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Prospectus Summary

This summary highlights selected infation contained elsewhere in this prospectuss $iaimmary may not contain all the
information that you should consider before inuggiin our common stock. You should carefully reael éntire prospectus, including "Risk
Factors" and our Consolidated Financial Statemamdsrelated notes included elsewhere in this patapebefore making an investment
decision.

Overview

We are a leading provider of indepgarmdnvestment research in the United States anthjor international markets. Our mission is
to create great products that help investors réagihfinancial goals. We offer an extensive liridrdernet, software, and prittased product
for individual investors, financial advisors, amdtitutional clients. We provide data on more thaf,000 investment offerings, including
more than 55,000 mutual funds and similar vehidlds.serve nearly 4 million individual investors,01@00 financial advisors, and
500 institutional clients and have operations irc@@ntries around the world.

Our business operations are divided into three setgn

. Individual, which focuses on products for indiviliravestors;
. Advisor, which focuses on products for financiaviadrs; and
. Institutional, which focuses on products for ingiibnal clients, including banks, brokerage firimsurance companies, mutual fund

companies, and retirement plan providers and spsnso

In all three of our business segments, we beliewvenrk helps individual investors reach their figal goals. Financial advisors use our
research and tools to help them and their cliertisenbetter investment decisions. Similarly, ingiites often make our information and
advice available to individual investors who useitiproducts and services.

We believe Morningstar is one of the most recoghized trusted names in the investment industryoamgbosition as an industry leader
results from our high-quality products and servjaes strong market position in key market segmemis expertise in investment research,
our history of product innovation, and recognitafrour brand.

From 1999 through 2003 our revenue increased fyrgpound annual growth rate of 28.0%, largely beeaistrong internally generated
growth. During this period, our lowest annual growdte was 20.2% in 2002, and our highest annwalthrrate was 44.2% in 2000. In 2003,
revenue was $139.5 million, an increase of 27.3% @002. In the nine months ended September 3@}, 208 generated revenue of
$130.9 million and net income of $9.9 million.

Competitive Strengths

We believe our company has the folfmgacompetitive strengths:

. Strong reputation and brandlVe believe Morningstar has built a trusted namerggrindividual investors, financial advisors, and
institutions, because of our independence andigffeduality of our products and services.
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. Investor focusWe have a history of investor advocacy and desigrpooducts to help investors make \-informed investmer
decisions.

. Depth, breadth, and accuracy of datde maintain what we believe is one of the largesist accurate, and most complete databases
in our industry, with data on more than 100,00Gestment offerings.

. Innovative, proprietary research toolM/e have developed a number of proprietary researdranalytical tools that support our
fundamental approach to investing, including therdlegstar Rating, which helped popularize the cphoé risk-adjusted returns
among the general investing public, and the MorstiaigStyle Box, which classifies investment offgerbased on their underlying s
and investment style.

. Expertise in research, technology, and desWyie. have built a flexible technology platform th#oas our products to work together
across a full range of investment databases, dglfeemats, and market segments. We develop mostio$oftware and technology
tools ourselves, which enables us to leverage xperése and tailor our products to the needs ofcostomers.

. Large and loyal customer bag@ur individual investor Web sites have nearly 3iBiom registered users worldwide, and our print
publications reach more than 80,000 additionahiiddials. We also reach more than 100,000 finaredalsors and work with
approximately 500 institutional clients. We sellmpaf our products through annual subscriptionsrantti-year contracts. In 2003,
contracts and license and subscription renewalsumted for 77.4% of our revenue.

. Diversified revenue base and broad reach withintiple segmentaNe offer a range of products in each of our busisegments, ar
our revenue base is diversified by segment. In 2008largest product, Principia, accounted fo720of revenue, and our largest
client accounted for less than 3% of revenue.

. Entrepreneurial culture and experienced managertear.Our philosophy is that people can and will do theist work when they
have the freedom and tools to make their own dmtssiJoe Mansueto, our chairman and chief execaffieer, founded Morningstar
more than 20 years ago. Our executive officers laavaverage tenure with Morningstar of more thagyets.

Growth Strategies

Our mission is to create great prasititat help investors reach their financial go@lgs mission guides our operations, in the United
States and internationally, and our product offggirwhether designed for individual investors, fiicial advisors, or institutions. In keeping
with this mission, we are pursuing four growth tgges:

. Enhance our position in each of our three markgnsents by building on the strength of existing piis);
. Expand the range of services we offer individuaéstors, financial advisors, and institutional clis;

. Continue to expand our international operationsgan

. Seek growth through strategic acquisitions.




Challenges and Risks

Our business is subject to challeragabrisks that are more fully described in "Rigkcters” beginning on page 9. We incurred net
losses in 2001 and 2003 and, as of September 8@, 2#& had an accumulated deficit of $80.6 mill\dfe operate in a highly competitive
market and our business depends on our abilityaimtain and increase the number of subscriptioddiaanse agreements we have with our
clients. Demand for our products may be adversefyacted by increases in availability of free ordowst investment information, changes in
market and economic conditions, a downturn in theual fund industry generally or any perceptiort thar ratings, research, or
recommendations are not impartial or not accurate.

In addition, upon completion of this offering, Jdansueto, our chairman and chief executive offieglt,beneficially own

approximately % of our common stock and acc@lyi will be able to control the outcome of subsilly all matters submitted to our
shareholders for approval. This concentration ofi@whip may prevent a change in control, impedeasinbss combination involving us, or
result in actions that those who purchase the sharthis offering may oppose. You should carefaliysider the information contained in
"Risk Factors" before you decide to invest in cmenon stock.

Company Information

We were incorporated in lllinois orai16, 1984. Our principal executive offices arated at 225 West Wacker Drive, Chicago,
lllinois 60606. Our telephone number at that lamais (312) 696000. Our Web site address is http://www.morningsten. The informatio
contained on our Web site should not be consideaetlof this prospectus.

We have operations in numerous international marketmarily through wholly-owned or majorigwned subsidiaries. In the United State
portion of our business is conducted through sudnsas registered with the Securities and Excha@bgamission (SEC) as investment
advisors or broker-dealers. See "Business—GoverhRegulation."

"Morningstar" and the Morningstar logo are registemarks of Morningstar in the United States anckitiain other jurisdictions. The
following are also trademarks or service markswfampany:

Morningstar® Advisor WorkstatioAM Morningstar Mutual Fund&¥
Morningstar.com® Morningstar® Ownership Zong¥
Morningstar DirecEM Morningstar® Principia®
Morningstar® Fundinvestdi Morningstar Ratind™

Morningstar IndexesM Morningstar® Retirement ManageY
Morningstar® Investment Guide¥! Morningstar® StockInvestdi
Morningstar® Investment Profiled! Morningstar Style BoX™
Morningstar® Licensed Data Portfolio X-Ray®

Morningstar Managed Portfolic!




The Offering

Common Stock Offered

# Share:

By us

By the selling sharehold:

Total

Common Stock Outstanding After This Offering

The number of shares of common stodde outstanding after this offering will be , excluding options to acquire 9,370,467 sh
of common stock that were outstanding as of Sepee®®, 2004, 7,739,623 of which were exercisabkewaeighted average exercise price of
$9.79 per share. An additional 5,628,843 shareswimon stock were reserved for issuance under@Q# &tock option plan.

Unless otherwise indicated, all information in thiespectus assumes no exercise by the underwfitisrover-allotment option.

Use of Proceeds

We intend to use the net proceedsstivom this offering for general corporate purggsecluding working capital. We may also use
a portion of the net proceeds to acquire compleargrassets, technologies, or businesses; establishest in joint ventures; or acquire
minority interests in complementary businesses wllenot receive any of the proceeds from the sdlshares by the selling shareholder. See
"Use of Proceeds" on page 19.
Listing
We intend to apply to list our comnsiack on the Nasdaq National Market (NASDAQ) urithersymbol "MORN".
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Summary Historical Financial Data

The following table is a summary of @onsolidated financial data for the periods enésd. This summary financial data should be
read in conjunction with "Selected Historical Fingh Data," "Management's Discussion and AnalygBioancial Condition and Results of
Operations," and our Consolidated Financial Statgésn@nd related notes included elsewhere in thisgactus. We have derived our
Consolidated Statements of Operations Data andr@thesolidated Financial Data for the years endedember 31, 2001, 2002, and 2003
from our audited Consolidated Financial Statemefis.have derived our Consolidated Statements ofdlipas Data and Other Consolida
Financial Data for the nine months ended Septerd®e2003 and 2004 and Consolidated Balance Sheatd3af September 30, 2004 from

our unaudited Consolidated Financial Statementsdec elsewhere in this prospectus. Historicalltesio not necessarily indicate the res

you should expect for future perioc

Year Ended December 31

Nine Months Ended

September 30
Consolidated Statements of Operations Data
(in thousands except per share amounts) 2001 200z 200: 200: 200¢
Revenue $ 91,23C $ 109,61¢ $ 139,49t $ 102,39 $ 130,94
Operating expense:
Cost of goods sold 39,53¢ 39,03t 43,521 32,221 41,03:
Development 7,68¢ 11,88: 14,66: 11,17¢ 11,08:
Sales and marketir 20,65! 24,99 30,79¢ 23,12¢ 26,01¢
General and administrative 34,17¢ 36,50« 54,14* 38,08¢ 30,79
Depreciation and amortization 5,67: 5,547 7,12¢ 4,911 5,35¢
Total operating expen: 107,62 117,95¢ 150,25( 109,52¢ 114,27¢
Operating income (loss) (16,397 (8,340 (10,759 (7,135 16,66¢
Non-operating income, net 67€ 4,467 1,11C 304 1,04(
Income (loss) before income taxes, equity in nebime of unconsolidat
entities, minority interest in net loss of consatied entities, and
extraordinary gail (15,719 (3,877) (9,649 (6,83)) 17,70¢
Income tax expense (benefit) (5,27¢) (311) 2,95( 3,73z 8,34¢
Equity in net income of unconsolidated entities 35¢ 75C 697 42C 591
Minority interest in net loss of consolidated erst 78E 17€ — — —
Income (loss) before extraordinary g (9,295 (2,63¢) (11,897 (10,149 9,94¢
Extraordinary gain—acquisition — 3,08¢ — — —
Net income (loss $ (9,295 $ 44€ % (11,89) $ (10,14) $ 9,94¢
IEEEES———" S S S
Basic income (loss) per share:
Income (loss) before extraordinary gain $ 029 $ 0.0 $ 031 $ 0.2¢) $ 0.2€
Extraordinary gai—acquisition — 0.0¢ — — —
Basic income (loss) per share $ 029 $ 001 $ 031 $ (0.2¢) $ 0.2€
IEEEES———" S S S
Weighted average common shares outstanding—basic 38,29¢ 38,34¢ 38,38: 38,371 38,41(
Diluted income (loss) per share:
Income (loss) before extraordinary gain $ 03y $ 017 $ 031 $ 0.2¢) $ 0.24
Extraordinary gai—acquisition — 0.0¢ — — —
Diluted income (loss) per share $ 032 $ 0.09 $ 031 $ 0.2¢) $ 0.24
I I I I I
Weighted average common shares outstanding—dilute 41,36¢ 40,36! 38,38: 38,37 41,65«
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Year Ended December 31 Nine Months Ended September 30

Other Consolidated Financial Data ($000) 2001 200z 200: 200¢ 2004

Stock-based compensation expense (income)

under the liability metho $ (3,330 $ (3,289 $ 17,79¢ $ 13,22: % 3,09¢
Stock-based compensation expense under the

equity methoc 9,00z 10,57¢ 11,23 8,37: 5,67(
Total stocl-based compensation expense  $ 5661 $ 7292 % 29,02¢ $ 21,59¢ $ 8,76¢

Operating income (loss) before stock-based
compensation expense | $ (10,729 $ (1,04¢) $ 18,27 % 14,46 $ 25,43t

Sales tax expense ( $ 2,29 $ ,831

Cash provided by (used for) investing
activities $ , $ 143t 3 (20,48) $ (23,969 $ (13,499

Cash used for financing activiti $ (1,049 $ (1,957 $ (26) $ 7 % (6,40

Cash provided by (used for) operating

activities $ (5,189 $ 16,54: $ 29,70t $ 17,477 $ 19,08¢
Capital expenditure (5,937) (5,989 (8,607%) (6,367) (5,759
Free cash flow (4 $ (11,119 $ 10,55 $ 21,09¢ $ 11,11¢  $ 13,327

The "As Adjusted" column in the following table dies the net proceeds we anticipate receiving fiiois offering assuming an initial
offering price of $ per share, the midpaif the range set forth on the cover of this pezsus. See "Use of Proceeds" on page 19 of this
prospectus.

As of September 30, 2004

Consolidated Balance Sheet Data ($000) Actual As Adjusted
Cash, cash equivalents, and investment $ 82,74, %

Working capital (6’ $ 12,97¢

Total asset $ 189,89

Long-term liabilities (7) $ 23,72¢

Total shareholders' equi $ 63,227

(1) We have adopted Statement of Financial Accountiagdards (SFAS) No. 1238ccounting for Stock-Based Compensationall
periods presented. SFAS No. 123 (Revised 208H3re-Based Paymenthich will require all public companies to measure
compensation cost for all share-based paymentludiimg employee stock options) at fair value, Wil effective for interim or annual
periods beginning after June 15, 2005. We areamtiocess of reviewing the impact of SFAS No. IR8vfsed 2004)Share-Based
Paymentpn our current practice of voluntarily recognizstgck-based compensation expense.

The total expense for stock-based compensatioististdited with other employee compensation casthé appropriate expense
categories of our Consolidated Statements of Ojpasatin accordance with SFAS No. 128 counting for Stock-Based
Compensationwe use two accounting methods. For options gdamteler plans that may require us to settle thiwapin cash, we
use the liability method. Under this method we rdaliability for a vested option equal to thefeliEnce between the option exercise
price and the estimated fair market value of tteresh of common stock underlying the option at tik & the reporting period. If this
estimated fair market value increases over thertieygoperiod we record an expense and, if it des@sawe record income.
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($000)

For options granted under plans that do not requdr® settle the options in cash, we use theyqmethod. Under this method we
calculate expense based on fair value calculated) asBlack-Scholes model at the time of grant mwbrd expense as the options
vest. In each year, our aggregate stock-based awafen expense reflects the impact of optionstgchim prior years. Following
completion of this offering, we will no longer bequired to settle any options for cash and antieigizat all of our options will be
accounted for under the equity method of SFAS N8, Accounting for Stock-Based Compensati@ee "Management's Discussion
and Analysis of Financial Condition and Result©gpkrations—Stock-Based Compensation.”

"Operating income (loss) before stock-based cormgt@rsexpense"” is defined as operating income Ylosfore the effect of our
stock-based compensation expense. Information coimgeour stock-based compensation expense isideddn note (1) above. We
expect stock-based compensation expense to beingecost. We have presented operating inconss)lbefore stock-based
compensation expense solely as a supplementabsiisel to help our investors better understand énipnance of our business, to
enhance comparison of our performance from penqgektiod, and to allow better comparison of oufgrenance with that of our
competitors. We use operating income (loss) beftwek-based compensation expense to evaluate tfugrpance of our business.
Operating income (loss) before stock-based compiensaxpense should not be considered as an ditegria any measure of
performance as promulgated under U.S. generallgpaed accounting principles (GAAP) (such as opegaticome (loss)), nor shot
this data be considered as an indicator of ourav@nancial performance or liquidity. Also, thalculation of operating income (loss)
before stock-based compensation expense usedrhgyigaot be comparable to similarly titled measuep®rted by other companies.
The table below includes a reconciliation from operating income (loss) to operating income (Ibegpre stock-based compensation
expense:

Year Ended December 31 Nine Months Ended
September 30

2001 200z 200¢ 200¢ 200¢

Operating income (los: $ (16,39) $ (8,340 $ (10,759 $ (7,135 $ 16,66¢
Add back: stoc-based compensation expe 5,66 7,29: 29,02¢ 21,59¢ 8,76¢

Operating income (loss) before stock-based
compensation expen $ (10,729 $ (1,048 $ 18,27t $ 14,46 $ 25,43t

(3)

(4)

()

(6)

(7)

During 2003, we participated in voluntary disclasor similar programs related to state sales throdgh these programs, we
identified sales tax amounts due for prior yeaxs megotiated or are in discussions with local tatharities to settle these amounts.
We have recorded expense in the years to whicle thedes tax amounts apply. The estimated amoustied tax expense recorded in
2001, 2002, and 2003 were not materially diffeferin actual sales tax expense for those periodsdbas the most current
information available and negotiations of salese@pense for those periods. We do not expect wrdesny expense related to these
programs after 2003.

"Free cash flow" is defined as cash provided bydu®er) operating activities less capital expengisuWe have presented free cash
flow solely as a supplemental disclosure to helpimwestors better understand how much cash idadblaiafter we spend money to
operate our business. We use free cash flow twatathe performance of our business. This taloledes a reconciliation from cash
provided by (used for) operating activities to fomsh flow. Free cash flow should not be consideredn alternative to any measur
performance as promulgated under GAAP (such asprasiided by (used for) operating, investing améficing activities), nor shot
this data be considered as an indicator of ouravignancial performance or liquidity. Also, theee cash flow definition used by us
may not be comparable to similarly titled measueg®rted by other companies.

Includes $52,497 of cash and cash equivalents 30@%4 of investments as of September 30, 2004skments consisted of $13,674
in corporate bonds, $2,850 in senior notes, $10i1@bvernment obligations, $2,615 in a certificateleposit, and $1,001 in other
investments as of September 30, 2004.

We frequently collect cash in advance of providsegvices or fulfilling subscriptions for our custera. These amounts, which are
recorded as current liabilities on our Consoliddathnce Sheets and classified as deferred revestated $56,398 as of
September 30, 2004.

Includes $20,444 related to stock options accouftteds a long-term liability in accordance withAFNo. 123 Accounting for
Stock-Based Compensatipwhich is expected to be reclassified to sharedrsldequity upon completion of this offering.
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Risk Factors

You should carefully consider theésislescribed below and all of the other informatimiuded in this prospectus before deciding
whether to invest in our common stock. If any & thllowing risks actually occur, our businessafigial condition, or operating results co
suffer. In this case, the trading price of our camnnstock could decline, and you may lose all ot payour investment.

Risks Related to Our Business
Intense competition could reduce our share of twéstment research market and hurt our financial ff@mance.

We operate in a highly competitiverked, with many investment research providers camgédor business from individual
investors, financial advisors, and institutionaists. We compete with many different types of canips that vary in size, product scope, and
media focus, including:

. large and well-established distributors of finahm&rmation, including Thomson Corporation, thgbuits Thomson Financial
Services division, The McGraw-Hill Companies, thyhuts Standard & Poor's division, and Lipper,@dgion of Reuters;

. traditional media publishers and distributors, sasfihe Wall Street Journal, Moneand CNBC;

. online services or Web sites focused on businesmde, and investing, such as The Motley Fool&mértMoney.com;

. providers of terminal-based financial news and dsuah as Reuters News Service and Dow Jones Nesgswi

. providers of advice for 401(k) and other retiremgian sponsors and participants, such as FinaBaigihes and Ibbotson Associates;
and

. web "portal” companies, such as Yahoo! and Amdbdinline, a division of Time Warner.

Many of our competitors have larger customer basessignificantly greater resources than we dos Ty allow our competitors to respc
more quickly to new technologies and changes irketatemand, to devote greater resources to devej@pid promoting their services, and
to make more attractive offers to potential sultwes and strategic partners. Industry consolidatiag also lead to more intense competition.
Increased competition could result in price redudi reduced gross margins, or loss of market shayeof which could hurt our business,
operating results, or financial condition.

We have an accumulated deficit, have incurred nesses, and may incur losses in the future.

As of September 30, 2004, we hadcanmulated deficit of $80.6 million. We had netdes of $9.3 million in 2001 and
$11.9 million in 2003. We cannot assure you thatwilenot generate net losses in the future.
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The availability of free or low-cost investment mimation could lead to lower demand for our prodscand adversely affect
our financial results.

Investment research and informatidating to publicly traded companies and mutuatuis widely available for little or no cost
from various sources, including the Internet andligdibraries. Investors can also access inforaradirectly from publicly traded companies
and mutual funds. The EDGAR database availablaitivrahe SEC Web site provides real-time acces&® f8ings, including annual, semi-
annual, and quarterly reports. Many brokerage fiafse provide financial and investment researdhed clients. The widespread availability
of free or low-cost investment information may maétaifficult for us to maintain or increase theéqas we charge for our publications and
services and could lead to a lower demand for caalycts. A loss of a significant number of custosneould adversely affect our financial
results.

Certain products have historically made up a largercentage of our revenue base. Our business cauiffer if sales of
these products decline or if our other products doschieve successful revenue growth.

In 2003, Principia, Morningstar Lised Data, and Morningstar.com accounted for apprataly 20.7%, 16.1%, and 11.7%,
respectively, of our revenue. We believe that safékese products will continue to have a mateénmdact on our revenue for the foreseeable
future. If we experience a significant decline @&hes of any of these products for any reason, itlevbave a material adverse impact on our
revenue and could harm our business.

Our future success depends on our ability to retainr executive officers.

Our future success depends on théread service of our executive officers (includifme Mansueto, our chairman and chief
executive officer). The loss of one or more of executive officers could hurt our business, opegatesults, or financial condition. We do
not carry any life insurance on our executive @ffic Because we do not have employment agreementsmecompete agreements with U.S.-
based executive officers, they may leave us an# femrour competitors or start their own competinginesses.

Our future success depends on our ability to redrand retain qualified employees.

Our success and future growth dependur ability to recruit and retain qualified aysth, programmers, designers, sales and
marketing experts, customer support representativesfinance and accounting personnel. We expeFieampetition for analysts and other
qualified employees from financial institutions dirthncial services organizations. These orgaronatpenerally have greater resources than
we do and therefore may be able to offer signifigamgher compensation packages to potential eygae. Competition for these employees
is intense, and we cannot assure you that we willlde to retain our existing employees or thatuillebe able to recruit and retain other
highly qualified personnel in the future.

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

A substantial portion of our revensigenerated from subscriptions and license agretsnia general, our subscriptions are paid in
advance, but may be canceled by the customer atraayWe may be obligated to refund a portion @fgaid subscription fees when a
customer cancels. Cancellations may have a negatpa&ct on our revenue and cash position. Our eeagreements, which typically do not
allow for cancellation, have terms ranging from eméhree years. Our future success depends omaintaining (through renewals) and
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increasing (through new subscriptions and licemgeaments) the number of customers who pay foresgarch and investment services.
Further, if the market for our services developserslowly than we expect, or declines, and the remolb customers who pay for our servi
does not increase, or declines, our business, tipgrasults, or financial condition could suffer.

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

We offer products and services toualfund companies and other financial institutioe also provide ratings, analyst research,
and investment recommendations on mutual fundo#rat investment products offered and securitiesed by the same companies. The
that fund companies and other financial institusipay us for certain products and services mayetba perception that our ratings, rese:
and recommendations are not impartial. The peraeptiat we may be subject to a conflict of interealy undermine the confidence of our
customers and potential customers in our reputatioa provider of independent research. Any sushdb confidence or damage to our
reputation could hurt our business.

We could be subject to fines, penalties, or othenstions as a result of an investigation by the 8dties and Exchange
Commission related to incorrect total return dataat we published with respect to a mutual fund.

The Securities and Exchange Commis&&C) is conducting an investigation relatechtmirect total return data that we published
during a short period in early 2004 with respea ®ingle mutual fund, the Rock Canyon Top Fligimdé= On May 24, 2004, we received a
"Wells Notice" from the Division of Enforcement thfe SEC indicating that it intended to recommerad the SEC take legal action agains
alleging that we violated U.S. securities laws. Samgal Proceedings" for additional information. \&&nnot predict the scope, timing, or
outcome of the investigation, which may includeitisitution of administrative, civil injunctive ra@riminal proceedings, the imposition of
fines and penalties, and other remedies and sasctmy of which could lead to an adverse impaaiwarstock price, the inability to attract
retain key employees, and the loss of customersal@ecannot predict what impact, if any, thesetensitmay have on our business, financial
condition, results of operations, and cash flow.

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

We may be subjected to claims fousiéies law violations, defamation (including libehd slander), negligence, or other claims
relating to the information we publish. For exampheestors may take legal action against us if ttedy on a factual error in our published
information, or a company may claim that we havelena defamatory statement about it or its emplayesrely on a variety of third parties
as the original sources for information that isoiorated into our published data. These souradsde securities exchanges, fund
companies, and transfer agents. Accordingly, iriteaidto possible exposure for publishing incorredbrmation that results directly from o
own errors, we could face liability based on inaetel data furnished to us by others. We could lad¢ssubjected to claims based upon the
content that is accessible from our Web site thindirks to other Web sites. Defending claims basethe information we publish could be
expensive and time-consuming and could adversghaatiour business and operating results.
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We could be subject to fines, penalties, or othanctions as a result of an investigation by the N&ark Attorney General's
Office and an examination by the SEC related to tim¥estment consulting services Morningstar Assdeis, LLC provides t
retirement plan providers, including fund lineup commendations for retirement plan sponsors.

On December 13, 2004, Morningstaro&gses, LLC, a wholly owned subsidiary of Mornitags Inc., received a request in the form
of a subpoena from the New York Attorney Genewdfige, seeking information and documents from Mogstar Associates, LLC related to
an investigation the New York Attorney Generalfcafis conducting. While the subpoena is very braespecifically asks for information
and documents about the investment consultingss\Wlorningstar Associates, LLC offers to retiretq@an providers, including fund
lineup recommendations for retirement plan sponsthisrtly after the New York Attorney General'sicdfissued the subpoena, the SEC
notified Morningstar Associates, LLC that it hadybe an examination of the investment consultingises Morningstar Associates, LLC
offers to retirement plan providers. See "LegalcRealings" for additional information. We cannotdicethe scope, timing, or outcome of the
investigation or examination, which may include ith&titution of administrative, civil injunctive ra@riminal proceedings, the imposition of
fines and penalties, and other remedies and sasctmy of which could lead to an adverse impaaiwarstock price, the inability to attract
retain key employees, and the loss of customersaléecannot predict what impact, if any, thesetensitmay have on our business, financial
condition, results of operations, and cash flow.

Many of our business ventures are relatively newurew ventures (including any products yet to lahched) may not be
successful.

A key aspect of our growth strategyo expand our research capabilities and introdeeeproducts and services. We cannot assure
you that a viable market for such product offeriegssts or that our offerings will be well receivieg potential customers. In addition, cert
of our existing businesses, including our retiretslvice and asset management operations, havedimperating histories and are not
currently profitable. If these businesses do nettlp, they could have an adverse impact on ounbss, operating results, or financial
condition.

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

We provide our products and serviodsdividual investors, financial advisors, andtitutional clients. Consequently, our
performance may be affected by conditions in tharitial and securities markets. For example, iretleat that the U.S. or international
financial markets suffer a downturn that resulta significant decline in investor activity, deméod our products and services may decline
and our revenue and profitability levels could Heeasely affected. The financial markets and marsiriesses operating in the financial
services industry are highly volatile and are affddy factors such as U.S. and foreign econommiditions and general trends in business
and finance that are beyond our control.

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

A significant portion of our revenisegenerated from products and services relatasutoal funds. The mutual fund industry has
experienced substantial growth over the past 26sy&de cannot assure you that mutual fund assétsomitinue to expand in the future.
Scandals in the mutual fund industry in recent yeagarding late trading, market timing, and advigees could cause a decline in investor
interest in mutual funds.
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If the mutual fund industry experiences a downtur@a slower growth rate than in the past, it coddatively impact the demand for our
products.

Our international operations are in early stages @évelopment and involve special challenges thatmay not be able to
meet.

In 2003, 14.4% of our revenue wasegeted from outside the United States, which wasemease from 12.6% in 2002. We expect
that international revenue will continue to increas a percentage of our revenue base. Therergamaesks inherent in doing business in
some jurisdictions internationally, including tr@léwing:

. difficulties in penetrating new markets due to bksted and entrenched competitors;

. difficulties in developing products and serviceattare tailored to the needs of local customers;

. difficulties in staffing, managing, and integratifaggeign operations;

. lack of local acceptance or knowledge of our prégland services;

. lack of recognition of our brand;

. difficulties or delays in translating products aethted documentation into foreign languages;

. instability of international economies and governtse

. changes in laws and policies affecting trade amdstment;

. exposure to varying legal standards, includingllie¢éual property protection laws, in other juristibns; and
. foreign currency exchange rates and exchange dsntro

These risks could hamper our ability to expand aessfully internationally, which may adversely affear financial performance and ability
to grow.

Changes in laws applicable to our investment advjsoperations, compliance failures or regulatory taan could adversely
affect our business.

Our investment advisory operatioresratatively new and a growing part of our ovebalsiness. The securities laws and other laws
that govern our activities as a registered investradvisor are complex. The activities of our irtmesnt advisory operations are primarily
subject to provisions of the Investment Advisers #fc1940 (Advisers Act), and the Employee Retiratrend Investment Security Act of
1974 (ERISA). In addition, our investment managenbersiness is conducted through a broker-dealésteggd under the Securities
Exchange Act of 1934 (Exchange Act) and is sulifethe rules of the National Association of SedesiDealers, Inc. (NASD). It is difficult
to predict the future impact of the broad and exiira legislative and regulatory requirements affecbur business. We cannot assure you
that the laws, rules, and regulations applicableutobusiness will not change in the future or thatwill be able to comply with any such
changes. If we fail to comply with any applicatdev| rule, or regulation, we could be fined, samaib, or barred from providing investment
advisory services in the future, which could matiériadversely affect our business, operating tesol financial condition.
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Our investment advisory operations may subject adidbility for any losses that result from a brebof our fiduciary duties

Our investment advisory operationglae fiduciary obligations that require us to acthe best interests of our clients. We may face
liabilities for actual or claimed breaches of oglutiary duties. We may not be able to prevenintiidrom taking legal action against us fol
actual or claimed breach of a fiduciary duty. Bessawe currently provide investment advisory sewime substantial assets, we could face
substantial liability to our clients if we breactrdiduciary duties. In addition, we may face otlegal liabilities based on the quality and
outcome of our investment advisory recommendatiemsn in the absence of an actual or claimed breifitiuciary duty.

Our failure to successfully integrate any future quisitions, investments, or joint ventures couldait our managerial,
operational, and financial resources.

We expect to continue to acquireneest in businesses, joint ventures, customer fistalucts, services, or technologies that
complement or expand our existing business. Actipiis, investments, and joint ventures involve mhar of risks, including the diversion
management's attention from day-to-day operatidhsy could also result in dilution from equity sgtias issued, the incurrence of
significant debt or other liabilities, or the lasiskey employees. We cannot assure you that anyisitigns, investments, or joint ventures v
be successfully completed or that any acquirednieissies, customer lists, products, services, ontdotjies will generate enough revenue to
offset the associated costs.

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

The steps we have taken to protectrdellectual property may not be adequate togaded our proprietary information. Further,
effective trademark, copyright, and trade secretqmtion may not be available in every country ek we offer our services. Our continued
ability to market one or more of our products unitheir current names could be adversely affectadase jurisdictions where another person
registers, or has a pre-existing registration o, @ more of them. Failure to adequately protectimtellectual property could harm our
brand, devalue our proprietary content, and affectability to compete in the marketplace.

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

Customers routinely input personakstment and financial information, including polit holdings and credit card information, on
our Web sites. We could be subject to liabilitwi were to inappropriately disclose any user'sgueakinformation or if third parties were
able to penetrate our network security or othenmggappropriate any user's name, address, portioldings, or credit card information. A
such disclosure or breach could subject us to slémunauthorized purchases with credit card m#tion, impersonation, or other similar
fraud claims, or claims for other misuses of peasémformation, such as unauthorized marketingrauthorized access to personal portfolio
information.

A prolonged outage of our database and network fiieis could result in reduced revenue and the lafscustomers.

The success of our business depegpais our ability to deliver time-sensitive, up-totglaata and information. We rely on our
computer equipment, database storage facilitied pétmer office equipment, which are located prifyari our Chicago headquarters or
elsewhere in the Chicago area. Our operationstamktof
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our suppliers and customers are vulnerable torimpéion by fire, earthquake, power loss, telecomitations failure, terrorist attacks, wars,
Internet failures, computer viruses, and other &s/bayond our control, including disasters affegtthicago. Although we maintain an off-
site back-up facility for our database and netwfadilities, that facility may be subject to the saimterruptions as may affect our
headquarters. We do not currently have the capahiliswitch over all of our systems to a back-agilfty immediately. In the event of a
significant database or network facility outager, business could experience some or complete disrupntil we could fully implement our
back-up systems. Any losses, service disruptiodaanages incurred by us could have a material adwaffect on our business, operating
results, or financial condition.

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

Many of our products and servicesethgpheavily on our electronic delivery systems tedinternet. Our ability to deliver
information using the Internet may be impaired tumfrastructure failures, service outages attpiarty Internet providers, or increased
government regulation. If disruptions, failuresstmwdowns of our electronic delivery systems e lifiternet occur, our ability to distribute
our products and services effectively and to serecustomers may be impaired.

Risks Related to the Auction Proce$sr This Offering
Potential investors should not expect to sell oliages for a profit shortly after our common stoclebins trading.

We will determine our initial publadfering price for the shares sold in this offerihgough an auction conducted by WR
Hambrecht + Co, our underwriter. We believe thatdhction process will reveal a clearing pricetfar shares of our common stock offered
in this offering. The clearing price is the highpate at which all of the shares offered (incluglthe shares subject to the underwriter's over-
allotment option) may be sold to potential invest@lthough our underwriter, the selling shareholded we may elect to set the initial
public offering price below the auction clearingcpr, the public offering price may be at or near tkearing price. If there is little to no
demand for our shares at or above the initial pulfiering price once trading begins, the pricewof shares would decline following our
initial public offering. If your objective is to nka a short-term profit by selling the shares yorchase in the offering shortly after trading
begins, you should not submit a bid in the auction.

Some bids made at or above the initial public offey price may not receive an allocation of shares.

Our underwriter may require that @dgdiconfirm their bids before the auction for auitial public offering closes. If a bidder is
requested to confirm a bid and fails to do so withirequired time frame, that bid will be rejecéed will not receive an allocation of shares
even if the bid is at or above the initial publftesing price. Further, if the auction process k&ula pro rata reduction in allocated shares and
a rounding down of share allocations pursuantéaties of the auction, a bidder may not receiwesdmares in the offering despite having bid
at or above the initial public offering price. lddition, we, in consultation with our underwriteray determine, at our sole discretion, that
some bids that are at or above the initial pubfierong price are manipulative of or disruptivette bidding process or otherwise not in our
best interest, in which case such bids will beateje.
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Potential investors may receive a full allocatiofi thhe shares they bid for if their bids are succ&gsand should not bid for
more shares than they are prepared to purchase.

If the initial public offering prids at or near the clearing price for the sharesreff in this offering, the number of shares repres
by successful bids will equal or nearly equal thenber of shares offered by this prospectus. Suftddsdders may therefore be allocated all
or nearly all of the shares that they bid for ia #uction. Therefore, we caution investors agaubinitting a bid that does not accurately
represent the number of shares of our common shatkhey are willing and prepared to purchase.

Other Risks Related to This Offering
Control by a principal shareholder could adverselifect our other shareholders.

Upon completion of this offering, athrairman and chief executive officer, Joe Mansuett beneficially own
approximately % of our outstanding comrstotk, or approximately % of our outslislg common stock if the underwriter's
over-allotment option is exercised in full. As au#, he will have the ability to control substati§ all matters submitted to our shareholders
for approval, including the election and removatlsectors and any merger, consolidation, or shteuo assets. He will also have the ability
to control our management and affairs. This comaéioh of ownership may delay or prevent a changsontrol; impede a merger,
consolidation, takeover, or other business comianahvolving us; discourage a potential acquirent making a tender offer or otherwise
attempting to obtain control of us; or result ini@es that may be opposed by other shareholdarsidimg those who purchase shares in this
offering.

Moreover, because of Joe Mansueto's substantiaiship, we are a "controlled company" for purpasfethe NASDAQ Marketplace Rules.
This means that, if in the future we elect to leated as a controlled company under the NASDAQ Btatiace Rules, we will not be required
by NASDAQ to have a majority of independent direstor to maintain compensation and nominating amgarate governance committees
composed entirely of independent directors to camtito list our shares on NASDAQ.

Fluctuations in our operating results may negatiyeimpact our stock price.

We believe our business has relatilarige fixed costs and low variable costs, whicmgnifies the impact of revenue fluctuations on
our operating results. As a result, a decline inreuenue may lead to a relatively larger impacobparating results. A substantial portion of
our operating expense is related to personnel,aostiketing programs, and corporate overhead, nbméich can be adjusted quickly. Our
operating expense levels are based on our expmwidtr future revenue. If actual revenue is batoanagement's expectations, or if our
expenses increase before revenues do, both grag;mmand operating results would be materially addersely affected. Because of these
fluctuations, it is possible that our operatingutesor other operating metrics may fail to meet éixpectations of outside stock analysts and
investors. If this happens, the market price of@ammon stock is likely to decline.

We have broad discretion to use the proceeds frbmm offering and our use of these proceeds may yietd a favorable
return.

We have not identified specific ug@sany portion of the proceeds from this offeridg.cordingly, our management will have
significant flexibility in determining how to spertdese proceeds. Although we are not currently gagdyan any active discussions with
respect to any acquisitions, we may seek to acguawvest in, or establish joint ventures with regge businesses, products, services, or
technologies that complement or expand
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our existing business, and a portion of the net@eds may be used for such acquisitions, investnenjoint ventures. If management fails
to use the proceeds effectively, our business @edating results could suffer.

