primarily of our istreents in Morningstar Danmark A/S
(Morningstar Denmark) and Morningstar Sweden AB (Miogstar Sweden). In August 2001, we enteredarjtuint venture agreement with
Phosphorus A/S to establish Morningstar Denmarkchvbievelops and markets products and servicesmigtd for the Danish market. In
April 2001, we entered into a joint venture agreetweith Stadsporten Citygate AB to establish Mogsitar Sweden, which develops and
markets products and services customized for thed®lv market. Our ownership interest in both Magstar Denmark and Morningstar
Sweden was approximately 25% as of March 31, 20@eecember 31, 2005. We account for our investsi@ntvlorningstar Denmark and
Morningstar Sweden using the equity method.

The following table shows condensed combined urtaddinancial information for our investments incansolidated entities:

Three months ended March 31

($000) 200¢€ 200t
Revenue $ 4,84 $ 3,29¢
Operating incomi $ 1,412 % 642
Net income (loss $ 153 $ 374

8. Stock-Based Compensation

Stock Option Plans

Prior to November 2004, we granted options undéoua plans including the 1993 Stock Option Pldue (1993 Plan), the 2000 Morningstar
Stock Option Plan (the 2000 Plan), and the 2001ningstar Stock Option Plan (the 2001 Plan). In galneptions granted under the 1993
Plan vest ratably over a five-year period and apgtigranted under the 2000 Plan and the 2001 PiErratably over a four-year period;
options under all three plans expire 10 years #fiedate of grant.

In November 2004, we adopted the 2004 Stock Ineermian. The 2004 Stock Incentive Plan amends estdtes the 1993 Plan, the 2000
Plan, and the 2001 Plan (collectively, the Pri@B). Under the 2004 Stock Incentive Plan, wemdtlgrant any additional
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options under any of the Prior Plans, and any shsubject to an award under any of the Prior Plaausare forfeited, canceled, settled, or
otherwise terminated without a distribution of sfsror withheld by us in connection with the exazaf options or in payment of any
required income tax withholding, will not be avéila for awards under the 2004 Stock Incentive Plée. 2004 Stock Incentive Plan provi
for grants of options, stock appreciation righéstricted stock, restricted stock units, and peréorce shares. All of our employees are elig
for awards under the 2004 Stock Incentive Plan. @m-employee directors are also eligible for awandder the 2004 Stock Incentive Plan.
Joe Mansueto, our chairman and chief executiveaffidoes not participate in the 2004 Stock Ingerfiilan or the Prior Plans. Options
granted under the 2004 Stock Incentive Plan véabiyover a four-year period and expire 10 ye#étey the date of grant. Almost all of the
options granted under the 2004 Stock Incentive Rtare a premium feature in which the exercise priceeases over the term of the options
at a rate equal to the 10-year Treasury bond wgldf the date of grant. The number of sharesablailfor future stock option grants as of
March 31, 2006 and December 31, 2005 was 2,99G08&,989,322, respectively.

In February 1999, we entered into an Incentive IS@ption Agreement and a Nonqualified Stock Optiameement under the 1999 Incent
Stock Option Plan (the 1999 Plan) with Don Phillips officer of Morningstar. Under these agreememésgranted options to purchase
1,500,000 shares of common stock at an exercise pfi$2.77 per share, equal to the fair valubagrant date, to the officer. These options
are fully vested and expire in February 2009. Gndéate of grant, 1,138,560 options were fully eisatdle and an additional 36,144 shares
became and continue to become exercisable eaclirgead 999 through 2008. As of March 31, 2006 amt&nber 31, 2005, there were
869,174 options remaining to be exercised.

Accounting for Stock Optior

Effective January 1, 2006, we adopted SFAS No.(R2¥ised 2004)Share-Based Paymef@8 FAS No. 123(R)), using the modified
prospective transition method. Prior to this date,accounted for our stock option plans in accoedamith the fair value provisions of SFAS
No. 123,Stock-Based Compensati(@FAS No. 123). Under SFAS No. 123, we accountedoideitures of stock options as they occurred.
SFAS No. 123(R) requires us to estimate expectddifares at the grant date and recognize compiemsedst only for those awards expec
to vest. Accordingly, in the first quarter of 20@% recorded a cumulative effect of accounting geamet of tax, of $259,000 to reverse the
impact of stockbased compensation expense recorded in prior yelated to outstanding stock options that we esémaéll not vest. Beside
recording this cumulative effect of accounting arthe adoption of SFAS No. 123(R) did not hag@aificant impact on our financial
position or results of operations because we pusiorecognized stock-based compensation expersecordance with SFAS No. 123. Prior
to our adoption of SFAS 123(R), we presented tkédé&mefit of deductions arising from the exercitstock options as operating cash flows
in the Condensed Consolidated Statement of CastsFBFAS No. 123(R) requires that we classify thighdlows resulting from the tax
benefit that arises when the tax deductions extteedompensation cost recognized for those op{iexsess tax benefits) as financing cash
flows. The excess tax benefits classified as fimancash flows were $2,689,000 in the first quaofe2006.

Prior to our initial public offering in May 2005,enaccounted for options granted under the 1993 &lidrthe 1999 Plan using the liability
method in accordance with SFAS No. 123, reflectirggterms of the respective stock option plans Wwhitowed for cash settlement at the
option holders election subject to certain conditions. Underlighaility method, we accounted for options asadility that was measured et
period using the fair value per share of our comistogk. We recorded changes in the liability résglfrom changes in the fair value of our
common stock in the Consolidated Statements of @jogis. As a result of our initial public offeringe are no longer required to settle
options under the 1993 Plan and 1999 Plan in d¢3gbn our initial public offering, we valued thebidity using a fair value of $18.50 per
share, equivalent to the fair value of our commoglsat the time of our initial public offering. Weclassified stock options accounted for as
current liabilities of $16,707,000 and long-terabiiities of $24,882,000 to additional paid-in dapiln addition, because all of the options
previously accounted for under the liability methwelre fully vested by March 31, 2005, no additioergbense was recorded for these options
in subsequent periods

Stock-Based Compensation Expense

The following table summarizes stock-based comp@rsaxpense recorded in our Consolidated StatesradrDperations:

Three months ended March 31

($000) 200¢€ 2008
Stocl-based compensation expense under the liability ook $ — $ 2,81(
Stock-based compensation expense under the eqgeityoch 1,93¢ 2,07
Total stock-based compensation expense $ 193¢ § 4,881

The tax benefit recorded related to the stock-basetpensation expense above was $747,000 and $100%6r the three months ended
March 31, 2006 and 2005, respectively.

As discussed above, we now estimate forfeituresmloyee stock options and recognize compensatistonly for those awards
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expected to vest. Forfeiture rates are determiasedyon historical experience. Estimated forfeftare adjusted to actual forfeiture
experience as needed; there were no such adjustmeoirded during the first quarter of 2006.

Stock-Option Fair Value

We estimate the fair value of our stock optionghendate of grant using a Black-Scholes optionipgiecnodel, and amortize that value to
stock-based compensation expense ratably oveptients vesting period. The fair value of optiorraugted during the first three months of
2006 using this model was $14.16 per share. There no options granted during the first three mewtfi2005. We estimated the fair value
of the options granted in the first quarter of 20@6the date of grant using the following weightagrage assumptions in our Black-Scholes
option-pricing model:

200¢
Expected life (years) 6.2fF
Expected volatility (% 43.(%
Dividend yield (%) —
Interest rate (% 4.3%
Expected exercise pri $45.3:

Expected termrThe expected term represents the period over whielstock options are expected to be outstandiagaise of the limited
amount of historical information regarding stockiop exercises since becoming a public company éy 005, we have determined the
expected life using the “shortcut method” describe8taff Accounting Bulletin Topic 14.D.2, whichk based on a calculation to arrive at the
midpoint between the vesting date and the endeottimtractual term.

Expected volatility. The volatility factor used in our assumptiondased on an average of the historical stock po€esgroup of our peers
over the most recent period commensurate with xpeaed term of the stock option award. Becausan&e newly public company with
limited historical data on the price of our stoale do not base our volatility assumption on our @hatk price.

Dividend yield. We do not intend to pay dividends on our comntonksfor the foreseeable future. Accordingly, we asdividend yield of
zero in our assumptions.

Interest rate. We base the risk-free interest rate used in ssmraptions on the implied yield currently availatweU.S. Treasury zero-coupon
issues with a remaining term that approximatestbek option award’s expected term.

Expected exercise pricAll of the options granted during the first threemths of 2006 have initial exercise prices that intrease over the
term of the options at a rate equal to the 10-Jeaasury bond rate as of the date of grant. The@®g exercise price included in the option
pricing models for these options was calculatedgiain estimated life of 6.25 years and the appkca®-year Treasury bond rate.

Stock Option Activity
The following tables summarize stock option acyidr our various stock option grants. The firdileaincludes activity for options granted at

an exercise price below the fair value per shauofcommon stock on the grant date; the second tatludes activity for all other option
grants.

Three months ended March 31, 200

Weighted

Average

Underlying Exercise

Options Granted At an Exercise Price Below the Failvalue Per Share on the Grant Date Shares Price
Options outstandir—January 1, 200 3,338,95! $10.5(
Cancelec (34,029 15.2¢
Exercised (19,689 15.4¢
Options outstanding—March 31, 2006 3,285,25: $10.4¢
Options exercisab—March 31, 200t 2,136,43. $8.2:
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Three months ended March 31, 200

Weighted

Average

Underlying Exercise

All Other Option Grants, Excluding Activity Shown A bove Shares Price
Options outstandir—January 1, 200 7,795,84i $11.9¢
Cancelec (26,09) 17.31
Exercisec (388,59 11.3¢
Granted 46,45! 34.6¢
Options outstanding—March 31, 2006 7,427,61 $12.1¢
Options exercisab—March 31, 200t 5,827,82. $10.7¢

The total intrinsic value (difference between tharket value of our stock on the date of exercigbtha exercise price of the option) of
options exercised during the three months endeaat, 2006 and 2005 was $12,550,000 and $86,68pectively.

Stock Options Outstanding and Exercisable

The table below shows additional information fotiops outstanding and options exercisable as otmad, 2006.

Options Outstanding Options Exercisable
Weighted Weighted
Average Weighted Aggregate Average Weighted Aggregate
Remaining Average Intrinsic Remaining Average Intrinsic
Outstanding Contractual Exercise Value Exercisable Contractual Exercise Value
Range of Exercise Prices Shares Life Price ($000 Shares Life Price ($000
$2.00- $2.77 2,291,00! 238 % 251 $ 96,80¢ 2,211,114 2371 $ 251 $ 93,44¢
$8.57-$14.70 5,921,901 4.8t 12.52 190,95 5,409,63: 4.6t 12.8:¢ 172,80:
$15.54- $35.01 2,499,95 8.8¢ 17.8¢ 67,218 343,46t 8.67 15.5¢ 10,04(
$2.00- $35.01 10,712,86 528 $ 11.6: $ 354,97 7,964,25. 41¢ % 10.0¢ $ 276,29:
Vested or Expected to Vest
$2.00- $35.01 10,535,53 51¢ $ 11.5C $ 350,46

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value, basedwrtlosing stock price of $44.77 on March
31, 2006, which would have been received by thepgtolders had all option holders exercised thptions as of that date.

As of March 31, 2006, the total amount of unrecagdistock-based compensation expense related teasded stock options was
approximately $16,599,000, which is expected todoegnized over a weighted average period of ajpmately 30 months.

9. Related Party Transactions

In 1989, under our 1989 Nonqualified Stock OptitenRthe 1989 Plan), we granted options to purchas@0,000 shares of common stock at
an exercise price of $0.075 per share, equal téeihgalue at date of issue, to Don Phillips, #iicer of Morningstar. These options were not
exercised and expired in February 1999. In Febr@@8g, in conjunction with the expiration of optsogranted under the 1989 Plan, we
entered into a Deferred Compensation AgreementXtiieement) with Don. Under the terms of the Agreatnon any date that Don
exercises the right to purchase shares under @ R&n, we shall pay to him $2.69 per share irfdha of cash or, at our election, shares of
common stock. If on the date of purchase the fainer of Morningstar's stock is below $2.77 per shéne amount paid per share will be
reduced based on the terms of the Agreement. Qigratibn to pay deferred compensation will not bereased by any imputed interest or
earnings amount.

Under the 1993 Plan, and prior to our initial paldffering in May 2005, employees were able to eiseroptions and elect net cash settler
based on the difference between the exercise andehe fair value of our common stock. If an engpbexercised an option and elected net
cash settlement, we had the right to make paynuemtisa period of five years. Interest accrued gnwarpaid balance due to the employee
floating rate equal to the yield on the 13-week.U.&asury bill, adjusted on January 1 and Julydach year. All of the remaining payments
related to these option payments were completeidgltine first quarter of 2006.
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The following table shows the liabilities recorded stock options exercised and the Agreement:

($000) Mar. 31, 200¢ Dec. 31, 200
Liability for stock options exercise $ — 3 45
Liability for the Agreement 2,34( 2,34(
Total $ 2,34C % 2,38t

We have included the liabilities for stock optianercised and the Agreement in our Consolidatedrigal Sheets as follows:

($000) Mar. 31, 200¢ Dec. 31, 200
Other current liabilitie: $ 224: $ 2,19
Other non-current liabilities 98 19&
Total $ 2,34C % 2,38¢

In May 2006, Don Phillips entered into a Rule 1db%ales plan contemplating the sale of up to 4%0sb@res to be acquired through stock
option exercises during 2006 and 2007. Upon exefishese stock options, we will make paymentsitm, as prescribed by the Agreement,
which, if all 450,000 stock options are exerciseslild total approximately $1,200,000. These paymewotsid reduce the liability associated
with the Agreement.

10. Income Taxes

The following table shows our effective income &pense rate for the first quarter ended Marcl28@6 and 2005:

Three months ended March 31

($000) 200¢ 2008
Income before income taxes, equity in net incomenansolidated entities, and cumulative
effect of accounting chang $ 20,13. $ 7,581
Equity in net income of unconsolidated entities 647 48C
Total $ 20,77¢  $ 8,067
Income tax expense $ 7,59¢ $ 4,06(
Effective income tax expense r: 36.€% 50.2%

In 2006, our effective income tax expense rateebs®d compared with prior years, primarily becafigsereduction in the tax impact related
to incentive stock options. In 2005, we recordedlsthased compensation expense related to incesttiek options but we did not record a
corresponding tax benefit. This had the impachofeéasing our effective income tax rate above tf& Bederal rate of 35%. Because the
incentive stock options were fully vested by Ma8dh 2005 and because we no longer account forrmmptiader the liability method
subsequent to our initial public offering, we digk mecord any stock-based compensation expengeddtaincentive stock options in the first
quarter of 2006.

