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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 8-K

CURRENT REPORT

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

Date of Report (Date of earliest event reportddgy 4, 2006

MORNINGSTAR, INC.

(Exact name of registrant as specified in its arart

lllinois 00(¢-51280
(State or other jurisdictio (Commissior
of incorporation’ File Number)

225 West Wacker Drive
Chicago, lllinois
(Address of principal executive office

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

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

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

60606
(Zip Code)

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

the following provisions:

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

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

O
O Pre-commencement communications pursuant te Radl-2(b) under the Exchange Act (17 CFR 240.1(%d)-2
O

Pre-commencement communications pursuant te RR#-4(c) under the Exchange Act (17 CFR 240.18p-4




Item 2.02. Results of Operations and Financial Contion.*

On May 4, 2006, Morningstar, Inc. issued a preksage announcing its financial results for the fipgarter ended March 31, 2006
copy of the press release is attached hereto abiE9f.1.

Item 9.01. Financial Statements and Exhibits.

(d) Exhibits:
Exhibit No. Description
99.1* Press Release dated May 4, 2(

*  The information furnished under Item 2.02 of thigr@nt Report on Form 8-K, including Exhibit 99i4 peing furnished and shall not be
deemed to be “filed” for the purposes of SectioroLthe Securities Exchange Act of 1934, as amef((thed'Exchange Act”), or
incorporated by reference in any filing under tiee8ities Act of 1933, as amended, or the Exch@mgeexcept as shall be expressly set
forth by specific reference in such a filing.




SIGNATURES

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

MORNINGSTAR, INC.
Date: May 4, 2006 By: /s/ Martha Dustin Boudc

Name: Martha Dustin Boudo
Title:  Chief Financial Officel




EXHIBIT INDEX

Exhibit No. Description

99.1 Press Release dated May 4, 2(

*  The information furnished under Item 2.02 of thigr@nt Report on Form 8-K, including Exhibit 99i4 peing furnished and shall not be
deemed to be “filed” for the purposes of SectioroLthe Securities Exchange Act of 1934, as ame((ithed’Exchange Act”), or
incorporated by reference in any filing under tiee8ities Act of 1933, as amended, or the Exch@mgeexcept as shall be expressly set
forth by specific reference in such a filing.




Exhibit 99.1
Media Contact: Margaret Kirch Cohen 312-696-638&argaret.cohen@morningstar.com
Investors: Please submit questions to investors@imgstar.com or by fax to 312-696-6009.
FOR IMMEDIATE RELEASE
Morningstar, Inc. Reports First Quarter 2006 Finandal Results

CHICAGO, May 4, 2006 — Morningstar, Inc. (NASDAQ:®RN), a leading provider of independent investnmesgarch, today announced
its first quarter 2006 financial results. The compaeported consolidated revenue of $70.1 milliothie first quarter of 2006, a 32% increase
from revenue of $53.2 million in the first quart#r2005. Revenue for the first quarter included4$aillion from Ibbotson Associates, Inc.
Morningstar acquired Ibbotson, a leading provideasset allocation research and services, on MBr2B06, and began including Ibbotsot
its financial results on that date. Morningstars imcome was $13.4 million in the first quarter2606, or 29 cents per diluted share,
compared with $4.0 million, or 9 cents per dilugtre, in the first quarter of 2005.

Morningstar purchased Ibbotson for $83.0 milliorcash plus $3.4 million for working capital and @tlitems, subject to post-closing
adjustments. The acquisition contributed first ¢erarevenue of $0.5 million in Morningstar’s Indivial segment, $1.5 million in the Advisor
segment, and $2.4 million in the Institutional seg Historically, Ibbotson’s revenue has been éigh March because of the seasonal
nature of its books business, including 8tecks, Bonds, Bills, and Inflation Yearbgaetkhich is published annually in March. Morningstar
includes these annual reference guides in its iddal segment.