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

If our shareholders sell substargtimbunts of our common stock in the public markBb¥dng this offering, the market price of our
common stock could fall. We and the holders of tadigally all of our shares of common stock haveead not to sell, directly or indirectly,
any common stock without the prior written consgitVR Hambrecht + Co for a period of 180 days frini@ date of this prospectus.
However, WR Hambrecht + Co may, in its sole disoreand at any time or from time to time, withowtice, release all or any portion of the
securities subject to the lock-up agreements. tfitiath, Softbank Finance Corporation (Softbankgxpected to beneficially own
approximately % of our outstanding shanesn completion of this offering. The market prafeour common stock could fall if
Softbank or another major shareholder sells subatamounts of our common stock. After this offeyi we will have shares of
common stock outstanding. Of these shares, all@ghares being offered pursuant to this prospectusxpected to be freely tradable. Sales
of substantial amounts of common stock (includingrses issued in connection with future acquisitithias may be issued with registration
rights) may adversely affect the prevailing manikéte for our common stock and could impair outigbio obtain additional capital by
offering equity securities.

You will incur immediate and substantial dilutionrad may experience further dilution.

The initial public offering price ofir common stock is substantially higher than thietangible book value per share of the
outstanding common stock. If you purchase commaocksn this offering, you will incur immediate asdbstantial dilution in the net tangit
book value per share of the common stock from theeyou pay for the stock. New investors will esipace an immediate dilution of
$ per share assuming an initial public affgprice of $ per share (the midpoint &f tange set forth on the cover of this prospectus).
In addition, as of September 30, 2004, there wpt®ms to acquire 9,370,467 shares of common statstanding, 7,739,623 of which were
exercisable at a weighted average exercise pri§8.@P per share. An additional 5,628,843 shareswimon stock were reserved for
issuance under our 2004 stock option plan. To xtené that option holders exercise outstandingamstito purchase common stock, there
be further dilution. Moreover, there can be no emsce that we will not raise additional funds thgbduture sales of our common stock. Any
such financing may result in additional dilutionaior shareholders.
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Forward-Looking Statements

This prospectus, including the sexititled "Prospectus Summary,” "Risk Factors," Hslgement's Discussion and Analysis of
Financial Condition and Results of Operations," @dsiness," contains forward-looking statementsede statements relate to future events
or to our future financial performance and invokr®wn and unknown risks, uncertainties, and othetokrs that may cause our actual results,
levels of activity, performance, or achievementbdéamaterially different from any future resulesyéls of activity, performance, or
achievements expressed or implied by these fonlearking statements. In some cases, you can idéfatifyard{ooking statements by the L
of words such as "may," "could," "expect," "intehthlan," "seek," "anticipate," "believe," "estinegt "predict," "potential,” or "continue" or
the negative of these terms or other comparahteinetogy. You should not place undue reliance awérd-looking statements because they
involve known and unknown risks, uncertainties atiter factors that are, in some cases, beyondanirat and that could materially affect
actual results, levels of activity, performanceachievements.

If any of these risks or uncertainties materialaeif our underlying assumptions prove to be imect, actual results may vary significantly
from what we projected. Any forward-looking staterhgou read in this prospectus reflects our curvéws with respect to future events and
is subject to these and other risks, uncertaingied,assumptions relating to our operations, residiloperations, growth strategies, and
liquidity. We assume no obligation to publicly upelar revise these forwatdeking statements for any reason, or to updateghsons actu
results could differ materially from those antidigdin these forward-looking statements, even\f midormation becomes available in the
future.

Notice to Investors

You should rely only on the infornmaticontained in this prospectus. We have not aizébdianyone to provide you with information
different from that contained in this prospectus ®e offering to sell, and seeking offers to mhares of our common stock only in
jurisdictions where offers and sales are permifiéa: information contained in this prospectus isuaate only as of the date of tl
prospectus, regardless of the time of delivenhif prospectus or of any sale of our common stock.
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Use of Proceeds

We estimate that the net proceedstsom the sale of the shares of comstook offered by us pursuant to this prospectus
will be approximately $ (or appimately $ if the underwriteover-allotment option is exercised in full), @ssng
an initial public offering price of $ pshare (the midpoint of the range set forth oncthveer of this prospectus) and after deducting the

estimated underwriting discounts and commissiomkemtimated offering expenses payable by us. Weafilreceive any proceeds from the
sale of shares by the selling shareholder.

The principal purposes of this offering are to abtdditional working capital, provide liquidity f@ur shareholders and optionholders,
facilitate our future access to public markets, andble us to use our common stock to acquire ess@s that complement or expand our
existing business. We intend to use the net practeds from this offering for general corporategmses, including working capital. We do
not have more specific plans for the net proceedstfrom this offering. We may seek to acquirgest in, or establish joint ventures with
respect to businesses, products, services, ord&jias that complement or expand our existingrimes, and we may use a portion of the net
proceeds for such acquisitions, investments, ot jgentures.

We will retain broad discretion in the allocatioitioe net proceeds of this offering. Pending thesudescribed above, we expect to invest the
net proceeds in investment-grade instruments anses.

Dividend Policy

We have not declared or paid castddids on our common stock over the past threesy®¥ée currently do not intend to pay any
cash dividends on our common stock. Rather, wesntlyr plan to retain any future earnings for furgdour growth. Future dividends, if any,
will be determined by our board of directors. Besmawe currently do not intend to pay any dividerldste is a risk that you will not
experience a return on your investment unless gysur shares of common stock at a price highanthe price you paid for the shares.
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Capitalization

The following table sets forth oushacash equivalents, and investments and ouratizption as of September 30, 2004:

. on an Actual basis; and
. on an As Adjusted basis to reflect the sale of shares of common stock by us in thisrofg at an assumed initial public
offering price of $ per share of commtock (the midpoint of the range set forth on theermf this prospectus), after deduci

the estimated underwriting discounts and commissand estimated offering expenses payable by us.

You should read this table together with "Manageteddiscussion and Analysis of Financial Conditiord Results of Operations," as well as
our Consolidated Financial Statements and relatégsrincluded elsewhere in this prospectus.

As of September 30, 200

Capitalization ($000) Actual As Adjusted
Cash, cash equivalents, and investment $ 82,741
I |
Long-term liabilities (2) $ 23,72¢
Shareholders' equit
Common stock, no par value, 200,000,000 share®angd, of
which 38,438,610 shares were outstanding at Segtedth 2004
and shares outstanding assuming coroplefi this offering 4
Treasury stocl (3,280)
Additional paic-in capital 145,45t
Accumulated defici (80,58¢)
Accumulated other comprehensive incc 1,63:
Total shareholders' equi 63,227
Total capitalizatior $ 86,95¢

(1) Includes $52,497 of cash and cash equivalents 3044 of investments as of September 30, 2004sknvents consisted of $13,674
in corporate bonds, $2,850 in senior notes, $10id@bvernment obligations, $2,615 in a certificateleposit, and $1,001 in other

investments as of September 30, 2004.

(2) Includes $20,444 related to stock options accoufteds a long-term liability in accordance with/A&FNo. 123 Accounting for
Stock-Based Compensatipwhich is expected to be reclassified to sharedrsldequity upon completion of this offering.
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Dilution

Our net tangible book value as oft8eyber 30, 2004 was approximately $47.4 million$d23 per share, based on the number of
shares of common stock outstanding as of SepteBth&004. Net tangible book value per share is laquae amount of our total tangible
assets less total liabilities, divided by the numidifeshares of common stock outstanding as of Sapte 30, 2004. After giving effect to the
sale of common stock offered by us pursuant togtespectus at an assumed initial public offeririggof $ per share (the midpoint of
the range set forth on the cover of this prospéctusl after incorporating our receipt of the estisa net proceeds from this offering, our net
tangible book value as of September 30, 2004 whaled been approximately $ million, or $  per share. This represents an
immediate increase in net tangible book value of $ per share to existing shareholders anidharediate dilution of $ per share to
new investors. The following table illustrates thex share dilution:

Assumed initial public offering price per shi $

Net tangible book value per share before this wifg $ 1.2¢
Increase per share attributable to new inve:

Net tangible book value per share after this ofifg

Dilution per share to new investc $

The following table summarizes the differences leetwexisting shareholders and new investors wihaet to the number of shares of
common stock purchased from us, the total condiideraaid, and the average price per share paif®efeducting the underwriting
discounts and commissions and our estimated offerkpenses.

Purchased Total Consideration

Existing and New

Shareholders

(in thousands except Average Price
per share amounts) Number Percent Amount Percent Per Share

Existing shareholdel % $ % $
New investors

Total % $ %

The discussion and table above assume no exeffcss stock options outstanding as of Septembe2304. As of September 30, 2004,
there were options to acquire 9,370,467 sharesmafhwon stock outstanding, 7,739,623 of which weer@sable at a weighted average
exercise price of $9.79 per share. An additioné28,843 shares of common stock were reserveddoaige under our 2004 stock option
plan.

If the underwriter exercises its over-allotmentioptin full, the following will occur:

. the number of shares of our common stock held sting shareholders will decrease to approximately % of the total number of
shares of our common stock outstanding after tiésiog;

. the number of shares of our common stock held lyineestors will increase to , Or approately %, of the total number
of shares of our common stock outstanding aftardffering; and

. net tangible book value will increase to $ per share to existing shareholders, and thetédwidn immediate dilution in net
tangible book value of $ per share to imexestors.
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Selected Historical Financial Data

The selected historical financialadshown below should be read in conjunction wittatgement's Discussion and Analysis of
Financial Condition and Results of Operations" andConsolidated Financial Statements and relatéesrincluded elsewhere in this
prospectus. We have derived our Consolidated Stattnof Operations Data and Other Consolidatedn€iabData for the years ended
December 31, 2001, 2002, and 2003 and Consolidgdkthce Sheet Data as of December 31, 2002 andfg@3ur audited Consolidated
Financial Statements included elsewhere in thisgeotus. We have derived our Consolidated Stateneé@perations Data and Other
Consolidated Financial Data for the nine monthsdr8eptember 30, 2003 and 2004 and Consolidatesh@&aSheet Data as of
September 30, 2004 from our unaudited Consolidaieaincial Statements included elsewhere in thisgotus. The Consolidated Statem
of Operations Data and Other Consolidated Finamxéaé for the years ended December 31, 1999 an@ 8@ Consolidated Balance Sheet
Data as of December 31, 1999, 2000, and 2001 wezieed from our audited Consolidated Financial Stents that are not included in this
prospectus. Historical results do not necessariyjcate the results you should expect for futuméopls.
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Year Ended December 31

Consolidated Statement:
of

Operations Data

(in thousands except per
share amounts)

199¢

200(

2001

200z

Nine Months Ended
September 30

200z

200z

Revenue $

Operating expens

51,97t $
94,90(

74,97 $
137,04

91,23( $
107,62:

109,61¢ $
117,95¢

139,49¢ $
150,25(

102,39 $
109,52¢

Operating income (los!
Non-operating income, n

(42,925
1,94F

(62,079
20,72¢

(16,397
67€

(8,340)
4,465

(10,759
1,11(

(7,135)
304

Income (loss) before
income taxes, equity in r
income of unconsolidated
entities, minority interest
in net loss of consolidated
entities, and extraordinary
gain

Income tax expense
(benefit)

Equity in net income of
unconsolidated entitie
Minority interest in net
loss of consolidated
entities

(40,98()
(11,84%)

53

(41,346)
(10,517)

1,14z

1,05¢

(15,719
(5,276)

35¢

78t

(3,879
(311)

75C

17¢

(6,831)
3,73:

42C

Income (loss) before
extraordinary gait
Extraordinary gain—
acquisition

(29,08

(28,639

(9,295)

(2,639

3,08¢

(11,89) $

(10,149 $

Net income (loss $

(29,089 $

(28,639 $

(9,295 $

44¢€ $

(11,89) $

(10,149 $

Basic income (loss) per
share:
Income (loss) before

extraordinary gai $

Extraordinary gain—
acquisition

Basic income (loss) p

share $

(0.89) $ 0.79 $ 0.24) $ 0.09 $ 0.3 $ 0.26) $
_ _ _ 0.0¢ — —
(0.89 $ 0.79 $ 0.24) $ 0.01 $ 0.3 $ 0.26) $

Weighted average

common shares

outstandin—basic
Diluted income (loss) per
share:

Income (loss) before

extraordinary gail $

Extraordinary gain—
acquisition

Diluted income (loss)

per share $

33,23: 38,38¢ 38,20¢ 38,34t 38,38: 38,37
0.89) $ 0.79$ 0.32) $ 0.17)$ 0.3) $ 0.26) $

— — — 0.0¢ — —
0.89) $ 0.79$ 0.32) $ (0.09 $ 0.3) $ 0.26) $

Weighted averag



common shares
outstandin—diluted 33,23 38,38¢ 41,36¢ 40,36: 38,38: 38,377
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Year Ended December 31 Nine Months Ended
September 30

Other Consolidated
Financial Data ($000) 199¢ 200( 2001 200z 200z 200¢: 200¢

Stock-based compensation
expense (income) under the

liability method $ 29,12¢ $ 11,45 $ (3,336 $ (3,289 % 17,79¢ $ 13,22:  $ 3,09¢
Stock-based compensation

expense under the equity

method — 4,39¢ 9,00: 10,57¢ 11,23: 8,37: 5,67C

Total stock-based
compensation expense (  $ 29,12¢ $ 15,85. $ 5,667 $ 7,29: $ 29,02¢ $ 2159 $ 8,76¢

Operating income (loss)
before stock-based
compensation expense (  $ (13,796 $ (46,229 $ (10,729 $ (1,04¢) $ 18,27 $ 14,46 $ 25,43t

Sales tax expense ( $ — $ 807 $ 2,29 $ 2,831 $ 3,07¢ $ 2,09¢
I I I I |

Cash provided by (used for)

investing activities $ (11,396 $ (20,219 $ 3,12¢ $ 143t $ (20,48) $ (23,969 $ (13,49
. 5 N N ________ | |

Cash provided by (used for)

financing activities $ 1,385 $ 97,14¢ $ (1,049 $ (1,959 $ (26) $ ™ % (6,407
I I I I | I

Cash provided by (used for)

©®
I

operating activitie: $ (9,030 $ (36,169 $ (5,189 $ 16,54: $ 29,70 $ 17,477 $ 19,08¢
Capital expenditure (4,09¢) (11,077 (5,937) (5,989 (8,607%) (6,367) (5,759
Free cash flow (4 $ (13,120 $ (47,24) $ (11,119 $ 10,55 $ 21,09¢ $ 11,11¢  $ 13,327

As of December 31 As of
September 30

Consolidated Balance Sheet Data

($000) 199¢ 200c 2001 200z 200z 200¢
Cash, cash equivalents, and

investment: $ 93,72: $ 59,45¢ $ 47,650 $ 64,79¢ $ 76,15¢ $ 82,74:
Working capital (deficit) (5 58,17: 10,79: 1,16t 10,00¢ (5,910 12,97¢
Total assets (€ 122,85¢ 133,89( 128,73! 152,78: 180,26! 189,89¢
Long-term liabilities (7) 19,75( 30,48¢ 26,31¢ 21,24 24,09¢ 23,72¢
Total shareholders' equity ( 52,46( 38,04¢ 35,97( 48,13: 44,82 63,227

(1) We have adopted SFAS No. 128;counting for Stock-Based Compensatiorgll periods presented. SFAS No. 123 (Revised200
Share-Based Paymenthich will require all public companies to measaoenpensation cost for all share-based paymentkudimg
employee stock options) at fair value, will be effee for interim or annual periods beginning aftane 15, 2005. We are in the
process of reviewing the impact of SFAS No. 123v{Red 2004)Share-Based Paymemat) our current practice of voluntarily
recognizing stock-based compensation expense.

The total expense for stock-based compensatioististdited with other employee compensation caosteé appropriate expense
categories of our Consolidated Statements of Ojpasatin accordance with SFAS No. 128 counting for Stock-Based
Compensation we use two accounting methods. For options gdamteler plans that may require us to settle theepin cash we u:
the liability method. Under this method we recordahility for a vested option equal to the diffaoe between the option exercise
price and the estimated fair market value of tteres$ of common stock underlying the option at tiek @& the reporting period. If th



estimated fair market value increases over thertieygioperiod we record an expense and, if it desgsawe record income.
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(@)

(3)

(4)

()

(6)
(7)

For options granted under plans that do not requdr® settle the options in cash, we use theyqmethod. Under this method we
calculate expense based on fair value calculated) asBlack-Scholes model at the time of grant mwbrd expense as the options
vest. In each year, our aggregate stock-based awafen expense reflects the impact of optionstgchim prior years. Following
completion of this offering, we will no longer bequired to settle any options for cash and antieigizat all of our options will be
accounted for under the equity method of SFAS N8, Accounting for Stock-Based Compensati@ee "Management's Discussion
and Analysis of Financial Condition and Result©gpkrations—Stock-Based Compensation.”

"Operating income (loss) before stock-based cormgt@rsexpense"” is defined as operating income Ylosfore the effect of our
stock-based compensation expense. Information coimgeour stock-based compensation expense isideddn note (1) above. We
expect stock-based compensation expense to beingecost. We have presented operating inconss)lbefore stock-based
compensation expense solely as a supplementabsiisel to help our investors better understand énipnance of our business, to
enhance comparison of our performance from penqgektiod, and to allow better comparison of oufgrenance with that of our
competitors. We use operating income (loss) beftwek-based compensation expense to evaluate tfugrpance of our business.
Operating income (loss) before stock-based compiensshould not be considered as an alternatiayomeasure of performance as
promulgated under GAAP (such as operating incowss]), nor should this data be considered as acaitod of our overall financial
performance or liquidity. Also, the calculationagderating income (loss) before stock-based compiensaxpense used by us may not
be comparable to similarly titted measures repobtedther companies. The table below includes an@tiation from our operating
income (loss) to operating income (loss) beforekstiased compensation expense:

Year Ended December 31 Nine Months Ended
September 30
($000) 199¢ 200C 2001 2002 200¢ 200¢ 200¢

Operating income (los: $ (42,929 % (62,079 $ (16,39)% (8,340 % (10,759 $ (7,135 $ 16,66¢
Add back: Stock-based
compensation expen 29,12¢ 15,85! 5,66 7,292 29,02¢ 21,59¢ 8,76¢

Operating income (los:
before stock-based
compensation expen $ (13,79¢ $ (46,229 $ (10,729% (1,049 % 18,27 $ 14,46 $ 25,43t

During 2003, we participated in voluntary disclasor similar programs related to state sales throdgh these programs, we
identified sales tax amounts due for prior yeaxs megotiated or are in discussions with local tatharities to settle these amounts.
We have recorded expense in the four years to whielsales tax amounts apply. The estimated amofistdes tax expense recorded
in 2000, 2001, 2002, and 2003 were not materiaffer@nt from actual sales tax expense for thosegs based on the most current
information available and negotiations of salese@pense for those periods. We do not expect wrdesny expense related to these
programs after 2003.

"Free cash flow" is defined as cash provided bydu®er) operating activities less capital expengisuWe have presented free cash
flow solely as a supplemental disclosure to helpiovestors better understand how much cash idadtaiafter we spend money to
operate our business. We use free cash flow twatathe performance of our business. This taloledes a reconciliation from cash
provided by (used for) operating activities to foesh flow. Free cash flow should not be consideredn alternative to any measur
performance as promulgated under GAAP (such asprasiided by (used for) operating, investing améficing activities), nor shot
this data be considered as an indicator of ouravignancial performance or liquidity. Also, theete cash flow definition used by us
may not be comparable to similarly titled measueg®rted by other companies.

We frequently collect cash in advance of providsegvices or fulfilling subscriptions for our custera. These amounts, which are
recorded as current liabilities on our ConsolidéBathnce Sheets and classified as deferred revestaied $56,398 as of
September 30, 2004.

2002 and 2003 amounts have been restated. Sed 6ltdeour Consolidated Financial Statements.

Includes $20,444 related to stock options accouftteds a long-term liability as of September 3002 in accordance with SFAS

No. 123,Accounting for Stock-Based Compensatiarich is expected to be reclassified to sharedrsldequity upon completion of
this offering.
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Management's Discussion and Analysis of Financial@hdition and Results of Operation:

The following discussion should badén conjunction with our Consolidated Financiedt8ments and related notes included
elsewhere in this prospectus. It contains forwanking statements that involve risks and unceiisnOur actual results could differ
materially from those anticipated in or implied tyese forward-looking statements as a result abuarfactors, including those discussed
below and elsewhere in this prospectus, partioulantder the heading "Risk Factors." The followingcdssion gives effect to the restatement
of our Investments in Unconsolidated Entities armdunulated Other Comprehensive Income at Decenthed®2 and 2003 as discussed in
Note 16 to our Consolidated Financial Statemertts. festatement did not impact our Consolidatede8tants of Operations or tl
Consolidated Statements of Cash Flows for the ye@ided December 31, 2002 or 2003.

What We Do

Our mission is to create great prasititat help investors reach their financial go@ls. offer an extensive line of Internet, software,
and print-based products for individual investdirsancial advisors, and institutional clients. @aire business is providing independent
research and analysis on individual stocks and ahfitunds; we also provide information on variabimaities, closed-end funds, exchange-
traded funds, separate accounts, hedge funds,entii$529 college savings plans.

Our Company Values
We have established a set of priesiphat guide our company and that we expect optames to follow:

. Investors come firsiVe believe that Morningstar's strength comes lgrfyein the faith that investors place in us. Owtapendence,
integrity, and advocacy for investors' intereststae foundation of our company. We strive to hieygstors achieve better results;

. Great productsWe believe that Morningstar's products must exaegdustomers' expectations and raise the stamdardother
existing products. To do this, our products mushdieonly innovative, but reliable and of the highguality. They must be marked by
exemplary content, design, and usability;

. Entrepreneurial spiritWe believe that companies should grow, but nevewgid. The entrepreneurial spirit inspires indegesnt
thought, agile decision-making, and an acceptahceeative and unconventional solutions to busiresdlenges;

. Uncompromising ethic&Ve require our employees to adhere to high etlstzaidards, regardless of the impact on our busiiféss
believe that high ethical standards should be mat$or their own sake, and we expect every Morrargsmployee to treat our
customers and their fellow employees as we wousthwo be treated ourselves;

. Great peopleWe believe that every person who works at Morniaigsontributes to our success. We want to attedented, hard-

working, enthusiastic people, so we create an enmient that encourages employees to learn throughein careers, allows them to
advance based on merit, and rewards them for lgeMuorningstar thrive; and
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. Financial succes:We believe that great products create value forcagtomers. This creates demand for our productsianurn,
generates financial success. Financial succesgytiiens our company and helps us continue to caisstandards and set more
challenging goals.

How We Manage Our Business

We strive to manage Morningstar toxiiméze our long-term results, while staying focusedour mission of helping investors and
adhering to our company values. We invest signitigain new product development and in enhancingoourent offerings. It typically takes
many years to recoup these investments, but weuegethey are critical to building long-term valee dur shareholders. We plan to continue
this practice as a publicly held company.

We do not make public financial forecasts for ousihess. We are uneasy with management forecasasigethey are, by their nature,
subjective and could have an effect on a compatgtk price. We prefer to avoid this potential dichfind let our results speak for
themselves. We also want to avoid creating anynitioe within our company to alter behavior to "make numbers."

We will strive to communicate with candor and &l the unvarnished truth about our business. Yoaotice, for example, that we
voluntarily chose to expense stock options in uaricial statements. Although our results wouldenioked substantially better without this
election, we believe it is the right thing to doeWalso strive to communicate equally with alhstholders, without special treatment for I¢
shareholders or research analysts.

How We're Organized

We emphasize a decentralized apprtmolmning our business to empower our managetdaareate a culture of responsibility &
accountability. Our decentralized business strigcitacludes three global business segments: Indiidwvisor, and Institutional. In all three
of these segments, we believe our work helps iddadi investors make better investment decisiondy Eaour history, our product lineup
emphasized products for individual investors. Assult, the Individual segment contributed a majasf our revenue. In the early 1990s, our
Advisor segment became a more important part obasmess. More recently, we've begun serving rimwestors through our Institutional
segment, which in terms of revenue became thedagfeur three segments in 2003.

How We Evaluate Our Business

When our analysts evaluate a stduky focus on assessing the company's estimatéukintvalue—the value of the company's
future cash flows, discounted to their worth inagd dollars. Our approach to evaluating our owsiriess works the same way. Our goal |
increase the intrinsic value of our business owee twhich we believe is the best way to createe/dbr our shareholders.

We provide three specific measures that can halpggmerate your own assessment of how our intriredige has changed over time:

. Revenue;

. Operating income (loss); and
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. Free cash flow

We define free cash flow as cash provided by (dis8dperating activities less capital expenditud® have presented free cash flow solely
as a supplemental disclosure to help you betteenstahd how much cash is available after we spesrtegnto operate our business. Our
management uses free cash flow to evaluate therpeahce of our business. Free cash flow should@abnsidered 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 ofoverall financial performance or liquidity. Alsdve free cash flow definition used by us may
not be comparable to similarly titled measures reggbby other companies.

Key Business Characteristics
We believe our business has theotig characteristics:
Recurring Revenue

We have historically generated sigaifit recurring revenue because many of our praedaret sold through subscriptions or license
agreements. These subscriptions and licenses djgremae up for renewal after one- to three-yeamse Many of our Advisor and
Institutional customer agreements span multiples/gat the beginning of the year, we generally hemetracts in place for a meaningful
percentage of our total revenue for that year.example, as of January 1, 2004, we had contragmae that were expected to generate
$93.1 million of revenue in 2004, assuming no cHatiens. We can also estimate renewal revenuegiiven year by applying historical
renewal rates to the amount of revenue that withep for renewal. A relatively smaller portionaafr revenue typically comes from new
sales completed during the year.

We separate our annual revenue into three categaledined as follows:

. New revenue, which we define as revenue from gehidditional products to current customers or femiting to new customers;
. Renewal revenue, which we define as revenue frarawals of subscriptions or licenses; and
. Contracted revenue, which we define as revenue fieanses or subscriptions that were in place @btginning of the year.

The graph below shows the percentage of revenaoe daxch of these three categories for the past jleaes.
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Revenue Composition
Year Ended December 31 (Smil)

1600 e veviiaiiiaian

Mew Revenue
&

77.4% Renewal Revenue

51.0% Contracted Revenue

41.8%

2001 2002 2003

Significant Operating Leverage

Our business has relatively highdixests because of the investments required toecpeaprietary databases and content. We strive
to leverage these fixed costs by selling a widéetyaof products and services to multiple investegments, through multiple media, and in
many geographical markets. We believe that whitefitked costs of our business are relatively high,variable cost of adding customers is
considerably lower, particularly as our productd aarvices focus more on Internet-based platfokistorically, we have made substantial
investments in building our databases and conketitttave adversely affected our short-term opeya#sults. More recently, our free cash
flow has improved because we've been able to isereavenue without a significant correspondingdase in expenses (excluding costs
associated with stock-based compensation).

Deferred Revenue

We frequently collect cash in advaatproviding services or fulfilling subscriptiofier our customers. As a result, we can use some
of that cash to fund our operations and inveseiw product development. Although we may need taeisefunds for the unused portion of
the subscription if a customer cancels, we genehale used deferred revenue to fund many of daractivities. These amounts, which are
shown on our balance sheet as deferred revenaéedd55.6 million as of December 31, 2003 and456llion as of September 30, 2004.

How Our Business Works: Revenue and Operating Expeses

We earn revenue by selling a vargdtinvestment-related products and services. Mdrguo offerings, such as our newsletters,
Principia software, and Premium service on Morniagsom, are sold via subscriptions. These sulisanip are mainly offered for a one-year
term. We also sell advertising on our Web sitesafety of our products are sold through licenseeaments, including Advisor Workstation,
Morningstar Direct (formerly Morningstar DataLabjprningstar Retirement Manager, and Licensed Data.license agreements typically
range from one to three years. For some of ouratiséitutional services, mainly Investment Consiglf our fees are generally based on the
scope of work and the level of service we providaally, we collect fees relating to our Morningskéanaged Portfolios and managed
retirement account services, which are calculasea percentage of total assets under management.
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We break our expenses into cost of goods sold,|dewent, sales and marketing, general and adnatiis;, and depreciation and
amortization, as described below. We include stoaged compensation expense, as appropriate, iroé#odse categories.

. Cost of goods sold:his category includes the compensation expenseniployees who produce the products we deliveuto o
customers. For example, this category covers teeafgroduction teams and analysts who write itnest research reports. Cost of
goods sold also includes other expenses such &sgeoprinting, and CD-ROM replication.

. DevelopmentThis category includes costs associated with erhgroaur products on an ongoing basis. Developmesiisamainly
include compensation costs for programmers, dessgaad other employees who develop new productsrake ongoing
improvements to existing products. In some cases;apitalize the compensation costs associatedegithin development projects
required by GAAP. This reduces the expense thaveawdd otherwise show here. We amortize these diggithcosts over three years.

. Sales and marketinghis category includes salaries, benefits, and cissions for our sales teams, product managersotued
marketing professionals. We also include the cbatlwertising, direct mail campaigns, and otherkatng programs to promote our
products.

. General and administrativahis category consists mainly of compensation clsteach segment's management team, as well as

human resources, finance, and support employeesafdr sesgment. The category also includes corpovattead, including senior
management, corporate systems, accounting, legafazilities expenses.

. Depreciation and amortizatioi®ur capital expenditures consist mainly of commjtkrasehold improvements, and capitalized produc
development costs related to certain software dgweént projects. We recognize depreciation and tmation costs for these items
over their appropriate lives, generally rangingrrthree to seven years. For more information abatpolicies on depreciation,
amortization, and capitalized software developmss, "—Application of Critical Accounting Policieasd Estimates."

Joint Ventures and Minority Interests

We consolidate the results of ouelinational operations, other than our venturegiad, Korea, Denmark, and Sweden. We used
the equity method of accounting for Morningstara&ur subsidiary in China) until October 1, 20@Ren we acquired the remaining 60.1%
from our joint venture partners. We began constligathe operations of Morningstar Asia into oundincial statements at that time. Our
operations in Japan, Korea, Denmark, and Swedeacamunted for using the equity method. The bodkevaf these operations is shown on
our balance sheet as investments in unconsolidattiies.

In June 2000, Morningstar Japan became a pubtiatietl company on the Osaka Stock Exchange "Herbtdeset." Its ticker is 4765. The
total market value of Morningstar Japan was $18@lon as of December 31, 2001, $51.0 million &®©ecember 31, 2002, $89.7 million
of December 31, 2003, and $124.0 million as of &mpier 30, 2004. We own approximately a 35% stakédmingstar Japan.
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Stock-Based Compensation

We have historically granted optitm®ur employees as a significant component ofaleompensation. We believe that granting
options encourages our employees to think like esaad gives them an incentive to help build onglterm value.

We use SFAS No. 123ccounting for Stock-Based Compensatitmaccount for our stock option grants. SFAS N8 (Revised 2004),
Share-Based Paymenivhich will require all public companies to measgompensation cost for all stock-based paymemttu@ing
employee stock options) at fair value, will be effee for interim or annual periods beginning aftane 15, 2005. We are in the process of
reviewing the impact of the provisions of SFAS N83 (Revised 2004%hare-Based Paymemat) our current practice of voluntarily
recognizing stock-based compensation expense.

In accordance with SFAS No. 128¢counting for Stock-Based Compensatiea,use the following two accounting methods:

. For options granted under plans that may requite ssttle the options in cash, we use the lighitiethod. Under this method, we
record a liability for vested options equal to tlifference between the option exercise price apceitimated fair market value of the
shares of common stock underlying the option. Suttigtlly all of our options outstanding under thptans are fully vested. We
calculate the expense for these options basedamgels in the estimated fair market value of owlkstand we record this change by
adjusting the amount of the liability at the endeath reporting period. If, as occurred in 2003 iarttie nine months ended
September 30, 2004, the estimated fair market vaflweir common

stock increases, we record an expense reflectm@ntiteased liability. If, as occurred in 2001 &002, the estimated fair market va
of our common stock decreases, the liability dediand we record income.

. For options outstanding under plans that do natireqis to settle the options in cash, we use goyemethod. We calculate the
expense under this method based on the Black-Schalee of the option at the time of the grant. Mrd this expense as the
options vest, typically in equal amounts over fgears. This method requires that we make sevetiaiaes, including the volatility «
our stock price, the expected option forfeiture raind the expected life of the option. In makimgse estimates, we have used
historical data as well as management judgmentrieeaat the data inputs.

The aggregate expense under the two methods i#disd with other employee compensation costs @nwvanious expense categories of our
Consolidated Statements of Operations. In each yf@arexpense includes the impact of options @it prior years. For example, the
expense recorded in 2003 reflects the cost of ngtibat were granted in 2000, 2001, 2002, and R@d8r the equity method, and the
expense for all options granted between 1993 af8 Lfider the liability method.

In 2000, we granted an unusually large number &bop that vested ratably over four years and acewnted for under the equity method.
The expense associated with these options in ZWIR, and 2003 was $6.6 million, $6.6 million, &&5 million, respectively. During 20C
we expect that our expense under the equity methrall options granted between 2000 and 2003 valbpproximately $7.0 million.
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Upon completion of this offering, we will no longee required to settle any options in cash. Wenedbrd a final expense or income for
options previously accounted for under the liapititethod by marking them to the initial public affey price. At an assumed initial public
offering price of $ per share (the midpoifthe range set forth on the cover of this progpectthis will result in expense or income in the
quarter in which we complete this offering of appnoately $ . After being marked to théial public offering price, these options will
not have any further impact on our stock-based @mrsgtion expense. In the future, we anticipateatatf our options will be accounted for
using the equity method. We expect that our staded compensation expense following the quartehioh this offering is completed will
not be subject to the same level of fluctuationegigmced in recent years because we will no longeord expense under the liability method.
However, if our stock price increases, our expamster the equity method may also increase, ewar frant fewer options than we have
granted in recent years.

In our Consolidated Statements of Operations wegmized stock-based compensation expense (incomaey the liability and equity
methods as follows:

Year Ended December 31 Nine Months Ended
September 30
Stock-Based Compensation Expense

Methods ($000) 2001 200z 200z 200z 200¢
Stock-based compensation expense (income)
under the liability metho $ (3,330 $ (3,289 $ 17,79¢ $ 13,22: $ 3,09¢
Stock-based compensation expense
under the equity methc 9,00z 10,57¢ 11,23 8,37: 5,67(
Total $ 5661 $ 7292 % 29,02¢ $ 21,59¢ $ 8,76¢

In 2003, the substantial increase in our stbaked compensation expense calculated under Hilgyianethod resulted from an increase in
estimated fair market value of our common stock.

We recorded stock-based compensation expense (&)darthe following expense categories of our Céidated Statements of Operations:

Year Ended December 31 Nine Months Ended
September 30
Distribution of Stock-Based Compensation
Expense (Income) ($000) 2001 200z 200: 200z 2004
Cost of goods sol $ (379 $ 89 $ 3,091 $ 2,26¢ $ 1,12
Developmen (31 (59 2,09( 1,707 571
Sales and marketir (115 (64) 2,101 1,69¢ 642
General and administrati\ 6,192 7,50¢ 21,74 15,92: 6,43€
Total $ 5667 $ 729 % 29,02¢ $ 21,59¢ $ 8,76¢

Stock-based compensation expense is not allocated@our segments and, therefore, is not refldctedr segment results.
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Consolidated Business Results
Nine Months Ended September 30, 2004 vs. Nine MorglEnded September 30, 2003

Nine Months Ended September 3!

Key Metrics ($000) 200s: 200¢ % Change
Revenue $ 102,39: $ 130,94- 27.%%
Operating income (los! (7,13 16,66¢ NMF
Operating margin (% NMF 12.7% NMF
Stocl-based compensation expel 21,59¢ 8,76¢ (59.9
Cash used for investing activiti (23,969 (13,499 (43.9)
Cash used for financing activiti ) (6,407) NMF
Cash provided by operating activiti $ 17,470 $ 19,08t 9.2%
Capital expenditure (6,367) (5,75 (9.5)%
Free cash flov $ 11,11¢  $ 13,32} 19.9%

NMF—Not meaningful
Consolidated Revenue

In the nine months ended Septembge2@04, our revenue increased $28.5 million, 09%y.reflecting strong demand for the
products and services in each of our business sggnferice adjustments had minimal impact on regagrowth. Currency translations
contributed $1.5 million, and the July 2003 acgiasi of mPower.com, Inc. (mPower) added $2.4 millio our revenue. Excluding the
impact of currency translations and the mPower isdttpn, our revenue increased approximately 24%hénfirst nine months of 2004
compared with the same period in 2003.

Revenue in our Individual segment increased $7lllomi Advisor segment revenue increased $9.1 anilliand Institutional segment revenue
increased $13.6 million. The consolidated revengesiase was driven mainly by revenue associatédpuitchases of our independent
research in connection with the Global Analyst Resle Settlements; Morningstar.com Premium senlidernet advertising sales;
Morningstar Advisor Workstation; Morningstar Manddeortfolios; Morningstar Retirement Manager (prityaresulting from the acquisitic
of mPower); and Investment Consulting. The revanaeease in these products and services was padiédet by lower revenue from some
of our more mature products such as ReprMteningstar Mutual Funds andMorningstar Fundinvestor Revenue from international
operations increased $3.5 million, or 23.4%, to.818illion in the nine months ended September B04Zompared with $14.9 million in the
nine months ended September 30, 2003. Excludingrthact of currency translations, our internatioraienue increased approximately 1.