Ouir first quarter 2006 effective tax rate alsoeett an increase in the value of disqualifying ds#fions related to incentive stock options
compared with the first quarter of 2005. A disqgfyatig disposition occurs when the option holdetssshares within one year of exercising an
incentive stock option. We receive a tax benefthia period that the disqualifying disposition accu

In both periods, our effective income tax expersge also reflects the fact that we are not recgrdimincome tax benefit related to losses
recorded by certain of our non-U.S. operationghtnyear the nol).S. entity records a loss, we do not record aesponding tax benefit, th
increasing our effective tax rate. The foreignamrating losses may become deductible in cemdémriational tax jurisdictions to the extent
these international operations become profitalde.each of our entities, we evaluate whethermdse likely than not that the tax benefits
related to net operating losses will be realizesi pArt of this evaluation, we consider evidencéd sigctax planning strategies, historical
operating results, forecasted taxable income, acent financial performance.

11. Contingencies
Morningstar Australie

In 2001, Mr. Graham Rich, the then managing dineatw chief executive officer of Morningstar ResbalPty Limited (Morningstar
Australia), and one of two companies controlledvby Rich, filed a suit in the Supreme Court of NSauth Wales, Australia against
Morningstar and certain of its officers and nomid@ectors on the board of Morningstar Australia. Rich also was a beneficial owner of
shares in Morningstar Australia. Mr. Rich and lasnpany originally sought an injunction which, ifgted, would have precluded
Morningstar Australia from terminating the servicdésvir. Rich and from issuing additional sharedtorningstar in exchange for the
provision of further funding by Morningstar to Mamgstar Australia. Further, Mr. Rich and his companught an
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order that a provisional liquidator be appointedMmrningstar Australia. The court rejected thigirction application, observing that
Morningstar Australia would be insolvent withoutdincial backing from Morningstar. The application the appointment of a provisional
liquidator also failed. The services of Mr. Richreg¢erminated in November 2001. Mr. Rich and hispany were ordered to pay
Morningstar’s costs of the injunction proceedings.

Mr. Rich and the two companies noted above havéiaddl pending claims, alleging, among other tlsingreaches by Morningstar of
contracts and statutory and general law dutiedeading, deceptive, and unconscionable conduct bsniMgstar, oppression by Morningstar
and its nominee directors, claims under the IndaldRelations Act of New South Wales, breachesiators’ duties by Morningstar’s
nominee directors, and conflict of interest. Thairok seek various forms of relief, including momg@amages in the amount of Australian
$25,000,000, the setting aside of transactionsv@sulted in Morningstar obtaining control of Mongstar Australia, and an order either
setting aside Morningstar’s acquisition of the slsadormerly beneficially owned by Mr. Rich and b@mpanies or determining a different
price for this acquisition. In the alternative, NRich and his companies seek an order that thentied to purchase the shares in
Morningstar Australia at a price to be determingdHe court or book value (as defined in the shaldgrs agreement of Morningstar
Australia). Morningstar has denied the claims aledi fcounter-claims against Mr. Rich and certaimisfcompanies, alleging breaches of
statutory, general law, and contractual duties.

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

In May 2005, Mr. Rich obtained conditional leavettod court to begin a proceeding in the name ofrigstar Australia against Morningstar
and its nominee directors. The leave was, howewdject to the following conditions: (i) Mr. Richust pay and bear, and indemnify
Morningstar Australia against, all costs, chargesi expenses of and incidental to the bringingamdinuation of the proceeding (except as
the court may otherwise direct or allow) and mat/seek contribution or indemnity from Morningstangtralia for any of these costs,
charges, or expenses; (i) Morningstar Australidylo. Rich on its behalf, together with the two qoamies controlled by Mr. Rich must
provide to the court, as security for Morningstanists, approximately Australian $925,000 as desdrin the preceding paragraph; and

(iii) approximately Australian $100,000 in costsexiby Mr. Rich and one of his companies to Morniags respect of the 2001 injunction
proceedings must also be paid to Morningstar.

In July 2005, Mr. Rich provided the indemnity areldnd his companies paid Morningstar the costsspect of the 2001 injunction
proceedings in the amount of approximately Ausira$116,000. Mr. Rich and his companies have gtigiie obligation to provide the co
with security for Morningstar’s potential costs dmranging for two bank guarantees, one, as of T2\2005, in the amount of Australian
$350,000, and a second, as of January 31, 2086 iamount of Australian $300,000. Security forrappnately Australian $275,000 is due
to the court on June 30, 2006.

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

The parties have discussed settling the claimféve been unable to reach an agreement. In thenfquarter of 2003, Morningstar offerec
settle all claims for Australian $1,250,000, whiben approximated U.S. $942,000, and, in accordestbeSFAS No. 5Accounting for
ContingenciegSFAS No. 5), Morningstar recorded a reserve ig #imount. In December 2005, we increased our tiffsettle all claims to
approximately Australian $2,500,000, which appredies U.S. $1,800,000, and, in accordance with SRAS, have a reserve recorded for
this amount. While Morningstar is vigorously coniteg the claims against it, we cannot predict thicome of the proceeding.

Securities and Exchange Commission “Wells Notice”

The staff of the Securities and Exchange Commis&&C) conducted an investigation related to irexrtotal return data that Morningstar
published with respect to a single mutual fund,Rioek Canyon Top Flight, which overstated the fesn@'turns. In May 2004, Morningstar
received a “Wells Notice” from the staff of the Hion of Enforcement of the SEC indicating thahtended to recommend that the SEC take
legal action against Morningstar alleging thatidtlated Section 17(a) of the Securities Act of 1988 Section 10(b) of the Securities
Exchange Act of 1934 and Rule 10(b)-5 promulgatedgunder. In February 2006, the SEC’s Divisiokforcement informed Morningstar
that it had decided not to proceed with an actigairesst Morningstar.

Morningstar Associates, LLC Subpoenas from New Xtrkney Generi's Office, Securities and Exchange Commission,epartment of
Labor

In December 2004, Morningstar Associates, LLC, allylowned subsidiary of Morningstar, Inc., recaharequest in the form of a subpao
from the New York Attorney General’s office, segkinformation and documents from Morningstar Asates related to an investigation the
New York Attorney Gener’s office is conducting. While the subpoena is viergad, it specifically asks for
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information and documents about the investmentudting services Morningstar Associates offers tireenent plan providers, including fu
lineup recommendations for retirement plan spong€@dnsDecember 16, 2004, shortly after the New Yaitiorney General’s office issued the
subpoena, the SEC notified Morningstar AssociatesMorningstar Investment Services, Inc. that d bagun an examination. In

February 2005, the SEC issued a request to Morangssociates for the voluntary production of doemts. The request is similar in scope
to the New York Attorney General’s subpoena. In N85, Morningstar Associates received a requestariorm of a subpoena from the
United States Department of Labor, seeking inforoma&ind documents from Morningstar Associates edlé an investigation the
Department of Labor is conducting. While the Depentit of Labor subpoena is very broad, it is sulistiyisimilar in scope to the New Yo
Attorney General subpoena and the SEC requestilyr2005, the SEC issued a subpoena to Morningsisociates. The subpoena is virtu
identical to the SEC’s February 2005 request. W lieen fully cooperating with the New York Attoyn@eneral’s office, the SEC, and the
Department of Labor. Although we believe the foofithese investigations is on Morningstar Assosigiteformation and documents
pertaining to Morningstar, Inc. and Morningstaréstment Services have also been requested. Wetqaneadact the scope, timing, or
outcome of these matters, which may include thétin®n of administrative, civil injunctive, or itninal proceedings, the imposition of fines
and penalties, and other remedies and sanctiop®favhich could lead to an adverse impact on ¢aclksprice, the inability to attract or
retain key employees, and the loss of customersal@ecannot predict what impact, if any, thesetensitmay have on our business, opere
results, or financial condition.

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

12. Subsequent Event

On May 9, 2006, the Compensation Committee of Magsiar’'s Board of Directors approved a grant ofrieted stock units with an
aggregate value of approximately $11,000,000. Eestiicted stock unit represents the right to nexai share of Morningstar common stock
when that unit vests. The Compensation Committsgdated May 15, 2006 as the grant date of thesgated stock units. The number of
units granted will be determined based on the stpshare price of Morningstar’'s common stock asntepl by the Nasdaq Stock Market on
May 12, 2006 (the last trading day before the détgrant). Each restricted stock unit award willade under Morningstar’'s 2004 Stock
Incentive Plan and will vest in four equal annumsitallments starting on the first anniversary ef gihant date, except for restricted stock unit
awards granted to non-employee directors, whichwest in three equal annual installments commenoimthe first anniversary of the grant
date.
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ITEM 2. MANAGEMENT’'S DISCUSSION AND ANALYSIS OF FIN ANCIAL CONDITION AND RESULTS OF OPERATIONS

The discussion included in this section, as webtagr sections of this Quarterly Report on FormQ@Q0contains forward-looking statements.
These statements relate to future events or tduture financial performance and involve known aménown risks, uncertainties, and other
factors that may cause our actual results, levélsabivity, performance, or achievements to be nmltg different from any future result
levels of activity, performance, or achievementgessed or implied by these forward-looking statemdn some cases, you can identify
forward-looking statements by the use of words such ay,ffeould,” “expect,” “intend,” “plan,” “seek,” “a nticipate,” “believe,” *
estimate,” “predict,” “potential,” or “continue” or the negative of these terms or other comparabtaitelogy. You should not place undue
reliance on forward-looking statements because theglive known and unknown risks, uncertainties] atmer factors that are, in some

cases, beyond our control and that could materiaffgct actual results, levels of activity, perfamse, or achievements.

Other factors that could materially affect actuabults, levels of activity, performance, or achieeats can be found in our other filings with
the SEC, including our Annual Report on Form 1®@Kthe year ended December 31, 2005. If any ofthnie&s or uncertainties materialize,
or if our underlying assumptions prove to be ineatr actual results may vary significantly from whee projected. Any forward-looking
statement you read in this Quarterly Report on FA®rQ reflects our current views with respect tiufa events and is subject to these and
other risks, uncertainties, and assumptions retatmour operations, results of operations, grostitategy, and liquidity. We assume no
obligation to publicly update or revise these fordsooking statements for any reason, whether aessalt of new information, future events,
or otherwise.

Understanding our Company

Our Business

Our mission is to create great products that helpstors reach their financial goals. We offer stem@sive line of Internet, software, and print-
based products for individual investors, finanaidVisors, and institutional clients. We also ofieset management services to advisors and
institutional clients. We have historically genetecurring revenue because many of our produetsadd through subscriptions or license
agreements. We believe that while the investmentaii business are significant, the variable cbatlding customers is considerably lower,
particularly as our products and services focusenoor Internet-based platforms and assets undergearent. We strive to realize this
operating leverage by selling a wide variety ofducts and services to multiple investor segmehtspgh multiple media, and in many
geographic markets.

Our decentralized structure includes three globaliess segments: Individual, Advisor, and Insthadl. In all three of these segments, we
believe our work helps individual investors makédreinvestment decisions. We consolidate the tesifilour majority-owned international
operations. We account for our minority-owned irtirents in Japan, Korea, Denmark, and Sweden usegduity method.

Industry Overview

We monitor developments in the economic and firernoformation industry on an ongoing basis andthsse insights to help inform our
company strategy, product development plans, anélatiag initiatives.

Investment Landscape and Database A

Performance in the U.S. equity markets picked upénfirst quarter of 2006, with Morningstar’'s UNgarket Index, a broad market
benchmark, generating total returns of 5.2% thradginch 31, 2006. With the investment climate geliefavorable and nearly all equity-
fund categories posting positive total returnstfi@ quarter, mutual funds based in the United Statetinued to enjoy positive cash flows.
Total mutual fund assets rose to about $9.4 trilas of March 2006 based on data from the Invedt@empany Institute, compared with
$8.0 trillion in March 2005. The number of mutuahéls remained stable during the quarter.

There were several key developments related tingrimodels for securities research during the strter of 2006. Following a series of
regulatory changes that went into effect Januafyrid managers in the United Kingdom are now reglito separate research and trade
execution costs in their commissions to brokeragest In the United States, Lehman Brothers regesgid it is in discussions with several
mutual fund companies to unbundle research ané gadcution costs, similar to the agreement ittredavith Fidelity in 2005. We believe
these developments will help enhance pricing trarepey for mutual fund investors and others. Initaatd we believe the trend toward
unbundled commissions may place additional pressuitgudgets for sell-side research, leading td&rrtuts in coverage lists and increased
demand for independent research.

Interest in alternative asset classes, such aslfedds, remained high in the first quarter of 2B&sed on data from Hedge Fund Research,
hedge funds had $24 billion in net inflows durihg first quarter of 2006. Several firms have relgesrtered this market
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to meet the need for information on this assetsclesr example, Moody’s plans to introduce a hddgd rating service, and Amber Partners
created a service to provide due diligence on héaggs. We continue to invest in developing ourdeetlind database and plan to offer
additional research and data to meet investord f@einformation on hedge funds.

Assets in exchange-traded funds increased moredf#nto reach about $321 billion as of March 2@@8npared with $229 billion as of
March 2005, based on data from the Investment Cagnpestitute. Exchange-traded funds have gainedesinam mutual funds in some
specialized areas of the market thanks to theietaamnual costs, particularly in passive invessitigtegies. The retail segment has been the
fastest-growing area of the exchange-traded mafketneet greater investor demand for informatiorerchange-traded funds, we have
increased our analyst coverage in this area amhtigantroduced thdlorningstar ETFs 100an annual softcover reference guide. In March
2006, we introduced a rating system for exchanageti funds.

Individual Investor Marke

With market conditions generally positive, the eomiment for advertising sales has been relativebithy. A recent Deutsche Bank/Media
Post survey of online advertisers indicated thahdjng on online advertising increased by abouir®te first quarter of 2006 versus the
fourth quarter of 2005. Pricing for online advartgshas also increased. In response to these faleoranditions, we increased our prices for
online advertising in January 2006.