Joe Mansueto, chairman and chief executive ofi€dlorningstar, said, “We’re well on our way toégfrating Ibbotson into our operations.
Even though this quarter only includes one monttbbbtson’s results, its products are already n@gkieaningful contributions to our
business, especially in the Advisor and Institulasegments. We're particularly excited about Ikbats funds of funds consulting, managed
retirement accounts, and institutional softwareises.

“Our underlying business also continued to genestitsng organic growth, with revenue increasing 2d%he first quarter, excluding
Ibbotson and foreign currency translations. Neallyf our core products contributed to revenueagho with Morningstar Advisor
Workstation Enterprise Edition and Investment Cdtiveyi posting the largest gains,” Mansueto addédsd during the quarter we launched
the Morningstar Dividend Leaders Index, which Firatist Advisors is licensing for use in a new exdetraded fund, and we introduced a
star rating for exchange-traded funds.”

Key Business Drivers

Revenue: Revenue in the Individual segment was $19.1 onillh the first quarter of 2006, a 23% increasenf&15.5 million in the first
quarter of 2005. Revenue in the Advisor segment$24s8 million in the first quarter of 2006, a 32%rease compared with $16.5 million
the same period in 2005. Revenue in the Institatisegment was $30.6 million in the first quarte2@06, a 37% increase from $22.3 milli
in the first quarter of 2005.

Revenue from international operations was $8.4ionilin the first quarter of 2006, a 21% increasenf$7.0 million in the same period a year
ago. International revenue included $0.2 milliaonfirlbbotson. Foreign currency translations hadgatiee impact of $0.2 million on
international revenue. Excluding the impact of fgnecurrency translations and the Ibbotson acdaisitonsolidated revenue increased
approximately 24% and international revenue inerdapproximately 21%, respectively, compared withgrior-year period.

Revenue Composition:Morningstar defines “walk-in” revenue as reveitexpects to recognize during the year from supsons and

license agreements in place as of Jan. 1 of eaah gdjusted for cancellations, currency transheti@nd other routine adjustments during the
year. During the first quarter of 2006, the compalmged renewals and brought in new business titlatantribute an estimated $52.2 milli

to 2006 revenue, absent cancellations. Morningsttimates that 2006 walk-in revenue plus the feliryimpact of new and renewal business
closed during the first quarter, absent additional




cancellations, will total $189.2 million. Revenuerh Ibbotson has not yet been incorporated into, memewal, or walk-in revenue.

Operating Income: Consolidated operating income was $19.2 milliothie first quarter of 2006, an increase of $12il8an, or 179%,
compared with $6.9 million in the same period aryeg. Lower stoclbased compensation expense had a significant inopaitte increase
operating income. Excluding stotlased compensation expense, operating income firshquarter of 2006 was $21.1 million, an insea
$9.3 million, or 80%, compared with $11.8 millianthe first quarter of 2005. This increase refl¢atsunderlying strength of Morningstar’s
business, which was driven by revenue growth thgiaced growth in operating expense across alhbasisegments. The Ibbotson
acquisition also contributed to operating incomangh.

The company’s operating margin was 27.4% in tre §uarter of 2006, compared with 12.9% in the sper@d in 2005. The increase in
operating margin partly reflects the decline ircktbased compensation expense compared with giefiarter of 2005. Excluding stock-
based compensation expense, the company’s openatirgin was 30.2% in the first quarter of 2006, paned with 22.1% in the prior-year
period.

Operating income and operating margin before stided compensation expense are measures that @aasdaubated in accordance with U
generally accepted accounting principles (GAAPJegonciliation to operating income and operatinggimais included in the accompanying
financial tables.

Stockbased Compensation Expens8tock-based compensation expense decreased #&a m the first quarter of 2006 to $1.9 millipn
compared with $4.9 million in the first quarter205. The lower level of stock-based compensatipeese mainly reflects the fact that after
the company’s initial public offering in May 2008lorningstar no longer records stock-based compemsakpense under the liability
method. In the first quarter of 2005, the compagorded $2.8 million of stockased compensation expense under the liability adetihict
did not recur in 2006.