Consolidated Operating Income (Loss)

Operating income increased $23.8ionilturing the period, reflecting the impact of aperating leverage (the relatively low leve
variable cost of adding new customers) and lowesksbased compensation expense impacting all expetsgotees. The revenue increas:
$28.5 million was partially offset by expense growt approximately $4.7 million.
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Cost of goods sold increased approximately $8.8amjlor 27.3%, to $41.0 million in the first nimeonths of 2004 from $32.2 million in the
first nine months of 2003. The increase in cogjadds sold mainly reflects higher compensationsciating to higher headcount across all
of our business segments, increased incentive aosagien related to operating and financial perforoeathat exceeded internal estimates,
and incentive compensation for our analyst teanes€hncreases were partially offset by a redudtiG@iockbased compensation expense

a percentage of revenue, cost of goods sold wa8@ih the first nine months of 2004, compared \8ith5% in the first nine months of 2003.

Development expense decreased $0.1 million, orcpately 1%, to $11.1 million in the first nine mths of 2004 from $11.2 million in the
first nine months of 2003. The decrease mainly stéom lower stock-based compensation expensdalhadffset by higher compensation
(including incentive compensation). The amountayitalized labor, primarily related to ongoing dieyenent of products such as
Morningstar Direct, Morningstar Retirement Managard Morningstar Advisor Workstation was unchanigetthe first nine months of 2004
compared with the same period in 2003. As a peagenof revenue, development expense was 8.5% firshaine months of 2004,
compared with 10.9% in the first nine months of 200

Sales and marketing costs increased $2.9 millioti2db%, to $26.0 million in the first nine monthis2004 from $23.1 million in the first
nine months of 2003, largely because of higher aamagtion expense for our Advisor and Institutidnadinesses and increased marketing
expense for our Individual business. As a percentdgevenue, sales and marketing expense was 1f.8% first nine months of 2004,
compared with 22.6% in the first nine months of 200

General and administrative expense decreased $lfi@imor 19.1%, to $30.8 million in the first ermonths of 2004 compared with

$38.1 million in the first nine months of 2003. A.% million reduction in stock-based compensatigpesse and lower sales tax expense in
the first nine months of 2004 were partially offsgtan increase in incentive compensation expemdearporate overhead. As a percentage
of revenue, general and administrative expense2®8&96 in the first nine months of 2004, compareth\8i7.2% in the first nine months of
2003.

Stock-based compensation expense decreased $1B08 noir 59.4%, to $8.8 million in the first nimaonths of 2004 from $21.6 million in
the first nine months of 2003. The decrease refldwt fact that certain stock options granted aviaus years are now fully vested and as a
result no longer require recording additional exgeerin addition, the $0.90 per share increasedriain value of our common stock was
significantly lower than the $5.55 per share inseem the fair value of our common stock in the pamble period of 2003. We did not grant
any stock options in the first nine months of 2004.

Consolidated bonus expense increased approximggebymillion primarily because of our strong final@erformance in 2004. The increase
in bonus expense during the first nine months @428lso reflects accruals for a special bonus ksheal for our analyst team. Costs for
bonuses are reflected in each of the approprigierese categories.

Depreciation and amortization costs increased aqpadely $0.5 million, or 9.0%, to $5.4 million the first nine months of 2004 from
$4.9 million in the first nine months of 2003. Thierease was mainly driven by depreciation andréiration expense for computer
equipment, leasehold improvements, and capitajizeduct development costs.
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Consolidated Free Cash Flow

We generated approximately $13.3iamilin free cash flow in the first nine months @02, reflecting cash provided by operating
activities of $19.1 million and capital expenditsief $5.8 million. Free cash flow increased $2.R2iom, due to the $1.6 million increase in
cash provided by operations and the $0.6 milli@tuotion in capital expenditures.

The increase in cash provided by operations reflaatincrease in our net income adjusted for castt items, partially offset by an increas
working capital. Receivables from clients increa$8d® million primarily as a result of increasedibgs. The increase in other assets of $1.7
million primarily reflects amounts that have beapitalized related to this offering. Accounts pdgabccrued liabilities, and accrued
compensation decreased $3.2 million, primarily tupayments related to bonuses and sales-tax dgtatenents made in the first nine
months of 2004.

Segment Business Results—Individual
Nine Months Ended September 30, 2004 vs. Nine MorgleEnded September 30, 2003

Our Individual segment provides pretduand services for the individual investor. Tagést product in this segment is paid
Premium service for our Web site, Morningstar.cive also earn revenue from selling advertising onrifgstar.com. We offer various
print publications on stocks and mutual funds,udatg our monthly newsletterslorningstar FundinvestoandMorningstar Stockinvestar
and our twice-monthly publicatioMorningstar Mutual Funds This business segment also produces indepenelsgdanch on stocks and
funds. All of our Individual revenue is currentlgmerated in the United States.

Revenue we generate from providing independentegesearch associated with the Global Analyst Re$eSettlements, as discussed in
"Business—ndustry Overview," is included in our Individuagment. We expect that this new independent egetyarch business will ha
a material effect on the revenue, expense, andatipgrincome of the Individual segment in the fetudnder the terms of these settlements,
which were made to resolve allegations of unduleémice of investment banking interests on secarigsearch, 10 leading Wall Street
brokerage firms agreed to allocate approximateB2# million to pay for independent research. Emwount will be paid through the
engagement of numerous research providers undeaboontracts over a fivgear period. Each firm involved in the settlemeastsequired tc
provide research from at least three provideradépendent research that do not have ties to imegstbanking interests. We have entered
into agreements with five major brokerage firmgtovide independent equity research. Under theg@fthe settlements, these
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agreements, together with the agreements entei@tyrall other research providers, expire in theosid and third quarters of 2005.

Nine Months Ended September 3!

Key Metrics ($000) 200z 200¢ % Change
Revenue $ 26,03( $ 33,09¢ 27.1%
Operating incomi $ 4,50¢ $ 3,414 (24.2%
Operating margin (% 17.2% 10.2% NMF

NMF—Not meaningful

Revenue for the Individual segment increased $illiomin the first nine months of 2004 comparediwihe same period in 2003. The
increase primarily reflects revenue relating to@lebal Analyst Research Settlements. While wecardident in the quality and value of our
equity research, we cannot guarantee that we etdim the business under our current agreementgarévgursuing opportunities to sell our
stock research to firms that entered into agreesngith other providers which are up for renewaldaidnally, we are marketing our equity
research to financial service and brokerage firotdnvolved in the settlements. The remainder efititrease was driven by
Morningstar.com, partially offset by lower reverfuem some of our more mature products such as Rispklorningstar Mutual Funds and
Morningstar Fundinvestol

Operating income for the Individual segment deadakl.1 million in the first nine months of 2004rgquared with the same period in 2003,
as expenses related to the expansion of our seselarch capabilities, including the hiring of aidaial stock analysts, preceded revenue from
the services we are providing under the Global gstdResearch Settlements. Cost of goods sold atedbfior most of the expense increase
and was driven by higher compensation costs, imufusipecial incentive compensation for our analyaim. Sales and marketing expense
increased primarily as a result of marketing efféor Morningstar.com Premium service. Generalahainistrative costs increased due to
higher corporate overhead. Depreciation and anatioiz costs increased slightly, reflecting refunibient costs and network equipment
additions.

Segment Business Results—Advisor
Nine Months Ended September 30, 2004 vs. Nine MorglEnded September 30, 2003

Our Advisor segment focuses on pretslaad services for financial advisors. Our keydpiais in this segment are Advisor
Workstation and Principia. Advisor Workstation iSv@b-based investment planning system that providaacial advisors with a
comprehensive set of tools for investment reseglemning, and client presentations. Advisor Waakien is available in two editions: the
Office Edition for independent financial advisorslahe Enterprise Edition for financial advisor§liated with larger firms. Principia is our
CD-ROM-based investment research software. In mxiditve offer Morningstar Managed Portfolios, a-feesed discretionary investment
management program made up of mutual fund portfdhat financial advisors can use for their clietetsable and tax-deferred accounts.

Nine Months Ended September 3!

Key Metrics ($000) 200: 200¢ % Change
Revenue $ 36,20¢ % 45,28’ 25.1%
Operating incom: $ 6,72¢ % 10,81 60.7%
Operating margin (% 18.€% 23.% NMF

NMF—Not meaningful
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Advisor Workstation and Morningstar Managed Portfoimade the largest contribution to the Advis@nsent's revenue growth of

$9.1 million in the first nine months of 2004. Tinerease in Advisor Workstation revenue is maimbnf sales of the Enterprise Edition. The
increase in revenue for Morningstar Managed Pao$olas driven by an increase in the amount oftassaler management compared to the
same period in 2003.

Operating income increased $4.1 million to $10.8Biom in the first nine months of 2004, comparedhwoperating income of $6.7 million in
the same period in 2003. The $9.1 million increasevenue was partially offset by a $5.0 millioicriease in operating expense. Cost of
goods sold increased primarily as a result of highhenpensatiomelated expense, including higher incentive comagois expense associal
with favorable segment performance. Developmengrsge increased primarily due to higher incentivepensation expense. Sales and
marketing expense increased primarily due to hightes commissions expense for products such aisddorkstation. General and
administrative costs increased primarily becaudagifer corporate overhead.

Segment Business Results—Institutional
Nine Months Ended September 30, 2004 vs. Nine MorghlEnded September 30, 2003

Our Institutional products focus orbbased investment software and electronic datisfaNVe also offer print products and
consulting services. Key products in this segmeafMorningstar Direct, Morningstar Retirement Maead icensed Data, and Investment
Consulting. For the nine months ended Septembe2(®4, this segment represented, before interseggliennations, 43.9% of our
consolidated revenue. We expect that the Institatisegment will continue to account for the latgestion of our consolidated revenue for
the forseeable future.

Nine Months Ended September 3|

Key Metrics 200z 200¢ % Change
Revenue $ 43,86( $ 57,53« 31.2%
Operating incomi $ 4,047 $ 10,69: 164.2%
Operating margin (% 9.2% 18.¢% NMF

NMF—Not meaningful

Revenue increased $13.6 million in the first ninenths of 2004 compared with the same period in 26808en primarily by Investment
Consulting, Licensed Data, Morningstar Direct, aimknsed Tools and Content. Morningstar Retirenhgmager was another major
contributor to revenue growth, partly due to ougasition of mPower in July 2003, which represerid4 million of the Institutional
segment revenue in the first nine months of 2004.

Operating income increased $6.7 million in thetfiime months of 2004 compared with the same pen@D03. The increase was primarily
due to revenue growth of $13.6 million. Operatingense increased approximately $6.9 million, o7%,.primarily reflecting increases in
cost of goods sold, sales and marketing expensieg@meral and administrative expense. The increabese categories was mainly driver
compensation-related expense, including incentivepensation and sales commissions, increased opeexipense in our international
operations, primarily in Europe, and our acquisitid mPower in July 2003.
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Consolidated Business Results
2003 vs. 2002

Year Ended December 31

Key Metrics ($000) 200z 200: % Change
Revenue $ 109,61¢ $ 139,49t 27.2%
Operating los! (8,340 (10,759 28.¢
Operating margin (% NMF NMF NMF
Stocl-based compensation expe! 7,29: 29,02¢ 298.1
Cash provided by (used for) investing activit 1,43t (20,487 NMF
Cash used for financing activiti (1,952 (26) (98.7)
Cash provided by operating activiti $ 16,54: $ 29,70t 79.6%
Capital expenditure (5,989 (8,607%) 43.7
Free cash flov $ 10,55 $ 21,09¢ 99.¢%

NMF—Not meaningful
Consolidated Revenue

In 2003, our revenue increased $28lBon, reflecting strong demand for the produatsl services in each of our business segm
Price adjustments had minimal impact on revenug/jroRevenue in our Institutional segment increg&E19 million; revenue in our
Advisor segment increased $8.2 million; and revanumur Individual segment increased $3.4 millidhe consolidated revenue increase was
driven mainly by increased sales of Advisor Workieta Morningstar Retirement Manager, Licensed Ditarningstar.com, and Mornings
Direct, partially offset by lower sales for someoair more mature products suchMsrningstar FundinvestoandMorningstar Mutual
Funds. Revenue from our largest-selling product, Prirgigecreased less than 1% in 2003.

Revenue¢ % Revenue¢
Top Five Products (Segment) 2002 ($000 Revenue Top Five Products (Segment) 2003 ($000
Principia (Advisor) $ 29,05¢ 26.5%Principia (Advisor) $ 28,85¢
Morningstar.com (Individual 14,72¢ 13.4 Licensed Data (Institutiona 22,45:
Licensed Data (Institutional) 13,46: 12.2  Morningstar.com (Individual) 16,31:
Licensed Tools and Content (Institutional) 7,76¢ 7.1 Advisor Workstation (Advisor) 10,79¢
Investment Profiles and Guides (Institutional) 5,82¢ 5.3 Licensed Tools and Content (Institutional) 9,222

Our revenue from international operations increg&a@ million, or 45.3%, to $20.1 million in 200&M $13.9 million in 2002 and accoun
for 14.4% of our 2003 total revenue. Licensed Tawid Content, Licensed Data, and Advisor Workstatvere the biggest drivers of this
international revenue growth. Currency translatiomstributed an additional $1.7 million, and theaner acquisition added $2.1 million, to
our 2003 revenue. Without the impact of currenapstations and the mPower acquisition, our year-gear revenue growth would have
been approximately 24%.
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Consolidated Operating Loss

Our operating loss increased $2.%ianil or 28.9%, to $10.8 million in 2003 from $818llion in 2002, reflecting an increase in
operating expense of approximately $32.4 millicextiplly offset by the $29.9 million increase irve@ue. The increase in operating expense
was driven largely by stock-based compensationmseevhich increased by $21.7 million, or 298.18énT $7.3 million in 2002.
$21.1 million of this increase was due to the iaseein our estimated fair market value for optiexigensed under the liability method. See
"—Stock-Based Compensation."”

Cost of goods sold increased $4.5 million, or 11,.&643.5 million in 2003 from $39.0 million in @R. The increase in cost of goods sold
mainly reflects a $3.2 million increase in stoclséd compensation expense, as well as a $1.3 miticyaase in other compensation related
expenses, primarily due to increased headcounaarcrease in bonus expense. As a percentageeasfue, cost of goods sold was 31.2% in
2003, compared with 35.6% in 2002.

Development costs increased $2.8 million, or 23.#&414.7 million in 2003 from $11.9 million in 2B0This increase mainly reflects
approximately a $2.2 million increase in stock-ltasempensation expense. To a lesser degree,attefin increase in costs associated with
continued development of products such as Mornard3irect, Morningstar Retirement Manager, and Ntogatar.com. As a percentage of
revenue, development costs were 10.5% in 2003, aedpwith 10.8% in 2002.

Sales and marketing costs increased $5.8 millio@3®2%, to $30.8 million in 2003 from $25.0 mitidn 2002, largely because of a

$2.2 million increase in stock-based compensatigreese. The remaining increase of $3.6 millionales and marketing costs was due to
higher commissions and larger sales teams forratitutional businesses. As a percentage of revesales and marketing costs were 22.1%
in 2003, compared with 22.8% in 2002.

General and administrative costs increased $17l®mior 48.3%, to $54.1 million in 2003 from $36million in 2002. This change was
mainly driven by a $14.2 million increase in stdwksed compensation expense. We also recorded an##lio® reserve in conjunction with
the Australian legal proceeding discussed in Néteflour Notes to Consolidated Financial Statemekt¢sa percentage of revenue, general
and administrative expenses increased to 38.89808 fom 33.3% in 2002 primarily because of higstecck-based compensation expense.

Our bonus expense increased to $12.6 million irBZ6@m $10.4 million in 2002 primarily because tsg performance in our Institutional
segment. Costs for bonuses are reflected in eattte@ppropriate expense categories.

Depreciation and amortization costs increased $illbon, or 28.4%, to $7.1 million in 2003 from $bmillion in 2002. This increase was
mainly driven by depreciation and amortization cfesrfor computer equipment, leasehold improvemeants$ capitalized product
development for Advisor Workstation. Depreciatiod@amortization expenses accounted for 5.1% ofmexén both 2002 and 2003.

Consolidated Free Cash Flow

We generated $21.1 million in freslcdlow in 2003, reflecting cash provided by opgactivities of $29.7 million and capital
expenditures of $8.6 million. Our capital expenditiin 2003 largely reflect refurbishment costsdier main office space in Chicago,
capitalized labor for software development, and
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purchases of computer equipment. Our free cashifid®®®03 almost doubled from the previous year prilm due to a $13.2 million increase
in cash provided by operations.

Segment Business Results—Individual
2003 vs. 2002

Year Ended December 3:

Key Metrics ($000) 200z 200: % Change
Revenue $ 31,99¢ $ 35,40¢ 10.7%
Operating income $ 4,342 $ 7,391 70.2%
Operating margin (%) 13.€% 20.% NMF

NMF—Not meaningful

Revenue growth of $3.4 million foetndividual segment primarily reflects an increassubscribers for our Morningstar.com
Premium service, slightly offset by a decreaseirenue fromMorningstar Mutual Funds Subscriptions for Morningstar.com Premium
service increased increased to 114,140 as of Demeddh 2003, compared with 103,700 as of Decembg2@)2. Four products contributed
approximately 85% of revenue for the Individualmegt during 2003: Morningstar.coorningstar Mutual Funds Morningstar
Stocklnvestor andMorningstar Fundinvestor

Operating income for the Individual segment showdolstantial improvement in 2003, as revenue grdartexceeded growth in operating
expenses. Cost of goods sold decreased due to tmrgrensation expense, slightly offset by incredskidiment costs due to higher
numbers of subscribers. Development costs grewtsligeflecting higher compensation expense. Satesmarketing expense increased
8.2% due to marketing programs for Morningstar.@mMorningstar StockinvestarGeneral and administrative costs decreased Bljght
mainly because of lower corporate overhead costpréZiation and amortization costs increased $@l®m or 30.2%, reflecting
refurbishment costs and network equipment additibhs improvement in operating margin to 20.9%002from 13.6% in 2002 is due
primarily to the impact of our operating leveragee(relatively low level of variable cost of addingw customers). Most expense categories
decreased as a percentage of revenue in 2003 cedwih 2002.

Segment Business Results—Advisor
2003 vs. 2002

Year Ended December 31

Key Metrics ($000) 200z 2002 % Change
Revenue $ 40,97: $ 49,16: 20.C%
Operating income (los: $ (575 $ 9,521 NMF
Operating margin (%) NMF 19.4% NMF

NMF—Not meaningful

The Advisor segment's revenue in@d&8.2 million during the period. Advisor Workstet made the largest contribution to
revenue growth in 2003. Both the Enterprise Editiod the Office Edition posted significant growghimarily driven by an increase in the
number of licenses. Morningstar Managed Portfddiies
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contributed to revenue growth due to an increasbdrevel of assets under management. Principentge was essentially unchanged as the
number of subscriptions did not change significarnthe number of licenses and subscriptions forigah\Workstation and Principia
combined increased to approximately 101,000 aseafebhber 31, 2003, compared with approximately Ba¥0of December 31, 2002.

The Advisor segment's operating results improve@ Bnillion to operating income of $9.5 million 2003 from an operating loss of

$0.6 million in 2002. The improvement reflects &h2bmillion increase in revenue and a $1.9 millieduction in operating expense,
primarily cost of goods sold. Production and flifiént costs were lower because we switched tosaclestly shipping vendor for Principia.
Development costs also decreased due to lower nedugt development costs. For both sales and niagkahd general and administrative
costs, expense levels were approximately in lirth e previous year.

Segment Business Results—Institutional
2003 vs. 2002

Year Ended December 31

Key Metrics ($000) 200z 2002 % Change
Revenue $ 40,828 $ 59,74 46.2%
Operating income (los: $ 6,39¢) $ 4,16( NMF
Operating margin (%) NMF 7.C% NMF

NMF—Not meaningful

Revenue grew $18.9 million drivenlbgensed Data and Investment Consulting. MorningR&tirement Manager was another m
contributor to growth, partly due to our acquisitiof mPower in July 2003, which accounted for $8illion of our 2003 revenue.
Morningstar Direct, which we introduced in 200k@tontributed to sales growth.

With revenue growth far exceeding the increasepigrating expense, Institutional segment operatingrne turned positive in 2003.
Operating expense increased $8.4 million, or 17.7%.

Cost of goods sold increased because we hired emopdoyees in Europe. Development cost also inccedse to increased staffing. Sales
and marketing cost increased due to an expansioaraales force and higher commissions. Genethhdministrative costs grew modestly.
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Consolidated Business Results
2002 vs. 2001

Year Ended December 31

Key Metrics ($000) 2001 200z % Change
Revenue $ 91,23( $ 109,61¢ 20.2%
Operating los! (16,39) (8,340 (49.7)
Operating margin (% NMF NMF NMF
Stocl-based compensation expel 5,667 7,292 28.7
Cash provided by investing activiti 3,12¢ 1,43¢ (54.7)
Cash used for financing activiti (1,049 (1,952 86.1
Cash provided by (used for) operating activi $ (5,189 $ 16,54 NMF
Capital expenditure (5,937) (5,989 1.C%
Free cash flov $ (11,11H $ 10,55 NMF

NMF—Not meaningful
Consolidated Revenue

Our revenue growth in 2002 comparé@t @001 was $18.4 million, reflecting strong demdor products and services in each of our
business segments. Price adjustments had mininpaldhon revenue growth. Revenue in our Institutisegment increased $8.3 million;
revenue in our Advisor segment increased $6.2aonilland Individual segment revenue increased $4li&m On a product level, the
consolidated revenue increase was driven by higliles of Morningstar.com, Advisor Workstation, d&rthcipia. This growth was partially
offset by declining sales on some of our more neaguint products, such &dorningstar Mutual FundsndMorningstar Fundinvestor

Revenue % Revenue
Top Five Products (Segment) 2001 ($000) Revenue Top Five Products (Segment) 2002 ($000)
Principia (Advisor) $ 25,97¢ 28.5%Principia (Advisor) $ 29,05¢
Licensed Data (Institutional) 14,38( 15.€ Morningstar.com (Individual) 14,72¢
Morningstar.com (Individual 10,60¢ 11.€ Licensed Data (Institutiona 13,46:
Morningstar Mutual Funds (Individual) 6,331 6.9 Licensed Tools and Content (Institutional) 7,768
Investment Profiles and Guides (Institutional) 5,36¢ 5.9 Investment Profiles and Guides (Institutional) 5,82¢

Our international operations contributed $13.9immillin revenue in 2002, an increase of $6.5 milli@n87.1%, compared with $7.4 million
2001. International revenue made up 12.6% of teta&tnue in 2002, compared with 8.1% in 2001. LiednBools and Content was the bigt
driver of revenue growth overseas.

Consolidated Operating Loss

We reduced our operating loss by $&llion, or 49.1%, to $8.3 million in 2002 from 64 million in 2001. We achieved this
primarily through revenue growth of $18.4 milliomhich outpaced the $10.3 million increase in opegaexpense.
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Cost of goods sold decreased $0.5 million, or 182439.0 million in 2002 from $39.5 million in 200The decrease was driven largely by
reductions in staffing and fulfillment expense,ti@ly offset by costs associated with our inteimaal operations. Cost of goods sold, as a
percentage of revenue, decreased to 35.6% in 200243.3% in 2001, reflecting the impact of our igtieg leverage (the relatively low le'
of variable cost of adding new customers).

Development costs increased $4.2 million, or 54.89411.9 million in 2002 from $7.7 million in 200The increase was primarily due to
higher compensation expense relating to AdvisorR&tation, Morningstar Direct, and Morningstar Ratient Manager. As a percentage of
revenue, development costs were 10.8% in 2002, acedpwith 8.4% in 2001.

Sales and marketing costs increased $4.3 millin81d%, to $25.0 million in 2002 from $20.7 milign 2001. The increase mainly reflects
higher compensation expense associated with additgales staff for our Institutional and Advisegments. As a percentage of revenue,
sales and marketing expense was 22.8% in 2002, ar@thpvith 22.6% in 2001.

General and administrative costs increased $2I®milbr 6.8%, to $36.5 million in 2002 from $34&llion in 2001. The increase was driv

in part by stockbased compensation expense, which increased $lli@mor 21.2%, to $7.5 million in 2002 from $6ndillion in 2001. Othe
contributors to higher general and administratiosts were a $0.5 million increase in sales tax expand additional general and
administrative staff for our international operaso partially offset by a $0.5 million reductiondarporate overhead. The increase in the sales
tax expense is explained in "—Sales Tax Expense d percentage of revenue, general and adminigtratipense was 33.3% in 2002,
compared with 37.5% in 2001.

In 2002 we incurred costs of $10.4 million, asstedavith our bonus program, compared with $8.7iamilin 2001. The growth in bonus
expense was primarily driven by strong resultsunladividual segment. This bonus expense is redtkin each of the appropriate operating
expense categories.

Depreciation and amortization costs were esseptimthanged in 2002 compared with 2001. These fosboth years mainly consisted of
charges for computer equipment and capitalizedrlagh®a percentage of revenue, depreciation andtaration expense was 5.1% in 2002,
compared with 6.1% in 2001.

Consolidated Free Cash Flow

Our free cash flow substantially imyed in 2002, increasing $21.7 million to free cistv of $10.6 million in 2002 from a cash
burn of $11.1 million in 2001. This significant gvth was mainly due to the improvement in cash ptediby operating activities, which
totaled $16.5 million in 2002, compared with a cham of $5.2 million in 2001. Capital expenditureseanwhile, showed modest growth of
1.0% for the year, mainly due to computer equipnaent capitalized software development costs. Thegh in deferred revenue contributed
$14.6 million to cash provided by operating aci@st This growth in deferred revenue resulted priim&om higher sales of our Institutional
products, particularly Licensed Data.
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Segment Business Results—Individual
2002 vs. 2001

Year Ended December 3:

Key Metrics ($000) 2001 200z % Change
Revenue $ 2764: $ 31,99¢ 15.€%
Operating income (loss) $ (1,50¢) $ 4,34; NMF
Operating margin (% NMF 13.6% NMF

NMF—Not meaningful

The $4.4 million increase in revemas primarily due to an increase in subscriber@forMorningstar.com Premium service to
103,700 from 84,283. This increase was slightlgetfby a decline in revenue in our more mature prioductsMorningstar Mutual Funds
andMorningstar Fundinvestor

Operating results improved $5.8 million to inconiés4.3 million in 2002 from a loss of $1.5 million 2001 due to the $4.4 million revenue
increase and approximately a $1.4 million reductipaperating expense.

The decrease in operating expense was primariediy lower cost of goods sold, reflecting lowempensation expense as a result of
reduced staffing and decreases in production afiinfient costs. We achieved these savings by riatiot) better terms with vendors,
primarily for our print products. Development cosisreased slightly, reflecting the cost of conédienhancements on Morningstar.com.
was partially offset by lower expense for technioflastructure services as a result of switchiaegdors. Sales and marketing costs, as wi
general and administrative expense, were essegntiatthanged for the year. As a percentage of regha cost of goods sold, sales and
marketing, and general and administrative expeatsgories decreased in 2002 compared with 2001.

Segment Business Results—Advisor
2002 vs. 2001

Year Ended December 31

Key Metrics ($000) 2001 200z % Change
Revenue $ 34,82 $ 40,97: 17.7%
Operating los: $ 181y $ (575) (68.9)%
Operating margin (%) NMF NMF NMF

NMF—Not meaningful

Revenue for this segment increasefith® million largely driven by sales of Principighe introduction of Advisor Workstation also
contributed to revenue growth during 2002. The neinds licenses for these products increased tocappately 74,000 subscriptions as of
December 31, 2002 from approximately 52,000 supsoris as of December 31, 2001.

The Advisor segment's operating loss decreasedmilli@n to $0.6 million in 2002 from $1.8 milliom 2001, reflecting a $6.2 million
increase in revenue and approximately a $5.0 mjllos 13.4%, increase in operating expense.
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Cost of goods sold increased mainly due to higbaerpgensation costs because we hired more peopkvtdap Advisor Workstation and to
support Morningstar Managed Portfolios. This wasially offset by lower fulfillment costs for Prifwa. Sales and marketing costs also
increased due to increased staffing for our saleseffor Advisor Workstation and Morningstar Manadportfolios. General and
administrative costs decreased in 2002 becausei@flitled costs associated with launching Morniaigktanaged Portfolios.

Segment Business Results—Institutional
2002 vs. 2001

Year Ended December 31

Key Metrics ($000) 2001 200z % Change
Revenue $ 3254: $ 40,82 25.5%
Operating los: $ (7,780 $ (6,399) (17.9%
Operating margin (%) NMF NMF NMF

NMF—Not meaningful
Revenue increased $8.3 million, driveainly by higher sales of Investment Consultind hicensed Tools and Content.

Despite strong revenue growth, operating resulgaved only moderately. We had losses in both yeeisly because of our international
operations.

The Institutional segment's operating expense asae $6.9 million, driven largely by higher genenadl administrative, sales and marketing,
and development expense. Cost of goods sold irexesightly, as higher production expense was bffgalecreases in compensation and
fulfillment costs. Sales and marketing costs inseglabecause we expanded our sales force. Gendratlamnistrative costs grew primarily
due to increases in staff for our European operatitn addition, we incurred costs to develop amipce a new corporate marketing catalog.
Depreciation and amortization costs increased thjighnainly due to purchases of computer equipniethe latter part of the year.

45




Selected Quarterly Financial Data

2003 Restated (1) 2004
(in thousands except per share
amounts) Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3
Revenue 25,22: 27,11t 27,52¢ $ 29,75¢ $ 32,13t $ 3431t $ 3594( $ 37,100 $ 41,127 $ 43,24:%$46,57:
Operating expense:
Cost of goods sold 8,85¢ 10,04: 9,85¢ 10,27 10,74+« 10,657 10,82¢ 11,294 12,26¢ 14,90¢ 13,85¢
Developmen 2,977 2,89z 2,88( 3,132 3,98¢ 3,85¢ 3,33¢ 3,48t 3,361 3,662 4,057
Sales and marketing 5,96¢ 7,02¢ 6,84t 5,15( 8,33¢ 7,35¢ 7,43¢ 7,67C 8,36t 8,28 9,367
General and administrative 9,477 10,42¢ 10,58t 6,01¢ 13,13¢ 12,837 12,11 16,06! 8,68¢ 11,17¢ 10,93(
Depreciation and amortizatic 1,41¢ 1,327 1,43: 1,36¢ 1,34(C 1,64¢€ 1,92¢ 2,21z 1,811 1,78¢ 1,75t
Total operating expense 28,697 31,71¢ 31,60( 25,94¢ 37,54: 36,35: 35,63: 40,72 34,49! 39,82( 39,96
Operating income (loss) (3,47%) (4,607 (4,072 3,80¢ (5,405 (2,039) 30¢ (3,619 6,63¢€ 3,42¢  6,60€
Non-operating income (expenst
Gain on sale of investment in
unconsolidated entity — — 3,39¢ — — — — 51C — — —
Interest income, net 23€ 18€ 242 37¢ 59 11F 62 43 224 21C 26C
Other income (expense), r 31 19 16 (43) 6 29 33 253 38 58 25C
Non-operating income, net 267 20E 3,65¢€ 33t 65 144 95 80€ 262 268 51C
Income (loss) before income taxes,
equity in net income (loss) of
unconsolidated entities, minority inter
in net loss (income) of consolidated
entities, and extraordinary ge (3,209%) (4,396) (41€) 4,14 (5,340 (1,899 403 (2,819 6,89¢ 3,69z 7,11¢
Income tax expense (benefit) (915) (682) (61€) 1,90z 501 1,45¢ 1,77z (782) 2,67¢ 2,44C 3,23t
Equity in net income (loss) of
unconsolidated entitie (379 94€ 154 29 11€ 351 (47) 277 282 97 212
Minority interest in net loss (income) of
consolidated subsidiaries 72 84 58 (36) — — — — — — —
Income (loss) before extraordinary gain (2,600 (2,689 412 2,23¢ (5,72 (3,002 (1,41€) (1,759 4,50¢ 1,34¢ 4,09
Extraordinary gai—acquisition — — — 3,08¢ — — — — — — —
Net income (loss $ (2,600 $ (2,689 $ 412 $ 5,31¢ $ (5,725 $ (3,002 $ (1,416 $ (1,759 $ 4,50¢€ $ 1,34¢$ 4,09:

Basic income (loss) per share $ 0.07) $ 0.0 $ 0.01 $ 0.14 $ 0.15 $ (0.0¢) $ (0.09 $ (0.05) $ 0.1z $ 0.04% 0.11
Weighted average common shares

outstandin—basic 38,331 38,34: 38,34¢ 38,35: 38,36¢ 38,37: 38,39: 38,39t 38,39t 38,397 38,43¢
Diluted income (loss) per share $ 0.07) $ 0.07) $ 0.01 $ 0.0z $ 0.15 $ (0.0¢) $ 0.09 $ (0.05) $ 011 $ 0.0:$ 0.1¢C
Weighted average common shares

outstanding—diluted 40,55¢ 40,68¢ 40,53¢ 40,32: 38,36¢ 38,37: 38,39: 38,39t 41,54¢ 41,52¢ 41,81¢
1) The 2003 quarterly financial data has been restat@doperly allocate the change in stock-basedpmrsation expense based on the fair value per sharg common stock for

each interim quarterly period. We previously reeafdhe increase in stock-based compensation expénigeited to the change in the fair value of common stock for the
period January 1, 2003 to December 31, 2003, ifidieth quarter of 2003. In addition, an adjustmteninterest income, net, which was originally netsad during the fourth
quarter of 2003 has been properly allocated to @gehim quarterly period. The following table redts the originally reported amounts:

Cost of goods sold
Development

Sales and marketir

General and administrative
Depreciation and amortization

Total operating expense

Operating income (los:

Interest income, net

Non-operating income, net

Income (loss) before income taxes, equity in nedvime (loss) of unconsolidated
entities, minority interest in net loss (income)cohsolidated entities, and
extraordinary gain

Income (loss) before extraordinary g

2003 (as originally reported)

Q1 Q2 Q3 Q4

$ 10,17t $ 10,14: $ 10,57 $ 12,62
3,51¢ 3,48¢ 3,12¢ 4,541

7,861 6,981 7,23¢ 8,71¢

9,22: 9,611 10,00¢ 25,30(

1,34( 1,64¢ 1,92t 2,212

$ 32,11 $ 31,870 $ 32,86: $ 53,309¢
$ 26 $ 2,43t $ 3,071 $ (16,295
$ 11€ $ 17: 8 1¢ $ (129
$ 12 8 202 $ 152 $ 634
$ 148 $ 2,640 $ 3,22¢ $ (15,667)
$ (2379 $ 1,53; $ 1,41C $ (14,607)



Net income (loss
Basic income (loss) per share
Diluted income (loss) per she

Weighted average common shares outstanding—diluted

$ (237 $

$ 0.0 $

$ 0.0 $
40,22
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1,532
0.04
0.04

40,23:

®» &

1,41(C
0.04
0.0¢

40,207

$

(14,607)
(0.39
(0.39

38,39¢




Sales Tax Expense

During 2003, we participated in vdiany disclosure or similar programs related toestatles tax. Through these programs we
identified sales tax amounts due for prior yeaxs lsawve negotiated or are in discussions with ltaahuthorities to settle these amounts. We
have recorded expense in the four years in whielsttes tax amounts apply, as follows:

Year Ended December 3:

($000) 200( 2001 200z 200z

Sales Tax Expens $ 807 $ 229% $ 2831 $ 3,07¢

We made cash payments in conjunction with thesentaty disclosure programs of $1.6 million in 200& anticipate that most of the
remaining $7.4 million expected to be due in cotipacwith state sales tax for periods ended onefote December 31, 2003 will be paid in
2004. We do not expect to record any expensegtetatthese programs after 2003. We have now ppitize procedures to collect applica
sales tax from our customers.

Non-Operating Income

The following table presents the comgnts of our non-operating income for the follogvpperiods:

Year Ended December 31 Nine Months Ended
September 30
Non-Operating Income ($000) 2001 200z 200: 200z 2004
Gain on sale of investment in unconsolidated sidusit $ — 3 3,39¢ $ 51C $ — 3 —
Interest income, ne 1,55¢ 1,04% 27¢ 23¢€ 694
Other income (expense), r (883 23 321 68 34¢€
Nonr-operating incom: $ 67€ $ 4,467 $ 1,11C $ 304 $ 1,04C

In 2002, we sold our investment in Techfi Corpamatia provider of portfolio management and accagnsioftware, resulting in a ptex gain
of $3.4 million. In 2003, we also recorded a predain of $0.5 million related to this transactiwhen funds were released from escrow.

Net interest income primarily reflects interestnfrour investment portfolio. The decline in interestome in 2003 compared to 2002 is du
lower returns on invested cash balances. We aisoqarest expense of $0.4 million, $0.2 milliemd $0.2 million in 2001, 2002, and 2003
respectively, related to the note payable to JorsMeto. This note was repaid on March 30, 2004.

Other income (expense) primarily represents royiattpme from Morningstar Japan, realized gainslassies on our investment portfolio,
and settlement of foreign currency exchange gaidd@sses arising from the ordinary course of lessnn our international operations.
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Income Tax Expense (Benefit)

Following our conversion from an Sr@aration to a C Corporation on September 1, 1989have generated net operating losses
(NOLs). These losses created a future tax bemetigrded on our balance sheet as a deferred tak bgsause we are allowed to use them to
offset future taxable net income. Because of thgEks, we have paid nominal corporate income taaugh the end of 2003. We used
$14.4 million of these NOLs in 2003. Additionallye acquired NOLs through our acquisition of mPothat we do not expect to have a
material impact on our tax situation. Based on péghoperating results, excluding NOLs acquiredhanrhPower acquisition, we anticipate
using substantially all of our NOLs in 2004. We baecorded a valuation allowance related to thégoof our NOLs from the mPower
acquisition as use of these NOLs is limited to agnately $200,000 per year by the U.S. InternatldReie Service. For more information,
see Note 14 of our Notes to the Consolidated FiahStatements.