Based on research from Nielsen/NetRatings, Yahowrfee maintained a dominant share of total pag@wand user visits compared with
other retail investment Web sites in the first geiaof 2006. We continue to define Morningstar.casra targeted site that appeals to
experienced and engaged investors. Page views toingstar.com remained lower than those of supsrsitich as Yahoo! Finance, AOL
Money & Finance, and MSN Money during the first gqag but average daily page views increased ab8ut during the first quarter
compared with the same period in 2005. The timatsper visit and page views per visit statistiasNmrningstar.com also remained higher
than competing sites in the first quarter.

Financial Advisor Marke

We believe regulatory compliance has been an oggbieme in the financial advisor market. Brokertdeéirms have been working to
interpret and apply SEC Rule 202(a)(11)-1, whicimtrto effect in January 2006 and clarified whawaker-dealer and its advisors qualify
for exemption under the Investment Advisers Act®40. To receive a registration exemption, advicstrbe solely incidental to brokerage
services. If advice on one of an advisor’'s accodots not qualify for this exemption, the advisdsiness is deemed to be advisory, and the
firm and the advisor must comply with SEC requiretseAs a result, compliance departments have eeamining how their affiliated

brokers use tools related to financial planning.ttio early to tell what impact this issue may éawn our advisor-related products, however.

Several investment advisory firms also took stepseparate their distribution arms from asset mamagt during the first quarter of 2006.
For example, Piper Jaffray announced a definityy@@ment to sell its Private Client Services bramefwork, which includes more than 800
financial advisors and 550 branch support persoto&)BS AG. Merrill Lynch announced that it plaiesspin off its asset management arm
to BlackRock. We believe this trend will help mink®a conflicts of interest between distribution as$et management and could lead to
better, more unbiased advice for investors.

Institutional Market

Insurance companies and mutual fund companies et focusing on delivering retirement income sohg, including annuities, retireme
income insurance, and retirement planning serveesyore investors will need to shift from accurtinfawealth to maintaining income in
retirement. We believe many companies are diregBsgurces to this growing trend, including cregtailored investment products and
developing planning tools tailored to meet the se#fdthis market segment. To meet the demand forrimation on retirement income
planning, we recently created a Retirement Incouhécktion Center, a hosted Web site offering edanaticontent about managing
retirement income and tools for financial advisiorsise with their clients. The center will contaivariety of educational materials, advisor
tools, and advice services to help advisors what weaaducate their clients about the unique rigksted to managing income in retirement.

The trend toward packaged/wrapped investment ptedinciuding mutual fund wrap programs, lifestfeds, target maturity funds, and
managed accounts, is another key trend in theutistial segment. Many of these programs matchsitove to an asset allocation and
investment portfolio that automatically rebalanogsr time. These products simplify the decision-mglprocess for investors. A recent
report from Tiburon Strategic Advisors estimatest thhutual fund wrap assets currently total nea2@0bbillion.

In the retirement market, the House and Senategds® key pension reform bills, HR 2830 and S 1 &ar the end of 2005. While both
bills primarily address pension issues, they atstt@n provisions related to defined contributidans. Among other things, the House bill
would allow large retirement plan administrator®ffer their own investment advice to plan partaips, including possible recommendati
of proprietary funds being offered on their platfs: The Senate bill includes a provision grantimgplkeyers and other retirement plan
fiduciaries a safe harbor from liability arising@in providing independent, third-party
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investment advice to plan participants. The twislgilso include measures that would encourage coiepto automatically enroll employees
in 401(k) plans.

Because the conference bill hasn't been finalizeddifficult to assess the potential impact oésle bills on Morningstar’s retirement advice
business. If the House bill provision allowing rethent plan administrators to recommend proprigfiangds prevails, it may have a negative
impact on our business, although we believe asaaagement companies and plan administrators wiliirwoe to look for unbiased, third-
party advice to help retirement plan participantkenappropriate decisions. The safe harbor prowisn S1783 for third-party investment
advice could have a more positive impact, althowghwon’t be able to draw any strong conclusiond lawmakers meet to resolve
differences between the two bills. The House anthfeedid not reach agreement on the conferencbdiidre the spring recess that began in
early April.

Several industry surveys have pointed to a needriater investment education among retirement daticipants, with many plan
participants lacking basic knowledge of investing aetirement concepts. Participation rates in K0flans have declined over the past
several years, based on a survey published by peeti®m Group in early 2006. About 70% of employiaessted in 401(k) plans offered
through their employers in 2005, down from 80% $99. A study published by the Center for Reseat®oaton College suggested that
online advice appeals to higher-salaried full-tiwarkers with larger retirement balances. Howeveelatively small percentage of
participants surveyed used online advice.

To meet the need for simplified retirement inforimat we are continuing to enhance our online ads@wices and have been transitioning
clients to our new user interface, which is moreanlined and easier to use. We also see greatettgpotential in managed retirement
accounts. Although a relatively small percentageetifement plan participants currently use managmdunts, more employees use these
accounts as they grow older. Based on our indussgarch, we believe managed accounts may sudisaér segment of retirement plan
participants than online advice, which appeals ftelaively small segment of salirected investors within the large population 64.¢) plan
participants.

International Markets

Several firms in the economic/financial data indpstave recently made acquisitions outside of thddd States. For example, Bloomberg
acquired BrainPower, a fund data provider and saivpublisher with operations in Italy and Switaed.

On the regulatory front, larger firms—particulaiySwitzerland—are grappling with how to comply lvBasel II's new regulations by the
implementation deadline in 2007. Most are relatedapital adequacy requirements, but because ntaagraal banks also have lending
operations, many companies in the fund industry begffected. Companies that can provide this tfpata may have an advantage in
winning (or keeping) primary data relationshipshitite very largest institutions.

Financial Express, a financial data company basélle United Kingdom, introduced a fund rating soken late 2005, potentially increasing
competition for Morningstar in this market.

With many European investors still reluctant todstvin stocks, structured products (also knownuasanteed funds or certificates) have
remained a strong trend. Because these funds lifeedt fees that apply at each stage of the plots lifetime and often employ exotic
strategies to meet their fixed principal paymeits difficult for investors to track and analyZgese funds. We're currently in the process of
evaluating potential business opportunities in #nesa.

Acquisition of Ibbotson Associates, Inc.

We completed our acquisition of Ibbotson Associates. (Ibbotson) in March 2006. Ibbotson’s advécel consulting services and EnCorr
software product are now included as part of ogtittional segment. Ibbotson’s Portfolio StrategBlan, Components, Financial
Communications, and Training products and senliee® been integrated into our Advisor segment.tiaiyos publications business,
including theStocks, Bonds, Bills, and Inflation Yearboa&k now part of our Individual segment.
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Three Months Ended March 31, 2006 vs. Three MonthEnded March 31, 2005

Consolidated Results

Three Months Ended March 31

Key Metrics ($000) 200¢€ 200& Change
Revenue $ 70,06 $ 53,20¢ 31. 1%
Operating incom: 19,19¢ 6,87¢ 179.1%
Operating margil 27.2% 12.9% 14.5pp
Stocl-based compensation expel $ 1932 % 4,887 (60.4)%
Cash used for investing activiti (61,106 (5,96%) 924.%
Cash provided by financing activiti 7,28: 55 NMF
Cash provided by (used for) operating activi $ 9917 % (2,249 NMF
Capital expenditures (85¢9) (1,020 (15.9%
Free cash flow $ 9,05¢ % (3,26%) NMF

NMF — not meaningful
pp — percentage points

We define free cash flow as cash provided by od éiseoperating activities less capital expendisui®/e present free cash flow solely as
supplemental disclosure to help you better undedsteow much cash is available after we spend mtmeperate our business. Our
management team uses free cash flow to evaluateetfiermance of our business. Free cash flow shaoide considered an alternative to
any measure of performance as promulgated undergérierally accepted accounting principles (GAARch as cash provided by (used for)
operating, investing, and financing activities)r sbould this data be considered an indicator ofoeerall financial performance or liquidity.
Also, the free cash flow definition we use may betcomparable to similarly titted measures repabedther companies.

Consolidated Revenue

In the first quarter of 2006, we generated revesfug/0.1 million, a 31.7% increase over the sam@gdast year. Ibbotson contributed $4.4
million to our consolidated revenue in the quat®hile revenue increased across all three of osiness segments during the quarter, the
Institutional segment contributed about half of teeenue growth, with segment revenue increasing $lion, or 37.1%. Ibbotson
contributed $2.4 million to Institutional segmeatvenue in the quarter. Advisor segment revenueasad $5.3 million, or 31.9%, with
Ibbotson contributing $1.5 million to this segménthe quarter. Individual segment revenue incré&s26 million, or 23.3%; Ibbotson
contributed $0.5 million of revenue to this segmiarthe quarter. Historically, Ibbotson’s revenwes been higher in March because of its
seasonally driven books business, includingSteeks, Bonds, Bills, and Inflation Yearbgaeke include these annual reference guides in our
Individual segment.

On a product level, more than 40% of the increasminsolidated revenue growth for the quarter veaegated by Investment Consulting
services and Morningstar Advisor Workstation. Omerth of the growth in Investment Consulting waisein by newly incorporated revenue
from Ibbotson. The remaining growth, as seen irpteg several quarters, was driven by expandetiamships and increased assets under
management with existing clients for the assetation services we provide for funds of funds aadable annuities. Growth in Advisor
Workstation was mainly generated by the EntergEdigion, which we offer to financial advisors affited with larger firms, reflecting growth
in license agreements to both new and existingoowsts and an increase in the amount of functignédiénsed. Total licenses for Advisor
Workstation in the United States increased by aB&& compared with the prior-year quarter.

The remaining increase in revenue on a product {eae driven primarily by Ibbotson’s Financial Comnications business (included in our
Advisor segment); Morningstar.com, including Premiembership service and Internet advertising; landnsed Data. Morningstar Direct
and Morningstar Equity Research also made mearinghdributions to revenue growth in the quarter.

Revenue from international operations increased illion, or 20.8%, to $8.4 million in the firsugrter of 2006. Ibbotson contributed $0.2
million of international revenue. Our U.S. revergrew at a faster pace than non-U.S. revenue pgagttpause of growth in Investment
Consulting, Morningstar Advisor Workstation, Morgstar.com, and Morningstar Equity Research, whategate revenue primarily in the
United States. Our acquisition of Ibbotson, whiemerates revenue primarily in the United Statessy ebntributed to U.S. revenue growth.
Foreign currency translations decreased internalti@mvenue by $0.2 million.
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Excluding the impact of foreign currency translaiand the Ibbotson acquisition, consolidated regencreased approximately 24% and
international revenue increased approximately 2d@tpared with the prior-year period.

Revenue Compositic

To help investors evaluate our ongoing businessdteesve separate our revenue into three categdrjesew revenue, which we define as
revenue from selling additional products to curmargtomers or from selling to new customers; 2g¢wal revenue, which we define as
revenue from renewals of subscriptions or licenard;3) “walk-in” revenue, which we define as ravemnve expect to recognize during the
year from subscriptions and license agreementtatems of January 1 of each year, adjusted faratiations, currency translations, and o
routine adjustments during the year. As we progttessigh the calendar year, we expect that walle¥enue will represent a smaller part of
each quarter’s revenue as subscriptions and licagreements in place at the beginning of the ygaireor come up for renewal; similarly,
we expect that revenue from new contracts and ralsemill represent a greater share of each quartevenue.

The following table illustrates the compositionair first quarter 2005 revenue, our first quar@®@@revenue, and the estimated composition
of our 2005 and 2006 revenue from business cldzedigh the end of the first quarter of each yeas.N&ve not yet incorporated revenue
from Ibbotson into our revenue composition categgori

Revenue Composition ($Smil)

200
150 ol e
70% of 2005
revenue
B of 3227.1 mil
100 _ -
£65.7
$53.2
50
0
1 2005 01 2006 2005" 2006"
Cumulative Cumulative
as of March 31, 2005 as of March 31, 2006
New Revenue $59 $ 68 § 160 $ 177
Renewal Revenue 5.7 11.1 204 M5
Walk-in Revenue 41.6 478 1225 137.0
Revenue excluding Ibbotson $63.2 $65.7 $158.9 $189.2
Ibbatson Revenue — 4.4 — —
Consolidated Revenue $53.2 $70.1 $158.9 $189.7

*Each year's cumulative revenue is an estimate of revenue that will be recognized from business closed through the end of the first
quarter. It includes net walk-in revenue plus the full-year impact, absent cancellations, of new and renewal business closed during the
first quarter of each year. This estimate does not include any revenue fram new or renewal business that will be closed during the
second, third, or fourth quarter of each year. Revenue from Ibbotson has not been incorporated into new, renewal, or walk-in revenue,

Our first quarter 2006 revenue consisted of $618aniin new revenue, or 10.2% of our total reverexeluding Ibbotson, in the quarter.
Renewal revenue accounted for $11.1 million, 00% of our total revenue excluding Ibbotson, in g@rter. Walk-in revenue accounted for
$47.8 million, or 72.8% of our total revenue exchgllbbotson, in the quarter.

At the end of the first quarter of 2005, the conaltion of walk-in revenue plus new business andwaigeclosed during the first quarter of
2005 totaled $158.9 million. This represented 73%uo full year revenue of $227.1 million. While wle not expect that this percentage will
remain constant from year to year, we do beliea¢ tie trend of closing a significant portion of tyear’s revenue early in the year is a core
characteristic of our business.

Our estimate of 2006 walik-revenue as of January 1, 2006 was $138.8 mil@ancellations during the first three months dd&the impac
of currency translations, and other routine adjestts reduced this estimate by $1.8 million, or agipnately 1%, to $137.0 million. Durir



the first three months of 2006, we closed renewatsbrought in new business that will contributeeatimated $52.2 million to 2006 reven
As a result, we expect that walk-in revenue plesithpact of new and renewal business closed dthiedrst three months of 2006 will be
$189.2 million in 2006. This estimate does notude the impact of revenue from business that weeabw cancellations that occur in the
remaining three quarters of 2006, nor does it idelthe impact of revenue from Ibbotson.