Free Cash Flow: Morningstar generated free cash flow of $9.1liomilin the first quarter of 20086, reflecting casbyided by operating
activities of $9.9 million and capital expenditudsapproximately $0.8 million. Free cash flow ieased by $12.4 million, primarily because
of an increase in net income adjusted for non-dasins. Free cash flow is a non-GAAP measure thiadenciled to cash provided by or used
for operating activities in the accompanying finahtables. Morningstar defines free cash flow ashcprovided by or used for operating
activities less capital expenditures.




As of March 31, 2006, Morningstar had cash, casfivetéents, and investments of $82.9 million, congplawith $153.2 million as of Dec. 31,
2005. The decrease reflects cash used for thesatiguiof Ibbotson and annual bonus payments.

Business Segment Performance

In the first quarter of 2006, Morningstar changsdsegment reporting by allocating stock-based @sation expense to each of its three
business segments; before 2006, stock-based coatfmenexpense was recorded as a corporate iters.chiange gives management a more
complete picture of the profitability of each buesis segment after fully allocating stock-based @msgation expense. Morningstar has
reclassified its segment results for 2005 to refileis change.

Operating income and operating margin growth rideall segments were more favorable year over peaause higher stock-based
compensation expense in the first quarter of 2G@banlarger negative impact on margins in thatgeri

Individual Segment: The largest product in this segment based omreyés the company’s U.S.-based Web site for iddiai investors,
Morningstar.con® . The Individual segment also includes Morning$t&quity Research and several print and online patitios.

* Revenue was $19.1 million in the first quarter 00@, a 23% increase from $15.5 million in the fagaarter of 2005.
Morningstar.com Premium Membership and Equity Resedrove most of the revenue increase. The fisattgr tends to show mc
sales activity for Premium Membership on Morningstam and other products suchMsrningstar® Stocks 500™ and
Morningstar® Funds 500™ , which are reference guides that the company ghdxdi once a year. In addition, first quarter reeenu

for this segment included revenue from Ibbots@tscks, Bonds, Bills, and Inflation Yearbgetkhich is published in March of each
year.

e  QOperating income was $5.6 million in the first deanf 2006, a 129% increase from $2.4 millionHa prior-year period. Operating
income benefited from a $1.0 million decrease aelstbased compensation expense.

e  Operating margin was 29.1% in the first quarte?@®6, compared with 15.6% in the first quarter @2 Approximately 7
percentage points of the increase came from loteeksbased compensation expense as a percentagecoiie.

Advisor Segment: The largest products in this segment based eentevare Morningst&t Advisor Workstatior®™ , Morningstar® Principia
® and Morningsta? Managed PortfolioSV .

* Revenue was $21.8 million in the first quarter 008, a 32% increase from $16.5 million in the sa®eod in 2005. Advisor
Workstation Enterprise Edition contributed the nigyoof the revenue increase.
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The Advisor segment also included March revenumfitsbotson’s Financial Communications business.

*  Operating income was $6.1 million in the first geaiof 2006, an increase of 135% compared with 82liéon in the first quarter of
2005. Operating income benefited from a $0.9 niillikecrease in stock-based compensation expense.

*  Operating margin was 28.0% in the first quarte2@®6, compared with 15.7% in the first quarter @2. Approximately 6
percentage points of the increase came from loteeksbased compensation expense as a percentagecoiie.

Institutional Segment: The key products and services in this segmergithas revenue are Licensed Dalth, Investment Consulting,
retirement advice (including Advice by IbbotsBand Morningsta® Retirement Managet™), Licensed Tools and Content, Morningstar
DirectSM , and EnCorf .