Our stock-based compensation related to non-gedldptions generates a deferred tax asset. Whildeahect this expense to calculate our
operating income, it is not deductible for tax msgs until employees exercise their options. Titiigg difference creates an asset, which we
may use over the remaining life of the outstandiptions as the options are exercised.

For the nine months ended September 30, 2004noame before income taxes and equity in net incofumconsolidated entities was

$17.7 million, and our income tax expense was #8lBon. Our effective tax rate for the nine montirsded September 30, 2004 was 47.2%.
For the nine months ended September 30, 2003pesihlefore income taxes and equity in net incomaobnsolidated entities was

$6.8 million and our income tax expense was $3Iiami For both periods, the tax provision refletie impact of expense related to
incentive stock options for which no tax benefitésorded and the fact that we are not recorditax denefit related to losses recorded by our
non-U.S. operations.

In 2003 and 2002, our effective tax rates were drighan the federal statutory tax rate of 35.0%sart because the losses generated by our
foreign entities are not included in our consokdbperations for U.S. tax purposes. Because thsses are excluded from our taxable
income, our tax expense is higher. However, thessek lower our reported net income. The net effiectases our tax expense as a
percentage of total pretax net income. These forRi@QLs should become deductible in internationaljtaisdictions to the extent our
international operations become profitable.

Extraordinary Gain

In 2002, we recorded an extraordirgain of $3.1 million related to our acquisitionasf interest in Morningstar Asia. The fair value
of Morningstar Asia's net assets exceeded the paecprice. For more information, see Note 6 ofidates to the Consolidated Financial
Statements.

Liquidity and Capital Resources

General. We believe that our available cash balancesmrekiments, along with any cash generated fromatipes and the net
proceeds from this offering, will be sufficientrizeet our operating and cash needs for the foreleekabre. We expect this offering to add
$ million to our cash, cash equivaleats] investments, using an assumed initial pulfferiog price of $ (the midpoint of the
range set forth on the cover of this prospectus.iwWest our cash reserves in cash, cash equisabamd fixed-income securities.
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These investments have a weighted average matiirsix months, and no single security has a matgrieater than two years.

Cash and cash equivalentat September 30, 2004 we had cash and cash deguisaf $52.5 million, a decrease of $1.0 million
compared with December 31, 2003. The decreasetef®nus payments made in the first nine montt2006# which related to 2003
performance, an initial installment of incentivergmensation for the analyst team, transfers frorh easl cash equivalents into our portfolio
of investments in fixed income and debt securities] repayment of our note payable to Joe Mansok&irman, chief executive officer, and
controlling shareholder. These items were partiaffget by an increase in cash provided by opeagaitivities. In addition to the
$52.5 million of cash and cash equivalents at $epé 30, 2004, we had $30.2 million of investmeatssisting primarily of fixed income
and debt securities.

Cash provided by (used for) operatiegvities. Our main source of capital is cash generated fsparating activities. Cash flows
generated by operating activities increased $1l6omin the first nine months of 2004 comparedtts first nine months of 2003. The
increase mainly reflects improvement in our opamatesults partially offset by an increase in wogkeapital. Receivables from clients
increased $3.9 million in the first nine month2604 primarily as a result of increased billingeeTincrease in other assets of $1.7 million
primarily reflects amounts that have been capiali®lated to this offering. Accounts payable, aedrliabilities, and accrued compensation
decreased $3.2 million, primarily due to paymeetated to bonuses and sales-tax related paymeiks imahe first nine months of 2004.

Net cash provided by operating activities was $28illion in 2003, compared with $16.5 million in @D. This increase of 79.6% w
primarily driven by improvement in our operatinguéis adjusted for non-cash items and a reductiemorking capital.

Because we frequently collect cash in advance@figing services or fulfilling subscriptions for boustomers and use some of that cash to
fund other activities, we often have significantetteed revenue, which is shown as a liability on lbalance sheet. This means that our
working capital may at times be negative. At Decenti, 2003, 2002, and 2001 our deferred revenseb®a.6 million, $47.7 million, and
$33.7 million, respectively. At September 30, 2@04 deferred revenue was $56.4 million.

Cash used for investing activitie€ash flows used for investing activities were $18illion in the first nine months of 2004 and
$24.0 million in the first nine months of 2003. Tdecrease is attributed primarily to lower levdlsa@sh used for acquisitions. In the nine
months ended September 30, 2004, cash used foisdioms was $0.2 million related to our purchaséhe remaining 51% of Morningstar
Norge AS (Morningstar Norway). In the first nine mtlos of 2003, cash used for acquisitions, net sfi@quired, was $10.4 million, relal
to our acquisitions of Morningstar Research IncofMngstar Canada) and mPower. Our capital expemrditwere $5.8 million in the first
nine months of 2004 compared to $6.4 million infirgt nine months of 2003. At September 30, 200diovestments, consisting primarily
fixed income and debt securities, were $30.2 mmijl@n increase of $7.6 million compared to Deceriie2003.

Capital expenditures were $8.6 million, $6.0 milli@and $5.9 million in 2003, 2002, and 2001, respely. Capital expenditures are prima
for computer hardware and capitalized product dguaknt costs.
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Proceeds from the sale of investments in an undidlased entity were $0.5 million in 2003 and $4.8lion in 2002. These proceeds relate to
cash received upon the sale of our investment anff€orporation and the subsequent release ofsffirman escrow.

In 2003, cash used for acquisitions, net of casjuiaed, was $10.8 million related to our acquisii@f mPower and the remaining interest in
Morningstar Canada. Cash provided from acquisitisas $3.5 million in 2002 related to our acquisitaf an interest in Morningstar Asia.

Cash used for financing activitie€ash used for financing activities consists prilpaf payments of long-term debt and capital
lease obligations and cash paid for purchasesrogtoak.

The current portion of long-term debt was approxehe$6.6 million at December 31, 2003, which prityarepresented a promissory note
payable to Joe Mansueto, chairman, chief execofiieer, and controlling shareholder. The obligatemd related interest were paid in full
March 30, 2004. See Note 9 of our Notes to the Glateted Financial Statements and "Certain Relatigps and Related Party
Transactions—Transactions Involving Joe Mansueto."

There were no proceeds from issuances of notedbfgayathe nine months ended September 30, 200%the years 2003 and 2002. In 2001,
proceeds from issuing notes payable were $0.6anjllieflecting proceeds from a promissory notesseed to the minority shareholder of
Morningstar Canada. This note was repaid during2200

Under the 1993 Morningstar Stock Option Plan, stttije certain conditions, holders of vested optiarespermitted to exercise their options
and immediately resell to us the shares of comnmekobtained from such exercise at a price equtid fair market value of such shares, as
determined by our board of directors. We have iigjiet to pay this purchase price in equal installte@ver a period of five years, with the
deferred purchase price accruing interest at difigaate based on 13-week U.S. Treasury securfie®f September 30, 2004, we recorded
among our long-term liabilities $1.2 million of @efed obligations relating to such repurchasese¥yect to satisfy these obligations in full
by 2007, with approximately $0.9 million coming dunethe next twelve months. Upon completion of wiifering, holders of the options
issued under our 1993 Option Plan will no longerehthe right to require us to repurchase any shabyggned upon exercise of such options
and the long-term liability associated with thepéians will be reclassified to shareholders' equity

Acquisitions

Variable Annuity Research and Data Service

In January 2005, we acquired Fin€meporation's Variable Annuity Research and DawiSe (VARDS) unit for $9 million in casl
subject to an adjustment for working capital. Faeohth 1988, VARDS provides research and data olabiarannuity products and is used by
many firms that offer variable annuities. The segvis also used by many brokerage firms for rebealee diligence, and suitability
determination. We believe this acquisition streegthour investment database and should help prawestors with the information they
need to make well-informed decisions when investingariable annuities.
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Morningstar Norway

In February 2004, we purchased thearging 51% of Morningstar Norway that we did notypously own. The purchase price
consisted of $0.2 million in cash and approxima&dyl million of other consideration. Prior to thiansaction, our investment in Mornings
Norway was accounted for by the equity mett

mPower

In July 2003, we acquired all of thestanding stock of mPower. For 2003, mPower duoutied $2.1 million to our revenue. This
transaction is accounted for as a "bargain pur¢Haseause the purchase price was less than tHddwtaalue of the assets acquired.
Therefore, certain long-term assets were allocadhakes that were lower than their fair value atdlage of acquisition. In Note 6 of our Notes
to the Consolidated Financial Statements includseléhere in this prospectus, we show our summarygma consolidated results as if we
had owned mPower for the full year. Also includedhis prospectus are Unaudited Pro Forma Congetidatatement of Operations for 2003
that gives effect to our acquisition of mPowerfashad occurred on January 1, 2003 and mPowerisaidated financial statements for the
years ended December 31, 2001 and 2

Morningstar Canada

In January 2003, we purchased theaneimg half of Morningstar Canada that we did naviously own. We have always
consolidated the results of Morningstar Canadaligoeriods presented in the financial statemeatabse we have always controlled its day-
to-day operations.

Morningstar Asia

In October 2002, we purchased th&%0of Morningstar Asia owned by Advanced Internetidhs Limited (a joint venture between
Pacific Century Cyberworks Limited and Pacific Gegtinsurance Company Limited) and various Softbamtities, our partners in the joint
venture created in April 2000. Through this tratisacwe obtained 100% ownership of Morningstar ABacause the purchase price was
lower than the value of the net assets acquiredea@gnized an extraordinary gain of $3.1 milliar2D02. Following this increase of our
ownership, we began consolidating the results offibgstar Asia's operations in our own financiatetents. The impact on our 2003 re
was not significant.

Application of Critical Accounting Policies and Estmates

Our discussion and analysis of ooaficial condition and results of operations aretas our Consolidated Financial Statements,
which have been prepared in accordance with GAAPR .g@nificant accounting policies are discusseNdte 2 of our Notes to the
Consolidated Financial Statements. The preparatidinancial statements in accordance with GAAPuisgs management to make estimates
and assumptions that affect the reported amourdassats and liabilities (including the recoverapitif tangible and intangible assets and
disclosure of contingent assets and liabilitiesfate date of the financial statements). Managérastimates and assumptions also affect the
reported amounts of revenue and expense duringfoeted period.

We evaluate our estimates on an ongoing basis.a8e dur estimates on historical experience andagous other assumptions that we
believe are reasonable under the circumstancesiebhdéts of these assumptions form the basis fa&inggudgments about the carrying
values of assets and liabilities that are not tgagiparent from other sources. Actual results @¢aalry from the estimates and assumptions
used in the preparation of our
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Consolidated Financial Statements. If actual anroarg ultimately different from previous estimatbs, revisions are included in our results
of operations for the period in which the actuabamts become known.

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

Revenue RecognitiohMuch of our revenue comes from the sale of sijsens or licenses for printed publications anthsare.
We recognize this revenue in equal amounts ovetetime of the subscription or license, which gerignainges from one to three years. We
also provide analysis, consulting, retirement aglvand other services. We recognize this revenwnte service is provided or during the
service obligation period defined in the contr&ferred revenue is the amount paid in advanceubscriptions, licenses or services that has
not yet been recognized as revenue. At Decembet@®P, and 2003 and at September 30, 2004 our ddfegvenue was $47.7 million,
$55.6 million, and $56.4 million, respectively. $hdeferred revenue is expected to be recognizidire periods as we fulfill our service
obligations. The amount of deferred revenue maseeme or decrease primarily based on the mix dfacted product and services, and the
volume of new and renewal subscriptions. We beltba¢the estimate related to revenue recogniiandritical accounting estimate because
to the extent that there are material differenega/éen our determination of deferred revenue ahdhbresults, our financial condition or
results of operations may be affected.

Computer Software and DevelopmeWte capitalize certain costs associated with caermoftware and software development
according to Statement of Position 98Accounting for the Costs of Computer Softwaredimed or Obtained for Internal Usand
Statement of Financial Accounting Standards (SAR&)86,Accounting for Costs of Computer Software to bel Satased, or Otherwise
Marketed.Product development costs consist primarily ofdbmpensation costs associated with developing nel-Wased products and
certain enhancements of existing products. Weddselop software that enables users to accessriafam on our Web site through
subscription services. We amortize these developotests on a straight-line basis over their eseéthiaémaining economic life, which is
generally three years.

In accordance with SFAS No. 144¢counting for the Impairment or Disposal of Longdd Assetswe review long-lived assets, such as
property, equipment, and purchased intangiblesestib) amortization for impairment whenever evamtshanges in circumstances indicate
that the carrying amount of an asset may not beverable. We measure recoverability of assets toebeband used by comparing the
carrying amount of an asset to the estimated uadiged future cash flows expected to be generate¢deiasset. If the carrying amount of an
asset exceeds its estimated future cash flowsewagnize an impairment charge equal to the amaguwihlich the carrying amount of the
asset exceeds the fair value of the asset.

We believe that the estimate related to accouritinghe impairment or disposal of long-lived asssta critical accounting estimate because
the assumptions used are highly susceptible togesaim the operating results and cash flows obperations. Historically, the estimated
amounts of undiscounted cash flows generated bggbkets have not differed materially from the dataah flows generated from those as
in subsequent periods. Additionally, we have nobrded an impairment of long-lived assets during @eriod between 2001 and 2003, or in
the first nine months of 2004. We had recordedongperty equipment and capitalized software of $18illion, $17.6 million and

$18.2 million as of December 31, 2002 and 2003%eptember 30, 2004, respectively, which are subjetetsting for impairment.
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Gooduwill and Other Intangible Assetéd/e adopted SFAS No. 14Gpodwill and Other Intangible Assets) January 1, 2002. Und
this standard, goodwill and intangible assets witlefinite lives are no longer amortized. Instehdy are subject to an annual test for
impairment based on a discounted cash flow modwed.approach that we use to estimate the fair v@ligemponents of our segments is
dependent on a number of factors, including esémaf future market growth and trends, forecastgdnue and costs, capital investments,
appropriate discount rates, certain assumptioafidoate shared assets and liabilities, and otagables which can significantly affect the
value of the intangible asset. We base our fauevalstimates on assumptions we believe to be rebEgibut these assumptions are
unpredictable and inherently uncertain. Actual fettesults may differ from those estimates. Theseraptions are updated annually, at a
minimum, to reflect information concerning compotseof our segments.

We believe that the accounting estimate relategbtlwill and other intangible asset impairment gsiical accounting estimate because the
assumptions used are highly susceptible to chaingbe operating results and cash flows of comptmehour segments. Historically, the
estimated results of our discounted cash flow n®bave not differed materially from the actual fssaf operations in subsequent periods.
Based on current estimates, we do not expect t@msigkificant changes to the assumptions usedridisaounted cash flow model during
2004. Additionally, we have not recorded an impaintnof goodwill or any other intangible asset dgramy period between 2001 and 200:
in the nine months ended September 30, 2004. Wedtadded total goodwill and net intangible assét$6.0 million, $15.9 million, and
$15.8 million as of December 31, 2002 and 2003%eptember 30, 2004, respectively, which are subjetetsting for impairment.

Stock-Based Compensatioie have adopted SFAS No. 12&counting for Stock-Based Compensatitmaccount for stock
option grants made to employees and non-employeetdis. SFAS No. 123, (Revised 20@Hare-Based Paymenivhich will require all
public companies to measure compensation costifsharebased payments (including employee stock option&iravalue, will be effectivi
for interim or annual periods beginning after JaBe2005. We are in the process of reviewing thgaich of the provisions of SFAS No. 123
(Revised 2004)Share-Based Paymenbn our current practice of voluntarily recognizistock-based compensation expense.

In accordance with SFAS No. 128¢counting for Stock-Based Compensatiare use the following two accounting methods:

For options granted under plans that may requite gsttle the options in cash, we use the lighifiethod. The liability is valued using a fair
value price of our common shares. This method requhat we make several estimates concerningitbeefcash flows, including estimates
of future market growth and trends, forecastedmaeeand costs, capital investments, appropriatodid rates, certain assumptions to
allocate shared assets and liabilities, and otagables. We base our fair value estimates on gstsoums we believe to be reasonable, but that
are unpredictable and inherently uncertain. Actuare results may differ from those estimateshdth 2001 and 2002 we recorded stock-
based compensation income of $3.3 million basetheiability method. In 2003, we recorded stoclsdrhcompensation expense of

$17.8 million based on the liability method. A $itiease/decrease in the valuation of our commark stoDecember 31, 2003 would have
resulted in an increase/decrease of approxima& iillion in stock-based compensation expensetions using the liability method for
the year ended December 31, 2003.
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For options outstanding under plans that do natireqis to settle the options in cash, we use guéyemethod. We calculate the expense
under this method based on the Black-Scholes althee option at the time of the grant. We rectrid expense as the options vest, typically
in equal amounts over four years. This method reguhat we make several estimates, including dfegility of our stock price, the expected
option forfeiture rate, and the expected life & tption. In making these estimates, we have ustaorical data as well as management
judgment to arrive at the data inputs. In 2001,2280d 2003 the sto-based compensation expense recorded under thy etpthod was

$9.0 million, $10.6 million, and $11.2 million, gEsctively. A 1% increase/decrease in the Black-fshealue of the option would have
resulted in an increase/decrease of $0.1 millionksbased compensation expense for options acabtmtesing the equity method for the
year ended December 31, 20

We believe that the accounting estimates relatestioitk-based compensation expense are criticabatiog estimates because the
assumptions used are highly susceptible to changas operating results and cash flows.

Quantitative and Qualitative Disclosures about Marlet Risk

We may be subject to risk from fluating interest rates. As of September 30, 2004 potifolio of cash, cash equivalents, and
investments had a weighted average maturity oftlesss six months, and no single investment in téf@io had a maturity greater than two
years. Our investment portfolio is actively managad may suffer losses due to fluctuating interatsts, market prices, or adverse sect
selection. At September 30, 2004, our investmeatssisting primarily of fixed-income and debt séibes, were $30.2 million. Based on our
estimates, a 100 basis point change in intere=s rbuld have increased or decreased the fair whloer investment portfolio by
approximately $0.2 million.

As our nond.S. revenue increases as a percentage of revidunttaation in foreign currencies is an increagmgential risk. To date, we ha

not engaged in currency hedging, and we do noeatlyrhave any positions in derivative instrumentiedge our currency risk. Our results
could suffer if certain foreign currencies declieéative to the U.S. dollar. In addition, becauseuse the local currency of our subsidiaries as
the functional currency, we are affected by thadlation of foreign currencies into U.S. dollars.
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Contractual Obligations

The following table presents our kmogontractual obligations as of December 31, 20@Bthe expected timing of cash payments
related to these contractual obligations:

Year Ending December 31

Contractual Obligations

($000) 200¢ 200¢ 200¢ 2007 200¢ Thereafter Total
Capital lease obligatior $ 44 $ 12 $ — $ — $ — $ — $ 56
Bank loans 33 — — — — — 33
Note payable (1 6,50( — — — — — 6,50(

Minimum commitments on
non-cancelable lease

obligations (2] 1,78¢ 1,45¢ 1,347 1,02¢ 844 70 6,527
Obligations related to stock

options (3) 95¢ 90¢ 10& 57 — — 2,02¢
Obligations related to previous

purchases of common stock 411 38¢ 5 — — — 804
Total $ 9,73¢ $ 2,76 $ 1457 $ 1,081 $ 844 $ 70 $ 15,94¢

(1)  The note payable represents borrowings from Joesitn. The note was repaid on March 30, 2004.
(2)  The non-cancelable lease obligations relate prigntrilease commitments on office space.

(3) These obligations relate to stock option exercisescommon stock purchases. See Note 12 of ousNothe Consolidated Financial
Statements.

In addition, we have an obligation to pay up ta3$aillion under a deferred compensation agreemdéht®on Phillips, discussed in Note 11
of our Notes to the Consolidated Financial Statémedn our 2003 Consolidated Balance Sheet, $1l@mis classified as current and

$0.4 million is classified as long-term. We areuiegd to make these payments as he exercisesrcettak options granted to him under the
1999 Stock Option Plan. As the timing of these pamgts is uncertain, we have not included this okitigain the above table.

There are no purchase commitments as of Decemb@083 that we believe would have a significantaetpn our Consolidated Balance
Sheet or Consolidated Statement of Cash Flows.

Recently Issued Financial Accounting Standards

In December 2003, the Financial Acting Standards Board (FASB) issued FASB InterpiataNo. 46 (revised December 2003),
Consolidation of Variable Interest Entitieghich addresses how a business enterprise shoaldad® whether it has a controlling financial
interest in an entity through means other thamgptights and accordingly should consolidate théyerThis Interpretation replaces FASB
Interpretation No. 46Consolidation of Variable Interest Entitieshich was issued in January 2003. We will be regfuto apply
Interpretation No. 46 (revised December 2003) tiatde interests in variable interest entities tedaafter December 31, 2003. We currently
do not have any controlling financial interests timeet the requirements of this interpretation.
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In May 2003, the FASB issued SFAS No. 1B8counting for Certain Financial Instruments with&acteristics of both Liabilities and
Equity. This statement establishes standards for theifitzgion and measurement of certain financialrineents with characteristics of both
liabilities and equity. The statement also includsguired disclosures for certain financial instants within its scope. The statement was
effective for instruments entered into or modifadter May 31, 2003 and otherwise became effecvefdanuary 1, 2004, except for
mandatorily redeemable financial instruments. Festasn mandatorily redeemable financial instrumeg8fAS No. 150 became effective on
January 1, 2005. The effective date has been @efardefinitely for certain other types of manddyoredeemable financial instruments. We
currently do not have any financial instruments #re within the scope of SFAS No. 150.

In December 2003, the FASB revised SFAS No. 1B&ployers' Disclosures about Pensions and Otlostriétirement BenefitsThe
disclosure requirements of SFAS No. 132 were rehvisgequire more complete information in both aadrand interim financial statements
about pension and postretirement benefits as weth increase the transparency of the financiadntam related to those plans and benefits.
Except as noted, the revised disclosure requiresraet effective for financial statements with flsgzars ending after December 15, 2003.
The interim-period disclosures required by thesesglistatement are effective for periods beginnftes Becember 15, 2003. The additional
disclosure of information about foreign plans regdiby the revised statement is effective for figears ending after June 15, 2004. We
currently do not have any pension or other poséetent benefit obligations that are within the ®£0pSFAS No. 132.

In October 2004, the FASB concluded that SFAS N@&. (Revised 20045hare-Based Paymenivhich will require all companies to meas
compensation cost for all shabased payments (including employee stock optionfgiravalue, will be effective for public compasiéexcep
small business issuers as defined in SEC Regul&tiBipfor interim or annual periods beginning aftane 15, 2005. We are in the process of
reviewing the impact of the provisions of SFAS N83 (Revised 2004%hare-Based Paymenbdn our current practice of voluntarily
recognizing stock-based compensation expense.
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Business
Industry Overview

We operate in the economic and firgreegment of the business information industrythVel total market size of approximately
$15.7 billion in 2002, this segment representddhgest component of the business information miatkeeport published by Veronis Suhler
Stevenson in July 2004 projects that spending on@uic and financial data will increase by an ageraf 7.2% per year from 2004 to 2008,
with industry sales reaching $23.7 billion by 2008.

We divide our market into three segments: individzestors; financial advisors; and institutionsls as banks, insurance companies, mi
fund companies, brokerage firms, and retirement ptaviders and sponsors. The individual investarkat consists of approximately

84.3 million investors in the United States, acaugdo the Equity Ownership in America report pshi&d by the Investment Company
Institute (ICI) and the Securities Industry Asstioiain 2002 (the EOA report), and an equal or tmeaumber in major international markets.
We estimate that there are approximately 285,0tnfiial advisors in the United States and an anfiiti410,000 in major international
markets. In the institutional segment, we estintfadé there are approximately 4,000 financial ingiins in the United States, and an
additional 5,000 in major international markets.

We believe a number of trends should support caatirdemand for economic and financial data. Abtlvadest level, the U.S. financial
services industry has experienced significant gnaavter the past 30 years. Fueling this growth Hmeen rising equity markets and a shift
away from traditional bank savings accounts to stveent-related assets, such as stocks, bonds, @ndirfunds. The total value of assets in
these securities, according to Federal Reserve idataased from $765 billion (45% of total houdehmuid financial assets) in 1975 to
$11.2 trillion (73% of total household liquid fineial assets) in mid-2003.

Household ownership of equity securities has aisceiased dramatically, with 49.5% of U.S. householaning stocks or stock mutual funds
as of December 2002 compared with 19.0% in 1983yrding to the EOA report. Based on ICI data, tatsets in U.S.-based mutual funds
have grown from $370.7 billion in 1984 to $7.4limih as of December 2003, representing a compoundal growth rate of 17.1%.
Meanwhile, the total number of mutual funds (nafuing money-market funds or multiple share clagbas increased from 818 in 1984 to
7,150 as of December 2003. The total number ofdtmlgs investing in mutual funds has grown by agrage of 9.1% per year since 1984,
reaching 53.3 million households in 2003, accordmgn October 2003 report by the ICI. We belidveihcreased participation of individual
investors in the equity markets—both directly viac& ownership and indirectly via mutual funds—hesto a greater need for information
about investing.
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Assets in U.5.-Based Mutual Funds, 1984-2003 (Sbil) (Source: ICI}
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In the retirement market, millions of investors amv charged with planning for their own retiremerg more companies have shifted from
traditional pension plans to self-directed retiratr@ans such as 401(k)s. As a result, many empmows plan sponsors, have set up tax-
advantaged retirement plans in which their empleyeay invest. Retirement plan providers—typicdlliyd party asset management
companies or companies that offer administrativeises—often supply investment offerings to thelsmg and their participants. Total assets
in 401(k) plans have increased from $385 billior1 @90 to an estimated $1.9 trillion at the end@32 according to the ICI Mutual Fund F
Book. Based on data from the U.S. Census Bureaupthl number of individuals in the prime retirethplanning years of age 45 to 64 is
projected to increase to 26.2% of the total U.Swpation by 2010, from 22.1% in 2000. Meanwhiles frercentage of U.S. residents over the
age of 65 is expected to increase from 12.4% ofdta¢ U.S. population (totaling approximately 38dlion people) in 2000 to 13.0% of the
total U.S. population by 2010 (totaling approxiniat#0.2 million people) and 16.3% of the total ptaiion by 2020 (totaling approximately
54.6 million people). As more investors approadirement age, we believe the demand for informatiod advice on retirement planning

investing will increase.
Assets in 401(k) Plans, 1990-2003 ($Shil) {Source: ICI)
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In recent years, investable assets have also daiyaincreased outside the United States. In m@ouyntries, government-sponsored pension
funds are increasingly transferring responsibfiityretirement benefits to the individual, leadiega growing need for investment information
and advice. More than half of the world's investamdsets are located outside the United Stateshammbrtion of non-U.S. investable assets
has been increasing. As of June 2004, non-U.S.ahfiind assets totaled approximately $6.8 trilliaogcording to ICI data. A total of

14 countries each had mutual fund assets of mare$t00 billion as of June 2004. Major marketsudel France ($1.2 trillion), Luxembourg
($1.2 trillion), Australia ($531 billion), Italy @50 billion), and the United Kingdom ($416 billigr@ccording to ICI data. As barriers on glc
capital flows continue to fall, we believe that ggunarkets will expand over time, leading to a chéer information and advice on investing
by investors around the world.

We believe ongoing growth in the financial servigetustry both in the United States and elsewheliecantinue to support demand for
economic and financial information. Within this irslry, we believe there are two primary trends #iliimpact demand for specific produ
and services:

. Investors are overwhelmed with data and are lookargnore interpretation and advice to help thenkmantelligent decisions.
Although the amount of available information abmwesting has increased dramatically, we believestors are interested not just in
data, but also in insight and understanding. Basead Harris Interactive poll prepared for the Seims Industry Association in
November 2003 (the Harris Interactive Poll), 67%nvestors feel they know just some or very fewhaf things necessary to make
good investment decisions. While the universe wé#tors is significantly larger than it was 10 yeago, many investors learned
firsthand the difficulties of investing on their awhen equity valuations dropped beginning in e2€90.

Currently, more than half of investors rely on #uvice of a financial professional when making giecis about buying or selling a
security. The percentage of investors who purckaseks and stock mutual funds through full-serinekerage firms has increased
from 44% and 33%, respectively, in 1999 to 47% 45th, respectively, in 2002, according to the EOporé The percentage of total
sales of mutual funds (excluding money-market fyimaade through third parties increased from 77%09@0 to 87% in 2003,
according to the ICI Mutual Fund Fact Book. We &edi that the increased need for interpretationaaivite will lead to an increase
demand for value-added information and tools infit@ncial advisor market, as well as demand feggrated portfolio solutions in
the institutional market. While more investors naark with a financial professional as opposed tdimg decisions on their own, we
believe that many of these investors seek out-béndy sources of information to validate the adwitey receive; and

. Investors are looking for trusted, independent searfor investment helfvhile the demand for investment information andieghha:
increased, there's often a gap between this dearahthe level of trust investors feel they can @limcthe companies and mutual fu
they invest in. Many investors have expressed sefievels of concern about company management teachaccounting practices,
according to the Harris Interactive Poll. The muifuad industry has faced scrutiny following all¢igas of lapses in fiduciary duty |
several major fund companies. As regulators andsirg leaders work toward solutions to these prokleve believe that investors
will continue to seek out trusted sources of indelesit research.
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In addition, investors and government regulatokehaeen placing more emphasis on independent esigarch. In 2003, 10
leading Wall Street brokerage firms agreed to 4 $illion settlement (the Global Analyst ReseareittlBments) with the SEC,
New York Attorney General, and other securitiesutatprs to resolve allegations of undue influentmeestment banking
interests on securities research. Approximate2%&illion of the $1.4 billion in fines which tHeokerage firms agreed to
pay in the settlements has been designated fopamdient research over a period of five years, suitth independent research
to be provided by companies that don't have tieswestment banking interests.

Business Overview

We are a leading provider of indeparidnvestment research in the United States anthjor international markets. Our mission is
to create great products that help investors réagihfinancial goals. We offer an extensive liridrdernet, software, and prittased product
for individual investors, financial advisors, amdtitutional clients. As of December 31, 2003, weviled extensive data on more than 15
mutual fund share classes in the United State8083nutual funds and similar vehicles in internaglomarkets, 6,500 stocks, 2,800 separate
accounts, 480 closed-end funds, 36,000 variablaigiife subaccounts, 100 exchange-traded funad,&8D state-sponsored college savings
plans (commonly known as Section 529 College Savifigns). We serve nearly 4 million individual istars, 100,000 financial advisors,
and 500 institutional clients, with operations Bdountries around the world. In addition to ou$!dbased products and services, we have
local versions of our products designed for inviestio Australia, Canada, Denmark, France, Holl&elmany, Italy, Japan, Korea, New
Zealand, Norway, People's Republic of China (botingiKong and the mainland), Spain, Sweden, andttited Kingdom.

We believe our reputation for excellence stems fouminnovative contributions to the investmentustly over the past 20 years, particularly
in bringing relevant investment information to @4 audience. We were among the first firms to:

. provide information on mutual fund portfolio manage

. calculate the overall price/earnings and price/b@ios for fund portfolios;

. perform fundamental analysis based on mutual fwnmterlying holdings;

. conduct in-depth interviews with mutual fund polifananagers;

. classify funds according to what they actually haddopposed to their stated investment styles;

. apply the concepts of margin of safety and econanuats to a broad universe of stocks; and

. develop a stock rating system that incorporategimsiof safety, business risk assessments, argdystrated fair value estimates, and

the stock's current market price.

Our data and proprietary analytical tools sucthasMorningstar Rating, which brings both perforn@aand risk together into one evaluation,
and the Morningstar Style Box, which provides ailmlssummary of a fund's underlying investment stigleve become important tools that
millions of investors and advisors use in makingeBtment decisions. We've also developedepth advice on security selection and port
building to meet the needs of investors lookingifitegrated portfolio solutions. These tools argkayed by many investors because they
offer a useful framework for comparing potentialéstments and making decisions.
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We believe Morningstar is one of the most recoghized trusted names in the investment industryoamdinvestors come first" approach to
our business has led to a reputation for indepeseland objectivity. We believe our position in thaustry also results from high-quality
products and services, a history of product innowatand widespread recognition of our brand.

From 1999 to 2003, our revenue increased by a cantpannual growth rate of 28.0% largely becaussrohg internally generated growth.
During this period, our lowest annual growth rasv20.2% in 2002, and our highest annual growthwais 44.2% in 2000. In 2003, our
revenue was $139.5 million, an increase of 27.3% @002. In the nine months ended September 3@\, 208 generated revenue of
$130.9 million and net income of $9.9 million. A&September 30, 2004, we had an accumulated defigi80.6 million.
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The Momingstar Rating
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We provide Morningstar Ratings on mutwal funds, stocks, separate accounts, closed-end funds, as well as variable
annuityflife portfolios and subaccounts. For managed investment products, the Morningstar Rating brings performance and
risk together into one evaluation, with the top 10% of rated offerings receiving 5 stars and the bottom 10% receiving 1 star. We
believe that the Momingstar Rating is an industry standard for helping individual investors and financial advisors evaluate
mutual funds.

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

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

The third illustration shows the complete distribution of the funds holdings. Because some individual holdings have
extremely large market capitalizations, they land outside the traditional Style Box range.
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Our business operations are divided into three setsn

. Individual, which focuses on products for the irndual investor;
. Advisor, which focuses on products for financiaviadrs; and
. Institutional, which focuses on products for ingiibnal clients, including banks, brokerage firimsurance companies, mutual fund

companies, and retirement plan providers and spsnso

For individual investors, our largest product is buS.-based Web site, Morningstar.com. Morningstam is a leader in broad-based,
innovative investment research, and it consistaatiks among the best investment sites on the Wemingstar.com has consistently been
highly rated byBarron'ssince the launch of its annual investment Webrsiggew in 1997, which rates investment Web sitesedaon ease of
use, depth and usefulness of data, quality of gditoontent, tools and interactivity, and timekseOur site has also been namedrbsbesas
"Best of the Web" for the fund selection categargach of the past five years. With approximatebyrBillion registered users and an
additional 126,000 paid subscribers, we believe Maningstar.com is one of the largest investmetated subscription services on the
Internet. We also offer numerous investor Web sitésternational markets, as well as a varietpmit publications for individual investors.
Our Web sites and individual investor publicatioeach nearly 4 million investors worldwide. Our iMdual business segment also offers
independent equity research to individual investons independent equity research is currentlyitisted to five major brokerage firms to
meet the requirements for independent equity rekaander the Global Analyst Research Settlements.

For financial advisors, our largest products aremitaystar Advisor Workstation, a comprehensive, abed investment planning system,
and Principia, a CD-ROM-based investment researotiyct. We also offer Morningstar Managed Portfglian asset management service
consisting of portfolios of mutual funds in whictidsors can invest their clients' assets. We selbolvisor-related products both directly to
independent financial advisors and through entseditenses, which allow financial advisors asgediavith the licensing enterprise to use
our products. For example, we have enterprisedie@yreements in place with American Express anfl, Wlich allow their associated
financial advisors to use Morningstar Advisor Waek®n. According to a report published in June2bB9 the researchased consulting firr
Tiburon Strategic Advisors, Morningstar was ranksdhe leading provider of investment researchdanal, financial planning software, and
asset allocation software among 1,476 independgmdial advisors surveyed.

For institutional clients, our key products andvgsgs include Morningstar Direct (formerly Mornirtgs Datal ab), a set of Web-based
research tools that combines advanced performartéadings-based analysis with access to our fatapy statistics; Licensed Data, a
complete set of investment data spanning all eifjbur core databases, available as an electratécfded; Investment Consulting, which
draws on our extensive industry knowledge to hégnts create and maintain investment products;Macdhingstar Retirement Manager, a
broad-based suite of services for retirement piatigpants, including education, guidance, advac®] managed retirement accounts.

History

In the early 1980s, the mutual funduistry was experiencing dramatic growth. Howegemprehensive information about fund
performance was not readily available to individn&kestors. Most individuals—the very audiencevithom mutual funds were created—
lacked the tools they needed to track, analyze naaice
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intelligent decisions about mutual funds. Mornisggbunder Joe Mansueto believed this fundamentairnation should be widely available
and created our company in 1984 to provide indizidiovestors with useful and informative mutualdiemalysis and commentary.

In 1984, we published our first produthe Mutual Fund Sourceboola quarterly publication containing performanceagdportfolio holdings
and other information on approximately 400 mutwalds. This product was a comprehensive collectionudual fund data, priced to be
affordable for individual investors.

In 1986, we launchemflorningstar Mutual Funds a biweekly publication that included in-depthalahd analyst commentary on more than
700 mutual funds. This publication quickly becanue largest product and drove our growth over thiefang several years. In 1991, we
launched Morningstar Principia, one of the firdtware programs that financial advisors could wsartalyze mutual funds. This CD-ROM-
based software is currently our largest-sellingdpat and was a leading source of the company'sthriowthe 1990s.

We launched Morningstar.com in 1997, the first of major Internet-based platform products, withteaton both stocks and mutual funds.
We launched th#&lorningstar Stockinvestarewsletter in 1998, and have continued to expandtogk coverage through Morningstar.com's
Premium service since that time.

In 1998, we established a joint venture in Japah @oftbank, the first of numerous internationabtuees. To help accelerate development of
our Internet-based products, Softbank investedr@iion in Morningstar in 1999, purchasing 20% efrdhen-outstanding shares. We
established ventures in Australia and New ZealarftbB9, expanded into Canada in 1999, and createires in several other Asian mark

in 2000. We launched seven ventures in Europe @120

In July 2003, we acquired mPower, a San Francissed investment advisory firm that specializeceivisig retirement plans sponsored by
large employers.