Consolidated Operating Expense

In the first quarter of 2006, there were threedesthat impacted all of our operating expensegoates: compensatiorelated costs, includir
bonuses and salaries; the acquisition of Ibbotand;stock-based compensation expense. Bonus exgaEusded in the first quarter of 2006
increased by nearly 40% because our financial padace in the first quarter of 2006 exceeded th#tt@prior year. A majority of our bonus
pool is based on growth in our operating incomen@ensation expense, excluding bonuses, also iretéasll of our expense categories
because of an increase in headcount, as well ambsalary increases. We had approximately 1,25fla@mes (including Ibbotson) as of
March 31, 2006, compared with approximately 1,080@faVlarch 31, 2005. Incremental expenses addemibgcquisition of Ibbotson also
contributed to the increase in operating experi§aslly, stock-based compensation expense decré&ss@dnillion compared with the same
period in 2005, reflecting the fact that we no lengre required to record expense under the ligliiethod. In the first quarter of 2005, we
recorded $2.8 million of stock-based compensatigerse under this method, which did not recur 9620

Cost of Goods Sold

Three months ended March 31

($000) 200¢ 200t Change
Cost of goods sol $ 18,67: $ 15,91: 17.4%
% of revenue 26.7% 29.% (3-2pp
Gross profi $ 51,387 $ 37,29 37.&%
Gross margir 73.5% 70.1% 3.2pp

Cost of goods sold is our largest category of dpegaxpense, accounting for almost 40% of thd.t@ar business relies heavily on human
capital, and cost of goods sold includes the corsgian expense for employees who produce the ptedinc services we deliver to our
customers. Cost of goods sold increased $2.8 milfiche first quarter of 2006. The increase inenge was driven
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primarily by higher bonus expense across our thiestness segments, as well as increased compansatiense, excluding bonus expense,
mainly driven by an increase in headcount. Cogfoaids sold related to Ibbotson also contributdaidber costs in this expense category. A
reduction in stock-based compensation expense.dfiillion partially offset these increases. Asesigentage of revenue, our gross margin in
the first quarter of 2006 improved to 73.3%, conegarith 70.1% in the first quarter of 2005, becamserevenue grew at a faster pace than
cost of goods sold.

Development Expen:

Three months ended March 31

($000) 200¢ 200¢ Change
Development expens $ 6,091 $ 5,14¢ 18.2%
% of revenue 8.7% 9.7% (1.0pp

Development expense increased $1.0 million in itis¢ quarter of 2006. This increase primarily refteadditional bonuses and salaries.
Ibbotson development expense also added costssinategory. Lower stockased compensation expense partially offset theseadses. As
percentage of revenue, development expense waslgligwer in the first quarter of 2006 comparedhnthe first quarter of 2005.

Sales and Marketing Expense

Three months ended March 31

($000) 200¢€ 200t Change
Sales and marketing exper $ 11,66( $ 9,78¢ 19.2%
% of revenue 16.€% 18.4% (1.8pp

Sales and marketing expense increased $1.9 mitlitme first quarter of 2006. Sales and marketixgease related to Ibbotson contributed to
the growth in this category. The increase als@otdl higher sales commission expense in our ltistit@l business, primarily because of
increased sales volume, and higher compensatiob@mas expense as a result of increased hiringdles and marketing staff, mainly in our
Advisor and Institutional segments. These increasse partially offset by lower stock-based compdings expense. As a percentage of
revenue, sales and marketing expense decreasassbaeaenue growth outpaced growth in sales anketiag expense.

General and Administrative Expense

Three months ended March 31

($000) 200¢ 200¢ Change
General and administrative expel $ 12,03: $ 13,08 (8.0)%
% of revenue 17.2% 24.€% (7.9pp

General and administrative expense decreased $llidnrm the first quarter of 2006. The declindleets a $2.2 million decrease in stock-
based compensation expense, primarily becausedugotirecord any stockased compensation expense under the liability odeitihthe first
quarter of 2006. The decrease in stock-based cogatien expense was partially offset by higher galreand administrative expense from
Ibbotson, as well as an increase in bonus exp&eeeral and administrative expense as a perceafageenue declined because of the
impact of lower stock-based compensation costsledupith revenue growth.

Depreciation and Amortization Exper

Three months ended March 31

($000) 200¢ 200¢ Change
Depreciation and amortization expel $ 2,40¢ $ 2,39¢ 0.4%
% of revenue 3.4% 4.5% 1.)pp

Depreciation and amortization expense was essigntiathanged in the first quarter of 2006 compawét the same period last year. An
increase in amortization expense driven by intdegissets acquired with Ibbotson was offset bycaedese in amortization and depreciation
expense for certain capitalized internal produeetigpment costs and computer equipment that arefaibpwdepreciated.
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Stock-Based Compensation Expense

The following table summarizes our stock-based amsption expense:

Three months ended March 31

($000) 200€ 200t Change

Stocl-based compensation expe— liability method $ — $ 2,81( (100.0%
Stock-based compensation expense— equity method 1,93¢ 2,07 (6.9%
Total stock-based compensation expense $ 193¢ $ 4,881 (60.4)%
% of revenue 2.8% 9.2% (6.4)pp

As a result of our initial public offering in MayoR5, we are no longer required to settle stockoogtin cash and therefore are no longer
required to record stock-based compensation experder the liability method. Therefore, we did netord any stock-based compensation
expense under the liability method in the first geraof 2006; in contrast, we recorded $2.8 millafrexpense under this method in the first
quarter of 2005.

Stock-based compensation expense recorded undeqtiity method decreased $0.2 million in the fipsarter of 2006, primarily reflecting
lower expense recorded for options granted in previears, as certain options became fully vestdcha longer require us to record
additional expense.

In 2006 we expect to record total stock-based cosgigon expense of approximately $7.2 million fiboations outstanding as of March 31,
2006. This amount is subject to change based oiti@uhl equity grants or changes in our estimatepifon forfeitures. We typically issue 1
majority of our equity grants in the month of M&eginning in May 2006, we will start awarding résted stock units in place of stock
options; however, there may still be times whereleet to grant stock options.

Bonus Expens

Three months ended March 31

($000) 200¢ 200¢ Change
Bonus expens $ 7,03z % 5,11¢ 37.5%
% of revenue 10.(% 9.6% 0.4pp

Bonus expense increased $1.9 million in the fitgtrtgr of 2006. Bonus expense increased becaudmancial performance in the first
quarter of 2006 exceeded our financial performan@905. Ibbotson also contributed additional boowossts in the first quarter of 2006. We
include bonus expense in each of our operatingrespeategories.
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Consolidated Operating Income

Three months ended March 31

($000) 200¢ 200¢ Change
Operating incom: $ 19,19¢ $ 6,87¢ 179.17%
% of revenue 27.2% 12.9% 14.5pp

Consolidated operating income increased $12.3anill the first quarter of 2006, reflecting revemuewth that significantly outpaced
growth in operating expenses across all our busisegments. Many of the products that generateldtyest revenue increases compared
with the prior-year quarter, such as Investmentddtimg, Advisor Workstation, Licensed Data, andriMogstar.com, have a relatively fixed
cost base that allows us to increase revenue withoreasing our cost base at the same rate. Wefdwdhis operating leverage to be evident
in our operations over the long term. Our operativeggin increased more than 14 percentage poiriteifirst quarter, demonstrating this
operating leverage. The decrease in stock-basegemsation expense during the quarter also positivgbacted both operating income and
operating margin.

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

Three months ended March 31

($000) 200¢ 200¢ Change
Operating incom: $ 19,19¢ $ 6,87¢ 179.1%
Stock-based compensation expense 1,934 4,88 (60.9
Operating income before stock-based compensatipanse $ 21,13: % 11,76¢ 79.6%

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

Three months ended March 31

(percentage of revenue) 200¢ 200¢ Change

Operating margil 27.%% 12.9% 14.%pp
Stock-based compensation expense 2.8 9.2 (6.4)pp
Operating margin before stock-based compensatiparese 30.2% 22.1% 8.1pp

Stock-based compensation expense had a largertimpatr operating margin in 2005 because of thpeesge recorded under the liability
method, as discussed in the Stock-Based Compendatjpense section above.

We expect stock-based compensation expense todueiaing cost. We have presented operating indoafiegre stock-based compensation
expense and operating margin before stock-basegeamsation expense solely as supplemental disckosaitgelp investors better understand
the performance of our business, to enhance cosqgradf our performance from period to period, andllow better comparison of our
performance with that of our competitors. We userafing income before stock-based compensatiomsepand operating margin before
stock-based compensation expense to evaluate tfugrpance of our business. Operating income beftwek-based compensation expense
and operating margin before stock-based compemsexjpense should not be considered alternativasytaneasure of performance as
promulgated under GAAP (such as operating incomaperating margin), nor should this data be comeflan indicator of our overall
financial performance or liquidity. Also, the calations of operating income before stock-based @rsation expense and operating margin
before stock-based compensation expense we usaeash&g comparable to similarly titted measures rggubby other companies.

Consolidated Free Cash Flow

We generated free cash flow of $9.1 million in fingt quarter of 2006, reflecting cash provideddperating activities of $9.9 million and
capital expenditures of approximately $0.8 milliénee cash flow increased by $12.4 million in tint fquarter of 2006 compared with the
first quarter of 2005, mainly reflecting a $12.2lran increase in cash flow provided by operatimg\aties, which was driven by an increase
in net income.

Capital expenditures decreased $0.2 million infilsé quarter of 2006 compared with the first qeaf 2005. In the first quarter of 2006,
capital expenditures were made primarily for leateimprovements to our new office space in Londmmputer hardware, and capitalized
internal product development costs. In the firsirger of 2005, capital expenditures mainly includpdnding for leasehold improvements in
our corporate headquarters in Chicago and compateiware.
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The table below presents a reconciliation betwheriricrease in net income and the increase infeastprovided by operating activities:

Three months ended March 31

($000) 200¢ 200¢ Change
Net income $ 13,43¢ $ 4,007 $ 9,43:
Adjustments to reconcile net income to net cashglfrom operating activitie:
Non-cash items included in net incor 271 5,84¢ (5,567)
Changes in operating assets and liabilities, neffetts of acquisitions
Cash paid for bonus:t (22,42¢) (18,000 (4,426
Cash paid for income tax (1,88¢) (3,730 1,84:
Other 20,51¢ 9,632 10,88t
Cash provided by operating activities $ 9917 % (2,247 ¢ 12,164

In the first quarter of 2006, the increase in gaglvided by operating activities of $12.2 milliorceeded the $9.4 million increase in net
income. Cash flow arising from a reduction in ng¢i@ting assets and liabilities increased, whigcmauily reflects lower accounts receivable
because of increased cash collections comparedhéthrior-year quarter. We also paid less casinfmme taxes in the quarter. We paid
more cash for bonuses compared with the prior-ggarter, reflecting strong business performancendi2005. In addition, net income
included a lesser amount of non-cash items duhgaditst quarter of 2006 compared with the samégan 2005, primarily because of a
decrease in stock-based compensation expense.
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Segment Results

In the first quarter of 2006, we changed our sedgnmegorting by allocating stock-based compensatiqrense to each of our three business
segments; before 2006, stock-based compensati@nsapvas recorded as a corporate item. This clnge management a more complete
picture of the profitability of each business segtradter fully allocating stock-based compensatgpense. The 2005 financial results for
each segment have been reclassified to reflectkisinge. Operating income and operating margin tjroates for all segments were more
favorable year over year because higher stock-bam@gpensation expense in the first quarter of 28iba larger negative impact on margins
in that period.

Three Months Ended March 31

Key Metrics ($000) 200¢ 200& % Change
Revenue
Individual $ 19,12¢ 3 15,50¢ 23.2%
Advisor 21,75( 16,49! 31.%
Institutional 30,57: 22,30¢ 37.1%
Eliminations (1,390 (1,109 26.2%
Consolidated revenue $ 70,06( $ 53,20¢ 31.7%
Operating income (loss,
Individual $ 556z $ 2,42¢ 129.2%
Advisor 6,082 2,58¢ 135.2%
Institutional 8,69¢ 3,10(¢ 180.5%
Corporate items and eliminations (1,140 (1,237) (7.5%
Consolidated operating income $ 19,19¢ $ 6,87¢ 179.1%
Operating margin
Individual 29.1% 15.€% 13.5pp
Advisor 28.(% 15.7% 12.2pp
Institutional 28.2% 13.9% 14.%pp
Consolidated operating marc 27.2% 12.% 14.5pp

Individual Segment

Our Individual segment provides products and ses/for individual investors. The largest producthis segment is our U.Based Web sitt
Morningstar.com, which includes both paid PremiureniMbership service and sales of advertising spaselr@dividual segment also includes
Morningstar Equity Research, which we distribut®tigh several channels. Investors can access aity egsearch through our Premium
Membership offering on Morningstar.com. In additionr equity research is distributed through siyamavestment banks to meet the
requirements for independent research under theaBAnalyst Research Settlement, as well as torabwther companies who provide our
research to their affiliated financial advisorg@individual investors. We also offer a varietypoint publications on stocks and mutual fur
including our monthly newsletterjorningstar FundinvestoandMorningstar Stocklnvestgrand our twice-monthly publication,
Morningstar Mutual Fund:. We sell several annual reference guides, inctuthieMorningstar Funds 500theMorningstar Stocks 500the
Morningstar ETFs 101, and the newly acquired Ibbots8itocks, Bonds, Bills, and Inflation Yearbodke currently generate all of the
revenue from our Individual segment in the Unitéatt&s. In the first quarter of 2006 and 2005, skigment represented, before intersegment
eliminations, 27.3% and 29.1%, respectively, of camsolidated revenue.