* Revenue was $30.6 million in the first quarter 008, a 37% increase from $22.3 million in the fagaarter of 2005. Investment
Consulting (including March revenue from Ibbotsdriiensed Data, and Morningstar Direct drove mdshe revenue increase.

e  QOperating income was $8.7 million in the first geaf 2006, an increase of 181% from $3.1 millietthe same period in 2005.
Operating income benefited from a $1.1 million @éase in stock-based compensation expense.

e  Operating margin was 28.4% in the first quarte2@®6, compared with 13.9% in the prior-year peridpproximately 6 percentage
points of the increase came from lower stock-basedpensation expense as a percentage of revenue.

About Morningstar, Inc.

Morningstar, Inc. is a leading provider of indepentinvestment research in the United States anthjor international markets. The
company offers an extensive line of Internet, safey and print-based products and services fovihatls, financial advisors, and
institutions. Morningstar provides data on morentthid5,000 investment offerings, including stockstuml funds, and similar vehicles. The
company has operations in 12 countries and minovitgership positions in companies based in fouemtountries.

Safe Harbor Statement under the Private Securitiekitigation Reform Act of 1995

This press release contains forward-looking statesnd hese statements relate to future eventsfotuce financial performance and involve
known and unknown risks, uncertainties, and othetofrs that may cause our actual results, levedstfity, performance, or achievement:

be materially different from any future resultsydés of activity, performance, or achievements egped or implied by these forward-looking
statements. In some cases, you can identify forlaoking statements by the use of words such ay,eould,” “expect,” “intend,” “plan,”
“seek,” “anticipate,” “believe,

estimate,” “predi,” “potential,” or “continue” or the negative tiese terms or other comparable
terminology. You should not place undue reliancéaward-looking statements because they involvekmand unknown risks,
uncertainties, and other factors that are, in scases, beyond our control and that could materéflct actual results, levels of activity,
performance, or achievements.

Other factors that could materially affect actweduits, levels of activity, performance, or achiaeats can be found in Morningstar’s filings
with the Securities and Exchange Commission, irol#lorningstar’'s Annual Report on Form 10-K foetpear ended Dec. 31, 2005. If any
of these risks or uncertainties materialize, auif underlying




assumptions prove to be incorrect, actual resudtg vary significantly from what we projected. Amynfvard-looking statement you read in
this press release reflects our current views vatipect to future events and is subject to thedetrer risks, uncertainties, and assumptions
relating to our operations, results of operatigmewth strategy, and liquidity. We assume no oliagato publicly update or revise these
forward-looking statements for any reason, whe#éses result of new information, future events, theowise.

Non-GAAP Financial Measures

To supplement Morningstar’s consolidated finanstatements presented in accordance with GAAP, Mgstar uses the following measures
defined as non-GAAP by the Securities and Exch@wmamission: free cash flow, operating income bekiock-based compensation
expense, and operating margin before stock-basageasation expense. Morningstar presents freeflmastsolely as supplemental
disclosure to help its investors better understaow much cash is available after Morningstar spendsey to operate its business.
Morningstar uses free cash flow to evaluate théopmiance of its business. Free cash flow shouldratonsidered an alternative to any
measure of performance as promulgated under GAA¢h(as cash provided by (used for) operating, iimgsand financing activities), nor
should this data be considered an indicator of lihgstar's overall financial performance or liquidilso, the free cash flow definition used
by Morningstar may not be comparable to similaithed measures reported by other companies. Foe information on free cash flow,
please see the reconciliation from cash providedp®rating activities to free cash flow includedhe accompanying financial tables.