In early 2004, we began creating a hedge fund datato help make the hedge fund industry morepeaest to investors. In July 2004, we
began providing independent stock research torfiggr brokerage firms to meet the terms of the @lémalyst Research Settlements.
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1954

1985

1988

1991

1992

1994

1996

1997

1998

1998

2000

2001

2002

2003

2004

+ Joe Mansueto establishes Morningstar in hig Chicago apartment

» Morningstar Rating for mutual funds debuts

v Momingstar Mutual Funds launches

» [0-ROM-based Principia software for advisors launches
» Paul Rand designs a new logo for Marningstar

» Mormingstar creates the nine-square Morningstar Style Box
» Moamingstar Fundinvestor manthly newslettar debuts
» Revenue exceeds $10 million

H:— e

* 1.0 {International Design) Magazine names Morningstar Muteal Funds binder
best package of the year

» Momingstar category system for mutual funds debuts

+ Morningstar.com launches

» Tokyo-based Softbank and Morningstar establish a joint venture in Japan
» Momingstar Stocklnvestor monthly newsletter debuts

+ Momingstar offices open in Australia and New Zealand
» Softbank acquires 20% stake in Momingstar

» Morningstar expands operations into Canada

» Revenue exceeds $50 million

» Morningstar launches online retirement advice
» Momingstar Furope, Moringstar Asia; and Morningstar Korea open
» Morningstar Japan completes initial public offering on NASDAQ-Japan

» Momingstar Direct (formerly Momingstar Datalab) debuts
+ Mormningstar Advisor Workstation launches

= Mormingstar Managed Portfolios launches

+ Momingstar Rating for stocks debuts

L B & &

» Morningstar Indexes debut
» Morningstar.com surpasses 100,000 Premium members
» Revenue exceeds $100 million

» Morningstar managed retirement accounts launch
» Style Box "Ownership Zones” debut

» Morningstar acquires mPower

* Morningstar Rating for separate accounts debuts

+ Morningstar begins creating a hedge fund database
= Morningstar Advisor Workstation Dffice Edition launches

* Momingstar bagins providing independent equity research to five investment banks

under Global Analyst Research Settlemants
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Competitive Strengths
We believe we have the following catitive strengths:
Strong Reputation and Brand.

We have built a trusted name amoniyidual investors, financial advisors, and ingti@ns. We believe that our reputation for
quality and independence is a key reason why aéemts| feel comfortable choosing our products. Beeame resell our content through many
different platforms, our data and information apgeanany outside sources, including many largeimedtlets and software providers. Our
investment analysts are frequently quoted in varimedia for their opinions about investing in seakd mutual funds, which also helps us
reach a wider audience.

Investor Focus.

Because investors depend on ournmébion to help them make well-informed investmesttidions, we design our products to
provide the pertinent facts. We also maintain alependent view. If we think an investment vehiagdesh't meet the needs of investors, we
won't hesitate to express that opinion. We've adigatbetter disclosure practices for mutual fumdssiocks, and we've contributed
Congressional testimony and numerous speechestitidsaaddressing corporate governance issudgimutual fund industry. We have a
history of advocating clear disclosure of mutuaidunanager names, complete and timely disclosuneutdial fund portfolio holdings, lower
expenses and fees for mutual fund shareholders;amtld discussions of portfolio strategy and panénce in mutual fund shareholder
reports.

Depth, Breadth, and Accuracy of Data.

We maintain what we believe is on¢heflargest, most accurate, and most completdasea in the industry, with data on more t
100,000 investment offerings. As of December 3030ve provided extensive data on more than 15p7@dial fund share classes in the
United States, 39,000 mutual funds and similaralekiin international markets, 6,500 stocks, 2 8§farate accounts, 480 closed-end funds,
36,000 variable annuity/life subaccounts, 100 ergeatraded funds, and 80 Section 529 College Sawans. Our historical performance
data on mutual funds goes back to 1976. In addibaaw performance statistics, we also provide et portfolio holdings for the mutual
funds and other managed investment products inlatabase. We believe that this information helpesiors look "under the hood" and
better understand what drives a fund's performaas®ell as how to use individual funds more iigeltly within a portfolio.

Innovative, Proprietary Research Tools.

We have developed a number of prégmyeresearch and analytical tools that supportimadamental approach to investing, which
we believe give us an edge over our competitoraniptes include the Morningstar Rating, which helpegdularize the concept of risk-
adjusted returns among the general investing putbecMorningstar Style Box, which classifies inment offerings based on their
underlying size and investment style; and the Magsiar Ownership Zone, a graphical tool that pdatsh stock in a fund's portfolio within
the Morningstar Style Box. We have continued tmirate by developing a proprietary sector clasdificasystem for stocks, a tool for
viewing the geographical exposure of a portfolisetiof proprietary market indexes based on thenMgstar Style Box, and a set of
comprehensive asset-allocation tools for the neténet planning market.
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Expertise in Research, Technology, and Design.

Over the past 20 years, we've focuseluilding our expertise in three core skill arearesearch, technology, and design. As of
December 31, 2003, we employed 107 investment atsaily our U.S. and international operations. Quareach to analysis emphasizes
fundamental research. We analyze mutual funds dowime individual security level, and use a corsisset of research tools across our
seven core investment databases. For stocks, we @cdetermining the underlying value of the bes# instead of trying to predict short-
term price movements or momentum.

Morningstar strives to rapidly adopt new technoldiggt can improve the products we deliver to owtemers. We have also built a flexible
technology platform that allows our products to kvtwigether across a full range of investment databadelivery formats, and market
segments. We develop most of our own software ecithblogy tools, enabling us to leverage our eigeednd tailor our products to the
needs of our customers. As of December 31, 2003eghnology team consisted of 165 programmersA&rigchnology and infrastructure
professionals.

Because we believe that making complex financitd dacessible and easy to use empowers peoplekmmare intelligent investment
decisions, we view design as an integral part efptoduct development process. Our design teanchwdansisted of 24 designers as of
December 31, 2003, has won several awards andnigiomg over the past 20 years. Our designdfomingstar Fundinvestoand
Morningstar Stocklnvestaeceived a certificate of excellence in the Amaritisstitute of Graphic Arts (AIGA) annual desigmggetition in
2002. Morningstar was also nominated for a Corgofathievement Award of the Smithsonian Cooper-HeMadtional Design Museum's
National Design Awards program in both 2002 and42

Large and Loyal Customer Base.

Our individual investor Web sites baxearly 3.8 million registered users worldwided anr print publications reach more than
80,000 additional individuals. In the Advisor matk&e reach more than 100,000 financial advisore.\Wirk with approximately
500 institutional clients, including many leadingniks, mutual fund companies, insurance companiesheakerage firms. We believe our
work reaches millions of other investors who acddesningstar's data and analysis through theimioi@ advisors or other channels, such as
newspapers, magazines, or other investment Web site

We sell many of our products through annual supsoris and multi-year contracts. As a result, gégrercentage of our revenue base has
historically consisted of recurring revenue. In 20€ontracts and license and subscription reneagsunted for 77.4% of our revenue. We
believe that the widespread acceptance of our f@tapy tools creates an incentive for clients totoaie to renew our products and services.
In addition, our data is often integrated in ouermis' operations, which we believe creates antiaddi incentive for ongoing contract
renewals. We also strive to retain customers byrasiging high levels of product support, which dstaoth helping our customers use our
products effectively and listening to customer femzk. We believe that this two-way communicatiolpféuild customer loyalty over time.

Diversified Revenue Base and Broad Reach WithiripelSegments.

In 2003, our three segments eachritaried significantly to our revenue, with Institirtal, Advisor, and Individual accounting for
revenue (before eliminations) of $59.7 million, $#nillion, and $35.4 million,
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respectively. Our business also is broadly divierdiby client, with our largest customer accounfimgless than 3% of our revenue in 2003.
We believe our broad product lineup and extensdae across multiple investor segments enhanceppal across our business segments.
For example, widespread usage of our productsdiyigual investors helps reinforce demand from ficial advisors and institutional clients
because their end users have a high level of fartyliwith our proprietary tools.

Entrepreneurial Culture and Experienced ManagenTergm.

Morningstar has built a strong entegygurial culture over the past 20 years. We beltbat our ability to empower and motivate
employees is a key competitive strength and ortbeoprimary reasons for our history of internalgngrated growth. Our philosophy is that
people can and will do their best work when theyehihe freedom and tools to make their own decssi@ur managers value trust and hol
communication. We provide a dynamic, open enviramntigat is governed by a set of values that siragstor advocacy, entrepreneurial
spirit, and teamwork. We also emphasize innovadioth reward people for delivering results. Our ekigewfficers have an average tenure
with Morningstar of more than 12 years.
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We leverage our eight core investment databases by selling a wide variety of products via multiple media, to three
key investor segments, across many geographical markets.
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Growth Strategies

Our mission is to create great prasltitat help investors reach their financial go@lss mission guides our operations, in the United
States and internationally, and our product offggirwhether designed for individual investors, fiicial advisors or institutions. In keeping
with this mission, we are pursuing four growth tgges:

Enhance our position in each of our three markgnsents by building on the strength of
existing products.

We believe our existing products p#estrong base upon which to build our future growVe offer integrated research and portfolio
tools, allowing investors to use our proprietarfpimation and advice across multiple security typ#e believe that individual investors,
financial advisors, and institutional clients ingsegly want integrated solutions as opposed tingate use different research tools for
different parts of their portfolios. To help mekistneed, one of our key strategies is to focugppoatluct offerings on four of our major Web-
based investor platforms:

. Morningstar.com for individual investors;

. Morningstar Advisor Workstation for financial adors;

. Morningstar Direct for institutional investment easch professionals; and
. Morningstar Retirement Manager for the retiremdanping market.

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

We plan to expand our product offgsito better meet the needs of investors. We plamroduce new databases for additional ty
of investment offerings, including hedge funds,as types of managed investment pools in inteonatimarkets, and other widely used
investment products. We also expect to continuaeding our product offerings in three primary areas

. Expand our stock-research capabiliti€3ur equity research builds on our approach to nditunal analysis, which has historically
focused on analyzing the individual stocks that enag each fund's portfolio. In 2004, we increasedriumber of stocks that include
in-depth written analyst coverage from approxima#0 to 1,500. We plan to sell this research thhonmultiple channels, including
to several institutional clients to fulfill theibbigations to purchase independent research uhddetms of the Global Analyst
Research Settlements. We have entered into agréemith five of the firms named in the Global AnsilfResearch Settlements to
provide independent stock research to their custanie addition, we are continuing to pursue addél opportunities to distribute o
equity research in the United States and in majarinational markets. We expect to benefit as aigeo of some of the independent
research required under the terms of the settlsnant we also believe that investors' increasivey@ness of the value of
independent research will strengthen our businesstbe long term;

. Selectively develop our investment managementésssiprimarily through Morningstar Managed Portfidiand Morningstar
Retirement ManageOur investment management programs combine mariagestment products—typically mutual funds—in
portfolios designed to help investors and finanathtisors meet their specific financial goals. Mogstar Managed Portfolios (which
we introduced in 2001) is a fee-based discretiomargstment management program distributed exalsiv
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through financial advisors. Morningstar Retiremiglainager (which we introduced in 2003) is offeredetirement plan participants
through retirement plan providers and employersir®&aent Manager includes a managed account sesesigned for plan
participants who choose to delegate managemeheofportfolios to Morningstar's investment profeasls who select investment
options (typically mutual funds) and make retiret@anning choices for the participant; and

. Develop a comprehensive hedge fund databAsehave created a hedge fund database to helpansesalyze this alternative asset
class, with the goal of making the hedge fund ityumore transparent to investors. Hedge fundiénlinited States now represent
more than $1 trillion in investor assets, accordmthe June 2004 AFSR/Correct Net Hedge Fund Atnétor survey. Offering data
on hedge funds is a natural extension of our workther managed investment vehicles. We plan todotce this hedge fund datab
in early 2005.

Continue to expand our international brand presemreducts, and services.

Over the past several years, inté@wnat markets have accounted for an increasingepéage of our revenue, expanding from 8.1'
revenue in 2001 to 14.4% in 2003. We plan to camtiexpanding our international operations to meeinicreasing demand for wide-
ranging, independent investment insight by investoound the globe. Because more than half of trédig investable assets are located
outside of the United States, we believe theresgmaficant opportunities for us in non-U.S. magket

Seek growth through strategic acquisitions.

Historically, we have focused prinhaon organic growth by developing and expandingmoeducts and services. However, we h
made, and may in the future consider making, seketquisitions that promote our key businessadilyjes. For example, in July 2003 we
acquired mPower, which specialized in providingiadry services to retirement plans sponsored lgelamployers, and in January 2005 we
acquired VARDS to enhance our variable annuity .dataeviewing potential acquisitions, we plan ¢gdis on transactions that:

. offer a good strategic fit with our mission of dieg great products that help investors reach tiireincial goals;

. help us build our proprietary investment databasesgarch capabilities, technical and marketingegige, or customer base faster and
more cost effectively than we could if we built theurselves; and

. offer a good cultural fit with our entrepreneursgirit and brand leadership.
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Business Segments, Products and Services

The table below shows our revenubliiness segment for each of the past three yrdroathe nine months ended September 30,

2004:
For the Year Ended December 31 Nine Months Ended
September 30

2001 2002 2003 2004
Revenue by
Segment $00( % $00( % $00( % $00( %
Individual $ 27,64 30.2% $ 31,99¢ 29.2% $ 35,40¢ 25.4% $ 33,09¢ 25.2%
Advisor 34,82: 38.2 40,97: 37.4 49,161 35.2 45,28 34.¢
Institutional 32,54: 35.7 40,82¢ 37.2 59,74¢ 42.¢ 57,53¢ 43.¢
Elimination of
intersegment reven (3,777) (4.2 (4,17¢) (3.9 (4,81¢€) (3.9 (4,977) (3.9
Consolidated
revenue $ 91,23( 100.(% $ 109,61¢ 100.(% $ 139,49¢ 100.(% $ 130,94« 100.( %

. | . | . | . |

Individual

Within the Individual business segmmenr Web sites reach millions of individual int@s both in the United States and abroad. As
of September 30, 2004, Morningstar.com had appratéiy 3.5 million registered users in the Unitedt&s$, and our 15 country-specific
international sites reach an additional 285,00@sters in 12 languages. Most of our products taeijleér experienced investors who are
engaged in the investing process or those who tedetirn more about investing. Based on surveymiotustomers, we believe our products
reach a mix of "do-it-yourself" investors who wantake charge of their own investment decisiorsiamestors who seek out third-party
sources to validate the advice they receive frookdms or financial planners.

Our client base in this segment consists of maaa 200,000 paying customers, with the majority etimgy of Premium members of
Morningstar.com. We also sell advertising spac#lonningstar.com. We reach 80,000 subscribers thr@ayeral investment newsletters
designed for individual investors. In addition lstcustomer base, approximately 4,000 public aivéie libraries in the United States
subscribe to our services. We also offer booksRIDHE reports on individual securities.

Morningstar.com (Web site)

As of September 30, 2004, our freentership services had nearly 3.8 million registarsers worldwide, and include exclusive
Morningstar commentaries, proprietary portfoliolsp@nd educational content to help investorsIdéakls learn and improve their
investment skills. We use our free content as evgay into Premium membership, which includes actessitten analyst reports on more
than 1,500 stocks and 2,000 mutual funds, AnalicitsRand Pans, and Premium Stock and Fund Scrednersingstar.com also includes
Portfolio X-Ray, which helps investors evaluateitipertfolios at the individual security level, aadrariety of other portfolio tools.

As of September 30, 2004, we had more than 12§89ihg customers on Morningstar.com. We chargedBlfair a monthly subscription,
$125 for an annual subscription, and $209 for ayear subscription for Morningstar.com's Premiunvise.
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Growth of Momingstar.com Premium Memberships

Year Ended December 31
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Morningstar Mutual Funds (publication)

Morningstar Mutual Fund¢commonly known as the "mutual fund binder"), featuour signature ongage reports on approximat
1,600 mutual funds. These reports contain histbpieformance data, portfolio statistics, and pietary measurement tools. Twice a month,
subscribers receive updated reports for 160 ottivered funds, along with news, commentary, ingustsearch, and summary performance
data for all 1,600 funds. Subscribers can alsosscadVeb-based version for the most current infoomawe charge $549 for a one-year
subscription tdVlorningstar Mutual Funds

Morningstar Fundinvestor (newsletter)

Morningstar Fundinvestois a monthly newsletter that includes data on 5@ most popular mutual funds, ideas on building
better portfolios, proprietary research, model fodids, and news on changes within the fund indudte charge $89 for a one-year
subscription tdVlorningstar Fundinvestor

Morningstar Stocklinvestor (newsletter)

Morningstar Stockinvestas a monthly newsletter that includes updates artvea model portfolios (a "Tortoise" portfolio degsied
for conservative investors and a "Hare" portfol@signed for more risk-tolerant investors), a "R&y§" column that highlights stocks to
avoid, and a watch list of "The Morningstar Belltvett 50," which features large-capitalization stock&stors may want to consider. Each
issue also offers commentaries about how investamsmprove their stock selection and learn froadieg portfolio managers. We charge
$99 for a one-year subscriptionMorningstar Stocklnvestar

In addition to the products mentioned above, werageveral other investment newsletters and assefieooks, which are available directly
from us and in bookstores.

Independent Equity Research (Web-based service)

As of September 30, 2004, we offénekpendent equity research on more than 1,500 aoieg. Our approach to stock analysis
focuses on long-term fundamentals. Our analystiiateacompanies by assessing each company's ctingativantage, analyzing the level
of business risk, and completing an in-depth ptajec
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of the company's future cash flows. For companies@wver, we create an analyst-generated fair \edtimate, a Morningstar Rating for
stocks, a rating for business risk, and an assegsmhéhe economic moat (a concept designed torilesthe degree of a company's
competitive advantage versus its competitors).tR@remaining companies, we offer quantitativelgarated grades for growth, profitability,
and financial health, as well as descriptive that £xplains the company's business operationsuifently deliver independent equity
research primarily to individual investors as pErbur Premium service on Morningstar.com and tgtothe Global Analyst Research
Settlements. We significantly expanded the numbstaxks covered by our analyst team in 2004.

Advisor

We believe our Web-based content@DeROM software is integrated into the daily opinas and research processes of many
financial advisors who use our research and t@okeetp individual investors reach their financiabts. We license our advisor products both
directly to independent financial advisors and tigto enterprise agreements for financial advisditiaa€d with larger firms. For example, ¢
enterprise licensing agreements with American Esgpend UBS allow financial advisors associated Witise companies to use Advisor
Workstation. Most of our license agreements haregeanging from one to three years. As of Septerdbe2004 we had established
relationships with more than 100,000 financial advs in the United States and approximately 35fB@Mcial advisors in international
markets.

Principia Subscriptions and Advisor Workstation Licenses

Year Ended December 31
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Morningstar Principia (software)

Principia is a leading investmentnpliag software for the financial advisor industndacurrently has approximately
48,000 subscriptions. As of December 31, 2003 ciria featured modules that provide timely datarare than 15,700 mutual fund share
classes, 6,500 stocks, 2,800 separate accounts|et@i-end funds, and 36,000 variable annuitysiifieaccounts. Each module is available
separately or together in a CD-ROM format and fesstisearching, screening, and ranking tools. Riimeillows advisors to create integrated
portfolios for clients and offers three-page Pditf&napshot reports that provide a comprehensittene of a portfolio. The Snapshot report
shows overall style and sector weightings as wsetha cumulative exposure to individual stocks.
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The Snapshot report is among those approved bifdkienal Association of Securities Dealers for finl advisors to distribute and review
with their clients. Principia prices generally rarfgom approximately $615 per year for a subsaiptd one investment database to $2,695
for a subscription package spanning multiple inwestt universes. Pricing for enterprise licensegegarased on the number of users.

Morningstar Advisor Workstation (Web-based product)

Advisor Workstation, a Web-based stagent planning product, provides financial ad\gswith a comprehensive set of tools for
conducting their core business—including investnreaearch, planning, and presentation tools. ¢t allews advisors to build and maintain a
client portfolio database that can be fully inteégdawith the firm's back-office technology and n@s®s. Moreover, it helps advisors create
customized reports for any combination of variaauity/life subaccounts, separate accounts, méuunds, stocks, exchange-traded funds,
closedend funds, and individual stocks. As of Septemli@er2804, more than 70,000 advisors used Advisorétation, which is available |
two editions: the Office Edition for independentdincial advisors and the Enterprise Edition foaficial advisors affiliated with larger firms.
We generally charge $5,000 per year for the Offidéion. Pricing for the Enterprise Edition vargsmarily based on the number of users.

Morningstar Managed Portfolios (service)

Morningstar Managed Portfolios ia-based discretionary investment management prodgistributed exclusively through
financial advisors. Our team of investment profesals selects portfolios of mutual funds, monithies asset classes and funds chosen for
each portfolio, and makes adjustments as needeaowiplement these services with online client-managnt functions such as risk
profiling and access to client statements, tranmsaciapabilities, and performance reports.

The Morningstar Managed Portfolios program wasihiiced in 2001 and had more than $750 million sessunder management as of
September 30, 2004. We charge asset-based fekwfomgstar Managed Portfolios.

Institutional

Through our Institutional segmentpaSeptember 30, 2004, we served approximatelycti6fits, including mutual fund companies,
brokerage firms, insurance companies, banks, airdnment plan sponsors and providers. We believérmtitutional clients value our
independence, breadth of information, and custaneevices; in addition, we believe our researablst and advice reach many individual
investors through this channel. Across the Instihal segment, we've established client relatiqsshiith many of the largest companies in
the financial services industry, including Ameridaxpress, Nationwide Financial, Prudential, MetLdad Fidelity Investments.
Approximately 20% of our institutional sales arectients located outside of the United States—prilpén Australia, Canada, and various
countries in Europe. We typically sell our institutal products based on a contract term of onbreetyears.

Morningstar Direct (formerly Morningstar DataLabYeb-based product)

Morningstar Direct is an Internet-bdsesearch platform that provides in-depth peréoroe and holdings-based analysis of
investment data. This service is the exclusive@tor the underlying details on our proprieta@tistics. It is integrated across multiple
investment types and includes mutual funds, vagiabinuity/life subaccounts, and separate accoMmshingstar Direct allows investment
professionals to conduct advanced performance cosopa and in-depth analyses of a portfolio’'s ulydey investment style. Pricing for
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Morningstar Direct is based on the number of séiesrcovered, the amount of information we provatel the level of distribution.
Licensed Data (service)

We believe our investment databasesmong the most comprehensive in the industrariieall of the information in our databa:
comes from primary sources and can be packagedtasd-alone option or in combination with othébimation. We can deliver the
information through up-to-date technologies foridapansmission and ease of use. Our Licensed §matace offers an extensive set of data
focusing on investment performance, operationgfqar statistics, and fees and expenses. Pricind.icensed Data is based on the number
of funds or other securities covered, the amoumtfofmation provided for each security, and theeleof distribution.

Licensed Tools and Content (Web-based service)

We offer an extensive set of onlioel$ and editorial content for other investment VEites to license. Our online tools and content
can be customized to meet the needs of interndtiamences. We also offer a fully integrated gabols and applications to provide
portfolio answers and analysis in context.

Investment Profiles & Guides (publications)

Our Investment Profiles are singlggeeports that combine key elements from our digsign, and editorial content to clearly
present relevant information about an investmehéylcover mutual funds, stocks, variable annufgy8ubaccounts, separate accounts,
custom funds, and Section 529 College Savings Plansstment Profiles are designed for use whenmneonicating with clients, as well as
for employers to communicate with retirement plartipipants. We also offer Investment Guides, whiod a collection of Investment
Profiles, summary information, and educationakest. Pricing for Investment Profiles and Investii@uides is based on the number of
securities covered, the amount of information wavjgte, and the level of distribution.

Morningstar Indexes (service)

Based on the same methodology aMtraingstar Style Box, our 16 real-time indexeskréhe U.S. equity market by capitalization
and investment style. They include a broad marigx, three capitalization-based indexes, threeposite style indexes, and nine indexes
based on both investment style and market captédiz. The Morningstar Indexes cover approxima®o of the U.S. equity market based
on market capitalization. We charge licensing feeshe Morningstar Indexes, with fee levels gefigreustomized by client. Barclays Glok
Investors is licensing our 16 style-based indexektes introduced nine exchange-traded funds (Edd&s®d on the Morningstar Indexes.

Morningstar Retirement Manager (service)

Morningstar Retirement Manager isiigesof services that helps retirement plan paréints plan and invest for their retirements. It
gives clear guidance explaining whether participasuggested plans are on target to meet thaiemstint goals. As part of this service, we
also offer specific suggestions for contributiotesa asset mix, investment style, and sector expdsthelp participants maximize their
retirement portfolios, as well as specific recomdwions for funds to invest in. Morningstar RetisrmhManager includes a managed acc
service designed for plan participants who choos#etegate management of their portfolio to Morsiags investment professionals. We
offer these services primarily to retirement plaoviders—typically third party
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asset management companies or companies thagdif@nistrative services. These providers often Buippestment offerings to retirement
plan sponsors and their participants. As of Seperib, 2004, more than 11 million plan participdms access to our advice and guidance
services through approximately 65,000 plan sporaods29 plan providers. We believe we have a brogdeh in the retirement market than
our competitors. Pricing for Morningstar Retirembtanager depends on the number of participantsgdisas the level of service we provi

Investment Consulting (service)

Our team of investment professiomadsks with institutions to improve their investmariferings and the level of service they
provide to clients. Our consultants evaluate pticsp recommend strategies, help set investmeiitips) design asset allocations, and mol
ongoing performance. Pricing for our consulting/gass is based on the scope of work and the |évatrvice required.

Marketing and Sales

We promoted our print, software, &ddb-based products and services with a staff ofceqipately 130 sales and marketing
professionals as of December 31, 2003. Our makestiaff includes both product specialists and aa@te marketing group that manages
company initiatives. As part of this group, we haegeral strategic account managers who oversasalcts of our largest institutional client
relationships. We also have a sales operationf sfiaich focuses on tracking revenue, forecastalgs and other tasks to support our sales
team. Across all three of our segments, we emphdsigh levels of product support to help our custsse our products effectively and
listen to customer feedback. Providing helpful,sistent product support is a core aspect of owssahd marketing strategy.

Individual

We promote our individual investoogucts primarily through traditional direct maitpeil, promotions on our 16 investor Web
sites worldwide, public relations, and advertisormgrelated Web sites. We had 29 sales and marketofgssionals in our Individual segment
as of December 31, 2003.

Our strategy is to increase the number of investtis sign up for Morningstar.com Premium memberglyigontinuing to develop and
promote Premium content such as analyst reportg] Pmalyst Picks and Pans, and value-added partfobls, which we will market to
registered users and other investors. As a corkatiag strategy for Morningstar.com, we purchasesgtisements on thirgarty sites such ¢
Yahoo! and Google based on certain investmente@lkey words that can bring interested investorglevant content on Morningstar.com.

We believe that equity research is a key growthoojpiity in the individual investor market. Our rketing strategy for this area is to
emphasize our proprietary and independent apprmestock analysis, which focuses on bottom-up aislgf company fundamentals.
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Advisor

Our products for advisors, which g Advisor Workstation, Principia, and Morningdtéanaged Portfolios, are sold primarily
through our sales force and direct mail, with prtioval support from online and print advertisinglamonference exhibits. We also use the
annual Morningstar Investment Conference to proroateofferings for advisors. As of December 31,200e had 26 sales team members
dedicated to selling Advisor-related products. Vébdve that there are substantial opportunitieatccease Advisor Workstation sales by
attracting additional brokerage firms and investhalvisors to sign up as clients. We also expeekpand our offerings to financial advisors
in international markets.

Institutional

We market our products for institagb clients, including Morningstar Direct, LicensBdta, Investment Consulting, and
Morningstar Retirement Manager for the retiremeatkat, almost exclusively through our sales teamofDecember 31, 2003, we had
75 sales and marketing professionals in our Irtgiital segment. We provide marketing support fargales team in the form of online and
print advertising, direct mail, and conference bitki We also have data reselling agreements Wit-party providers of investment tools
and applications, allowing us to increase the ithistion of our data with minimal additional cost.

International Operations

We conduct our business operationsidel of the United States through a variety ofg@libries and joint venture operating
companies. We have wholly-owned or majority-ownpdrating companies doing business in each of tf@xfimg markets: Australia,
Canada, France, Holland, Germany, Italy, New Zehl&lorway, People's Republic of China (both Hongnél@and the mainland), Spain, and
the United Kingdom. See Note 15 of our Notes tostdidated Financial Statements for information degal proceeding that may, if decic
adversely to us, affect our ownership of our Augtreand New Zealand subsidiaries.

In addition, we hold minority ownership positiomsdperating companies based in Denmark, JapanaKanel Sweden. Our ownership in
these companies is either held directly by us diréttly through separate foreign subsidiaries #atontrol. The joint venture in Japan,
Morningstar Japan, is publicly traded under tické85 on the Osaka Stock Exchange "Hercules Markstdf September 30, 2004, we held
approximately a 35% stake in Morningstar Japansbare had a market value of approximately $43IBomi

To enable these companies to do business in thsiguiated territories, we provide them with théisgo the Morningstar name and logo and
with access to certain of our products and techgyl&ach company operating within a particular ¢ouis responsible for developing or
obtaining (through third-party licensing arrangemsg¢databases of securities information for thainty and for creating new products or
modifying our existing products to suit the neeflsli@nts within that country.

Competitive Landscape

The economic and financial informatioarket has been marked by increased consolidatienthe past five years, with the
strongest players generally gaining market shatleeaéxpense of smaller competitors. Our largestpatitors are Standard & Poor's (a
division of The McGraw-Hill Companies), Thomson &itial Services (a division of Thomson Corporati@emd Lipper (a division of
Reuters). These companies have financial resotiteésre significantly greater than ours. We alweeha number of smaller competitors in
one or more of
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our three business segments. Most of our compgtiimmpete with individual products or segmentswfliusiness; we are not aware of any
company that offers substantially similar produgdtigons in all three of our market segments.

We believe the most important competitive factarsur industry are brand and reputation, data tyuatid comprehensiveness, quality of
investment analysis and analytics, design, relighbpproduct support capabilities, and price.

. Individual. In our Individual business segment, we compete thighpersonal finance Web sites of Yahoo!, Ame@cdine, a division
of Time Warner, Microsoft, CBS MarketWatch, The&treom, The Motley Fool, SmartMoney.com, Intuitddme Wall Street
Journal. Our print publications compete most directly withlue Line, The Motley Fool, Phillips Investmene$durces (a division of
Phillips International), KCI Communications, Horiz®ublishing Company, and the Association of Mutuahd Investors.

. Advisor.Our primary competitors in this business segmeritide Thomson Financial Services, SEI Investmébbntson Associates,
Standard & Poor's, SunGard, and Mobius Servicegged by CheckFree Investment Services.

. Institutional. In the retirement advice market, we compete prilparith Financial Engines, Inc. and Ibbotson Assbes. For License
Data and Investment Profiles & Guides, our prim@sgnpetitors are Lipper, Standard & Poor's, Fa®esiearch Systems, and
Bowne & Co. For Morningstar Direct, our primary coatitors are Lipper, Zephyr Management, Markovategic Insight Mutual
Fund Research and Consulting, Informa Investmehiti®as and Mobius Management Systems. Our Invasti@ensulting business
competes primarily with Ibbotson Associates andokip as well as some smaller competitors in theeraent consulting business.

Our international operations compete with a var@tgther companies not named above, includingrBPawer, MoneyMate, ASSIRT,
vanEyk Research, and IWL.

Integrity and Quality
Research Independence

Our independence, integrity, and adwey for investors' interests are the foundatioawfcompany. We have established specific
policies and procedures to help ensure that ogareh remains independent and objective. All Magsiar employees are required to adhere
to our Employee Code of Ethics and our Securitiegling Policy. In addition, we maintain a strictdiof separation between Morningstar's
fund and stock analysts and the company's salpsstezales personnel are prohibited from settingnaptings between analysts and clients or
potential clients. If a sales person wishes toadrgomeone on the analyst staff, he or she masingh all requests through the director of the
analyst staff. Sales personnel may not contacyatsatlirectly.

In addition, our analysts may not disclose the eonof their reports to any outside parties befarelication. We prohibit all Morningstar
employees from owning shares in mutual-fund managgmompanies (defined as any firm that earnsast 0% of its revenue from mutual
funds). Our equity analysts may not own sharehéncompanies they cover or in key competitors efabmpanies they cover.
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Quality Controls and Procedures

Our data is the bedrock of the prasland services we've created to help investoreraker decisions. Throughout our history, we
have invested in people and technology with theabje of maintaining accurate, high-quality d&ter example, the data collection process
for our mutual fund database includes more thant2@iness rules designed to identify and correcr&r

We also strive to continuously improve our procesuo enhance the quality and integrity of our dataddition, we have established
programs to help our employees better understanddlue we place on quality and the importancerofptly addressing any question about
the accuracy of our data.

Intellectual Property and Other Proprietary Rights

We treat our brand, product nameslagds, software, technology, databases, and piioelucts as proprietary. We try to protect
property by using trademark, copyright, patent tiade secrets laws, licensing and nondisclosusmgements, and other security measures.
For example, in the normal course of business, mxe mrovide our intellectual property to third peg through standard licensing agreements.
The purposes of these agreements are to both dbérextent and duration of any third party usaglets and to provide for our continued
ownership in any intellectual property furnished.

Because of the value of our brand name and logdiave tried to register one or both of them iroélhe relevant international classes under
the trademark laws of most of the jurisdictionsvimich we do business. As we move into new markegsare continuing to effect these
registrations and, in some jurisdictions, the regi®n of certain product identifiers as well. Gate, we have registered our name and/or logo
in 14 countries and the European Union and havkeabfor registrations in six other countries.

We currently hold three U.S. patents, one U.K. piai@nd one Canadian patent. We do not rely orpatents and do not believe patents are
important to our business.

We have encountered jurisdictions in which a tipiagty has a pre-existing trademark in certain r@hévnternational classes. In Australia, a
third party has a prexisting trademark registration that incorporatesitame "Morningstar.” We have not yet proceeded svregistration ¢
our brand name or logo in Australia and, to dag@enot been actively challenged by the third peagystrant. In addition, we were not able
to successfully register the "Morningstar" name kg in Germany with respect to certain produesause another party holds a pre-
existing registration on the name. It is possihkt bur continued ability to use the "Morningstagime or logo, either on a staabbne basis ¢
in association with certain products or servicesyd be compromised in these jurisdictions becadiske pre-existing registrations.

In addition to licensing and non-disclosure agremsiea number of practical considerations helprédget our intellectual property:

. Two decades of data collection have enabled usstai® one of the largest proprietary databasewstrital investment information |
the industry.

. Access to this proprietary database is necessagable most of our products to function properly.
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. We continue to update and enhance our productsasméwer versions contain more features and fumetihan their olde
counterparts.

Government Regulation
United States

Our investment advisory and brokesldebusinesses are subject to extensive regultitre United States at both the federal and
state level, as well as by self-regulatory orgaizns. Financial services businesses are amongatti@n's most extensively regulated. The
SEC is responsible for enforcing the federal s¢iegrlaws and serves as a supervisory body fdeddirally registered investment advisors
and broker-dealers.

Three of our subsidiaries, Morningstar Investmeswiges, Inc., Morningstar Associates, LLC, and m&oAdvisors, LLC are registered as
investment advisors with the SEC under the InvestrAdvisers Act of 1940 (Advisers Act). As regigtdrinvestment advisors, these
companies are subject to the requirements andatigus of the Advisers Act. Such requirements eslat among other things, recdkdepinc
and reporting requirements, disclosure requiremamis limitations on principal transactions betwaaradvisor and advisory clients, as well
as general anti-fraud prohibitions.

We provide each of our investment advisor compani#sfinancial and operational support. Howevegte of them operates independently
from other areas of Morningstar, using separatsqrarel and making independent investment decisions.

Morningstar Investment Services is a broker-degistered under the Securities Exchange Act ot {#&change Act) and a member of the
NASD. The regulation of brok-dealers has, to a large extent, been delegat#hietfederal securities laws to self-regulatory oigations,
including the NASD. Subject to approval by the SE®@, NASD adopts rules that govern its members.NASD conducts periodic
examinations of the operations of Morningstar Itwesnt Services. Broker-dealers are subject to egiguis that cover all aspects of the
securities business, including sales practicesketamaking and trading among broker-dealers, udesafekeeping of clients' funds and
securities, capital structure, recdeeleping, and the conduct of directors, officersl amployees. Violation of applicable regulations oesul!

in the revocation of a broker-dealer license, thpasition of censures or fines, and the suspemsi@xpulsion of a firm, its officers, or
employees. Morningstar Investment Services is stiljecertain net capital requirements under thehBrge Act. The net capital
requirements, which specify minimum net capitaklsvior registered broker-dealers, are designedeasure the financial soundness and
liquidity of broker-dealers.

Additional legislation and regulations, includirtgse relating to the activities of investment adrssand broker-dealers, changes in rules
imposed by the SEC or other U.S. or foreign regmaauthorities and self regulatory organizationsttanges in the interpretation or
enforcement of existing laws and rules may adverastéct our business and profitability. Our busises may be materially affected not only
by regulations applicable to it as an investmenisad or broker-dealer, but also by regulationgefieral application.

81




Australia

In order to provide financial infortitm services in Australia, our Australian subsigjaviorningstar Research Pty Limited
(Morningstar Australia), must hold an Australiam&icial Services License and submit to the jurtgaticof the Australian Securities and
Investments Commission (ASIC). This license requiviorningstar Australia to maintain positive netetdevels and sufficient cash resoul
to cover three months of expenses and to comply thé audit requirements of the ASIC. The availgbdf this license may be adversely
affected by the legal proceeding described in N&tef the Notes to our Consolidated Financial $tatets.

Licensing Agreements

Agreements with Customers

In the majority of our licensing agneents, we license our products and/or other edtlbl property to our customers for a fee. We
generally use our own form of standard agreemavitsther in paper or electronic form, and we doprotiide our products and services to
customers or other users without having an agretimgaace.