Three Months Ended March 31

Key Metrics ($000) 200¢ 200& % Change

Revenue $ 19,12¢ $ 15,50¢ 23.2%
Operating incomi $ 556: $ 2,42¢ 129.40%
Operating margin (% 29.1% 15.€% 13.5pp

In the first quarter of 2006, revenue for the Indidal segment increased $3.6 million compared thighsame period in 2005. The increase in
revenue mainly reflects growth in Morningstar.corarRium Membership and Internet advertising salabs&riptions for Morningstar.com
Premium service increased to 155,505 as of Mar¢l2@16, compared with 138,364 as of March 31, 200addition, in January 2006, we
moderately increased subscription prices for Premilembership. As a result, revenue growth outparedith in the number of
subscriptions. An increase in revenue relateded3tobal Analyst Research Settlement also congibtt revenue growth. In the first quarter
of 2005, we provided research under contracts fivighinvestment banks. In
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September 2005, we entered into an agreement wsittifainvestment bank to provide independent gqeisearch under the terms of the
settlement. We're also providing analyst coveraga ¢arger number of stocks compared with the sagnied last year. Ibbotson contributed
$0.5 million of revenue to the Individual segmenthe first quarter of 2006. Most of the revenueagated by Ibbotson in the quarter was
related to theStocks, Bonds, Bills, and Inflation Yearbgetkhich is an annual publication delivered to castes every March. In addition, the
first quarter tends to show more sales activityMfogmium Membership on Morningstar.com and refexgnédes we publish once a year in
the first quarter, such as tMorningstar Stocks 500Morningstar Funds 500 andMorningstar ETFs 100

In the first quarter of 2006, operating incometfwe Individual segment increased $3.2 million coredawith the prior-year period. The
increase in operating income reflects significavienue growth partially offset by more modest glhointoperating expense. Increases in
compensation and bonus expense, particularly inafagods sold, were partially offset by a $1.0liom decrease in stock-based
compensation allocated to the Individual segment. €juity analyst team, whose compensation costmaluded in cost of goods sold, has
expanded to 85 equity analysts as of March 31, 200@pared with 79 as of March 31, 200Bespite operating expense increasing in most
categories, operating margin improved by more ttipercentage points in the first quarter, reftecthe impact of higher revenue against
the operating expense structure and a reductistotk-based compensation expense. Approximate&rgeptage points of the increase came
from lower stock-based compensation expense ascarniage of revenue.

Advisor Segment

Our Advisor segment focuses on products and serV¥adinancial advisors. Key products in this segitnare Morningstar Advisor
Workstation and Morningstar Principia. Advisor Wsi&tion is a Web-based investment planning systatnprovides financial advisors with
a comprehensive set of tools for conducting theie dusiness including investment research, plgn@nd presentations. Advisor
Workstation is available in two editions: the O#iEdition for independent financial advisors are Emterprise Edition for financial advisors
affiliated with larger firms. Principia is our CD&M-based investment research and planning softfeafnancial advisors. In addition, we
offer Morningstar Managed Portfolios, a fee-basisdrétionary asset management service that incladesies of mutual fund and exchange-
traded fund portfolios tailored to meet a rangewéstment time horizons and risk levels that fitiahadvisors can use for their clients’
taxable and tax-deferred accounts. Following oquasition of Ibbotson, we also offer a series of Bl reviewed Financial Communications
materials that advisors can use to educate clérdst asset allocation and demonstrate other kesiment concepts, as well as data and
graphs that financial advisors can license to ngriblished materials. In both the first quartdr2@6 and 2005, this segment represented,
before intersegment eliminations, 31.0% of our otidated revenue.

Three Months Ended March 31

Key Metrics ($000) 200¢ 200& % Change

Revenue $ 21,75 % 16,49! 31.9%
Operating incomi $ 6,08. $ 2,58¢ 135.2%
Operating margin (% 28.(% 15.7% 12.%pp

In the first quarter of 2006, revenue for the Advisegment increased $5.3 million compared withstirae period in 2005. The majority of
the increase in revenue in the quarter reflectedrigevenue from Morningstar Advisor Workstatione ontinue to see strong growth in
licenses of the Enterprise Edition of Morningstalvisor Workstation and are reaping the benefitsath new and renewal contracts that v
signed throughout 2005. Several contracts that setieduled to expire during 2005 and the first iguanf 2006 renewed at significantly
higher contract values, reflecting both higher wemts and an increase in the amount of functignadensed. The number of U.S. licenses
for Morningstar Advisor Workstation increased td 1849 as of March 31, 2006, compared with 90,328 &darch 31, 2005. Ibbotson
contributed $1.5 million of revenue to the Advisegment in the first quarter of 2006. Revenue duuited by Ibbotson primarily reflects
sales generated from Financial Communications nadgarsed by financial advisors. Morningstar Marthgertfolios also contributed to
revenue growth in the segment, but to a lesserdedissets under management for Morningstar ManBgetblios rose to $1.5 billion as of
March 31, 2006, compared with $1.0 billion as ofrta31, 2005. Principia revenue was essentialjhanged in the quarter. The number of
subscriptions for Principia declined to 49,269 &larch 31, 2006, compared with 53,048 as of M&@th2005. While the number of
subscriptions declined, average revenue per syiiseriincreased primarily because of previous pinceeases and reductions in certain
discount programs.

In the first quarter of 2006, operating incometfoe Advisor segment increased $3.5 million compavigd the prioryear period. The increa

in operating income reflects significant growtrthe Advisor segment’s revenue, partially offseirreased operating expense in most
categories. Operating expense in the first quaft@f06 increased $1.8 million, or 12.7%, compamét the same quarter in 2005. More t
75% of the increase in operating expense refldgtseh cost of goods sold, primarily because ofenoental compensation costs related to
additional headcount and increased bonus expenst.o€goods sold expense related to Ibbotson hadkkolder servicing fees related to
higher levels of assets under management for Mgstém Managed Portfolios also contributed to tlegase in this category. Stock-based
compensation expense decreased $0.9 million, faridsetting expense increases in other areagr&jmg margin in the first quarter
improved by more than 12 percentage points oveptioe-year quarter, reflecting the impact of highevenue against the operating cost
structure. Approximately 6 percentage points ofitleeease came from lower stock-based compensatipanse as a percentage of revenue.
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Institutional Segment

Our Institutional segment focuses on products andces for institutions, including banks, insuramompanies, mutual fund companies,
brokerage firms, media outlets, and retirement plawiders and sponsors. Key products and serifickgs segment are Licensed Data, a set
of investment data spanning eight core databasagahle through electronic data feeds; Investn@misulting, which focuses on investment
monitoring and asset allocation for funds of furidsluding mutual funds and variable annuitiesirestent advice, including the Morningstar
Retirement Manager and Advice by Ibbotson platforioisensed Tools and Content, a set of online taals$ editorial designed for institutia

to use in their Web sites and software; Investri®eafiles and Guides, which are designed for instifis to use in communicating investment
information to individual investors; MorningstarrBct, a Web-based institutional research platfdrat provides advanced research and tools
on the complete range of securities in Morningstgtobal database; and Encorr, an asset allocstitware package (acquired with
Ibbotson). In the first quarter of 2006 and 2005 segment represented, before intersegment elfioits, 43.6% and 41.9%, respectively, of
our consolidated revenue. We expect that the Utigtital segment will continue to account for theyést portion of our consolidated revenue
for the foreseeable future.

Three Months Ended March 31

Key Metrics ($000) 200¢ 200t % Change

Revenue $ 30,57: $ 22,30¢ 37.1%
Operating incomi $ 8,69t 3 3,10 180.5%
Operating margin (% 28.2% 13.% 14.5pp

In the first quarter of 2006, revenue for the lngibnal segment increased $8.3 million compareti #ie same period in 2005. Ibbotson
contributed $2.4 million of revenue to this segmadunting the quarter, mainly from Investment Coriaglservices and Advice by Ibbotson.
On a product level, the increase in revenue wangily driven by additional revenue for Investm@unsulting services, including asset
allocation and investment selection for funds ofdsi and variable annuities. Revenue increased plyn@cause we receive asset-based fees
for our services, and assets under managementse ttient portfolios increased compared with tterfyear quarter. Morningstar provided
advisory services on approximately $37.0 billioragsets (including Ibbotson) as of March 31, 2@06)pared with approximately $15.3
billion as of March 31, 2005. Aside from Investm@unsulting, Licensed Data and Morningstar Direetevthe second and third largest
drivers of revenue growth in the quarter. The nunafdicenses for Morningstar Direct totaled 1,088rldwide as of March 31, 2006
compared with 797 as of March 31, 2005. As of M&@th2006, approximately 9.7 million retirementrpfzarticipants had access to the
advice and guidance services in Morningstar Regrgnvianager through approximately 68,000 plan spnand 30 plan providers; the
number of plan participants, sponsors, and prosidees not yet include the impact of Ibbotson. letson acquisition significantly
expanded our asset base in managed retirementrascVe had $6.0 billion in assets under manageimehe managed retirement accounts
offered through Advice by Ibbotson and Morning®Ratirement Manager as of March 31, 2006, compaitgd$t51.1 million as of March

31, 2005.

In the first quarter of 2006, operating incometfwg Institutional segment increased $5.6 milliompared with the prior-year period. The
increase in operating income was driven by sigaiftgrowth in segment revenue, particularly witkpect to the growth in our Investment
Consulting services and Licensed Data. Contractegin both areas and asset-based fees for theltingservices we provide have
increased, while the cost base for these servigesdmained relatively stable. Revenue growth veasally offset by operating expense
growth in most categories. Operating expense isect&2.7 million, or 13.9%, compared with the psiear quarter. More than 75% of the
increase in operating expense was driven by higbgtrof goods sold and sales and marketing expamgemental costs contributed by
Ibbotson during the first quarter were a significdriver of the increase in both of these categoitiigher compensation-related costs,
including salaries, bonuses, and sales commissitsts contributed to the expense increases. Staskebcompensation expense decreased
$1.1 million, which partially offset these increase expense. Operating margin in the first quanmgroved by more than 14 percentage
points over the prior-year quarter, reflecting ithg@act of revenue growth that exceeded the increasperating expense. Approximately 6
percentage points of the increase came from loteeksbased compensation expense as a percentagecoiie.

Corporate and Eliminations
Corporate items and eliminations include capitaiagernal product development costs and relategriration and amortization related to

intangible assets. The following table shows thaponents of corporate and eliminations expense((ired that impacted our consolidated
operating income:

Three Months Ended March 31

($000) 200¢ 2008 % Change
Capitalized internal product development ct (77 (73 142.5%
Depreciation and amortizatic 1,32¢ 1,26 5.2%
Other (112) 43 NMF
Corporate items and eliminations $ 1,141 $ 1,238 (7.5%
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In the first quarter of 2006, corporate items alimlieations decreased $0.1 million, reflecting @mdase in depreciation and amortization
expense primarily related to capitalized interralelopment costs and computer equipment, offsankipcrease in amortization expense for
intangible assets acquired with Ibbotson.

Non-Operating Income and Income Tax Expense

Non-Operating Income

The following table presents the components ofhoetoperating income:

Three months ended March 31

($000) 200¢ 200t
Interest income, ne $ 1,05¢ $ 44¢
Other income (loss), net (12€) 26(
Nor-operating income, net $ 93 $ 70¢

Net interest income primarily reflects interestfrour investment portfolio. Net interest incomereased $0.7 million in the first quarter
2006 compared with the first quarter in 2005, pritgydecause higher levels of cash, cash equivajamtd investments in the first two mon

of the quarter. In the first quarter of 2006, bessaaf the Ibbotson acquisition and payment of ahipoauses, our cash, cash equivalents, and
investments significantly decreased.

Net other income (loss) primarily represents rogyaitome from Morningstar Japan K.K., realized gaand losses from our investm
portfolio, and foreign currency exchange gains lasdes arising from the ordinary course of busimelsged to our international operations.

Income Tax Expense

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

Three months ended March 31

($000) 200¢ 2008
Income before income taxes, equity in net incomenaonsolidated entities, and cumulative

effect of accounting chan $ 20,13. $ 7,581
Equity in net income of unconsolidated entities 647 48(
Total $ 20,77¢ $ 8,06
Income tax expense $ 759 % 4,06(
Effective income tax expense r: 36.€% 50.2%

In 2006, our effective income tax expense rateebsad compared with prior years, primarily becafigsereduction in the tax impact related
to incentive stock options. In 2005, we recordedistased compensation expense related to incesttiek options but we did not record a
corresponding tax benefit. This had the impachoféasing our effective income tax rate above ti& Bederal rate of 35%. Because the
incentive stock options were fully vested by Ma8dh 2005 and because we no longer account formptiader the liability method
subsequent to our initial public offering, we digk mecord any stock based compensation expendeddtaincentive stock options in the first
quarter of 2006.

Ouir first quarter 2006 effective tax rate alsoeett an increase in the value of disqualifying ds#fions related to incentive stock options
compared with the first quarter of 2005. A disqgfyatig disposition occurs when the option holdetssshares within one year of exercising an
incentive stock option. We receive a tax benefthim period that the disqualifying disposition accu

In both periods, our effective income tax experage reflects the fact that we are not recordinghaome tax benefit related to losses recol
by certain of our non-U.S. operations. In the yearnon-U.S. entity records a loss, we do not kkeccorresponding tax benefit, thus
increasing our effective tax rate. The foreignaorating losses may become deductible in cemadémriational tax jurisdictions to the extent
these international operations become profitalde.each of our entities, we evaluate whetherntdse likely than not that the tax benefits
related to net operating losses will be realizesipArt of this evaluation, we consider evidencd sigctax planning strategies, historical
operating results, forecasted taxable income, acent financial performance.
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Liquidity and Capital Resources

We believe that our available cash balances angstments, along with cash generated from operatwitisoe sufficient to meet our
operating and cash needs for the foreseeable fildgaenvest our cash reserves in cash equivalentsrwestments, consisting primarily of
fixed-income securities. We intend to use our cash, egslvalents, and investments for general corpgratposes, including working capi
and for funding future growth.

Cash and Cash Equivalents

As of March 31, 2006, we had cash, cash equivalantsinvestments of $82.9 million, a decrease76t$ million compared with
December 31, 2005. The decrease primarily reflB8&4 million, less $0.1 million of cash acquireded to acquire Ibbotson in March 2006.
The decrease also reflects $22.4 million of anboalus payments that were made in the first quaft2006.

We reclassified our investments in auction-rateigges from cash and cash equivalents to investsnaour Condensed Consolidated
Balance Sheets as of March 31, 2005 and Decemb@084. The amount of auction-rate securities ssifi@d from cash and cash
equivalents to investments as of March 31, 2005@ewkember 31, 2004 was $18.9 million and $23.6ionijlrespectively. We also made
related adjustments to our Condensed ConsolidatadrBents of Cash Flows for the three months eMbrdh 31, 2005 to reflect the gross
purchases and sales of these securities as inyestiivities. The change in classification had fieat on the amount of total current assets,
total assets, net income, income per share, orftaslrom operations as previously reported.