Morningstar presents operating income before stimded compensation expense and operating margirelsbck-based compensation
expense solely as supplemental disclosure to telpvestors better understand the performances dilisiness, to enhance comparison of
Morningstar’s performance from period to periodd &m allow better comparison of Morningstar’s pemfance with that of its competitors.
Morningstar expects stock-based compensation eggerize a recurring cost. Morningstar uses opeagaticome before stock-based
compensation expense and operating margin befock-sased compensation expense to evaluate thermenfice of its business. Operating
income before stock-based compensation expensepatdting margin before stock-based compensatiparese should not be considered
alternatives to any measure of performance as ggated under GAAP (such as operating income oraipgy margin), nor should this data
be considered an indicator of Morningstar’s oveiatincial performance or liquidity. Also, the calations of operating income before stock-
based compensation expense and operating margiretstbck-based compensation expense used by Mgtammay not be comparable to
similarly titled measures reported by other comeaniFor more information on operating income beftoek-based compensation expense
and operating margin before stock-based compemsexjpense, please see the reconciliations fromatipgrincome to operating income
before stock-based compensation expense and frematipy margin to operating margin before stockebasompensation expense included
in the accompanying financial tables.

HHH

©2006 Morningstar Inc. All rights reserved.




Morningstar, Inc. and Subsidiaries

Unaudited Condensed Consolidated Statements of Opions

Three months ended March 31

(in thousands, except per share amounts) 200¢ 200t change
Revenue $ 70,06( $ 53,20« 31.1%
Operating expense(1
Cost of goods sol 18,67: 15,91: 17.8%
Developmen 6,091 5,14¢ 18.2%
Sales and marketir 11,66( 9,78t 19.2%
General and administrati\ 12,03: 13,08¢ (8.0%
Depreciation and amortizatic 2,40¢ 2,39¢ 0.4%
Total operating expen: 50,86: 46,32t 9.8%
Operating incom: 19,19¢ 6,87¢ 179.1%
Operating margir 27.4% 12.9% 14.5 pp
Non-operating income (expensi
Interest income, ne 1,05¢ 44¢ 135.¢%
Other income (expense), r (126) 26C NMF
Non-operating income, n 93¢ 70¢ 31.6%
Income before income taxes, equity in net incomenaonsolidated entities, anc
cumulative effect of accounting chan 20,13: 7,581 165.2%
Income tax expens 7,59¢ 4,06( 87.1%
Equity in net income of unconsolidated entit 647 48( 34.&%
Income before cumulative effect of accounting clee 13,18( 4,007 228.%
Cumulative effect of accounting change, net of medax expense of
$171(2) 25¢ — NMF
Net income (loss $ 13,43¢  $ 4,007 235.%
Basic income per shar
Income before cumulative effect of accounting cle $ 03: $ 0.1c
Cumulative effect of accounting chan — —
Net income $ 03: $ 0.1C
Diluted income per shar.
Income before cumulative effect of accounting cle $ 0.2¢ $ 0.0¢
Cumulative effect of accounting chan 0.01 —
Net income $ 0.2¢ $ 0.0¢
Weighted average common shares outstani
Basic 40,35t 38,44¢
Diluted 46,42+ 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 administrati\ 1,422 3,628
Total stocl-based compensation expel $ 193¢ $ 4,88

(2) Relates to adoption of Statement of Financiat@unting Standards No.

NMF — Not meaningful, pp — percentage points

123(R).




Morningstar, Inc. and Subsidiaries
Operating Expense as a Percentage of Revenue

Three months ended March 31

200¢€ 200t change
Revenue 100.(% 100.(%
Operating expense(1
Cost of goods sol 26.7% 29.% (3-2pp
Developmen 8.7% 9.7% (2.0pp
Sales and marketir 16.€% 18.4% (1.8pp
General and administrati\ 17.2% 24.€% (7.49pp
Depreciation and amortizatic 3.4% 4.5% 2.9)pp
Total operating expen: 72.€% 87.1% (14.5pp
Operating margil 27.4% 12.%% 14.5 pp
Three months ended March 31
200¢€ 200t change
(2) Includes stoc-based compensation expense
Cost of goods sol 0.4% 1.2% (0.9pp
Developmen 0.2% 0.5% (0.39pp
Sales and marketir 0.2% 0.6% (0.9pp
General and administrati\ 2.C% 6.8% (4.9pp
Total stocl-based compensation expel 2.8% 9.2% (6.4)pp