Other Licensing Agreements

We also maintain licensing agreemaiitis each of our joint venture companies. We pese agreements in place so these
companies can use our intellectual property, ssabua products and trademarks, to develop and rasirkéar products under our name. If
we dissolve a subsidiary or terminate a joint vestall licensed rights granted by us terminatee ®hly exception is our joint venture in
Japan (Morningstar Japan). It has the right toinartto use our intellectual property for up to gear after the termination of its joint vent
agreement if that termination is not caused by Muystar Japan's breach. In all cases, we retaireship of all information licensed and o
or have the right to acquire any works that arate from that information.

As well as acting as a licensor of intellectualgady, we also license certain intellectual propé&m third parties. In the ordinary course of
our business, we incorporate and use intellectugdgyty from a variety of third-party sources.

Properties and Facilities

Our headquarters are located in Qucélinois, and consist of approximately 133,6@fuare feet of leased space. Our lease on this
space expires in January 2009. We lease an adali6®500 square feet in 19 offices located araherdvorld. We believe that our
headquarters and other offices are adequate fdnonediate needs and that additional or substgpéee is available if needed to
accommodate growth and expansion.

Employees

We had approximately 830 employeesfd¥ecember 31, 2003. Our employees are not repted by any collective bargaining

organization and we have never experienced a woppage.

Legal Proceedings

In March 2002 Mr. Graham Rich, a ferrmanaging director, chief executive officer, deaeficial shareholder of Morningstar
Australia, and two companies controlled by Mr. Rigdmed us and several of our
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employees in a proceeding brought in the Equityidaw of the Supreme Court of New South Wales, Alist In the proceeding, Mr. Rich
and his affiliates are pursuing monetary and egléteemedies, including an order setting asidepouchase of certain of Mr. Rich's shares in
Morningstar Australia. In February 2004, we offetedettle all claims for Australian $1.25 milliomhich then approximated U.S. $942,000,
and we recorded a reserve of this amount for thleses in the fourth quarter of 2003. While we aigorously contesting the claims against
us, this proceeding is not yet in the documentigalery stage and its likely outcome cannot berd@hed at this time. In 2003 and in the
nine months ended September 30, 2004, Morningsiatralia generated total revenue of U.S. $3.7 oniland U.S. $3.2 million, respective
For more information on this matter, see Note 1thefNotes to our Consolidated Financial Statements

The staff of the Securities and Exchange Commisisi@onducting an investigation related to incartetal return data that we published
from March 12, 2004 to March 23, 2004 with resged single mutual fund, the Rock Canyon Top Flighind, that overstated the fund's
returns. In May 2004, we received a "Wells Notifrein the staff of the Division of Enforcement oBtBEC indicating that it intended to
recommend that the SEC take legal action againalieging that we violated Section 17(a) of theBies Act of 1933 and Section 10(b) of
the Securities Exchange Act of 1934 and Rule 18(pjemulgated thereunder. We have been fully cadpey with the staff of the SEC in its
investigation and continue to be in discussions Wit SEC regarding this matter. We cannot predescope, timing, or outcome of the
investigation, which may include the institutionaafministrative, civil injunctive, or criminal preedings, the imposition of fines and
penalties, and other remedies and sanctions, awhich could lead to an adverse impact on our spide, the inability to attract or retain
key employees, and the loss of customers. We alsoat predict what impact, if any, these matterg have on our business, financial
condition, results of operations, and cash flow.

At our initiative in response to the investigatidescribed in the paragraph above and as part air@oing effort to continually improve our
processes, we have taken numerous steps to steangin quality-control procedures, including ingieg our communication efforts,
centralizing lines of reporting for data question®rrors, augmenting the stringent business miebave in place, and improving our data
analyst training. See— Integrity and Quality" for additional information.

In December 2004, Morningstar Associates, LLC, alyrowned subsidiary of Morningstar, Inc., recalerequest in the form of a subpo
from the New York Attorney General's office, segkinformation and documents from Morningstar Asates, LLC related to an
investigation the New York Attorney General's offis conducting. While the subpoena is very braapecifically asks for information and
documents about the investment consulting serWtasingstar Associates, LLC offers to retiremerarmpproviders, including fund lineup
recommendations for retirement plan sponsors. We baen fully cooperating with the New York Attoyn@eneral's office. Shortly after the
New York Attorney General's office issued the subpm the SEC notified Morningstar Associates, Lhét it had begun an examination
the investment consulting services Morningstar Aiges, LLC offers to retirement plan providers. @émnot predict the scope, timing, or
outcome of the investigation or examination whiciyrnmclude the institution of administrative, ciinjunctive, or criminal proceedings, the
imposition of fines and penalties, and other remgdind sanctions, any of which could lead to aem=sd@vimpact on our stock price, the
inability to attract or retain key employees, ane Ibss of customers. We also cannot predict whaact, if any, these matters may have on
our business, financial condition, results of ofierss, and cash flow.

In addition to these proceedings, from time to {ime are involved in legal proceedings and litigatihat arise in the normal course of our
business.
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Management
Executive Officers and Directors

The name, age, position, and a lagebunt of the business experience of each ofxaoutive officers and directors are set forth

below.

Name Age Position

Joe Mansuet 48 Chairman, Chief Executive Officer and Direc
Tim Armour 56 Managing Directo

Chris Boruff 39 President, Advisor Busine

Bevin Desmonc 38 President, International Busine

Martha Dustin Boudo 38 Chief Financial Officer and Secrete
Catherine Gillis Odelb 42 President, Individual Busine

Tao Huanc 42 Chief Operating Office

Elizabeth Kirsche 40 President, Data Services Busin

Art Lutschaunic 46 President and Chief Investment Officer, Morningstaestment Service
Don Phillips 42 Managing Director and Directt

Patrick Reinkemeye 39 President, Morningstar Associa

John Rekenthale 43 Vice President, New Product Developm
David W. Williams 44 Managing Director, Desig

Cheryl Franci 51 Director

Steve Kaplar 45 Director

Jack Noonal 57 Director

Paul Sturnr 58 Director

Joe Mansueto

Joe Mansueto founded Morningstard@4l He has served as our chairman since our imceind as our chief executive officer
from inception to 1996 and from 2000 to the presklertholds a bachelor's degree in business admatiist from The University of Chicago
and a master's degree in business administratom Tihe University of Chicago Graduate School ofiBess.

Tim Armour

Tim Armour has been one of our mangglirectors since 2000. He is responsible fotesdyia relationships and business
development. He joined us in 1998 as our chief ey officer and from 1999 to 2000 served as gasident. He holds a bachelor's degree
in business administration from Gettysburg Collagd a master's degree in business administratiom thhe Columbia Business School at
Columbia University.

Chris Boruff

Chris Boruff has been the presidérmtur advisor business since 2000. He is respoméiltloverseeing strategy, development, and
marketing associated with our products for finahadvisors. He joined us in 1996 as product manfmePrincipia, and from 1997 to 1998,
he served as senior product manager of advisouptedFrom 1999 to 2000, he served as vice pressalexdvisor products, where he was
responsible for all marketing
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related to financial advisors. He holds a bacheliegree in economics and psychology from Northevedtniversity.
Bevin Desmond

Bevin Desmond has been presidentipfrdgernational business since 2000. She is resplenfor identifying and developing new
markets, managing and directing operations, antcleing new products. She joined us in 1993 andomasof three employees who started
our international business. From 1998 to 2000 ssineed as manager of all international ventures.tiids a bachelor's degree in psychol
from St. Mary's College.

Martha Dustin Boudos

Martha Dustin Boudos has been owefdimancial officer since 2001 and our secretamge April 2004. She is responsible for
finance, human resources, legal, and compliancej@ihed us in 1992 as a marketing manager. Sheptdyed a key role in the creation of
our Web site, Morningstar.com. From 2000 to 200&, was responsible for our retirement advice senBuring 2001, she served as our vice
president of human resources. She holds a bachdkgree in political science from Wellesley Co#legnd a master's degree in business
administration from the Kellogg School of Managetr&Northwestern University.

Catherine Gillis Odelbo

Catherine Gillis Odelbo has been iper# of our Individual segment since 2000. Sheddius in 1988 as a mutual fund analyst and
from 1999 to 2000 served as senior vice presidecbitent development for the company, as wellwdsigher and editor of our stock and
closed-end fund research. She holds a bachelgts@@ American history from The University of Cago and a master's degree in business
administration from The University of Chicago GratiiSchool of Business.

Tao Huang

Tao Huang has been our chief opegatfficer since 2000. He is responsible for corposdrategy, oversight of all business units,
and directing our day-to-day operations. He joinedn 1990 as a software developer and from 199®%8 served as chief technology
officer. During 1998, he served as president adrimational operations, where he was responsiblefoeasing our presence worldwide. Fr
1998 to 2000, he served as senior vice presidamigsiess development and head of Internet opasatite holds a bachelor's degree in
computer science from Hunan University in Chinejaster's degree in computer science from Marquktieersity, and a master's degree in
business administration from The University of Glgjo Graduate School of Business.

Elizabeth Kirscher

Elizabeth Kirscher has been presidéwur data services business since 2000. Shespensible for managing our investment
databases and related products. She joined u®md®9a major accounts manager in our institutisakds area. From 1998 to 1999, she
served as international product manager and wasketie launch of Morningstar Japan. From 1999 028he was director of sales and
business development for Morningstar.com and macdkktorningstar.com data and tools to other Wels s&be holds a bachelor's degree
from Vassar College and a master's degree in besedministration from the Columbia Business Schb@olumbia University.
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Art Lutschaunig

Art Lutschaunig has been presidedt@nef investment officer for Morningstar Investm&ervices since August 2001. He is
responsible for managing the investment servicefbss, including oversight of the group's investimesearch and portfolio management.
Before joining us in May 2001, he was an indepehdensultant. From 2000 to 2001, he served asqeersbf Giving Capital, Inc. He hold:
bachelor's degree in marketing from Villanova Un$ity.

Don Phillips

Don Phillips has been one of our ngamgdirectors since 2000. He is responsible fopomte strategy, research, and corporate
communications. He joined us in 1986 as our firstlgst. He served as our vice president and puiiisbm 1991 to 1996, as our president
from 1996 to 1998, and as our chief executive effftom 1998 to 2000. He also serves on the bolditectors for Morningstar Japan. He
has served on our board of directors since Auge@91He holds a bachelor's degree in English floerlniversity of Texas and a master's
degree in American literature from The UniversifyGhicago.

Patrick Reinkemeyer

Patrick Reinkemeyer has been presioielorningstar Associates since October 2004isHesponsible for Morningstar's investnr
consulting and retirement businesses. From 200L@citober 2004, Reinkemeyer served as presidehtashingstar's institutional
investment consulting business. He joined us irb18%om 1996 to 1997, he directed our print antsok variable annuity/life products. He
holds a bachelor's degree in history from MiddlgbDollege and a master's degree in business admtios from The University of Chicago
Graduate School of Business.

John Rekenthaler

John Rekenthaler has been vice peasiof new product development since October 2@@4isiresponsible for leading product
development throughout our global organizationn@001 until October 2004, he served as presideMiooningstar Associates and head of
the company's retirement advice business. He jaiisad 1988 as an assistant editor and from 192800 served as our director of research.
From 1991 to 1995, he served as edita¥lofningstar Mutual FundsindMorningstar Fundinvestor He holds a bachelor's degree in English
from the University of Pennsylvania and a mast{gree in business administration from The Univeisi Chicago Graduate School of
Business.

David W. Williams

David W. Williams has been one of managing directors since 2000. He is in charggesfgn and its application to brand identity,
products, communications, and the workplace. Heegjius in 1993 and has been instrumental in eskadj design as one of our recognized
core capabilities. He holds a bachelor's degrémdnstrial design from The Ohio State Universityl@anmaster's degree in fine arts from the
Yale University School of Art.

Cheryl Francis

Cheryl Francis was elected to ourdad directors in July 2002. She has been vicératan, Corporate Leadership Center, since
2002 and an independent business and financiadadsince 2000. From 1995 to 2000,
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she served as executive vice president and chighdial officer of R.R. Donnelley & Sons Companyrit media company. She currently
serves as a member of the board of directors of Eidiporation and Hewitt Associates, as well asistére for Cornell University. She holds a
bachelor's degree from Cornell University and atarasdegree in business administration from Thizdfaity of Chicago Graduate School
Business.

Steve Kaplan

Steve Kaplan served as a member oadusory board beginning in 1998 and was eletdeslr board of directors in August 1999.
Since 1988, he has been a professor at The UrntiveffsChicago Graduate School of Business whereuneently is the Neubauer Family
Professor of Entrepreneurship and Finance. He feolaichelor's degree in applied mathematics angbetios from Harvard College and a
Ph.D. in business economics from Harvard University also serves on the board of trustees of then@ima Acorn Funds where he serve
a member of the governance and compliance committee

Jack Noonan

Jack Noonan served as a member chadvisory board beginning in 1998 and was eleaietlt board of directors in August 1999.
Since 1992, he has served as president and claetisxe officer of SPSS Inc., a software comparecigizing in predictive analytics, where
he also currently serves on the board of directors.

Paul Sturm

Paul Sturm served as a member ofiduisory board beginning in 1998 and was electamlitdoard in August 1999. Since 1992, he
has worked aBmart MoneWMagazine where he currently writes a monthly colwmnnvesting. From 1985 to 1989, he was assistant
managing editor aBusiness Week-rom 1980 until 1985, he held a similar posit&rorbes. Prior to that, he worked as a business write
a variety of publications based in New York, Wasjtim, and London. He holds a bachelor's degreednamics from Oberlin College and a
master's degree in journalism from Columbia Uniitgréle received a law degree from Georgetown Unsite Law Center.

Board of Directors

Our board consists of six directéosy of whom our board has determined satisfy tlieependence criteria set forth in the NASDAQ
Marketplace Rules. Each member is subject to electt each annual meeting of shareholders. Th@adzgkd number of directors may be
changed only by resolution of the board of dirextmra vote of the shareholders.

We do not intend to rely on the "controlled compaaxception to the NASDAQ Marketplace Rules. Acdoglly, we intend to comply with

the rules generally requiring that companies lisledNASDAQ have a majority of independent directamgl maintain a compensation
committee and a nhominating and corporate governeocenittee composed entirely of independent dirsctéollowing completion of this
offering, a majority of our directors will be indeqpdent and all of the directors on our compensati@mhnominating and corporate governance
committees will be independent.
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Committees of the Board of Directors
Audit Committee

We have established an audit committade up solely of independent directors congisiftCheryl Francis, Steve Kaplan, and Paul
Sturm. Cheryl Francis serves as the chair of odit@ommittee. We believe that each of the membe&mur audit committee is financially
sophisticated and able to read and understandrandial statements, and our board has determiadCheryl Francis is an audit committee
financial expert within the meaning of the Sarba@etey Act of 2002. The audit committee's dutieduide:

. reviewing and recommending to the board internabanting and financial controls and accounting ggles and auditing practices
be employed in the preparation and review of auairitial statements;

. making recommendations to the board concerningiigagement of an independent auditor to audit mowa financial statements
and the scope of the audit to be undertaken by audhors; and

. approving in advance all audit services to be mledito us and all non-audit services to be providags by our independent auditor.

Compensation Committee

We have established a compensatiomutiee made up solely of independent directorsisting of Steve Kaplan, Jack Noonan,
and Paul Sturm. Steve Kaplan serves as chairmaarafompensation committee. The compensation caerig appointed by the board to
assist in establishing annual and long-term peréorre goals and compensation for senior manageflemicompensation committee ensures
that executive compensation remains competitivadier to retain and attract talent to Morningstadt & closely linked to both individual and
company performance. The compensation committedissdinclude:

. reviewing at least annually the performance of @emanagement in meeting our goals and objectimdsecommending actions to
the board regarding base salaries, incentive ptarsequity-based plans for senior management;

. overseeing the administration of our option plamg ather compensation plans, approving plan amentimeverseeing compliance,
and interpreting plan guidelines;

. approving annual award grants to employees andgesain share price; and

. providing an annual summary report on executiveprmsation to the board of directors.
Nominating and Corporate Governance Committee

Effective upon the completion of tbfering, we will establish a nominating and cagte governance committee composed solely
of independent directors. The nominating and catgogovernance committee will assist the board itsthesponsibilities regarding:

. the identification of individuals qualified to beoe board members;
. the selection of director nominees for the nextuahmeeting of shareholders; and
. the selection of director candidates to fill angamacies on the board of directors.
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We have adopted charters and corporate governandeliges for our audit committee and compensatmmmittee. We will adopt a charter
for our nominating and corporate governance coremittrior to the completion of this offering. We hilake each of these documents
available on our Web site at www.morningstar.com.

Director Compensation

Each non-employee director is erditie receive a fee of $1,000 per board meetingta®d per committee meeting attended, plus
travel expenses in connection with attendance atings. As chair of the audit committee, Cherylrfeia will receive an annual retainer of
$5,000 beginning in 2005. Upon election to the Hpabn-employee directors receive a grant of ogtiorpurchase 60,000 shares of our
common stock at an exercise price equal to thenfaiket value of such stock at the date of granh-Bmployee directors are also entitled to
receive an annual grant of options to purchaseOf2sbares of our common stock. Options granteditsmon-employee directors vest over
three years. The option grants to our non-emplayeetors for 2004 have an initial exercise prigaa to $14.70 per share, with the exercise
price increasing over the term of the options i@ta equal to the 10-year Treasury yield rate dbeflate of grant. Subject to the discretion of
our board and our compensation committee, we intermdntinue the practice of granting options vsititmilar exercise price features to non-
employee directors for the foreseeable future."Seexecutive Compensation.” Directors who are alspamployees do not receive any
additional compensation for serving on the boardiadctors or attending board meetings.

Compensation Committee Interlocks and Insider Parttipation

None of our executive officers seraesa member of the board of directors or the coggt@n committee of any other company that
has one or more executive officers serving as almeiof our board of directors or compensation cottemi Prior to the formation of the
compensation committee in 2003, the board of dirschs a whole made decisions relating to compiensat our executive officers. Our
compensation committee currently consists of Skaygan, Jack Noonan, and Paul Sturm. Prior to A30il2004, our compensation
committee consisted of Steve Kaplan, Jack Nooraahpar chief executive officer, Joe Mansueto. Oguéat 31, 1999, Joe Mansueto loaned
us $6.5 million that we repaid on March 30, 200ddiionally, a corporation wholly-owned by him pided sales services to us between
1995 and 2003 that we discontinued effective Deaerith, 2003. For more information on these tramsast see "Certain Relationships and
Related Party Transactions—Transactions Involvimg Mansueto."

Executive Compensation

Our compensation philosophy is to pagior management competitive base salaries avitlerthem the opportunity to earn
meaningful incentive compensation, ranging from 50%20% of base compensation, through the Mortémdscentive Plan. Equity awards
that vest over time are also an important compoaghow we reward employees. We believe equity d&aan help align the economic
interests of our management with those of our $tedders. To better ensure that the benefits ofetlaggards are tied to meaningful
appreciation in shareholder value, we granted aptio 2004 with an initial exercise price equabial.70 per share, with the exercise price
increasing over the term of the options at a rgteakto the 10-year Treasury yield rate as of tite df grant. Subject to the discretion of our
board and our compensation committee, we interedmtinue the practice of granting options with $mexercise price features for the
foreseeable future.
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Our board has adopted share ownership requirerfarsir senior management. Our managing directogdspeesidents are required to own
shares of our common stock with a value equal teagt two times and one times their annual baseiass, respectively. The policy also
requires that senior management retain a meanipgftion of the after-tax value they realize througuity awards, such as options, for so
long as they remain employed with us. Our senionageament must retain at least 80% of such valumrddfiey satisfy applicable share
ownership requirements and 40% of such value #feyr satisfy those requirements.

CEO Compensation

In consideration of his status asmmimcipal shareholder, Joe Mansueto believeshisatompensation as our chief executive officer
should be realized primarily through appreciatiothie long-term value of our common stock. Accogtiinat his request, he does not
participate in our equity or cash-based incentragmms. In addition, since resuming his role asobief executive officer in 2000, his
annual salary has been fixed at $100,000. Whilecomrpensation committee will continue to have tiserétion to review and make
recommendations concerning his compensation, weatxpat his salary will remain at $100,000 peryeathe foreseeable future.

Compensation of Executive Officers

The following table shows all compatien earned or received during the year endedidbee31, 2003 by our chief executive
officer and our five other senior executive offieéthe named executive officers), the first founiom qualify as our most highly
compensated executive officers, for the year eldzbmber 31, 2003.

Annual Long Term
Shares
Underlying

Option LTIP All
Summary Compensation Salary Bonus (1 Awards  Payouts (2) Other (3)
Joe Mansueto
Chairman and Chief Executive Offic $ 100,00( $ — — $ — % 8,30¢
Tim Armour
Managing Directo 275,00( 157,50( 10,00( 17,68¢ 12,27¢
Martha Dustin Boudos
Chief Financial Officer and Secrete 200,00( 189,28: 100,00( 20,71¢ 12,20
Tao Huang
Chief Operating Office 250,00 311,07: 50,00( 28,29 12,25:;
Don Phillips
Managing Directo 300,00( 136,25( 10,00¢( 20,71¢ 12,30(
David W. Williams
Managing Director, Desig 160,00( 110,00( 10,00¢( 13,25 11,76¢

(1) This table does not include deferred cash bonusiatadhat may be payable to certain of our namedive officers if we meet
certain performance targets in the year ending Déee 31, 2004. If the performance targets are afletf the deferred cash bonus
amounts will be paid. If the performance targeesrast met, none of the deferred cash bonus amauilhtse paid. For a more detailed
description of our Incentive Plan, see "—Morningsteentive Plan." These deferred cash bonus amauretas follows: Tim Armour
$7,500; Martha Dustin Boudos $14,283; Tao Huang@®A® Don Phillips $11,250; and David W. William&$000.

2 "LTIP Payouts" consist of deferred cash bonus ansunder our Incentive Plan that were paid to aedéour named executive
officers for meeting certain performance targetdtie year ended December 31, 2003.
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3) "All Other" includes matching contributions to ot®1(k) plan for the year ended December 31, 2008donamed executive office
in the following amounts: Joe Mansueto $8,272; Amour $12,000; Martha Dustin Boudos $12,000; Tamhyy $12,000; Don
Phillips $12,000; and David W. Williams $11,600daalso includes the amounts paid for basic lifeiiaace and accidental death and
dismemberment insurance on behalf of our namedutixecfficers as follows: Joe Mansueto $32; Timmdur $276; Martha Dustin
Boudos $204; Tao Huang $252; Don Phillips $300; Radid W. Williams $166.

Option Grants

The following table shows certainomhation concerning grants of common stock optiorsach of our named executive officers for
the year ended December 31, 2003.

Potential Realizable Value
at Assumed Annual Rates of
Stock Price Appreciation

for Option Term

Number of Percent o
Securities  Total Options Exercise

Underlying Granted to Price Expiration
Option Grants in 2003 Options (2) Employee: Per Share Date 5% (3) 10% (3)
Joe Mansueto (1 — —%%$ — — % — $ —
Tim Armour 10,00( .3 8.57 5/1/201: 51,91: 126,32¢
Martha Dustin Boudo 100,00( 12.€ 8.57 5/1/201: 519,12: 1,263,26!
Tao Huang 50,00( .3 8.57 5/1/201: 259,56( 631,63:
Don Phillips 10,00( 1.2 8.57 5/1/201: 51,91: 126,32¢
David W. Williams 10,00( 1.2 8.57 5/1/201: 51,91: 126,32¢

(1) Joe Mansueto does not receive options under ock sfation plans.
(2) These options have a term of 10 years and vesjual@nnual amounts over four years.
(3) The potential realizable values represented inahke assume stock price appreciation of 5% and, Do¥pounded annually over the

life of the option from the date of grant. The agpation values are disclosed in keeping with S&gliirements and are not meant to
represent our forecast of future share price ajgien.

Aggregate Option Exercises in 2003 and Year-End Ojn Values

The following table shows informatiooncerning the exercise of stock options duriregytbar ended December 31, 2003 by our
named executive officers and the value of unexedc@ptions as of December 31, 2003. None of ouredaemecutive officers exercised any
options in 2003.

Number of Securities Value of Unexercised
Underlying Unexercised Options In-the-Money Options (1)
Aggregate Option Exercises Exercisable Unexercisable Exercisable Unexercisable
Joe Mansuet — — 3 — 3 —
Tim Armour 478,56 84,36!
Martha Dustin Boudo 94,17 204,54¢
Tao Huanc 890,86 525,77
Don Phillips 1,305,77 389,22¢
David W. Williams 100,72! 43,53¢

(1) We determined the value of unexercised in-the-mapipns at December 31, 2003 by calculating tfferdince between an assumed
initial public offering price of $ per afe (the midpoint of the range set forth on theec@f
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this prospectus) and the option exercise priceaohapplicable in-the-money option multiplied bg thumber of shares underlying
such option.
Employment Agreements and Change in Control Arrangments
We do not have any employment agregsnéermination agreements, or change-in-congg@@ments with any of our named
executive officers.
Morningstar Incentive Plan

We have adopted the Morningstar ItigerPlan (Incentive Plan), formerly known as therkingstar Bonus Program, that rewards
employees for meeting and exceeding annual perfaeengoals established by the compensation comntiitééeve expect to be based on
operating income before stock-based compensatiparnse.

Eligibility to participate in the Incentive Planlisnited to all regular full-time and part-time efopees who
. are employed when the payments are made durinfiyshguarter of the following year; and
. are not be eligible to participate in any otherwairbonus or incentive plan.

Employees are eligible to receive bonuses basedemting financial goals that are set for both dpebusinesses and the company as a
whole. Employees who work at the corporate levatl(iding our executive officers and managing doe)treceive bonuses based solely on
the profitability of the company.

Goals for the Incentive Plan are established bycourpensation committee at the beginning of the.y&a business or the company misses
its financial goals in a given year, the bonusbuced and if the shortfall is substantial enoagjiminated.

The company retains a portion of each annual bpookfor one year to encourage continued positsgeilts in the following year. This
deferred amount is payable to employees only ifigperance in the business or company meets the mmifinancial goals set for the
following year.

Bonus payouts are determined at year-end oncedialaiesults are final and audited and are paichsh. Each individual's bonus is based
upon the individual's contribution to the succefsthe specific business measured or the company.

In addition, commissioned sales employees, tempa@aployees, and any independent contractors dreligile to participate in the
Incentive Plan.

The compensation committee administers the Incerlan and has the authority to construe, interpret implement the Incentive Plan and
prescribe, amend, and rescind rules and regulatedatng to the Incentive Plan. The determinattbthe compensation committee on all
matters relating to the Incentive Plan or any aveseeement is final, binding, and conclusive.

Morningstar 1999 Incentive Stock Option Plan

We maintain the Morningstar 1999 htoge Stock Option Plan (the 1999 Option Plan).ofy of the 1999 Plan is filed as an exhibit
to this registration statement of which this pradps is a part.
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As of September 30, 2004, options to purchase §8%hares were outstanding under the terms of388 Option Plan, of which options to
purchase 724,598 shares of common stock were sabétei No additional options may be granted unued899 Option Plan. All outstandi
options under the 1999 Option Plan will continudéogoverned by their existing terms.

Morningstar 2004 Stock Incentive Plan

Historically, we have maintained Merningstar 1993 Stock Option Plan, the Morning&@®0 Stock Option Plan, and the
Morningstar 2001 Stock Option Plan (collectivelye tPrior Plans), under which we have granted stptions to certain of our employees i
non-employee directors. The Morningstar 2004 Stackntive Plan (2004 Equity Plan) amended and testhe Prior Plans.

As of September 30, 2004, 8,501,293 shares warahtss upon exercise of outstanding options grantekkr the Prior Plans, of which optic
to purchase 7,015,025 shares of common stock wereisable. We will not grant any additional opsamder any of the Prior Plans, and
shares subject to an award under any of the PlamsRhat are forfeited, canceled, settled or ettser terminated without a distribution of
shares, or withheld by us in connection with thereise of an option or in payment of any requirembime tax withholding, will not be
available for awards under the 2004 Equity Plan.

The 2004 Equity Plan provides for grants of optjateck appreciation rights, restricted stock,riet&td stock units, and performance shares.
All of our employees are eligible for awards untter 2004 Equity Plan. Joe Mansueto does not paatieiin the Plan. Awards may also be
made to our non-employee directors under the Rldatal of 5,628,843 options may be granted underRlan from 2004 through 2008.

In December 2004, approximately 1.6 million optibagpurchase shares of our common stock were gtaméer the 2004 Equity Plan. As
indicated in the following table, 760,000 of thegions were granted to our executive officersyéth an initial exercise price of $14.70,
with the exercise price increasing over the terrthefoptions at a rate equal to the 10-year Trgagald rate as of the date of grant.

Executive Officer Number of Options

Joe Mansuet —
Tim Armour 25,00(

Martha Dustin Boudo 80,00(
Tao Huanc 110,00(
Don Phillips 40,00(
David W. Williams 55,00(
Named executive officers as a grc 310,00t
Executive officers as a group (13 persc 760,00(

Options to acquire 9,370,467 shares of our comntawksvere outstanding at September 30, 2004, /23%f which were exercisable at a
weighted average exercise price of $9.79 per saradditional 5,628,843 shares of common stocleweserved for issuance under our
2004 Equity Plan. Shares delivered pursuant to dsvanay consist of authorized but unissued commumeksir authorized and issued comr
stock held in treasury. Any shares subject to aardwinder the 2004 Equity Plan that are forfeitaghceled, settled, or otherwise terminated
without a distribution of shares, or withheld byingonnection with the exercise of an option opayment of any required income tax
withholding, will again be available for awards endhis plan.
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The compensation committee administers the 2004\ERlan. It has the authority to construe, intetpand implement the 2004 Equity Plan;
prescribe, amend, and rescind rules relating td’tae; and grant awards and determine who receiweasds. The compensation committee
may also modify, extend, or renew outstanding asaad long as participants consent if their rigiesimpaired. It also has the authority to
adjust the terms of any outstanding awards anduiber of shares of the common stock issuable uhde2004 Equity Plan to prevent the
enlargement or dilution of rights, or for any inase or decrease in the number of issued shares cbmmon stock (or the issuance of shares
of stock other than shares of common stock) reguftiom a recapitalization, stock split, reversektsplit, stock dividend, spin-off,
combination, or reclassification or exchange ofghares of our common stock, merger, consolidatights offering, separation,
reorganization, or any other change in corporatesire or event the compensation committee detersnin its sole discretion affects our
capitalization. The determination of the compemsatiommittee on all matters relating to the 2004ifgcPlan or any award agreement is
final, binding, and conclusive.

Except to the extent otherwise provided in the aveegreement or approved by the compensation coeenitb award or right granted to any
person under the 2004 Equity Plan is assignabiieansferable other than by will or by the laws efdent and distribution, or through a
qualified domestic relations order. All awards aigghts are exercisable during the life of the geandnly by the grantee or the grantee's legal
representative.

The 2004 Equity Plan automatically terminates 1&ryeafter its adoption by the board, or if earlenen all reserved shares have been issuec
Except as otherwise provided in an award agreerntentoard of directors may from time to time sugpeliscontinue, revise, or amend the
2004 Equity Plan provided that no amendment wilterially adversely affect a grantee without thatspe@'s prior written consent.

401(k) Plan

Our employees are eligible to paptite in our 401(k) plan. Under our 401(k) plan, Eaypees may elect to make annual salary
reduction contributions up to the lesser of 100%limfible compensation less applicable tax withingicbr the statutorily prescribed annual
limit, which was $13,000 in 2004. The 401(k) planritended to qualify under Section 401 of the Cadethat the contributions by our
employees will be deductible by us when made aodnre earned on plan contributions will not be tédeab the employees until withdrawn
or distributed. We match the contributions of oonpéoyees up to 7% of their salary, with 50% of thatching contributions vesting after the
first year and 100% vesting after the second year.

Deferred Compensation Agreement with Don Phillips

In February 1999, Don Phillips hefttions to acquire 1,500,000 shares of our commarksit an exercise price of $0.075 per share.
Under the terms of the options, which were graiteuim in 1989 and scheduled to expire in 199% 4w the ability to exercise the options at
an aggregate exercise price of $112,500. Ratharrdguire him to exercise the options and potdptailigate ourselves to repurchase his
shares, we entered into an arrangement with hireruntlich the options granted to him in 1989 wenerjited to expire and we granted him,
on February 15, 1999, new options to purchase 10B0Gshares of our common stock at an exercise pfi§2.77 per share, representing the
fair market value of our common stock as determimgdur board. Of these option shares, 1,138,56@ waly vested and exercisable upon
grant and 361,440 vest in equal annual installmeves 10 years.
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To compensate Don Phillips for the $2.69 per siramease in exercise price between his expirech@mdoptions, we entered into a deferred
compensation agreement dated February 15, 1998lhgates us, subject to certain limitations, &y him $2.69 for each share of our
common stock that he acquires upon exercise adptiens that we granted to him in 1999. At our &tet, this payment may be made in cash
or shares of our common stock. If at the time tepbees entitled to a payment, the fair market vafugur stock is below $2.77 per share, the
amount of deferred compensation payable to himhelteduced proportionately based on the percetitag¢he then current fair market
value of a share of our common stock represers® af7. As of December 31, 2003, he had exercis6Bg8 of the options granted to him in
1999 for which he received total deferred compeéosaif $1.7 million and he continued to hold 869117 such options for which up to

$2.4 million of deferred compensation remains p&ab

Limitation of Liability and Indemnification of Offi cers and Directors

Our articles of incorporation provithat directors will be not personally liable foonetary damages to us for breaches of their
fiduciary duty as directors, unless they violateeirt duty of loyalty to us or to our shareholdersted in bad faith, knowingly or intentionally
violated the law, authorized illegal dividends edemptions, or derived an improper personal befrefit their actions as directors. Prior to
the completion of this offering, we intend to obtaisurance that insures our directors and offiegainst specified losses. In addition, our by-
laws provide that our directors, officers and ergpks shall be indemnified by us to the fullest eigaithorized by Illinois law, as it now
exists or may in the future be amended, againstxpénses and liabilities reasonably incurred imeation with their service for or on behalf
of us.

In addition, we have entered into separate indeoatibn agreements with certain of our directord erecutive officers. We believe that
these provisions and agreements are necessaiyact aind retain qualified persons as directorsexatutive officers. These indemnification
agreements may require us to indemnify our dirschord executive officers for related expensesudinb attorneys' fees, judgments, fines,
and settlement amounts incurred by a director ecetkve officer in an action or proceeding aristing of his or her service as one of our
directors or executive officers.
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Certain Relationships and Related Party Transaction
Transactions Involving Joe Mansueto

On August 31, 1999 and as part ofamnversion from an S Corporation to a C Corporetdr federal income tax purposes,
Joe Mansueto, our chairman, chief executive offiaad controlling shareholder, loaned us $6.5 anilliAs a principal shareholder of the
company, the loan enabled him to preserve his ptiopate share of the net operating loss carry éods that we had accumulated througt
date of our conversion. The loan, which accrueeré@st at LIBOR plus 150 basis points per year, pegsble on demand or no later than
July 6, 2004. We repaid the note in full on Mar€h 3004.

Between 1995 and 2003, a corporation owned by Jaeshkbto provided sales and other services for esagkeed to pay an amount equal to
the total costs incurred by the corporation in ptng these services, consisting solely of compemsaelated expenses for the corporation's
employees (which did not include him), plus 5.0%t&fse costs. For 2001, 2002 and 2003, we recamdedpense for these services of
$2.1 million, $3.3 million, and $2.9 million, resgevely, of which $0.1 million, $0.2 million and $Dmillion, respectively, represented the
amount paid in excess of the corporation's actostisc This arrangement was discontinued effectieeeinber 31, 2003, at which time all
employees of the corporation were transferred tonihgstar.

Transactions Involving Softbank

On July 8, 1999, we entered into greament with Softbank pursuant to which Softbastuaed 7,612,500 shares of common stock
for a purchase price of $91 million. Under the agnent Softbank has certain rights that will corgifiellowing this offering, including:

. the right to appoint one member to our board cators as long as it owns at least 3,806,250 slofi@msr common stock;
. two demand registration rights, subject to our righdelay registration under certain circumstances
. the right, subject to the ability of an underwritedimit the number of shares to be included hegistration, to participate in or "piggy

back" on any public offering of our common stockh@ than this offering or any transaction relatingecurities issued under an
employee benefit plan or as part of any acquisitioarger or business combination); and

. the right to participate on a pro rata basis in sailg of shares of our common stock by Joe Mansartiuding any sales to other
shareholders of Morningstar or his family membersther affiliates and excluding any sales not exlagg 3 million of his shares of
our common stock.

We own approximately a 35% interest in Morningstgpan, a Japanese corporation in which an affitib&oftbank owns a 50.5% interest.
We and Morningstar Japan entered into a licenseeaggnt dated April 8, 1998 pursuant to which werlge to Morningstar Japan certain of
our financial information products and servicegatlase systems, and trademarks. In June 2000, Mstar Japan paid the company

$1.8 million, representing a lump sum royalty paptfer use of the licensed products and servicesith 2029.

In April 2000, we and Advanced Internet Visions liisad formed a joint venture, Morningstar Asia Ligdt to provide financial information
and services in Asia, except in Japan and Kordtallp, we and our partner each owned approxinya¢gjual interests in the venture.
Subsequently, each of us sold a 10.0% interes$teivénture
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to Softbank Finance Corporation and Softbank Inaest International (Strategic) Limited, respectivédn October 1, 2002, we purchased
the 60.1% interest in the venture that we did hehtown for approximately $5.8 million in cash. $&se 6 of our Notes to the Consolidated
Financial Statements.