Cash Provided by Operating Activities

Our main source of capital is cash generated frperating activities. In the first quarter of 20@&sh provided by operating activities was
$9.9 million, compared with cash used for operatintivities of $2.2 million in the first quarter @005. The increase of approximately $12.2
million in operating cash flows in the quarter pairity reflects an increase in net income and, lesaer extent, a decrease in certain net
operating assets and liabilities, excluding boraygpents. During the first quarter of 2006, we madeual bonus payments of approximately
$22.4 million, compared with $18.0 million of bonpayments made during the first quarter of 200% Righer bonuses in 2006 were the
result of strong 2005 operating performance. Exalgidthe impact of bonus payments, in the first tpraof 2006, our net operating assets and
liabilities decreased primarily because of incredseaccrued bonuses related to the current yparfermance and an increase in deferred
revenue. Because we frequently invoice our custeraed collect cash in advance of providing servazdsilfilling subscriptions, we often
have significant deferred revenue, which is shosa &ability on our balance sheet. As of March3&106 and December 31, 2005, our
deferred revenue was $87.5 million and $71.2 mmilli@spectively.

As part of the Ibbotson purchase price allocatwa recorded a reduction to income taxes payab$d df7 million. This income tax benefit,
related to the payments for the cancellation obtbbn’s stock options, will reduce the amount aflceve anticipate paying for income taxes
in 2006. This cash income tax benefit did not intmar income tax expense or net income in the atigaarter.

We have an obligation to pay up to approximately3$gillion under a Deferred Compensation Agreenfirg Agreement) with Don Phillips,
an executive officer, as discussed in Note 9 ofNbtes to our Unaudited Condensed ConsolidatechEiabStatements. Under the terms of
the Agreement, on any date that the officer exescibe right to purchase shares under the 1999 wéawill pay to the officer $2.69 per sh

in the form of cash or, at our election, sharesashmon stock. If on the date of purchase the falner of Morningstar’s stock is below $2.77
per share, the amount paid per share will be ratlbased on the terms of the Agreement. As dethidalv in the Rule 10b5-1 Sales Plans
section, in May 2006, Don Phillips, entered intBue 10b51 sales plan contemplating the sale of up to 480gb@res to be acquired throt
stock option exercises in 2006 and 2007. As thesk ®ptions are exercised, we will make paymemtsin as proscribed by the Agreement,
which, if all 450,000 stock options are exercisgduld total approximately $1.2 million.

Cash Used for Investing Activities
In the first quarter of 2006, cash used for investctivities was $61.1 million, compared with $lion in the first quarter of 2005.

Cash used for acquisitions, net of cash acquired,$86.3 million in the first quarter of 2006 ar&iZmillion in the first quarter of 2005. In
March 2006, we acquired Ibbotson. In January 2@@5acquired VARDS from Finetre Corporation.

In the first quarter of 2006, proceeds from saleswestments exceeded purchases of investmerg@®y8 million, resulting in a reallocation
from investments to cash and cash equivalentsri dwr acquisition of Ibbotson. In the first quamé 2005, purchases of investments
exceeded our sales of investments by $3.1 millieifecting a transfer of cash that we determinezkeded our immediate operating needs
into our investment portfolio. As of March 31, 2088d December 31, 2005, our investments, consiptingarily of fixed-income securities,
were $34.5 million and $60.8 million, respectively.

Capital expenditures were $0.9 million in the fiystarter of 2006, compared with $1.0 million in gréor-year quarter.
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Capital expenditures are primarily for leaseholgiavements, computer hardware, and capitalizednatg@roduct development costs. We
anticipate that our capital expenditures in 2006 lve approximately $5.3 million.

Cash Provided by Financing Activities

Cash provided by financing activities was $7.3 imrllin the first quarter of 2006, primarily refléa proceeds received from stock option
exercises. Following our initial public offering May 2005, the number of stock options exerciseddignificantly increased. In the first
quarter of 2005, proceeds from stock option exescigere less than $0.1 million. We also recogn§&d million of excess tax benefits from
stock option exercises in the first quarter of 200 adopted SFAS No. 123(FBhared-Based Paymenbn January 1, 2006; the new
standard requires that we record excess tax beffiefin stock option exercises as a financing agtiviistead of as an operating activity.
Excess tax benefits occur at the time a stock npsi@xercised when the intrinsic value of the apiithe difference between the exercise |
of the option and the fair value of our stock oa tlate of exercise) is greater than the fair vafube option at the time of grant.

We typically award the majority of our equity graimm May. Beginning in May 2006, we will start gtizng restricted stock units in place of
stock options; however, there may still be timeemwive elect to grant stock options. A restrictedlsunit is an agreement to issue shares of
stock at the time the recipient satisfies a vegtiegod.

Acquisitions
Ibbotson Associates, In

In March 2006, we acquired Ibbotson Associates, lnprivately held firm specializing in asset aiion research and services, for $83.0
million in cash, plus an additional $3.4 milliorrf@orking capital and other items, subject to pdesing adjustments. We began including
results of Ibbotson’s operations in our CondensedsGlidated Financial Statements on March 1, 208& acquisition fits several of
Morningstar’'s growth strategies and broadens cachrén the areas of investment consulting, managi@ment accounts, and institutional
and advisor software.

Variable Annuity Research and Data Service (VARDS)

In January 2005, we acquired the VARDS unit fromefiiie Corporation for $8.2 million in cash. VARD®wpides research and data on
variable annuities and is used by many firms tffi@r wariable annuities. This business providegaesh and data on variable annuities and is
used by many firms that offer variable annuitielse Bervice is also used by many brokerage firmsefegarch, due diligence, and suitability
determination. We believe this acquisition streegtd our investment database and enhanced outsdfiggrovide investors with the
information they need to make well-informed deaisiavhen investing in variable annuities.

Subsequent Event

On May 9, 2006, the Compensation Committee of Magsiar’'s Board of Directors approved a grant ofrieted stock units with an
aggregate value of approximately $11.0 million. lEeestricted stock unit represents the right teireza share of Morningstar common stock
when that unit vests. The Compensation Committsgdated May 15, 2006 as the grant date of thesgated stock units. The number of
units granted will be determined based on the rpshare price of Morningstar’s common stock asnteg by the Nasdaq Stock Market on
May 12, 2006 (the last trading day before the détgrant). Each restricted stock unit award willhade under Morningstar's 2004 Stock
Incentive Plan and will vest in four equal annunetéliments starting on the first anniversary @f ginant date, except for restricted stock unit
awards granted to non-employee directors, whichwest in three equal annual installments commenoimthe first anniversary of the grant
date.

Application of Critical Accounting Policies and Estmates

Our critical accounting policies and estimatesdiseussed in the Management’'s Discussion and Aisadgtion of our Annual Report on
Form 10-K filed with the SEC for the year ended &maber 31, 2005.

Effective January 1, 2006, we adopted SFAS No.(R&¥ised 2004)Share-Based Paymef@8FAS No. 123(R)), using the modified
prospective transition method. Under this methbd,grovisions of SFAS No. 123(R) apply to all aveagdanted after the date of adoption
to any unrecognized expense of awards unvestént aate of adoption based on the fair value akeofiate of grant. Prior to this date, we
accounted for our stock option plans in accordanitie the fair value provisions of SFAS No. 1Zpck-Based Compensati(®FAS No.

123). Under SFAS No. 123, we accounted for forfesuwf stock options as they occurred. SFAS No(RPB=quires us to estimate expected
forfeitures at the grant date and recognize congignscost only for those awards expected to Viestordingly, in the first quarter of 2006,
we recorded a cumulative effect of accounting ceangt of tax, of $0.3 million to reverse the imipaicstock-based compensation expense
recorded in prior years related to outstandingkstgations that we estimate will not vest. Besidasording this cumulative effect of
accounting change, the adoption of SFAS No. 128{&)ot have a significant impact on our finangiasition or results of operations
because we previously recognized stock-based casapien expense in accordance with SFAS No. 128r Ryiour adoption of SFAS 123
(R), we presented the tax benefit of deductiorsragifrom the exercise of stock options as opegatash flows in the Unaudited Condensed
Consolidated Statement of Cash Flows. SFAS No.RPR{quires that we classify the cash flows resglfrom the tax benefit that arises
when the tax deductions exceed the compensatidrrexaggnized for those options (excess tax bepefiinancing cash flows. The excess
tax benefits were $2.7 million in the first quartér2006, and no comparable amounts were recordétifirst quarter of 2005. Refer to Note
8 of the Notes to our Unaudited Condensed Congelidginancial Statements for more information rdiey our adoption of SFAS No. 123
(R) and our accounting for stock optio
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Rule 10b51 Sales Plans

Our directors and executive officers may exercieeksoptions or purchase or sell shares of our comstock in the market from time to
time. We encourage them to make these transadtiomsgh plans that comply with Exchange Act Rule3:Q(c). Morningstar will not
receive any proceeds, other than proceeds froraxbeeise of stock options, related to these traimsec

The following table, which we are providing on dwtary basis, sets forth the Rule 10b5-1 salesspéatered into by our directors and
executive officers as of May 15, 2006:

Number of
Shares Number of
Plan to be Shares Projected
Date of Termination Sold undet Sold undet Beneficial
Name and Position Plan Date the Plan Timing of Sales under the Pla the Plan Ownership (1)
Joe Mansueto (2) 05/09/06 12/29/06 700,00( Up to 100,000 shares to be solc — 29,300,00
Chairman and Chief during June 2006, and up to
Executive Officer 300,000 shares to be sold durin

each of the fiscal quarters endir
September 30, 2006 and
December 31, 200

Chris Boruff 03/26/06 10/01/06 100,00( Monthly increments of up to 16,66¢ 134,71:
President, Advisor approximately 16,666 shares

Business

Martha Dustin Boudc  05/09/06 10/31/06 125,000 Weekly increments of up to — 198,72(

approximately 5,681 shares
Chief Financial

Officer
Cheryl Francis 05/09/06 12/31/06 20,00C Daily increments of up to 500 — 64,00(
Director shares, or all remaining shares if
the stock reaches a specified pi
Tao Huang 5/15/06 2/28/07 70,00C Monthly increments of up to — 1,432,80.
Chief Operating 10,000 shares
Officer
Steve Kaplan Director 05/10/06 12/09/06 44,00C Monthly increments of up to — 88,00(
7,000 shares, except for the last
month which will be 9,000 shar
Elizabeth Kirscher 05/09/06 11/15/06 113,75( Semimonthly increments of up 1 — 66,76¢
President, Data 12,000 shares, except for the la
Services Busines sale which will be 5,750 shar
Don Phillips 05/09/06 08/26/07 450,00( Semimonthly increments of up to — 1,377,48.
Managing Directo 15,000 share
Paul Sturm 12/16/05 12/31/06 120,00( Monthly increments of up to 40,00( 310,00(
Director 10,000 share
David Williams 05/09/06 09/09/06 28,25( Weekly increments of up to 5,000 _ 152,00(
Managing Director, shares
Design

(1) This column reflects an estimate of the nuntdfeshares each identified director and executifieer will beneficially own following the
sale of all shares under the Rule 1b%ales plans currently in effect. This informatieflects the beneficial ownership of our commtutils
as of March 31, 2006, and includes shares of oomoon stock subject to options that were then esabde or that will have become
exercisable by May 30, 2006. The estimates daeftgct any changes to beneficial ownership that hreve occurred since March 31, 2006.
Directors and executive officers identified in thble may amend their Rule 10b5-1 sales plans aydanopt additional Rule 10b5-1 sales
plans in the future.

(2) On April 7, 2006, we announced that Joe Matwswur chairman and chief executive officer, wioestablish a Rule 10b5-1 sales plan
and that he intends to sell up to 1.2 million shaog 4 percent of his total shares, during a 12timperiod that will begin in June 2006. The
700,000 shares subject to his Rule 10b5-1 salesrpfiect the portion of the shares to be sold kbgd&nber 29, 2006.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABO UT MARKET RISK

Our investment portfolio is actively managed and/ maffer losses from fluctuating interest ratesrkatprices, or adverse security selection.
As of March 31, 2006, our investments, consistirigarily of fixed-income securities, were $34.5 lioih. Based on our estimates, a 100
basis point change in interest rates would haveased or decreased the fair value of our invedtpuatfolio by approximately $0.2 million.

As our non-U.S. revenue increases as a percenfageamue over the long-term, fluctuations in fgrecurrencies present a greater potential
risk. To date, we have not engaged in currencyingdgnd we do not currently have any positionddrivative instruments to hedge our
currency risk. Our results could suffer if certéoneign currencies decline relative to the U.Slatoln addition, because we use the local
currency of our subsidiaries as the functionalency, we are affected by the translation of foraigmencies into U.S. dollars.

ITEM 4. CONTROLS AND PROCEDURES
(a) Evaluation and Disclosure Controls and Procedwes

Disclosure controls and procedures are designezhionably assure that information required toibelased in the reports filed or submitted
under the Exchange Act is recorded, processed, suized, and reported within the time periods spediin the SEC’s rules and forms.
Disclosure controls and procedures include, withiouitation, controls and procedures designed &somably assure that information requ
to be disclosed in the reports filed under the Exgje Act is accumulated and communicated to managemcluding the chief executive
officer and the chief financial officer, as appriape, to allow timely decisions regarding requidistclosure.

Morningstar carried out an evaluation, under thgesvision and with the participation of our manageinincluding our chief executive
officer and chief financial officer, of the effeetiness of the design and operation of our disctosantrols and procedures as of March 31,
2006. Based upon that evaluation, our chief exeeutfficer and chief financial officer concludedttour disclosure controls and procedures
are effective to provide reasonable assurancertf@mation required to be disclosed in the repargsfile or submit under the Exchange Act
is recorded, processed, summarized, and reportaddaghen required.

(b) Changes in Internal Controls Over Financial Reprting

There were no changes in Morningstar’s internatrods over financial reporting during the periodreoed by this Quarterly Report on
Form 10-Q that have materially affected or areanably likely to materially affect our internal dool over financial reporting.
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PART 2 OTHER INFORMATION
Item 1. Legal Proceedings

We incorporate by reference the information regaydégal proceedings set forth in Note 11, “Corgimgjes,” of the Notes to our Unaudited
Condensed Consolidated Financial Statements ceaténPart 1., Item 1. of this Quarterly Reportramm 10-Q.