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

Three months ended March 31

($000) 200¢€ 200t
Operating activities
Net income $ 13,43¢ $ 4,007
Adjustments to reconcile net income to net cashglfrom operating activitie:
Cumulative effect of accounting chan (259 —
Depreciation and amortizatic 2,40¢ 2,39¢
Deferred income tax expense (bene (565) (859
Stoclk-based compensatic 1,93¢ 4,88
Equity in net income of unconsolidated enti (647) (480
Other, ne 97 (100
Changes in operating assets and liabilities, neffetts of acquisition (6,48¢) (12,099¢)
Cash provided by (used for) operating activi 9,917 (2,24)
Investing activities
Purchases of investmer (26,050 (7,695)
Proceeds from sale of investme 52,371 10,81t
Capital expenditure (859 (1,029
Acquisitions, net of cash acquir (86,274 (8,157
Other, ne (300 93
Cash used for investing activiti (61,100 (5,96%)
Financing activities
Proceeds from stock option exerci: 4,597 66
Excess tax benefit from stock option exerci 2,68¢ —
Payments of lor-term debt and capital lease obligatit — (11)
Cash provided by financing activiti 7,28: 55
Effect of exchange rate changes on cash and casvadnts (71) (67)
Net decrease in cash and cash equiva (43,97)) (8,229
Cash and cash equivale— Beginning of perioc 92,367 35,90°
Cash and cash equivale— End of perioc $ 48,39( $ 27,68¢
Reconciliation from cash provided by operating actiities to free cash flow (a no-GAAP measure):
Three months ended March 31
($000) 200€ 200t
Cash provided by (used for) operating activi $ 9917 $ (2,247
Less: Capital expenditur (859 (1,027
Free cash flov $ 9,05¢ $ (3,26¢)




Morningstar, Inc. and Subsidiaries
Unaudited Condensed Consolidated Balance Sheets

March 31, December 31
($000) 200¢€ 200¢
Assets
Current asset:
Cash and cash equivalel $ 48,39( $ 92,367
Investment: 34,51¢ 60,82:
Accounts receivable, n 54,90¢ 47,53(
Income tax receivable, n 6,722 —
Other 6,37¢ 5,49t
Total current asse 150,91 206,21!
Property and equipment, r 17,48: 17,35¢
Investments in unconsolidated entit 16,63: 16,35¢
Goodwill 65,80¢ 17,50(
Intangible assets, n 62,96 7,251
Deferred tax asset, n 7,932 29,72¢
Other asset 2,12¢ 1,90¢
Total asset $ 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 87,49 71,15¢
Deferred tax liability, ne 84C 83:
Other 2,517 2,461
Total current liabilities 123,05! 115,84:
Accrued compensatic 1,37¢ 4,45¢
Other lon¢-term liabilities 3,38¢ 2,29¢
Total liabilities 127,81 122,59°
Total shareholde’ equity 196,03: 173,71«
Total liabilities and sharehold¢ equity $ 323,84¢ $ 296,31.
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Morningstar, Inc. and Subsidiaries
Segment Information

Three months ended March 31

($000) 200¢ 200t change
Revenue
Individual $ 19,12¢ $ 15,50¢ 23.2%
Advisor 21,75( 16,49 31.9%
Institutional 30,57 22,30¢ 37.1%
Eliminations (1,390 (1,100 26.2%
Consolidated revent $ 70,060 $ 53,20 31.7%
Revenue— U.S. $ 61,63t $ 46,23: 33.2%
Revenue— nor-U.S. $ 8,42; % 6,97: 20.6%
Operating income (loss)(1
Individual $ 556z $ 2,42¢ 129.%%
Advisor 6,082 2,58¢ 135.2%
Institutional 8,69¢ 3,10¢ 180.5%
Corporate items and eliminatio (1,149 (1,239 (7.5)%
Consolidated operating incor $ 19,19¢ $ 6,87¢ 179.17%
Operating margin
Individual 29.1% 15.€% 13.5pp
Advisor 28.(% 15.7% 12.2pp
Institutional 28.2% 13.% 14.5 pp
Consolidated operating marc 27.2% 12.9% 14.5pp