Yoshitaka Kitao, president and chief executiveaaffiof Softbank Finance Corporation, was electeslitdboard of directors in August 1999.
Mr. Kitao was appointed to the board by Softban#arrthe terms of the agreement pursuant to whictbh&uk acquired shares of our
common stock. Mr. Kitao resigned from our boardiioéctors on April 23, 2004. Softbank has not aptea a director to replace Mr. Kitao;
however, Softbank retains the right to appoint mreenber to our board as long as it continues to aweast 3,806,250 shares of our common
stock. During his service on the board, Mr. Kitacgived compensation consistent with our otheremaployee directors. See
"Management—Director Compensation.” During Mr. ldisatenure on our board, Bob Takeuchi, presideSodibank Finance America, an
affiliate of Softbank Finance Corporation, regufaattended meetings of our board as a represeatati8oftbank in Mr. Kitao's absence. In
consideration for his services, on September 180 2@ granted Mr. Takeuchi options to acquire 20 Si@ares of common stock at an
exercise price of $14.13 per share.

Transactions Involving our Common Stock

During the period from January 1, 288rough September 30, 2004, the following exeeutifficers exercised options to acquire
shares of our common stock on the terms set fatibvb

Executive Officer # Shares Acquiret Total Exercise Price
Tao Huang 28,657 % 75,33(
Don Phillips 53,92( 149,35¢
David W. Williams 3,73¢ 7,472
Catherine Gillis Odelb 40,06: (1) 34,05:¢

Q) Of the 40,062 options exercised, 12,862 shares iverediately sold back to Morningstar to cover éipgion price and taxes on the
exercise.

During the period from January 1, 2001 through Seer 30, 2004, the following executive officeremised their right under our 1993
Stock Option Plan to exercise their options and @diately sell the shares back to us for a purchese equal to the then-current fair market
value of the shares of common stock as determigemlibboard of directors, less the aggregate esemqmiice of the options. The rights of
option holders to require us to purchase theireshuaiill terminate upon completion of this offering.

Executive Officer # Options Cancelle Total Purchase Price
Martha Dustin Boudo 15,000 $ 177,33(
Catherine Gillis Odelb 15,00( 199,20(
Tao Huang 8,61z 97,83
Don Phillips 214,61t 2,209,12! (1)
David W. Williams 6,00( 72,78(

Q) Excludes $577,687 paid to Don Phillips under amletecompensation agreement in connection witlekéscise of these options. See
"Management—Executive Compensation—Deferred CongiemsAgreement with Don Phillips.”
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In addition, we acquired shares of our common stomk the following executive officers at a purchasice equal to the then-current fair
market value of our shares as determined by owdbafedirectors:

Executive Officer # Shares We Acquirel Total Purchase Price
Catherine Gillis Odelbo (1 31,50C $ 445,09!
Tao Huang (2 157,74¢ 2,228,95.

Q) Effective July 23, 2001.

(2)  Effective March 19, 2001.

On April 30, 2003, two executive officers purchasedres of our common stock at a purchase prical égithe thercurrent fair market valu
of our shares as determined by our board of directo

Executive Officer # Shares Acquire( Total Purchase Price
Patrick Reinkemeye 11,66¢ $ 99,99¢
David W. Williams 1,00( 8,57(
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Principal and Selling Shareholders

The following table sets forth cent&iformation regarding beneficial ownership of @ommon stock as of November 30, 2004 and
as adjusted to reflect the sale of the sharesmfman stock offered pursuant to this prospectus by:

. each of our directors;

. each named executive officer;

. all of our directors and executive officers as augr, and

. the selling shareholder, who is the only other @eisr group of affiliated persons who we know oweseficially more than 5.0% of

our common stock.

Beneficial ownership is determined in accordandd wie rules of the SEC. To compute the numbehafes beneficially owned by a person
and the percentage ownership of that person, sbamsnmon stock subject to options held by thaspe that are currently exercisable or
will become exercisable within 60 days after Novem®0, 2004, are deemed outstanding. However hilues are not deemed outstanding
purposes of computing percentage ownership of &mgr @erson. Unless otherwise indicated in therfoies below, the persons and entities
named in the table have sole voting and/or investrpewer with respect to all shares beneficiallyned, subject to community property laws

where applicable.

The table below is based on 38,440,765 sharesrafaumon stock outstanding as of November 30, 20@#4
immediately after this offering. As of November 2004, we had 49 shareholders of record.

shares outstanding

Shares Beneficially Owned Number of Shares Beneficially
Prior to this Offering Shares after this Offering
Being
Sold in this
Offering
Principal and Selling Shareholders # Share: % Shares # Share: # Share
Joe Mansuet 30,000,00 78.(% — 30,000,0¢
Tim Armour (1) 701,04¢ 1.8 — 701,04
Martha Dustin Boudos (- 161,84! * — 161,84
Tao Huang (3 1,272,80. 3.2 — 1,272,8C
Don Phillips (4) 1,714,171 4.3 — 1,714,11
David W. Williams (5) 132,75( * — 132,75
Cheryl Francis (6 48,00( * — 48,00
Steve Kaplan (7 116,00( * — 116,00
Jack Noonan (7 116,00( * — 116,00
Paul Sturm (7 416,00( 1.1 — 416,00
All directors and executive officers
as a group (17 persons) | 35,879,20 82.2 — 35,879,2(
Softbank Finance Corporation ( 7,612,501 19.¢

* Represents beneficial ownership of less than 1%.
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1)
()
(3)
(4)
()
(6)
(7)
(8)
(9)

Includes 551,049 shares of common stock issualiia apercise of stock options exercisable withird&9s of November 30, 200
Includes 161,845 shares of common stock issuatda agercise of stock options exercisable withird&@s of November 30, 2004.
Includes 1,244,146 shares of common stock issugida exercise of stock options exercisable witlird&ys of November 30, 2004.
Includes 1,536,674 shares of common stock issugida exercise of stock options exercisable witlird&ys of November 30, 2004.
Includes 128,014 shares of common stock issualiia apercise of stock options exercisable withird&9s of November 30, 2004.
Includes 48,000 shares of common stock issuabla apercise of stock options exercisable within &9sdof November 30, 2004.
Includes 116,000 shares of common stock issualiia apercise of stock options exercisable withird&9s of November 30, 2004.
Includes 5,171,607 shares of common stock issugida exercise of stock options exercisable witlird&ys of November 30, 2004.

Softhank Finance Corporation's address is 20F Ifsanden Tower 1-6-1 Roppongi, Minato-ku, Tokyo BIER0 Japan.
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Description of Capital Stock

Our authorized capital stock consi$t200 million shares of common stock, no par ggber share, and 5 million shares of preferred
stock, no par value per share. After completiothaf offering, assuming no exercise of over-allattngption, shares of our
common stock and no shares of our preferred stiltbevissued and outstanding. The following dgstéon of our capital stock and certain
provisions of our articles of incorporation andlays is a summary. The description below is quedifin its entirety by the provisions of our
articles of incorporation and by-laws, which haeeb filed as exhibits to the registration statemehtch includes this prospectus.

Common Stock

The issued and outstanding sharesiotommon stock are, and the shares of our constomk being offered by us in this offering
will be, upon payment for the shares, validly issuelly paid, and nonassessable. Holders of shafresr outstanding common stock are
entitled to receive dividends if our board of dimgs decides to declare any dividends. See "Divddealicy.” Our common stock is neither
redeemable nor convertible. Upon liquidation, dison, or winding up of Morningstar, holders ofashs of our common stock are entitled to
receive, pro rata, our assets that are legallylablaifor distribution, after payment of all delrsd other liabilities. Each outstanding share of
common stock is entitled to one vote on all matseitsmitted to a vote of shareholders. Our bylawsatallow for cumulative voting in the
election of directors.

Preferred Stock

Our articles of incorporation autlzerihe issuance of 5 million shares of preferredistno par value per share. Our board of
directors is authorized to provide for the issuamicghares of preferred stock in one or more seaied to fix for each series voting rights, if
any, designation, preferences and relative, pp#itig, optional or other special rights and sugdlifications, limitations, or restrictions as
provided in a resolution or resolutions adopteabyboard of directors.

The purpose of authorizing our board of directorssue preferred stock and determine its rightspaeferences is to eliminate delays
associated with a shareholder vote on specifiaisses. The issuance of preferred stock, while gingiflexibility in connection with
possible acquisitions, future financings, and ottweporate purposes, could have the effect of ngaikimore difficult for a third party to
acquire, or could discourage a third party fromksegeto acquire, a majority of our outstanding wgtistock. Upon completion of this offerir
there will be no shares of preferred stock outstapdand we have no present plans to issue angslodpreferred stock.

Options

Options to acquire 9,370,467 shafesiocommon stock were outstanding at Septembg2@M, 7,739,623 of which were
exercisable at a weighted average exercise pri§8.@P per share. An additional 5,628,843 shareswimon stock were reserved for
issuance under our 2004 Equity Plan.

Co-Sale Rights

We have entered into shareholdereagemts with Joe Manseuto, Tim Armour, and Paulrstamd purchase agreements with Patrick
Reinkemeyer and David W. Williams in connectionhattheir purchases of
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shares of our common stock. Under these agreenikase shareholders are entitled to participatajnproposed sale by a shareholder or
shareholders of shares representing a majoritlyeobtitstanding shares of our capital stock. If afripese shareholders elects to participate in
a proposed sale, such shareholder will be requireéll in the contemplated sale, at the same priceon the same terms as the majority
shareholder or shareholders propose to sell, thbauof shares equal to the product of (i) suchedt@der's pro rata interest in the aggregate
number of shares owned by all of the sharehold®igi§ the number of shares to be sold in the emplated sale. Patrick Reinkemeyer's and
David W. Williams' rights under their respectiverghase agreements automatically terminate upondimpletion of this offering.

Anti-Takeover Effects of Illinois Law and our Artic les of Incorporation and Bylaws

Illinois law and our articles of impmration and by-laws contain several provisiora thay make it more difficult for another person
to acquire control of us by means of tender offpen market purchases, proxy contest or other8iseforth below is a description of those
provisions.

Illinois Law

Following the completion of this afifieg, we will be subject to Section 7.85 of thénldlis Business Corporation Act (IBCA).
Section 7.85 prohibits a publicly held lllinois poration from engaging in a business combinatidess) in addition to any affirmative vote
required by law or the articles of incorporatiortieé company, the proposed business combination:

. receives the affirmative vote of the holders dfeast 80% of the combined voting power of the thetstanding shares of all classes
and series of the corporation entitled to vote galhein the election of directors voting togetlees a single class (the voting shares),
and the affirmative vote of a majority of the vgtishares held by disinterested shareholders;

. is approved by at least two-thirds of the disintézd directors; or

. provides for consideration offered to shareholdeas meets certain fair price standards and sasisfértain procedural requirements.
Such fair price standards require that the fairkewalue per share of the consideration offereddueal to or greater than the higher of:

. the highest per share price paid by the interesttedeholder during the two-year period immediapeigr to the first public
announcement of the proposed business combinationtioe transaction by which the interested shalddr became an interested
shareholder; and

. the fair market value per common share on theffisgling date after the first public announcemérthe proposed business

combination or on the first trading date after da¢e of the first public announcement that therégted shareholder has become an
interested shareholder.

For purposes of Section 7.85, disinterested direntans any member of the board of directors otdrporation who:
. is neither the interested shareholder nor an atiilor associate of the interested shareholder;
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. was a member of the board of directors prior tatitihe that the interested shareholder became arested shareholder or wa
director of the corporation before January 1, 18®7%yas recommended to succeed a disinterestectalitey a majority of the
disinterested directors then in office; and

. was not nominated for election as a director byitkerested shareholder or any affiliate or assea#the interested shareholder.

For purposes of Section 7.85 and Section 11.75itescbelow, a business combination generally ithetua merger, asset sale or other
transaction resulting in a financial benefit toiaterested shareholder, and an interested sharshisldenerally a person who, together with
affiliates and associates, owns (or within the ipttioee years, did own) 15% of the voting shares.

We are also subject to Section 11.75 of the IBCAictv prohibits business combinations with interéstieareholders for a period of three
years following the date that such shareholderinecan interested shareholder, unl

. prior to such date, the board of directors apprdbhedransaction that resulted in the shareholdeoiming an interested shareholder;

. upon consummation of such transaction, the intedesthareholder owned at least 85% of the votingeshautstanding at the time such
transaction commenced (excluding shares ownedrbgtdis who are also officers, and shares owneshipyloyee stock plans in
which employee participants do not have the righddtermine confidentially whether shares heldesttip the plan will be tenderec
a tender or exchange offer); or

. on or after such date, the business combinatiapgsoved by the board of directors and authorizedraeeting of the shareholders by
662/ 3% of the outstanding voting shares not owned byirttezested shareholder.

lllinois law requires the affirmative votes of abbt two-thirds of the shares entitled to votepjorave or authorize any:

. merger or consolidation of us with or into anotberporation;

. sale, lease, or other disposition of all or sulisaliy all of our assets;
. our dissolution; or

. amendment of our articles of incorporation.

The twothirds voting requirement may delay, deter, or prava change of control of us if the proposed chasgot favored by a sharehol
or group of shareholders holding more than onettbirour outstanding voting stock.

Elimination of Liability in Certain Circumstances

Our articles of incorporation elimiaedhe liability of our directors to us or our stlaolders for monetary damages resulting from
breaches of their fiduciary duties as directorseEtors remain liable for breaches of their dutjoghlty to us or our shareholders, as well as
for acts or omissions not in good faith or thatalve intentional misconduct or a knowing violatiohlaw and transactions from which a
director derives improper
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personal benefit. Our articles of incorporatioroad® not absolve directors of liability under SentB.65 of the IBCA, which makes directors
personally liable for:

. unlawful distributions to shareholders if the dicradid not act in good faith,

. loss or damage to known creditors resulting froitufa to give these creditors notice of the barmfignown claims against the
corporation after dissolution, or

. debts incurred by a dissolved corporation in cagyn its business except as may be necessarntbupithe business.

The effect of this provision is to eliminate thegmnal liability of directors for monetary damadesactions involving a breach of their
fiduciary duty of care, including any such actiamgolving gross negligence. We believe that thisvysion does not eliminate the liability of
our directors to us or our shareholders for moyedlamages under the Federal securities laws. Tivdearof incorporation and by-laws also
provide indemnification for the benefit of our diters and officers to the fullest extent permitbgdllinois law as it may be amended from
time to time, including most circumstances undeictiindemnification otherwise would be discretionar

Number of Directors; Removal; Vacancies

Our by-laws provide that we will have fewer than five and no more than 12 directassnay be determined by resolution of the
board of directors. Vacancies on the board of ttims¢ or any directorship to be filled by reasoranfincrease in the number of directors, may
be filled by the board of directors. Under Illindésv, one or more directors may be removed, wittvitihout cause, at meetings of
shareholders by the affirmative vote of the hold#ra majority of the outstanding shares that atéled to vote at an election of directors.

Special Meetings of Shareholders

Our by-laws provide that special nregs of our shareholders may be called only byatairman of the board, our chief executive
officer, our board of directors, or the holdershof less than a majority of all the outstandingrehantitled to vote on the matter for which the
meeting is being called or the purpose or purpstased in the meeting notice.

Authorized But Unissued Shares

The authorized but unissued shareswfmon stock and preferred stock are availabléutore issuance without shareholder
approval. These additional shares may be utilined fvariety of corporate purposes, including fetpublic offerings to raise additional
capital, corporate acquisitions and employee bepkfins. The existence of authorized but unissheades of common stock and preferred
stock could render more difficult or discourageagtempt to obtain control of us by means of a proswtest, tender offer, merger, or
otherwise.

Transfer Agent and Registrar

The transfer agent and registraofarcommon stock is

Listing
We intend to apply to list our shanésommon stock on NASDAQ under the symbol "MORN."
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Shares Eligible for Future Sale

Following this offering, we will have shares of common stock outditag. If the underwriter exercises its over-alletrh
option in full, we will have hares of common stock outstanding. All the shapésia this offering will be freely tradable witht
restriction or further registration under the Séws Act, except that any shares purchased bwffiliates, as that term is defined in Rule 1
may generally only be sold in compliance with tingitiations of Rule 144 described below.

The remaining shares of commtmek outstanding following this offering will Beestricted securities” as the term is defined
under Rule 144. We issued and sold these restréetedgrities in private transactions in relianceeremptions from registration under the
Securities Act. Restricted securities may be solihé public market only if they are registeredfdhey qualify for an exemption under
Rule 144 or Rule 701 under the Securities Actuasmnsarized below.

We have agreed with the underwriter that we will mathout the prior written consent of WR HambreehCo, issue any additional shares of
common stock or securities convertible into, exsabie for or exchangeable for shares of commork $twa period of 180 days after the d

of this prospectus, except that we may grant opttorpurchase shares of common stock under ok stoentive plans, and issue shares of
common stock upon the exercise of outstanding nptio

Our officers and directors and the holders of safusdlly all of our shares of common stock haveeadrsubject to certain exceptions that they
will not, without the prior written consent of WRakhbrecht + Co, offer, sell, pledge or otherwisg@adse of any shares of our common stock
or any securities convertible into or exercisablexchangeable for, or any rights to acquire ocpase, any of our common stock, or publ
announce an intention to effect any of these tretitwss, for a period of 180 days after the datthiEf prospectus without the prior written
consent of WR Hambrecht + Co, except that nothiiligprevent any of them from exercising outstandomions.

Taking into account the lock-up agreements, andraggy WR Hambrecht + Co does not release sharetsoldem these agreements, the
following shares will be eligible for sale in thalgic market at the following times:

. on the date of this prospectus, shanetu@ing the shares sold in this offig)i will be immediately available for sale in
the public market;

. 90 days after the date of this prospectus, apprateiy shares will be eligible for salegguant to Rule 144 and
Rule 701, of which will be subject to uoie, manner of sale, and other limitations undée R44;
. 180 days after the date of this prospectus, apprabaly shares will be eligible for sale,  of which will be subject to

volume, manner of sale, and other limitations uriti¢le 144; and

. the remaining shares will be eligible $ale under Rule 144 from time to time upon thgiration of various one-year holding
periods applicable to those shares.

Shares issuable upon exercise of options we gramiedto the date of this prospectus will alscalvailable for sale in the public market
pursuant to Rule 701 under the Securities Act,estilip certain Rule 144 limitations,
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and, in the case of some holders, to the lock-upeagents. Rule 701 permits resales of these shagasning 90 days after the date of this
prospectus by persons other than affiliates.

In general, under Rule 144, a shareholder who aesisicted shares that have been outstanding feast one year is entitled to sell, within
any three-month period, a number of these restiisbares that does not exceed the greater of:

. 1% of the then outstanding shares of common stackpproximately shares immediatelyrattés offering; or

. the average weekly trading volume in the commoaokstm NASDAQ during the four calendar weeks precgdhe sale.

Our affiliates must comply with the restrictionsdarequirements of Rule 144, other than the one-lgelling period requirement, to sell any
shares of common stock they may own or acquire lwéie not restricted securities.

Under Rule 144(k), a shareholder who is not culyeahd who has not been for at least three madmgifisre the sale, an affiliate of ours and
who owns restricted shares that have been outsigufiali at least two years may resell these resttishares without compliance with the
above requirements. The one- and two-year holdangp@s described above do not begin to run urgilfthl purchase price is paid by the
person acquiring the restricted shares from us@&ffiliate of ours.

As of the date of this prospectus, we have graoptidns to purchase shares of commarkstmspecified persons pursuant to our s
incentive plans. We intend to file, after the effee date of this offering, a registration statetn@m Form S-8 to register the sale of
approximately shares of common stocknugercises of options granted under our stockniive plans. The registration statement on

Form S-8 will become effective automatically updimd. Shares issued under our stock incentiveglafter the filing of a registration
statement on Form S-8, may be sold in the openengslbject, in the case of some holders, to tHe BR44 limitations applicable to affiliates
and subject to lock-up agreements similar to thieseribed above which we have entered into withdrsl of substantially all options.
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Underwriting

In accordance with the terms of thderwriting agreement between WR Hambrecht + Cthesole underwriter, and us, WR
Hambrecht + Co has agreed to purchase from usitimber of shares of common stock set forth oppdsiteame below at the public offeri
price less the underwriting discounts and commisstescribed on the cover page of this prospectus.

Number of
Underwriter Shares

WR Hambrecht + Co, LL(

The underwriting agreement provides that the olibbga of the underwriter are subject to conditiansjuding the absence of any material
adverse change in our business, and the receggtrtificates, opinions, and letters from the sgliimareholder, us, and our respective counsel
Subject to those conditions, the underwriter is outted to purchase all of the shares of our comstook offered by this prospectus if any of
the shares are purchased.

The underwriter proposes to offer the shares ottourmon stock directly to the public at the offgrjrice set forth on the cover page of this
prospectus, as this price is determined by the (B§&process described below, and to certain deatdtss price less a concession not in
excess of $ per share. The undezmmitay allow, and dealers may reallow, a concessino exceed $ per share on sales
to other dealers. Any dealers that participatdéndistribution of our common stock may be deerodukttunderwriters within the meaning of
the Securities Act, and any discount, commissiomoncession received by them and any providedégale of the shares by them may be
deemed to be underwriting discounts and commissiodsr the Securities Act. After completion of thigial public offering of the shares, t
underwriter may change the public offering pricd ather selling terms.

The following table shows the per share and tatdleawriting discount to be paid to the underwriigrthe selling shareholder and us in
connection with this offering. The underwriting clisint has been determined through negotiations grienselling shareholder, us, and the
underwriter, and has been calculated as a peraepfape offering price. These amounts are showuarasg both no exercise and full
exercise of the over-allotment option.

Per Share Full Exercise No Exercise
Public Offering Price $ $ $
Underwriting Discoun $ $ $
Proceeds, before expenses, t $ $ $
Proceeds, before expenses, to the selling shaeat $ $ $

The expenses of this offering payable by us, nduging underwriting discounts and commissions,emtémated to be approximately

$ , which include, among other tlsingur legal fees, accounting fees, printing exeensxpenses incurred in connection with
meetings with potential investors, filing fees loé tSecurities and Exchange Commission and the iNdtissociation of Securities
Dealers, Inc., fees of our transfer agent and
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registrar, and the listing fees of the Nasdaq Matidlarket. The selling shareholder's legal feesrat payable by us.

An electronic prospectus is available on the Webmiaintained by WR Hambrecht + Co, the sole undeamin this offering, and may also
be made available on Web sites maintained by sslat#alers and selling group members participatitiis offering.

The OpenlPO Auction Process

The distribution method being usethis offering is known as the OpenlPO auction,chihdiffers from methods traditionally usec
underwritten public offerings. In particular, thelgic offering price and the allocation of shares determined primarily by an auction
conducted by the underwriter. All qualified indivial and institutional investors may place bidsnrGpenIPO auction, and investors
submitting valid bids have an equal opportunityeceive an allocation of shares.

The following describes how the underwriter and s@mlected dealers conduct the auction processaariitim bids from prospective
investors:

Prior to Effectiveness of the Registration Statemen

Before the registration statemerdtied to this offering becomes effective, the umdéer and participating dealers solicit bids from
prospective investors through the Internet andcebgphone and facsimile. The bids specify the nurobshares of our common stock the
potential investor proposes to purchase and thoe piie potential investor is willing to pay for thleares. These bids may be above or below
the range set forth on the cover page of the patepeThe minimum size of any bid is 100 shares.

The shares offered by this prospectus may not lok sor may offers to buy be accepted, prior totthe that the registration statement filed
with the SEC is declared effective. A bid receibythe underwriter or a dealer involves no obligatbr commitment of any kind prior to the
closing of the auction. Bids can be modified orolkad at any time prior to the closing of the auttio

Approximately two business days prior to the regisdn statement being declared effective, prospeatvestors receive, by e-mail,
telephone, or facsimile, a notice indicating thepmsed effective date. Potential investors maygtiane expressly request that all, or any
specific, communications between them and the wmiter and participating dealers be made by speaigans of communication, including
e-mail, telephone, and facsimile. The underwrited participating dealers will contact the potenitialestors in the manner they request.

Effectiveness of the Registration Statement

After the registration statement tiakato this offering has been declared effectpatential investors who have submitted bids to the
underwriter or a dealer are contacted by e-mdépteone, or facsimile. Potential investors are selvithat the registration statement has been
declared effective and that the auction may closasilittle as one hour following effectivenessdwill continue to be accepted in the time
period after the registration statement is declafézttive but before the auction closes. Biddeay mso withdraw their bids in the time
period following effectiveness but before the clo§éhe auction.
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Reconfirmation of Bids

The underwriter will require that bats reconfirm the bids that they have submittettiénoffering if any of the following events
shall occur:

. more than 15 business days have elapsed sincédiher Isubmitted its bid in the offering;

. there is a material change in the prospectus #upilires recirculation of the prospectus by us aedunderwriter; or

. the initial public offering price is more than 2G#ove the high end of the price range or more 24 below the low end of the pri
range.

If a reconfirmation of bids is required, the undeter will send an electronic notice to everyoneowtas submitted a bid notifying them that
they must reconfirm their bids by contacting theélemvriter or participating dealers with which thegve their brokerage accounts. Bidders
will have the ability to cancel, modify, or recamfi their bid at any time until the auction closéfidders do not reconfirm their bids before
the auction is closed, we and the underwriter éilfegard their bids in the auction, and they béldeemed to have been withdrawn.

Changes in the Price Range Prior to Effectivendsh®Registration Statement

If, prior to the date on which theGHeclares our registration statement effectiveretlis a change in the price range or the number
of shares to be sold in this offering, in each éasemanner that is not otherwise material to dfisring, we and the underwriter will:

. provide notice on our respective Web sites of #wised price range or number of shares to be adhis offering, as the case may be;
. issue a press release announcing the revisedrarige or number of shares to be sold in this offgras the case may be; and
. send an electronic notice to everyone who has dtauira bid notifying them of the revised price rammg number of shares to be sold

in this offering, as the case may be.

In these situations, the underwriter could accepheaestor's bid after the SEC declares the regietr statement effective without requiring a
bidder to reconfirm. However, the underwriter magide at any time to require potential investorsetmnfirm their bids, and if they fail to
do so, unconfirmed bids will be invalid.

Closing of the Auction and Pricing

The auction will close and a publifedng price will be determined after the regisma statement is declared effective at a time
agreed to by the selling shareholder, us and WRbtacht + Co, which we anticipate will be after these of trading on the Nasdag National
Market on the same day on which the registratiatestent is declared effective. The auction mayecioss little as one hour following
effectiveness of the registration statement. Howebe date and time at which the auction will el@nd a public offering price will be
determined cannot currently be predicted and veltibtermined by the selling shareholder, us andi&Rbrecht + Co based on general
market conditions during the period after the regton statement is declared effective. If we @mable to close the auction, determine a
public offering price, and file a final prospectugh the SEC within 15 days after the registratitatement is initially declared effective, we
will be required to file
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with the SEC and have declared effective a posteéffe amendment to the registration statementéefe auction may be closed and before
any bids may be accepted.

Once a potential investor submits a bid, the bidai@s valid unless subsequently withdrawn by thtemqt@l investor. Potential investors are
able to withdraw their bids at any time before ¢lase of the auction by notifying the underwriteragparticipating dealer.

Following the closing of the auction, the underariietermines the highest price at which all ofshares offered, including shares that may
be purchased by the underwriter to cover any olletr@ents, may be sold to potential investors. Tise, which is called the "clearing
price," is determined based on the results ofallbhbids at the time the auction is closed. Tleahg price is not necessarily the public
offering price, which is set as described in "Detigiation of Public Offering Price" below. The pubbffering price determines the allocation
of shares to potential investors, with all validdbsubmitted at or above the public offering prieeeiving a pro rata portion of the shares bid
for.

You will have the ability to withdraw your bid atyatime until the closing of the auction. The undeéter will accept successful bids by
sending notice of acceptance after the auctioreslasd a public offering price has been determiaed bidders who submitted successful
bids will be obligated to purchase the shares atkxtto them regardless of (1) whether such bidaleraware that the registration statement
has been declared effective and that the auctisritloged or (2) whether they are aware that thieanof acceptance of that bid has been sent.
Once the auction has closed, a public offeringephias been determined, and notices of acceptamedbkan sent, the underwriter will not
cancel or reject a valid bid.

Once the auction closes and a clearing price iasdescribed below, the underwriter or a parttgigedealer accepts the bids from those
bidders whose bids are at or above the public ioffgurice but may allocate to a prospective invetwer shares than the number include
the investor's bid, as described in "AllocatiorStiares" below.

Determination of Public Offering Price

The public offering price for thisfefing is ultimately determined by negotiation beém the underwriter and us after the auction
closes and does not necessarily bear any diretiaeship to our assets, current earnings, or lvatike or to any other established criteria of
value, although these factors are considered abkshing the initial public offering price. Pritw the offering, there has been no public
market for our common stock. The principal factoestablishing the public offering price is theatlag price resulting from the auction. The
clearing price is used by the underwriter and uhagprincipal benchmark in determining the publfi@ring price for the stock that will be
sold in this offering.

The clearing price is the highest price at whidtoathe shares offered, including the shares ey be purchased by the underwriter to cover
any over-allotments, may be sold to potential itwmess based on the valid bids at the time the ands closed. The shares subject to the
underwriter's over-allotment option are used taualte the clearing price whether or not the opisoactually exercised.

Depending on the outcome of negotiations betweemnttderwriter, the selling shareholder, and uspth#ic offering price may be lower, but
will not be higher, than the clearing price. Thdsieceived in the auction and the
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resulting clearing price are the principal factosed to determine the public offering price of skeck that will be sold in this offering. The
public offering price may be lower than the clegrprice depending on a number of additional fagtoxduding general market trends or
conditions, the underwriter's assessment of ouragment, operating results, capital structure barsihess potential, and the demand and
price of similar securities of comparable companidge underwriter, the selling shareholder and vag also agree to a public offering price
that is lower than the clearing price in orderdoilitate a wider distribution of the stock to lwddsin the offering.

The public offering price always determines the@dtion of shares to potential investors. Therefibtbe public offering price is below the
clearing price, all valid bids that are at or abtive public offering price receive a pro rata portof the shares bid for. If sufficient bids are
not received, or if we do not consider the cleaprige to be adequate, or if the underwriter, #lérgy shareholder and we are not able to
reach agreement on the public offering price, thenunderwriter and we will either postpone or eiais offering. Alternatively, we may
file with the SEC a post-effective amendment tortiggstration statement in order to conduct a neetian.

The following simplified example illustrates howetpublic offering price is determined through thieteon process:

Company X offers to sell 1,000 shares in its pubffering through the auction process. The unde¢erron behalf of Company X, receive
five bids to purchase, all of which are kept coefitial until the auction closes.

The first bid is to pay $10.00 per share for 208rek. The second bid is to pay $9.00 per sharg0f@dishares. The third bid is to pay $8.00 per
share for 600 shares. The fourth bid is to pay®pgr share for 400 shares. The fifth bid is to $&0 per share for 800 shares.

Assuming that none of these bids are withdrawn adifred before the auction closes, and assumingnibhadditional bids are received, the
clearing price used to determine the public offgfimice would be $8.00 per share, which is the ésglprice at which all 1,000 shares offered
may be sold to potential investors who have suledhitialid bids. However, the shares may be soldoaica below $8.00 per share based on
negotiations between Company X and the underwriter.

If the public offering price is the same as thed®8er share clearing price, the underwriter waddept bids at or above $8.00 per share.
Because 1,100 shares were bid for at or aboveehermng price, each of the three potential investeino bid $8.00 per share or more would
receive approximately 90% of the shares for whicds were made. The two potential investors whods tiere below $8.00 per share would
not receive any shares in this example.

If the public offering price is $7.00 per sharee tmderwriter would accept bids that were made above $7.00 per share. No bids made at a
price of less than $7.00 per share would be acdeptee four potential investors with the highestshivould receive a pro rata portion of the
1,000 shares offered, based on the 1,500 shangsetheested, or two-thirds of the shares for whicts were made. The potential investor
with the lowest bid would not receive any sharethia example.
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As described in "Allocation of Shares" below, besmbids that are reduced on a pro rata basis meyubeled down to round lots, a potential
investor may be allocated less than two-thirdfefghares bid for. Thus, the potential investor Wids for 200 shares may receive a pro rata
allocation of 100 shares (one-half of the shardddui), rather than receiving a pro rata allocatidri33 shares (two-thirds of the shares bid
for).

The following table illustrates the example desedilabove, before rounding down any bids to theastaound lot, assuming that the initial
public offering price is set at $8.00 per sharee Tdble also assumes that these bids are thebfamland that they reflect any modifications
that have been made to reflect any prior chang#setoffering range, and to avoid the issuanceadftional shares.

Bid Information Auction Results

Approx.

Cumulative Allocated
Initial Public Offering Shares Shares Shares Requeste( Clearing Amount
of Company X Requeste( Requeste( Bid Price Allocated Shares Price Raisec
20C 20C $ 10.0C 18C 0% $ 8.0C % 1,44C
30C 50C $ 9.0C 27C 0% $ 8.0C % 2,16(
Clearing Price 60C 1,10C $ 8.0C 55(C 0% $ 8.0C $ 4,40(
40C 1,50C $ 7.0C 0 0% — —
80C 2,30C $ 6.0C 0 0% — —
Total 1,00( $ 8,00(C
| |

Allocation of Shares

Bidders receiving a pro rata portidrihe shares they bid for generally receive aocalion of shares on a round-lot basis, rounded tc
multiples of 100 or 1,000 shares, depending orside of the bid. No bids are rounded to a roundhigiher than the original bid size. Because
bids may be rounded down to round lots in multig€%00 or 1,000 shares, some bidders may recin@ations of shares that reflect a
greater percentage decrease in their originalHzid the average pro rata decrease. Thus, for egaihplbidder has confirmed a bid for 200
shares, and there is an average pro rata decreabdids of 30%, the bidder may receive an altmraof 100 shares (a 50% decrease from
200 shares), rather than receiving an allocatioh@fshares (a 30% decrease from 200 shares)ditioad some bidders may receive
allocations of shares that reflect a lesser peagentiecrease in their original bid than the avepageata decrease. For example, if a bidder
has submitted a bid for 100 shares, and there &varage pro rata decrease of all bids of 30%hidhéer may receive an allocation of all 100
shares to avoid having the bid rounded down to.zero

Generally the allocation of shares in the offenivity be determined in the following manner:

. Any bid with a price below the public offering pei¢s allocated no shares.
. The pro-rata percentage is determined by dividigrtumber of shares offered (including the ovenalémt option) by the total

number of shares bid at or above the public oféegrice. For example, if there are 200,000 shaiakéob at or above the public
offering price, and 150,000 shares offered in tiierimg, then the pro-rata percentage is 75%.
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. All of the successful bids are then multiplied bg pre-rata percentage to determine the allocations beéaneding. For example
three winning bids for 1,700 shares (Bid 1), 658reh (Bid 2) and 100 shares (Bid 3) would be atkxtd,275 shares, 487 shares and
75 shares respectively, based on the pro ratamegs

. The bids are then rounded down to the nearesti&@ sound lot, so the bids would be rounded t6Q,,200 and O shares
respectively. This creates a stub of 237 unallatakares.

. The 237 stub shares are then allocated to the Guwlstinuing the example above, because Bid 3 forstares was rounded down to 0
shares, 100 of the stub shares would be allocatBitt3. If there were not sufficient stub sha@aftocate at least 100 shares to Bi
Bid 3 would not receive any shares in the offerisfjer allocation of these shares, 137 unallocated shares would remain.

. Because Bid 2 for 650 shares was reduced, as i oésounding, by more total shares then Bid 1X¢f00 shares, Bid 2 would then
be allocated stub shares up to the nearest 10@ ftoti{from 400 shares to 500 shares). This redtieesinallocated stub shares to 37
total shares.

The remaining 37 stub shares are not enough stwaegmble Bid 1 to be rounded up to a round IdtQsf shares. Therefore the remaining 37
unallocated stub shares would be allocated to smadtiers that are below their bid amounts. Thiethelow illustrates the allocations in the
example above.

Pro-Rata
Allocation Allocation

Initial Public Offering (75% of Initial of Stub Final

of Company X Initial Bid Initial Bid) Rounding Shares Allocation

Bid 1 1,70C 1,27¢ 1,20( 0 1,20C
Bid 2 65C 487 40C 10C 50C
Bid 3 10C 75 0 10C 10C
Total 2,45(C 1,837 1,60( 20C 1,80(

Requirements for Valid Bids

Valid bids are those that meet thpineements, including eligibility, account statuslasize, established by the underwriter or
participating dealers. In order to open a brokegmunt with WR Hambrecht + Co, a potential ineestust deposit $2,000 in its account.
This brokerage account will be a general accoupjestito WR Hambrecht + Co's customary rules, aitichat be limited to this offering. In
addition, within one hour of the auction closinggraspective investor submitting a bid through a Wdnbrecht + Co brokerage account
must have an account balance equal to or in exxféhe amount of its bid or WR Hambrecht + Co may accept its bid. The auction may
close in as little as one hour after the regigiratitatement is declared effective. However, atien the $2,000 described above, prospective
investors are not required to deposit any moneytimeir accounts until after the registration stegat is declared effective. No funds will be
transferred to WR Hambrecht + Co, and any amoungxcess of $2,000 may be withdrawn at any timé tha auction closes and the bid is
accepted. Conditions for valid bids, including &itity standards and account funding requiremefitsarticipating dealers may vary.

The Closing of the Auction and Allocation of Shares

The auction will close on a date ahd time estimated and publicly disclosed in adeavy the underwriter on the Web sites of WR
Hambrecht + Co at www.wrhambrecht.com and www.gp@iesom. The auction may close in as little as ang following effectiveness of
the registration statement. The shares
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offered by this prospectus, or sharéisafunderwriter's over-allotment option is exergdisefull, will be purchased from the selling
shareholder and us by the underwriter and solditfiraghe underwriter and participating dealers t@#tors who have submitted valid bids at
or higher than the public offering price.