Item 1A. Risk Factors

There have been no material changes to the ris&rfadisclosed in Item 1A — Risk Factors in our AahReport on Form 10-K for the year
ended December 31, 2005.

Item 6. Exhibits

(a) Exhibits

Exhibit No Description of Exhibit

10.1 Form of Restricted Stock Unit Award Agreement foe Morningstar 2004 Stock Incentive P

10.2 Form of Director Restricted Stock Unit Award Agresmhfor the Morningstar 2004 Stock Incentive F

10.3 Form of Deferral Election Form for the Morningsgff04 Stock Incentive Ple

10.4 Form of Director Deferral Election Form for the Margstar 2004 Stock Incentive Pl

31.1 Certification of Chief Executive Officer pursuantRule 13-14(a)/15«14(a) of the Securities Exchange Act of 1!
31.2 Certification of Chief Financial Officer pursuant Rule 13-14(a)/15(-14(a) of the Securities Exchange Act of 1!
32.1 Certification of Chief Executive Officer Pursuant18 U.S.C. 135

32.2 Certification of Chief Financial Officer Pursuant18 U.S.C. 135!
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SIGNATURE

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

MORNINGSTAR, INC.

Date: May 15, 2006 By: /s/ Martha Dustin Boudc
Martha Dustin Boudo
Chief Financial Office
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Exhibit 10.1
MORNINGSTAR, INC. 2004
STOCK INCENTIVE PLAN

FORM OF RESTRICTED STOCK UNIT AWARD AGREEMENT

THIS RESTRICTED STOCK UNIT AWARD AGREEMENT (including Schedule 1 hereto, the “Award Agreemgig’'made under the
Morningstar, Inc. 2004 Stock Incentive Plan (thé&atP) as of the Grant Date specified in Schedule this Award Agreement (“Schedule)1”
Any term capitalized but not defined in this Awadreement will have the meaning set forth in thanP|

BETWEEN:

(1)
(2)
1

1.1

1.2

1.3

1.4

15

2.1

MORNINGSTAR, INC., an lllinois corporation (the “Company”); and
The Participant identified in Schedule 1.

GRANT OF RESTRICTED STOCK UNITS

In accordance with the terms of the Plan and stijethe terms and conditions of this Award Agream#ée Company hereby
grants to the Participant the number of Restri@emtk Units specified in Schedule 1.

Each Restricted Stock Unit is a notional amount thpresents one unvested share of common stogiamealue, of the Company
(a “Share™). Each Restricted Stock Unit constitutesright, subject to the terms and conditionthefPlan and this Award
Agreement, to distribution of a Share if and whwesm Restricted Stock Unit vests.

The Participant hereby agrees to be bound by thestef this Award Agreement and the Plan.

Further details of the Restricted Stock Units gedrto the Participant under the terms of this Awagdeement are set forth in
Schedule 1.

In the case of conflict between the terms containglis Award Agreement and those contained inRtam, the Plan shall prevail,
unless and to the extent otherwise expressly statits Award Agreement.

RIGHTS AS A SHAREHOLDER

Unless and until a Restricted Stock Unit has veatatlithe Share underlying it has been distributeti@ Participant, the Participant
will not be entitled to vote that Share.




2.2

3.1

3.2

3.3

3.4

If the Company declares a cash dividend on theeShé#nen, on the payment date of the dividendPdrécipant will be credited
with dividend equivalents equal to the amount ahcdividend per Share multiplied by the number e$tRcted Stock Units credited
to the Participant through the record date fordivedend. The dividend equivalents credited toRagticipant under the preceding
sentence will be deemed to be reinvested in additiBestricted Stock Units and credited to thei€lpent's Restricted Stock Unit
account. The Restricted Stock Units credited asalt of such dividend equivalents will be subjecthe same terms regarding
vesting and forfeiture as the Participant’s RestdStock Units awarded hereunder, and, subjabitéollowing sentence, will be
distributed in Shares at the same time and inahgesproportion that the Shares associated witP#ntcipant's Restricted Stock
Units are delivered (or forfeited at the time ttie Participans Restricted Stock Units are forfeited). FractioBahres may be settl
in cash or otherwise, including by rounding up owd to the nearest whole number, as the Committésrmhines.

TERMINATION OF SERVICE AND OTHER CHANGES IN SERVICE STATUS

If the Participant’s Service (as defined in SectaB) terminates for any reason other than Digglili death, the Participant will
forfeit the right to receive Shares underlying &wegstricted Stock Units that have not vested atttivee. Notwithstanding anything in
the Plan to the contrary, for purposes of this Alvagreement, “Disability” shall mean the conditiohbeing “disabled” as provided
in Code Section 409A(a)(2)(C) or a determinatiothef United States Social Security Administratiathwespect to the existence of
a disability.

If the Participant’s Service terminates on accafrihe Disability or death of the Participant, ®articipant or the Participant’s
beneficiary under the Plan will be entitled to igeghe Shares underlying all of the RestricteccBidnits awarded hereunder,
including those that have not then vested.

For purposes of this Award Agreement “Service” nmeetre provision of services to the Company or ffdiates in the capacity of

an Employee or a Director but not as a Consultamtpurposes of this Award Agreement, the transfan Employee from the
Company to an Affiliate, from an Affiliate to theoBipany or from an Affiliate to another Affiliate alhnot be a termination of
Service. However, if the Affiliate for which an Etogee is providing services ceases to be an Afiilaf the Company due to a sale,
transfer or other reason, and the Employee ceagesrform services for the Company or any Affiligtee Employee shall incur a
termination of Service.

Notwithstanding anything to the contrary in this &w Agreement, the vesting periods described ire@ale 1 will be suspended
while the Participant is on unpaid leave of absarcgerving as a part-time Employee and the vestaigs will be extended by the
length of time that the Participant




4.1

5.1

is on unpaid leave of absence or serving as atipaetEmployee, as the case may be. The Companlytsh the sole discretion to
determine whether a Participant is on unpaid led\absence or serving as a part-time Employee.

ELECTION TO DEFER

The Participant may elect to defer delivery of anwall Shares due to him or her under this Awarde®ment to a date beyond the
applicable vesting date, by making a timely defegtaction. In his or her election to defer, thetRgpant may choose to defer to a
particular anniversary of the Grant Date, beginniritty the fourth and ending with the tenth anniaeysof the Grant Date. If a
Participant’s Service terminates for any reasootecthe anniversary of the Grant Date specifiea dteferral election, he or she will
be deemed to have elected to defer delivery toéxé occurring anniversary of the Grant Date follogvhis or her termination of
Service or, if the Participant is then an executiffeeer of the Company, if later, following the @ration of the six-month period
following his or her termination of Service. If tRarticipant dies prior to a termination of Seryi@ey Shares remaining to be paid
under this Award Agreement will be paid to his er beneficiary designated under the Plan as sopreaticable, regardless of any
outstanding election to defer. The Board or the @ittee may cause Shares subject to an outstantiiotiom to defer to be deliver
in advance of the date contemplated by such elettialefer in connection with a change in contrare (as defined in regulations
promulgated under Section 409A of the Code anceawifted in such regulations in connection witHangermination) or in
connection with any other event for which the Boardhe Committee is permitted, at the time of sereént, to provide for
accelerated distributions under Section 409A ofGbde. An election to defer will be considered tiyranly if it is filed within the
first 30 days of the Grant Date. Notwithstandingthimg in this Section 4 to the contrary, an elattio defer hereunder shall comply
with the requirements of Section 409A of the Codé will not be a valid election.

TIMING AND FORM OF PAYMENT

Except as otherwise provided herein, once a ResdriStock Unit vests, the Participant will be datitto receive a Share in its place.
Delivery of the Share will be made as soon as agtnatively feasible after its associated Restdc®ock Unit vests, but no later
than 2%2 months from the end of the calendar yeaich such vesting occurs, or at a later datetedelby the Participant under
Section 4.




6.1

6.2

7.1

8.1

8.2

WITHHOLDING OBLIGATIONS

Without limiting the Company power or rights pursuant to Article 16 of therPdad subject to Section 6.2, amounts requirecx
law or regulation to be withheld by the Companyhwitspect to any taxable event arising under tinar8l Agreement will be
satisfied by having Shares withheld in accordanitie the first sentence of Section 16.2 of the Plaraddition, the Participant may
elect to deliver to the Company the necessary ftmdatisfy the withholding obligation, in whichseathere will be no reduction in
the Shares otherwise distributable to the Partitipa

Without limiting the Company’s power or rights puasit to Article 16 of the Plan, amounts requireddylaw or regulation to be
withheld by the Company with respect to the vestihg Restricted Stock Unit subject to an effectiederral election will be
satisfied by having the Participant deliver to @@mpany the necessary funds to satisfy the withihgldbligation, it being
understood that to the extent permitted by lawGbenpany may elect to withhold such amounts fromamts it would otherwise
distribute to the Participant.

NOTICES

Any notice or other communication required or pétadi under this Award Agreement must be in writamgl must be delivered
personally, sent by certified, registered or exprasil, or sent by overnight courier, at the seisdexpense. Notice will be deemed
given when delivered personally or, if mailed, thdays after the date of deposit or, if sent byrmight courier, on the regular
business day following the date sent. Notice toGbepany should be sent to Morningstar, Inc., 22s¥Wacker Drive, Chicago,
lllinois, 60606, Attention: General Counsel. Nottoethe Participant should be sent to the addreeedParticipant contained in the
Company’s records. Either party may change theopessd/or address to whom the other party mustmptiee by giving such other
party written notice of such change, in accordamite the procedures described above.

CONSTRUCTION

The Restricted Stock Units granted hereunder a@ysuto any rules and regulations promulgatechiey@ommittee pursuant to the
Plan, now or hereafter in effect.

The Company and the Participant may amend this Awgreement only by a written instrument signedobth parties, provided,
that the Company may amend this Award Agreemeiitowit further action by the Participant if (i) stedmendment is deemed by the
Company to be advisable




or necessary to comply with applicable law, rukg regulation, including Section 409A of the Code(ii) if such amendment is not
to the detriment of the Participant.

8.3 The parties may execute this Award Agreement in@maore counterparts, all of which together shalfistitute but one Award
Agreement.

IN WITNESS whereof the parties have executed this Restricteck3Jnit Award Agreement as of the Grant Date #@etin Schedule 1.

Participant

(Participan's signature

(Print name

Morningstar, Inc.

By:

Its:

PLEASE RETURN BY: «DATE »




SCHEDULE 1

DETAILS OF RESTRICTED STOCK UNIT GRANTED TO THE PAR TICIPANT

Participan’s name «First» «Name»

Grant Date «Grant_dat»

Number of Restricted Stock Unit «Total_RSU_Grar»

Vesting of Restricted Stock Units: Subject to, and except as otherwise provided leyAthiard Agreement, including Sections 3.2 and

3.4 thereof, the Restricted Stock Units subjethéoAward Agreement vest in installments, with
each installment becoming vested on the “VestingeDshown below, if the Participant has
remained in continuous Service until that Vestiraged Notwithstanding the foregoing, the Board or
the Committee may cause the Restricted Stock \dgrétsted hereby to vest at an earlier date
pursuant to its authority under the Pl

Number of Restricted Stock Units Vesting Date
«YearlVes» «VestDateY »
«Year2Ves» «VestDateY»
«Year3Ves» «VestDateY»
«YeardVes» «VestDateY»




Exhibit 10.2
MORNINGSTAR, INC. 2004
STOCK INCENTIVE PLAN
FORM OF DIRECTOR RESTRICTED STOCK UNIT AWARD AGREEM ENT

THIS DIRECTOR RESTRICTED STOCK UNIT AWARD AGREEMENT (including Schedule 1 hereto, the “Award Agreemgig”
made under the Morningstar, Inc. 2004 Stock Ingerfilan (the “Plan”as of the Grant Date specified in Schedule 1 ®Award Agreemer
(“Schedule 1"). Any term capitalized but not defina this Award Agreement will have the meaningfeeth in the Plan.
BETWEEN:
(1) MORNINGSTAR, INC., an lllinois corporation (the “Company”); and
2 The Participant identified in Schedule 1.

1 GRANT OF RESTRICTED STOCK UNITS

1.1 In accordance with the terms of the Plan and stijethe terms and conditions of this Award Agream#ée Company hereby
grants to the Participant the number of Restri@emtk Units specified in Schedule 1.

1.2 Each Restricted Stock Unit is a notional amount thpresents one unvested share of common stogiamealue, of the Company
(a “Share™). Each Restricted Stock Unit constitutesright, subject to the terms and conditionthefPlan and this Award
Agreement, to distribution of a Share if and whwesm Restricted Stock Unit vests.

1.3 The Participant hereby agrees to be bound by thestef this Award Agreement and the Plan.

1.4 Further details of the Restricted Stock Units gedrto the Participant under the terms of this Awagdeement are set forth in
Schedule 1.

15 In the case of conflict between the terms containglis Award Agreement and those contained inRtam, the Plan shall prevail,
unless and to the extent otherwise expressly statits Award Agreement.

2 RIGHTS AS A SHAREHOLDER

2.1 Unless and until a Restricted Stock Unit has veatatlithe Share underlying it has been distributeti@ Participant, the Participant
will not be entitled to vote that Share.




2.2

3.1

3.2

3.3

4.1

If the Company declares a cash dividend on theeShé#nen, on the payment date of the dividendPdrécipant will be credited
with dividend equivalents equal to the amount ahcdividend per Share multiplied by the number e$tRcted Stock Units credited
to the Participant through the record date fordivedend. The dividend equivalents credited toRagticipant under the preceding
sentence will be deemed to be reinvested in additiBestricted Stock Units and credited to thei€lpent's Restricted Stock Unit
account. The Restricted Stock Units credited asalt of such dividend equivalents will be subjecthe same terms regarding
vesting and forfeiture as the Participant’s RestdStock Units awarded hereunder, and, subjabitéollowing sentence, will be
distributed in Shares at the same time and inahgesproportion that the Shares associated witP#ntcipant's Restricted Stock
Units are delivered (or forfeited at the time ttie Participans Restricted Stock Units are forfeited). FractioBahres may be settl
in cash or otherwise, including by rounding up owd to the nearest whole number, as the Committésrmhines.