(1) Includes stock-based compensation expenseatdidto each segment.
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Morningstar, Inc. and Subsidiaries
Supplemental Data

($000) Q1 200¢ Q1 200¢ change Full- Year 200¢€

Revenue Composition (1

New revenus $ 6,73C $ 5,90¢ 14.(% $ 17,74(
Renewal revenu 11,13¢ 5,65¢ 96.£% 34,53
Walk-in revenue 47,77¢ 41,64 14.1% 136,95:
Revenue excluding Ibbots 65,64( 53,20 23.2% 189,22!
Ibbotson revenue (: 4,42( — NMF —
Consolidated revent $ 70,06( $ 53,20« 31.7% $ 189,22!
% of Revenue excluding Ibbotsor

New revenu 10.2% 11.1% (0.9pp 9.4%
Renewal revenu 17.(% 10.€% 6.4 pp 18.2%
Walk-in revenue 72.8% 78.2% (5.5)pp 72.4%
Revenue excluding lbbotst 100.0% 100.(% — 100.(%

(1) To help investors evaluate the company’s amgbiusiness results, Morningstar separates reviatauthree categories: 1) new revenue,
defined as revenue from selling additional prodtetsurrent customers or from selling to new cusisn2) renewal revenue, defined as
revenue from renewals of subscriptions or licenagd;3) “walk-in" revenue, defined as revenue pi@nts to recognize during the year from
subscriptions and license agreements in place damfary 1 of each year, adjusted for cancellatinsency translations, and other routine
adjustments during the year.

(2) Revenue from Ibbotson Associates has not bemmporated into new, renewal, or walk-in revenue.

As of March 31

200¢€ 200t % change
Our Employees
Total worldwide headcount (! 1,25( 1,00 25.(%
Number of U.S. stock analys 85 79 7.€%
Number of U.S. fund analys 29 28 3.6%
Our Business
Number of Morningstar.com Premium subscripti 155,50! 138,36« 12.2%
Number of Principia subscriptiol 49,26¢ 53,04¢ (7.2)%
Number of U.S. Advisor Workstation licens 121,84¢ 90,32: 34.%
Number of Morningstar Direct licens 1,09: 797 37.1%
Assets under management for Morningstar Manageifidhos $1.5 bi $1.0 bi 50.(%
Assets under management for managed retirementiatsc(8) $6.0 bi $151.1 mi NMF
Assets under advisement for Investment Consul@ $37.0 bi $15.3 bi 141.¢%

(3) 2006 amounts include Ibbotson Associi

Three months ended March 31
($000) 200¢ 200¢

Effective Income Tax Expense Rat
Income before income taxes, equity in net incomenaonsolidated entities,

and cumulative effect of accounting chal $ 20,13 % 7,581
Equity in net income of unconsolidated entit 647 48C

Total $ 20,77¢  $ 8,067
Income tax expens $ 7,59¢ % 4,06(
Effective income tax expense r: 36.€% 50.2%
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Morningstar, Inc. and Subsidiaries
Reconciliations of Non-GAAP Measures to the NeareStomparable GAAP Measures

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

Three months ended March 31

($000) 200€ 200t % change
Operating incom $ 19,19¢ $ 6,87¢ 179.1%
Add back: stoc-based compensation expel 1,93¢ 4,88 (60.9%
Operating income before stc-based compensation expel $ 21,13: $ 11,76¢ 79.6%
Reconciliation from operating margin to operatingrgin before stoc-based compensation expen

Three months ended March 31
(% of revenue) 200¢ 200¢ change
Operating margil 27.2% 12.€% 14.5 pp
Add back: stoc-based compensation expel 2.8% 9.2% (6.4)pp
Operating margin before stc-based compensation expel 30.2% 22.1% 8.1pp
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