TERMINATION OF SERVICE AND OTHER CHANGES IN SERVICE STATUS

If the Participant’s Service (as defined in SectaB) terminates for any reason other than Digglili death, the Participant will
forfeit the right to receive Shares underlying &wegstricted Stock Units that have not vested atttivee. Notwithstanding anything in
the Plan to the contrary, for purposes of this Alvagreement, “Disability” shall mean the conditiohbeing “disabled” as provided
in Code Section 409A(a)(2)(C) or a determinatiothef United States Social Security Administratiathwespect to the existence of
a disability.

If the Participant’s Service terminates on accafrihe Disability or death of the Participant, ®articipant or the Participant’s

beneficiary under the Plan will be entitled to igeghe Shares underlying all of the RestricteccBidnits awarded hereunder,
including those that have not then vested.

For purposes of this Award Agreement “Service” nmeetre provision of services to the Company or ffdiates in the capacity of
an Employee or a Director but not as a Consultant.

ELECTION TO DEFER

The Participant may elect to defer delivery of anwall Shares due to him or her under this Awarde®ment to a date beyond the
applicable vesting date, by making a timely defegtaction. In his or her election to defer, thetRgpant may choose to defer to a
particular anniversary of the Grant Date, beginniritty the third and ending with the tenth anniveysaf the Grant Date. If a
Participant’s Service terminates for any reasootecthe anniversary of the Grant Date specifiea dteferral election, he or she will
be deemed to have elected to defer delivery toéixé




5.1

6.1

7.1

occurring anniversary of the Grant Date followirig br her termination of Service. If the Participdres prior to a termination of
Service, any Shares remaining to be paid undetherd Agreement will be paid to his or her beniefig designated under the Plan
as soon as practicable, regardless of any outstarediection to defer. The Board or the Committeg sause Shares subject to an
outstanding election to defer to be delivered ivaate of the date contemplated by such electiateter in connection with a chan
in control event (as defined in regulations pronatdgl under Section 409A of the Code and as perdhittsuch regulations in
connection with a plan termination) or in conneetigith any other event for which the Board or tta@r@nittee is permitted, at the
time of such event, to provide for acceleratedritistions under Section 409A of the Code. An etecto defer will be considered
timely only if it is filed within the first 30 daysf the Grant Date. Notwithstanding anything irstBiection 4 to the contrary, an
election to defer hereunder shall comply with thguirements of Section 409A of the Code or it wilt be a valid election.

TIMING AND FORM OF PAYMENT

Except as otherwise provided herein, once a RéstriBtock Unit vests, the Participant will be datitto receive a Share in its place.
Delivery of the Share will be made as soon as adtnattively feasible after its associated Restdcock Unit vests, but no later
than 2% months from the end of the calendar yeatich such vesting occurs, or at a later datetedeloy the Participant under
Section 4.

WITHHOLDING OBLIGATIONS

Without limiting the Company’s power or rights puasit to Article 16 of the Plan, amounts requireddylaw or regulation to be
withheld by the Company with respect to any taxavent arising under this Award Agreement will b&sfied by having Shares
withheld in accordance with the first sentence @fttdn 16.2 of the Plan. In addition, the Partiaipaay elect to deliver to the
Company the necessary funds to satisfy the withhgldbligation, in which case there will be no retilon in the Shares otherwise
distributable to the Participant.

NOTICES

Any notice or other communication required or pétadi under this Award Agreement must be in writamgl must be delivered
personally, sent by certified, registered or expresil, or sent by overnight courier, at the selsd=xpense. Notice will be deemed
given when delivered personally or, if mailed, thdays after the date of deposit or, if sent byrmight courier, on the regular
business day following the date sent. Notice to the




8.1

8.2

8.3

Company should be sent to Morningstar, Inc., 2250MM#acker Drive, Chicago, lllinois, 60606, AttemtidGeneral Counsel. Notice
to the Participant should be sent to the addrefiseoParticipant contained in the Company’s recdiither party may change the
person and/or address to whom the other party giustnotice by giving such other party written getof such change, in
accordance with the procedures described above.

CONSTRUCTION

The Restricted Stock Units granted hereunder d@suto any rules and regulations promulgatechiey@ommittee pursuant to the
Plan, now or hereafter in effect.

The Company and the Participant may amend this Awgreement only by a written instrument signedbth parties, provided,
that the Company may amend this Award Agreemeiitowit further action by the Participant if (i) stedmendment is deemed by the
Company to be advisable or necessary to comply ayigicable law, rule, or, regulation, includingc8en 409A of the Code, or (i)

if such amendment is not to the detriment of theiépant.

The parties may execute this Award Agreement in@maore counterparts, all of which together shalfistitute but one Award
Agreement.

IN WITNESS whereof the parties have executed this RestricteckSJnit Award Agreement as of the Grant Date #jgtin Schedule 1.

Participant

(Participan’s signature

(Print name

Morningstar, Inc.

By:

Its:

PLEASE RETURN BY: «DATE »




SCHEDULE 1

DETAILS OF RESTRICTED STOCK UNIT GRANTED TO THE PAR TICIPANT

Participan’s name

Grant Date

Number of Restricted Stock Unit
Vesting of Restricted Stock Units:

«First» «Name»

«Grant_dat»

«Total RSU_Gram

Subject to, and except as otherwise provided yAthiard Agreement, including Section 3.2
thereof, the Restricted Stock Units subject toAl&ard Agreement vest in installments, with each
installment becoming vested on the “Vesting Datedven below, if the Participant has remained in
continuous Service until that Vesting Date. Notwitinding the foregoing, the Board or the
Committee may cause the Restricted Stock Unitstgdamereby to vest at an earlier date pursuant
to its authority under the Pla

Number of Restricted Stock Units Vesting Date
«YearlVes» «VestDateY:»
«Year2Ves» «VestDateY»
«Year3Ves» «VestDateY»

5




Exhibit 10.3

Morningstar, Inc.
2006 Restricted Stock Unit Grant

Form of Deferral Election Form
If you wish to defer delivery of any portion of teeares of common stock (“Shares”) of Morningdtae, (the “Company”) covered by the
Restricted Stock Unit award granted to you on May20D06 (the “RSU Award”), you must complete thosnfi and return it to the Company’s
Human Resources Departmeat later than June 14, 2006 For additional information, please read the aveapdeement for your RSU
Award (the “RSU Award Agreement”).

Name: Social Security No.

| hereby elect, subject to the terms of my RSU Aly#o defer delivery of the percentage of the Shaet forth below (together with any
associated dividend equivalents) that would othssviie delivered to me on each of the four RSU mgstates, to as soon as administratively
feasible on or after the date indicated below {eferred Delivery Date”).

| understand that if my Service (as defined in Bec3.3 of the RSU Award Agreement) terminates tetbe Deferred Delivery Date, | will
receive the Shares for any vested portion of my R8ldrd (together with any associated dividend eajlgints), as soon as administratively
feasible, on or after the next anniversary of thanGDate (as defined in the RSU Award Agreemeasitdpiving the date my Service termina
(the “Service Termination Date”).

| understand that if | am an executive officertod Company on my Service Termination Date and éx¢ anniversary of the Grant Date is
within six months of my Service Termination Datevill receive the Shares for any vested portiothefRSU Award (together with any
associated dividend equivalents), as soon as astnatively feasible, on or after the expiratiorttod six-month period following my Service
Termination Date.

| understand that, as provided by Section 4.1 ®RBU Award Agreement, Shares subject to thisieleatay be delivered to me in advance
of the Deferred Delivery Date in connection witbhenge in control event (as defined in regulatipmenulgated under Section 409A of the

Code) or any other event for which the Board orGoenmittee is permitted, at the time of such evienprovide for accelerated distributions
under Section 409A of the Code.

| understand that | am obligated to satisfy anthefCompany’s tax withholding obligations incidémthe vesting of the portion of the RSU
Award subject to this election by delivering casliite Company and that to the extent permittechby the Company may withhold from
amounts otherwise due to me amounts sufficienatisfg such tax withholding obligations.

| elect to defer delivery of % of the Shatfest would otherwise be delivered to me on eadgh®four vesting installments of the RSU
Award (deferring only the first three installmentthe first date is chosen) until:

(Check only one payment date)

O May 15, 201( m| May 15, 201
O May 15, 2011 | May 15, 201¢
O May 15, 201z m| May 15, 201¢
O May 15, 201%

| hereby make the above irrevocable election akd@eledge that | have read the RSU Award Agreeraadtunderstand that this Deferral
Election is for each vesting installment of my R&Ward.

Participan’'s Signature Date

Morningstar, Inc

Date




Exhibit 10.4

Morningstar, Inc.
2006 Restricted Stock Unit Grant

Form of Director Deferral Election Form
If you wish to defer delivery of any portion of teeares of common stock (“Shares”) of Morningdtae, (the “Company”) covered by the
Restricted Stock Unit award granted to you on May20D06 (the “RSU Award”), you must complete thosnfi and return it to the Company’s
Human Resources Departmeat later than June 14, 2006 For additional information, please read the aveapdeement for your RSU
Award (the “RSU Award Agreement”).

Name: Social Security No.

| hereby elect, subject to the terms of my RSU Aly#o defer delivery of the percentage of the Shaet forth below (together with any
associated dividend equivalents) that would othssviie delivered to me on each of the four RSU mgstates, to as soon as administratively
feasible on or after the date indicated below {eferred Delivery Date”).

| understand that if my Service (as defined in Bec3.3 of the RSU Award Agreement) terminates tetbe Deferred Delivery Date, | will
receive the Shares for any vested portion of my R8ldrd (together with any associated dividend eajgints), as soon as administratively
feasible, on or after the next anniversary of thanGDate (as defined in the RSU Award Agreemeasitdpiving the date my Service termina
(the “Service Termination Date”).

| understand that, as provided by Section 4.1 ®RBU Award Agreement, Shares subject to thisieleahay be delivered to me in advance
of the Deferred Delivery Date in connection witbhenge in control event (as defined in regulatigmenulgated under Section 409A of the

Code) or any other event for which the Board orGoenmittee is permitted, at the time of such evienprovide for accelerated distributions
under Section 409A of the Code.

| elect to defer delivery of % of the Sharesttwould otherwise be delivered to me on eachethree vesting installments of the RSU
Award (deferring only the first two installmentglife first date is chosen) until:

(Check only one payment date)

O May 15, 200¢ | May 15, 2013
O May 15, 201( m| May 15, 201
O May 15, 2011 | May 15, 201¢
O May 15, 201z m| May 15, 201¢

| hereby make the above irrevocable election akd@eledge that | have read the RSU Award Agreeraadtunderstand that this Deferral
Election is for each vesting installment of my R&Ward.

Participan’'s Signature Date

Morningstar, Inc

Date




EXHIBIT 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER

I, Joe Mansueto, certify that:
1. | have reviewed this Quarterly Report on Form 18f@lorningstar, Inc.;

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

3. Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented

in this report;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) for the registrant and have:

a. designed such disclosure controls and proceduresused such disclosure controls and procedutes tlesigned under
our supervision, to ensure that material infornratielating to the registrant, including its condated subsidiaries, is
made known to us by others within those entitiestigularly during the period in which this repartbeing prepared;

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

c. evaluated the effectiveness of the registrant’sldssire controls and procedures and presentedsimgport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this

report based on such evaluation; and

d. disclosed in this report any change in the regi$adnternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter that haterrly affected, or is reasonably likely to maadly affect, the
registrant’s internal control over financial repog; and

5. The registrans other certifying officer and | have disclosedsdxhon our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions):

a. all significant deficiencies and material weaknesgethe design or operation of internal contratiofimancial reporting
which are reasonably likely to adversely affectbgistrant’s ability to record, process, summaad report financial

information; and

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

Date: May 15, 2006 /sl Joe Mansuet
Joe Mansuet
Chairman of the Board and Chief Executive Offi

1




EXHIBIT 31.2
CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Martha Dustin Boudos, certify that:
1. | have reviewed this Quarterly Report on Form 18f@lorningstar, Inc.;

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

3. Based on my knowledge, the financial statementsofimer financial information included in this repdairly present in all
material respects the financial condition, resofteperations and cash flows of the registrantfaara for, the periods presented

in this report;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures
(as defined in Exchange Act Rules 13a-15(e) and1Bd)) for the registrant and have:

a. designed such disclosure controls and proceduresused such disclosure controls and procedutes tlesigned under
our supervision, to ensure that material infornratielating to the registrant, including its condated subsidiaries, is
made known to us by others within those entitiestigularly during the period in which this repartbeing prepared;

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

c. evaluated the effectiveness of the registrant’sldssire controls and procedures and presentedsimgport our
conclusions about the effectiveness of the discsantrols and procedures, as of the end of thegeovered by this

report based on such evaluation; and

d. disclosed in this report any change in the regi$adnternal control over financial reporting thatcurred during the
registrant’s most recent fiscal quarter that haterrly affected, or is reasonably likely to maadly affect, the
registrant’s internal control over financial repog; and

5. The registrans other certifying officer and | have disclosedsdxhon our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct(@spersons performing the
equivalent functions):

a. all significant deficiencies and material weaknedsethe design or operation of internal contratiofiancial reporting
which are reasonably likely to adversely affecttbgistrant’s ability to record, process, summasiad report financial
information; and

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

Date: May 15, 2006 /s/ Martha Dustin Boudc
Martha Dustin Boudo
Chief Financial Officel

1




EXHIBIT 32.1

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

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

1. the Company’s Quarterly Report on Form 10-Q fordharterly period ended March 31, 2006 as filedhwhie Securities and
Exchange Commission on the date hereof (the “R8pfuity complies with the requirements of Sectiond)3¢f the Securitie
Exchange Act of 1934; and

2.

the information contained in the Report fairly mets, in all material respects, the financial cbadiand results of operatio
of the Company.

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

May 15, 200€




EXHIBIT 32.2

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

Martha Dustin Boudos, as Chief Financial OfficeMydrningstar, Inc. (the “Company”), certifies, puast to 18 U.S.C. 1350, as
adopted pursuant to 906 of the Sarbanes-Oxley A2002, that:

1. the Company’s Quarterly Report on Form 10-Q fordharterly period ended March 31, 2006 as filedhwhie Securities and
Exchange Commission on the date hereof (the “R8pfuity complies with the requirements of Sectiond)3¢f the Securitie
Exchange Act of 1934; and

2.

the information contained in the Report fairly mets, in all material respects, the financial cbadiand results of operatio
of the Company.

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

May 15, 200€