The underwriter or a participating dealer notifgsessful bidders by sending a notice of accepthpamail, telephone, facsimile, or mail
informing bidders that the auction has closed &ad their bids have been accepted. The noticdvditate the price and number of shares
that have been allocated to the successful bidter bidders are notified that their bids havebe#n accepted.

Each participating dealer has agreed with the wmdler to sell the shares it purchases from thesmwdter in accordance with the auction
process described above, unless the underwriterwige consents. The underwriter does not intermbihsent to the sale of any shares in this
offering outside of the auction process. The undgewreserves the right in its sole discretiomgject any bids that it deems manipulative or
disruptive in order to facilitate the orderly comipbn of this offering, and it reserves the rightexceptional circumstances, to alter this
method of allocation as it deems necessary to ersstair and orderly distribution of the share®of common stock. For example, large
orders may be reduced to ensure a public distahutind bids may be rejected or reduced by therumider or participating dealers based on
eligibility or creditworthiness criteria. In additi, the underwriter or the participating dealery megect or reduce a bid by a prospective
investor who has engaged in practices that could hananipulative, disruptive or otherwise adveféect on the offering.

Some dealers participating in the selling group swymit firm bids that reflect indications of ingst from their customers that they have
received at prices within the initial public offieg price range. In these cases, the dealer subgnitie bid is treated as the bidder for the
purposes of determining the clearing price anccation of shares.

Price and volume volatility in the market for owmemon stock may result from the somewhat uniquereaif the proposed plan of
distribution. Price and volume volatility in the rkat for our common stock after the completionho$ bffering may adversely affect the
market price of our common stock.

We have granted the underwriter an option, exdntésao later than 30 days after the date of thisjpectus, to purchase up to an aggregate
of additional shares of our common stivokn us at the offering price, less the underwgitiiscounts and commissions set forth on the
cover page of this prospectus. To the extent tfeatihderwriter exercises this option, it will havérm commitment to purchase the additic
shares, and we will be obligated to sell the addél shares to it. The underwriter may exercisefit®n only to cover over-allotments made
in connection with the sale of shares offered.

We have agreed not to offer, sell, contract to gpé#idge, grant any option to purchase, make aost shle, or otherwise dispose of any shares
of common stock, or any options or warrants to pase common stock other than the shares of comtnok @r options to acquire common
stock issued under our stock incentive plans, foeréod of 180 days after the date of this progpeaxcept with the prior written consent of
WR Hambrecht + Co. Each of our directors and exeeutfficers and additional holders of a substdmtiajority of our outstanding capital
stock have agreed to restrictions on their abiidtgell, offer, contract, or grant any option tdl,qdedge, transfer, or otherwise dispose of
shares of our common stock for a period of 180 @dtgs the date of this prospectus, without therpuiritten consent of WR Hambrecht +

Co. The persons signing the lock-up agreements
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will be able to transfer their shares of commorlsi@s a bona fide gift to immediate family membmrso a trust or partnership or other
business entity, or as a distribution without congagion to partners, members, or shareholderdbabmess entity, subject to the transferees
agreeing to enter into a lock-up agreement. Inidensg any request to release shares subjecloitkaup agreement, WR Hambrecht + Co
will consider the possible impact of the releaséhefshares on the trading price of the stock sothe offering.

In connection with the offering, the underwriterynaurchase and sell shares of common stock inpea market. These transactions may
include short sales, stabilizing transactions, pumthases to cover positions created by short.safgsshort sales made by the underwriter
would be made at the public offering price. Shatés involve the sale by the underwriter of a gneatimber of shares than it is required to
purchase in the offering. "Covered" short salessates made in an amount not greater than the writits option to purchase additional
shares from us in the offering. The underwriter rolage out any covered short position by either@gimg its option to purchase additional
shares or purchasing shares in the open marketegaibed above, the number of shares that maglgarsuant to the underwriter's
overallotment option is included in the calculatiithe clearing price. In determining the sourtstmres to close out the covered short
position, the underwriter will consider, among atttengs, the price of shares available for purehiaghe open market as compared to the
price at which it may purchase shares through tee-allotment option. "Naked" short sales are aalgsin excess of such option. To the
extent that the underwriter engages in any naked shles, the naked short position would not btugted in the calculation of the clearing
price. The underwriter must close out any nakedtgdasition by purchasing shares in the open markeiaked short position is more likely
to be created if the underwriter is concerned tiite may be downward pressure on the price ofdh@mon stock in the open market after
pricing that could adversely affect investors whioghase in the offering. Stabilizing transactionrsist of various bids for or purchases of
common stock made by the underwriter in the operketgrior to the completion of the offering.

These activities by the underwriter may stabilip@jntain, or otherwise affect the market priceh&f tommon stock. As a result, the price of
the common stock may be higher than the pricedti@rwise might exist in the open market. If thasgvities are commenced, the
underwriter may discontinue them at any time. Thesgsactions may be effected on the Nasdaq Nathagket, in the over-the-counter
market or otherwise.

The underwriter currently intends to act as a mamaker for the common stock following this offagirHowever, the underwriter is not
obligated to do so and may discontinue any marlaimg at any time.

Indemnity

We and the selling shareholder, @ahe hand, and the underwriter, on the other Haange agreed to indemnify each other against
certain civil liabilities, including liabilities wter the Securities Act.
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Legal Matters

Winston & Strawn LLP, Chicago, Illisowill pass upon the validity of the shares of coom stock offered hereby for us. Sidley
Austin Brown & Wood LLP, Chicago, Illinois will pasupon the validity of the shares of common stdé&red hereby for the underwriter.

Experts

The consolidated financial statemefitslorningstar, Inc. and subsidiaries as of Decein#d, 2002 and 2003, and for each of the
three years in the period ended December 31, 2008ded in this prospectus and the related firelrstatement schedule included elsewhere
in the registration statement have been auditeddigitte & Touche LLP, an independent registereblistaccounting firm, as stated in their
reports appearing herein and elsewhere in thetratim statement (which reports express an urfiglopinion and include explanatory
paragraphs relating to the company's change metbod of accounting for goodwill and intangibleets and restatement of its financial
statements discussed in Note 16), and have beiecladed in reliance upon the reports of such fjiren upon their authority as experts in
accounting and auditing.

The consolidated financial statements of mPower,dom and subsidiaries as of December 31, 20012808 and for each of the two year
the period ended December 31, 2002, included sngiaspectus and the related financial stateméeidsde included elsewhere in the
registration statement have been audited by Del&ifTouche LLP, independent auditors, as statalir reports appearing herein and
elsewhere in this registration statement (whicloregpexpress an unqualified opinion and includdanatory paragraphs relating to the
company's change in its method of accounting fadgall and intangible assets and restatement dingncial statements discussed in
Note 13), and have been so included in reliance tipe reports of such firm given upon their auttyoais experts in accounting and auditi

Where You Can Find More Information

We have filed with the SEC a registrastatement on Form B{including exhibits, schedules, and amendmemtdguthe Securitie
Act with respect to the shares of common stocketedid in this offering. This prospectus does moitain all the information set forth in the
registration statement. For further information ahgs and the shares of common stock to be sdhidgroffering, you should refer to the
registration statement. Statements contained snpifaspectus relating to the contents of any contegreement, or other document are not
necessarily complete. Whenever this prospectussrédeany contract, agreement, or other documentspould refer to the exhibits that are a
part of the registration statement for a copy efc¢bntract, agreement, or document.

You may read and copy all or any portion of thastgtion statement or any other information we &t the SEC's public reference room at
450 Fifth Street, N.W., Washington, D.C. 20549. Yoain request copies of these documents, upon payharduplicating fee, by writing to
the SEC. Please call the SEC at 1-800-SEC-033fufttrer information about the operation of the pubéference rooms. Our SEC filings,
including the registration statement, are alsolalsbé to you on the SEC's Web site (http://www gee).

As a result of this offering, we will become suljexthe information and reporting requirementshef Exchange Act and, in accordance with
those requirements, will file periodic reports, Yyr@tatements, and other information with the SEC.
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Report of Independent Registered Public Accountindrirm

Morningstar, Inc.
Chicago, lllinois

We have audited the accompanying consolidated balsineets of Morningstar, Inc. and subsidiaries {@ompany") as of December 31,
2002 and 2003, and the related consolidated statsméoperations, shareholders' equity and congmsfie income (loss), and cash flows
for each of the three years in the period endeceBber 31, 2003. These financial statements areeiponsibility of the Company's
management. Our responsibility is to express aniopion these financial statements based on outsaud

We conducted our audits in accordance with thedstals of the Public Company Accounting OversighafBioUnited States). Those
standards require that we plan and perform thet émdbtain reasonable assurance about whethdinthecial statements are free of material
misstatement. An audit includes examining, on tldasis, evidence supporting the amounts and disads in the financial statements. An
audit also includes assessing the accounting ptegused and significant estimates made by marageas well as evaluating the overall
financial statement presentation. We believe thataodits provide a reasonable basis for our opinio

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, timaricial position of the Company as of
December 31, 2002 and 2003, and the results afdperations and their cash flows for each of ktined years in the period ended
December 31, 2003, in conformity with accountingpgiples generally accepted in the United State&roérica.

As discussed in Note 2, effective January 1, 2882 Company changed its method of accounting fodgdll and intangible assets to
conform to Statement of Financial Accounting StaddaNo. 142Goodwill and Other Intangible Assets

As discussed in Note 16, the accompanying 2002808 consolidated financial statements have bestatesl for a reclassification between
Investments in Unconsolidated Entities and Accutedl®ther Comprehensive Income (Loss).

DELOITTE & TOUCHE LLP

Chicago, lllinois

April 30, 2004

(January 25, 2005 as to the effetts o
the restatement discussed in Note 16)
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Morningstar, Inc. and Subsidiaries
Consolidated Balance Sheets

As of December 31

As of September 3(

200z 200¢ 200¢
(As restated (As restated
(in thousands except share amounts) see Note 1¢ see Note 1¢ (Unaudited)
Assets
Current asset
Cash and cash equivalel $ 44 33" 53,50¢ $ 52,49
Investments 20,45¢ 22,64¢ 30,24«
Accounts receivable, less allowance of $798, %65 $646, respectively 19,82: 22,17¢ 25,68¢
Other 8,79¢ 7,10¢ 7,48¢
Total current assets 93,41: 105,44( 115,91¢
Property, equipment, and capitalized software, net 15,29! 17,60( 18,18¢
Investments in unconsolidated entit 13,32t 13,91¢ 14,41¢
Goodwill 5,99¢ 14,07¢ 14,13¢
Intangible assets, net — 1,86( 1,64¢
Other assets 24,75¢ 27,37 25,59¢
Total asset $ 152,78: 180,26 $ 189,89¢
g
Liabilities and shareholders' equity
Current liabilities
Accounts payable and accrued liabilities $ 15,27: 19,36( $ 10,20¢
Accrued compensatic 11,237 14,01( 17,46¢
Income tax payable — — 1,67:
Deferred revenue 47,73 55,55¢ 56,39¢
Accrued stock-based compensation 5,68( 12,53( 13,86:
Long-term det—current portior 157 6,577 25
Other 3,32¢ 3,31¢ 3,30¢
Total current liabilities 83,40¢ 111,35( 102,94
Long-term dek—net of current portiol 6,567 12 —
Accrued stock-based compensation 8,841 19,39¢ 20,44«
Other long-term liabilities 5,82¢ 4.68¢ 3,28¢
Total liabilities 104,64¢ 135,44 126,67
Shareholders' equity
Common stock, no par value, 200,000,000 share®ané,
of which 38,366,415; 38,395,480; and 38,438,610eshevere outstanding at
December 31, 2002, December 31, 2003 and Septe3hb@004, respectively 4 4 4
Treasury stock at cost, 233,334 shares at Dece®ih&002, December 31, 2003
and September 30, 2004 (3,280 (3,280 (3,280
Additional paic-in capital 127,79 139,16: 145,45¢
Accumulated deficit (78,637 (90,539 (80,58¢)
Accumulated other comprehensive income (loss) 2,25k (530 1,63:
Total shareholders' equity 48,13: 44 82: 63,227
Total liabilities and shareholders' equ $ 152,78: $ 180,26¢ $ 189,89¢
| | .|

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

Year Ended December 31

Nine Months Ended

September 30
(Unaudited)

(in thousands except per share amounts) 2001 200z 200¢: 200¢

Revenue $ 91,23( $ 109,61¢ $ 139,49t $ 102,39: $

Operating expense (1):

Cost of goods sold 39,53¢ 39,03t 43,52: 32,22%
Developmen 7,68¢ 11,88! 14,66: 11,17¢
Sales and marketing 20,65! 24,99 30,79¢ 23,12¢
General and administrative 34,17¢ 36,50« 54,14 38,08
Depreciation and amortizatic 5,67: 5,547 7,12 4,911
Total operating expense 107,62 117,95¢ 150,25( 109,52¢
Operating income (loss) (16,397 (8,340 (10,759 (7,135
Non-operating income (expenst
Gain on sale of investment in unconsolidatedtgnti — 3,39¢ 51C —
Interest income, net 1,55¢ 1,04z 27¢ 23€
Other income (expense), net (883 23 321 68
Non-operating income, n¢ 67€ 4,46° 1,11C 304

Income (loss) before income taxes, equity in nedine of

unconsolidated entities, minority interest in reetd of consolidated

entities, and extraordinary ge (15,71%) (3,879) (9,649 (6,83))

Income tax expense (benefit) (5,27¢) (31)) 2,95( 3,73:

Equity in net income of unconsolidated entities 35¢ 75C 697 42C

Minority interest in net loss of consolidated e8! 78E 17¢ — —

Income (loss) before extraordinary gain (9,295 (2,639 (11,89 (10,147)

Extraordinary gain—acquisition — 3,08¢ — —

Net income (loss $ (9,295 $ 44€ $ (11,89) $ (10,149 $

3 3 "

Basic income (loss) per sha

Income (loss) before extraordinary gain $ 0.29 $ 0.0 $ 0.31) $ 0.2¢) $
Extraordinary gain—acquisition — 0.0¢ — —
Basic income (loss) per share $ 0.29 $ 0.01 $ 0.3) $ 0.2¢) $
3 3 ;[
Diluted income (loss) per shai
Income (loss) before extraordinary gain $ 0.32) $ 0.17) $ 0.31) $ (0.2¢) $
Extraordinary gain—acquisition — 0.0¢ — —
Diluted income (loss) per share $ 032 $ (0.09 $ 0.31) $ (0.2¢) $
3 3 "
Weighted average common shares outstan
Basic 38,29¢ 38,34¢ 38,38: 38,371
Diluted 41,364 40,36! 38,38: 38,371
Year Ended December 31 Nine Months Ended
September 30
(Unaudited)

(1) Includes stock-based compensation expensec@me) of: 2001 200z 200: 200z 2004
Cost of goods sold $ 379 $ (89) 3,001 $ 2,26¢ & 1,1
Development (31) (59) 2,09( 1,707 571
Sales and marketir (11 (64) 2,107 1,69¢ 642
General and administrative 6,192 7,50¢ 21,741 15,92: 6,43¢

Total stock-based compensation expense $ 5661 $ 7,292 29,02¢ $ 2159¢ $  8,76¢



See notes to consolidated financial statements.




Morningstar, Inc. and Subsidiaries

Consolidated Statements of Shareholders' Equity an@omprehensive Income (Loss)

for the Years Ended December 31, 2001, 2002 (asteded, see Note 16),

and 2003 (as restated, see Note 16) and the Nineritts Ended September 30, 2004 (Unaudited)

Common Stock Accumt

Additional [

Shares Par Treasury Paid-in Accumulated Comprehi

(in thousands except share amounts) Outstanding Value Stock Capital Deficit Income
Balance, January 1, 2001 38,424,43 $ 4 % (221) $ 107,87¢ $ (69,789 $

Comprehensive los
Net loss — — — 9,295
Reclassification adjustment for
realized losses included in net Ic — — — —
Unrealized gain on investments, ne
tax of $50 — — — —
Foreign currency translation
adjustment — — — —

Total comprehensive loss — — — 9,295

Issuance of common sto 72,23¢ — —
Repurchase of common stock (212,14 — @2,99¢) —
Stock-based compensation — —

Balance, December 31, 2001 38,284,52 $ 43 (3,219 $ 117,06¢ $ (79,089 $

Comprehensive income:
Net income — — — 44€
Reclassification adjustment for
realized losses included in net income — — — —
Unrealized loss on investments, net of
tax of $135 — — — —
Foreign currency translation
adjustment — — — —

Total comprehensive incon — — — 44€

Issuance of common stock 87,39¢ — — 214 —
Repurchase of common stock (5,502 — 61) —
Stoclk-based compensatic — — 10,507 —

Balance, December 31, 2002 38,366,41 $ 43 (3,28() $ 127,79C $ (78,63) $

Comprehensive loss:
Net loss — — 11,899
Reclassification adjustment for
realized gains included in net Ic — — — —
Unrealized gain on investments, ne
tax of $16 — — — —
Foreign currency translation
adjustment — — — — (

Total comprehensive loss — — — 11,89) (

Issuance of common sto 29,06 — — 127 —
Stock-based compensation — — 11,24« —

Balance, December 31, 2003 38,395,48 $ 4 $ (3,280 $ 139,16: $ (90,539 $
Comprehensive incom:
Net income — — — 9,94¢
Reclassification adjustment for
realized gains included in net income — — — —
Unrealized loss on investments, net of
tax of $51 — — — —
Foreign currency translation
adjustmen — — — —

Total comprehensive income — — — 9,94¢

Issuance of common stock 43,13( — — 625 —
Stock-based compensatic — — 5,67( —




Balance, September 30, 2004 38,438,61 $ 4 $ (3,280 $ 145,45¢ $ (80,58¢ $
5 5 5y Ny |

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

Year Ended December 31

Nine Months Ended
September 30 (Unaudited)

($000) 2001 200z 200z 200z 200¢
Operating activities
Net income (loss $ (9,295 $ 44€  $ (11,89) $ (10,14) $ 9,94¢
Adjustments to reconcile net income (loss) to rsthcflows
from operating activities:
Depreciation and amortizatic 5,57¢ 5,547 7,12 4,911 5,35¢
Deferred income taxes (5,279 (455) 2,457 3,26¢ 3,04¢
Stock-based compensation 5,667 7,292 29,02¢ 21,59¢ 8,76¢
Provision for bad debt 554 1,73¢ 85¢& 35E 563
Gain on sale of investment in unconsolidated el — (3,399 (510) — —
Extraordinary gain on acquisition — 3,089 — — —
Equity in net income of unconsolidated easti (359 (750) (697) (420) (591)
Minority interest in net loss of consolidated eet (785) a7¢) —
Other, net 652 (199 (325) (12) (20€)
Changes in operating assets and liabilities,
net of effects of acquisition
Accounts receivable (2,159 (5,160 (2,219) (41) (3,887
Other assets (154) (2,000 36 (20€) (1,652
Accounts payable, accrued liabilities, and accrued
compensation 1,96¢€ 4,89¢ 3,69¢ (2,230 (3,150
Deferred revenue 3,20¢ 14,59: 4,43¢ 1,297 70C
Accrued stoc-based compensatic (3,359 (1,53€6) (320) (302) (202)
Other liabilities (1,415) (1,212 (1,959 (595) 392
Cash provided by (used for) operatingvétigs (5,187 16,54: 29,70t 17,47 19,08t
Investing activities
Purchases of investmer (17,527 (15,82¢) (22,347 (21,729 (22,77)
Proceeds from sale of investments 26,67t 14,87: 20,72% 14,45¢ 15,19
Proceeds from the sale of investments in
unconsolidated entit — 4,83¢ 51C — —
Capital expenditures (5,939 (5,989 (8,607) (6,36)) (5,75¢)
Acquisitions, net of cash acquired — 3,51¢ (10,807) (10,419 (210)
Other, ne’ (93) 24 37 81 53
Cash provided by (used for) investing\eti¢s 3,12¢ 1,43t (20,487) (23,969 (13,495
Financing activities
Proceeds from issuance of notes pay: 635 — — — —
Payments of long-term debt and capital leasegatitins (470) (2,129 (153) (129 (6,559
Payments for purchases of treasury stock (1,45¢) (44) — — —
Proceeds from sale of common stock 242 214 127 122 158
Cash used for financing activiti (1,049 (1,959) (26) @) (6,407)
Effect of exchange rate changes on cash and casvadents 704 34t (26) 11) (201)
Net increase (decrease) in cash and cash equis. (2,400 16,37( 9,172 (6,510 (1,019
Cash and cash equivale—Beginning of perioc 30,367 27,967 44,337 44,337 53,50¢
Cash and cash equivalents—End of period $ 27,967 $ 44337 % 53,50¢ $ 37827 % 52,497
N
Supplemental disclosures of cash flow information
Cash paid for interest $ 477 $ 384 % 29 % 138 $ 67
Cash paid for taxe $ — % 8 % 80z $ 466 $ 3,20¢
Supplemental information of non-cash investing andinancing
activities
Payable for purchases of treasury stock $ 154z % 17 3 — — —
Unrealized gain (loss) on available for sale inwestts $ 254  $ (336 $ 11z $ (75 $ (209

See notes to consolidated financial statements.




Morningstar, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

(Information as of September 30, 2004 and for theine months ended September 30, 2003 and 2004 is udied)

1. Organization

Our company, Morningstar, Inc. arsdsiibsidiaries ("Morningstar," "we," "our") collsgctanalyzes and sells financial information
regarding mutual funds, variable annuities, andtgeecurities to the investing public, includingstitutional and individual investors and
investment intermediaries. Delivery media for piirad products, most of which are subscription-bassdude printed materials, CD-ROM
software and the Internet. In addition, revenuass derived from licensing arrangements, Inteadkertising and customized data research.

2. Summary of Significant Accounting Paties

Interim Financial Information.The unaudited consolidated financial informationthe nine months ended September 30, 2003 anc
2004 and as of September 30, 2004 included heesia heen prepared in accordance with accountimgiptes generally accepted in the
United States for interim financial information. tlmee opinion of management, all adjustments, irialgichormal recurring accruals, considered
necessary for a fair presentation have been indlu@perating results for the nine month period eérfieptember 30, 2004 are not necessarily
indicative of the results that may be expectedteryear ending December 31, 2004.

Principles of ConsolidationThe accompanying consolidated financial statemgriude the accounts of Morningstar, Inc. and our
wholly and majority-owned subsidiaries. The asd&tbijlities, and results of operations of subsiigis in which we have a controlling interest
have been consolidated. Investments in entitieghich we exercise significant influence, but do comtrol, are accounted for using the
equity method. All significant intercompany accaiahd transactions have been eliminated.

Use of EstimatesThe preparation of financial statements in camity with accounting principles generally accepiethe United
States of America requires us to make estimatesssuimptions that affect the reported amountss#tasliabilities, revenues, and expenses
during the reporting period. Actual results mayatifrom these estimates.

ReclassificationsCertain 2001 and 2002 amounts have been redétabssif conform to the presentation used in 2003.

Cash and Cash Equivalent€ash and cash equivalents consist of cash andymoarket funds with original maturities of three
months or less. They are stated at cost, whichoappates fair market value.

Fair Value of Financial InstrumentsLhe carrying values for accounts receivable, astopayable, and accrued liabilities
reasonably approximate fair market value due tatitare of the financial instrument and the shemntat maturity of these items. The carrying
value of long-term debt approximates fair valué &sborrowed at prevailing interest rates.
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InvestmentsCertain investments, consisting primarily of fikacome and debt securities, are classified aadle-for-sale
securities. Unrealized gains and losses are rapag@ther comprehensive income (loss), net ofaglamcome taxes. Certain other
investments are classified as trading securitieseblized gains and losses associated with sugsiments are included in "Other income
(expense), net" in the Consolidated Statementspef&lions. Realized gains and losses are includddterest income, net," in the
Consolidated Statements of Operations.

Concentration of Credit Risklo the extent receivables from our customers inecdelinquent, collection activities commence. No
single customer is large enough to pose a significeedit risk to our operations and financial ctind. For the years ended December 31,
2001, 2002 and 2003 and for the nine months endpte&ber 30, 2003 and 2004, no single customeesepted 10% or more of our
consolidated revenue. Likewise, no single custameresented 10% or more of our accounts receialibleEcember 31, 2002 or 2003 or at
September 30, 2004. We maintain an allowance &sds based on the probable losses in accountsableei

Property, Equipment, Capitalized ®afte, and Depreciation.Property, equipment, and capitalized softwarestated at historical
cost and are depreciated using the strdigktmethod based upon the useful life of the asbéth, excluding leasehold improvements, rar
from three to seven years. We record a full mofitthepreciation expense in the month of acquisitisrasehold improvements are amortized
over the remaining lease term or their useful liwasichever is shorter.

Goodwill. We adopted Statement of Financial Accounting &daas ("SFAS") No. 14Z500dwill and Other Intangible Asseis
January 1, 2002. Under the provisions of this stashdyoodwill is no longer amortized. Intangiblsets with indefinite lives are not
amortized. Those with finite lives are amortize@othe expected period of benefit. Goodwill, ashaslintangible assets with indefinite liv
are now subject to an annual test for impairmepbradoption, the required initial benchmark eviidurawas performed, and the annual
review was performed as of December 31, 2002 af8,2@sulting in no impairment of our recorded geitid During the years ended
December 31, 2001, 2002 and 2003, all significhanhges in the carrying amount of our recorded gdbdere the result of business
acquisitions. No impairment losses were recorde2Dbil, 2002 or 2003 or in the nine months endede®sger 30, 2004.
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Comparative information as if goodwill had not beenortized in 2001, is as follows:

Year Ended December 31

(in thousands except per share amounts) 2001 2002 200z
Reported loss before extraordinary g $ (9,295 $ (2,639 $ (11,89
Add back: goodwill amortization, net of ti 37t — —
Adjusted loss before extraordinary g (8,920 (2,63 (11,899
Extraordinary gai—acquisition — 3,08¢ —
Adjusted net income (los $ (8,920 $ 44€ % (11,895

Basic income (loss) per sha

Reported loss before extraordinary g $ (0.29) % (0.07) $ (0.3))
Add back: goodwill amortization, net of ti 0.01 — —
Adjusted loss before extraordinary g. (0.23) (0.07) (0.37)
Extraordinary gai—acquisition — 0.0¢ —

Adjusted net income (loss) per sh $ 0.2%) $ 0.01 $ (0.3))

Diluted loss per shart

Reported loss before extraordinary g $ (0.32) % (0.17) $ (0.3))

Add back: goodwill amortization, net of ti 0.01 — —

Adjusted loss before extraordinary g. (0.3)) (0.17) (0.37)

Extraordinary gai—acquisition — 0.0¢ —

Adjusted net loss per she $ 031 $ 0.09 $ (0.31)
I

Intangible Assetsintangible assets consist of intellectual proparid a customer list and are amortized usingttiagst-line
method over their economic useful lives, which hagen estimated to be seven years. The grossmmgwglue and accumulated amortization
of intangible assets was $2,003,000 and $143,@8pectively at December 31, 2003 and $2,003,006358,000 respectively at September
30, 2004. No intangible assets were recorded a¢mber 31, 2002. Total amortization expense foyter ended December 31, 2003 was
$143,000. For the nine months ended September083, &1d 2004 total amortization expense was $7238005215,000, respectively.

Estimated aggregate amortization expense for iitténgssets is $286,000 for each of the years eDéedmber 31, 2004, 2005, 2006, 2007,
and 2008.

Revenue RecognitioiRevenue from subscription sales, including gpinblications, CDROM software, and other subscription st
are recognized in equal installments over the tfrithe subscription, generally one year. Defermdnue represents the unamortized portion
of subscriptions collected in advance. Revenue from
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products and services that provide data and asalysd from consulting and retirement advice sesvis recognized when the product or
service is delivered or, when applicable, overserice obligation period defined by the termshaf tontract.

Advertising CostsAdvertising costs are expensed as incurred. Ahiteg expense for the years ended December 31, 20M2 an
2003 totaled $2,482,000, $1,602,000, and $2,051/@8pectively. Advertising expense for the ninenthe ended September 30, 2003 and
2004 totaled $1,701,000 and $2,273,000, respegtivel

Computer Software and Product Develept Costs. We capitalize certain costs in accordance withefioan Institute of Certified
Public Accountants Statement of Position No. 98dgounting for the Costs of Computer Software Dmpesd or Obtained for Internal Use
and SFAS No. 86Accounting for the Costs of Computer Software t&ble, Leased, or Otherwise Marketeghd amortize these costs on a
straight-line basis over the estimated economicdifthe software, generally three years. Prodecekbpment costs primarily consist of costs
attributable to the development of new Web-baseduyrts and certain major enhancements of existiodyets. Product development costs
include primarily personnel costs.

Stock-Based CompensatiolVe measure compensation expense related to gpticin grants in accordance with the provisions of
SFAS No. 123Accounting for Stock-Based Compensation

Earnings per ShareWe compute and present earnings per share indauee with SFAS No. 12&arnings per ShareThe
difference between weighted average shares outstaadd diluted shares outstanding is due to theivk effect of stock options for all
periods presented.

Income TaxesWe record deferred income taxes for the tempaddfgrences between the carrying amount of asseddiabilities
for financial statement purposes and the amourgs s income tax purposes in accordance with SNAS109,Accounting for Income
Taxes.

Foreign Currency.The financial statements of foreign subsidiaaestranslated to U.S. dollars using the periodehange rate
for assets and liabilities and an average excheatgeor each period for revenues and expenseslothecurrency is the functional currency
for all of our foreign subsidiaries. Translatiorjudments for foreign subsidiaries are recorded esmponent of "Accumulated other
comprehensive income (loss)" in the ConsolidatedeBtents of Shareholders' Equity and Comprehemsteeme (Loss). Exchange gains and
losses arising from transactions which are denotaéhizn currencies other than the functional curyeace included in "Other income
(expense), net" in the Consolidated Statementspef&lions.

3. Earnings Per Share

Basic income (loss) per share waspeged by dividing net income (loss) by the applleatumber of weighted average common
shares outstanding during each year. For purpdsistermining the diluted income
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(loss) per share, the recorded net income (loss]jjissted for the stockased compensation expense (income) related th gptions recorde
under the liability method to reflect the effecsbd on assumed share settlement, if the impabiw€alculation is more dilutive. Diluted
income (loss) per share also includes the assumgalcit, using the treasury stock method, of convgidtock options with a exercise price
below the average fair value of our stock.

The computation of weighted average common sharesamding for the year ended December 31, 200Bided incremental shares of
5,163,000 related to employee stock options. Tehaees were not included in the computation ofdbks per share due to their anti-dilutive
effect. The computation of weighted average comsimres outstanding in the nine months ended Septe3b 2003 excluded 2,264,000
incremental shares due to their anti-dilutive ffec
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A reconciliation of the net income (loss) and thenber of shares used in computing basic and dilutsaine (loss) per share is as follows:

Year Ended December 31

Nine Months Ended
September 30 (Unaudited)

(in thousands except per share amounts) 2001 200z 200¢ 200¢ 200¢
Calculation of basic income (loss) per share
Income (loss) before extraordinary gain $ (9,295 $ (2,63¢ $ (11,89) $ (10,14) $ 9,94¢
Extraordinary gain—acquisition — 3,08¢ — — —
Net income (loss $ (9,295 $ 44€ $ (11,89) $ (10,149) $ 9,94¢
- §; _______§ _______§ |
Weighted average common shares outstan 38,29¢ 38,34¢ 38,38: 38,371 38,41(
Basic income (loss) per share:
Income (loss) before extraordinary g. $ 0.249 $ 0.07) $ 0.3) $ 0.2¢) $ 0.2€
Extraordinary gain—acquisition — 0.0¢ — — —
Net income (loss $ 0.249 $ 0.01 $ 0.3) $ 0.2¢) $ 0.2€
I I I I
Calculation of diluted income (loss) per share
Income (loss) before extraordinary gain $ (9,299 $ (2,63¢ $ (11,89) $ (10,14) $ 9,94¢
Deduct stock-based compensation income underabity
method, net of tax (2,48 (2,619 — — —
Deduct stock-based compensation expense undeqtiity e
method, net of ta (1,56%) (1,41) — — —
Income (loss) before extraordinary gain, as adgufte
computing diluted loss per share (13,349 (6,662) (11,89) $ (10,149 $ 9,94¢
Extraordinary gai—acquisition — 3,08¢ — — —
Net income (loss), as adjusted for computing ddt
income (loss) per share $ (13,349 $ (3,579 $ (11,89) $ (10,14) $ 9,94¢
I I I I
Weighted average common shares outstanding 38,29¢ 38,34¢ 38,38: 38,371 38,41(
Net effect of dilutive stock options based on tteasury stocl
method 3,06€ 2,01¢€ — — 3,24¢
Weighted average common shares outstanding, astedjtor
computing diluted income (loss) per share 41,36¢ 40,36! 38,38: 38,37 41,65«
- §; _______§ _______§ |
Diluted income (loss) per share:
Income (loss) before extraordinary g. $ 032 $ 0.179) $ 0.3) % 0.2¢) $ 0.24
Extraordinary gain—acquisition — 0.0¢ — — —
Net income (loss $ 032 $ 0.09) $ 0.31) $ 0.2¢) $ 0.24

4. Segment and Geographical Area Informain

We organize our operations basedrodyzts sold in three segments: Individual, Advisord Institutional.

. The Individual business segment focuses on prodactie individual investor including our U.S-bds&/eb siteMorningstar.com

and a variety of print and Web-based publications.
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. The Advisor segment focuses on products for firdredlvisors. Our largest products in this segmexMorningstar Advisol
Workstation, a comprehensive, Web-based investment plannistgrsyandPrincipia, a CD-ROM-based investment research product.
We also offer an asset management service, whalides portfolios of mutual funds in which advisoe invest their clients' assets.
We sell our advisor-related products both direttilijndependent financial advisors and through @nise licenses, which allow
financial advisors associated with the licensingegrise to use our products.

. The Institutional segment focuses on integratedcadsnd data solution packages for institutionigints, including banks, brokerage
firms, insurance companies, mutual funds, andamtimt plan sponsors. Our key products and seriidbgs segment are Licensed
Data, available as an electronic data feed; Investr@onsulting, which helps clients create and taairinvestment products;
Morningstar Direct, a set of Web-based researcls that combines advanced performance and holdiaged analysis with access to
our proprietary statistics; and Morningstar RetiemtnManager, a broad-based set of tools for reérgmlanning.

The segments' operating results are measured basgaerating income (loss), including an allocatibicorporate costs, depreciation
expense, and amortization of purchased capitainfitvare. Intersegment revenue and expenses duel@tcin segment information. Servi
and products are sold between segments at predeéermates primarily based on cost. The recovelptefsegment cost is shown as
"Intersegment revenue." By not allocating stockdobsompensation expense (income) or the capit@izand amortization of product
development expenses to our operating segmentsetimeent operating income (loss) provides the dpefating decision maker with an
indication of the operating segment's cash gemeyaibility or requirements. The operating segmexatsh generating ability and requirements
is one of the criteria used by the chief operatiagision maker in determining how resources apeated to segments. Segment disclosures
are limited to the business segment informatiowvigied to the chief operating decision maker oncaméng basis, and, therefore, we do not
present information concerning assets by segment.

Segment accounting policies are the same as thesseilded in Note 2, except for stock-based compimmsaxpense and capitalized internal
product development costs. Stock-based compensatimense or income is not allocated to businesaesety and is a reconciling item to
arrive at the consolidated financial informatiomn@pensation expense related to ongoing producta@wvent is recorded as an expense in
the determination of business segment operatindtseI he capitalization and amortization of thpseduct development expenses are shown
as a reconciling item to arrive at the consoliddieancial information.
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Segment information is as follows:

Nine Months Ended September 30, 2003 (Unaudite!

Eliminations
and Corporate
($000) Individual Advisor Institutional ltems Total
Revenue
External customer $ 2442 $ 35,46: $ 4251( $ — $ 102,39
Intersegmen 1,60¢ 747 1,35( (3,706 —
Total revenue 26,03( 36,20¢ 43,86( (3,706 $ 102,39:
Operating expense, excluding
depreciation and amortizatic 20,87: 28,23 38,06¢ 17,44t 104,61
Depreciation and amortizatic 653 1,24¢ 1,744 1,26t 4,911
Operating income (los: $ 450t $ 6,72¢ $ 4,047 $ (22,416 $ (7,135
I T . . ——
Capital expenditure $ 93 % 64t $ 2,647 $ 2,97¢ $ 6,361
U.S. revenut $ 87,48¢
Non-U.S. revenut $ 14,90°
U.S. lon¢-lived asset: $ 15,66
Non-U.S. lon¢-lived asset: $ 1,72¢
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Nine Months Ended September 30, 2004 (Unaudite:

Eliminations
and Corporate
($000) Individual Advisor Institutional Items Total
Revenue
External customer $ 31,167 $ 44,12¢ $ 55,64¢ $ — % 130,94«
Intersegmen 1,92¢ 1,15¢ 1,88t (4,979 —
Total revenue 33,09¢ 45,287 57,53¢ (4,979 130,94
Operating expense, excluding
depreciation and amortizati 28,91, 33,25! 45,15¢ 1,60(C 108,92-
Depreciation and amortizatic 76E 1,22 1,68 1,68( 5,35¢
Operating income (los: $ 3414 $ 10,81 $ 10,69¢ $ (8,259 $ 16,66¢

Capital expenditure $ 12 $ 1,16 $ 2271 $ 2,30¢€ $ 5,75¢
U.S. revenut $ 112,54
Non-U.S. revenut $ 18,39¢
U.S. lon¢-lived asset: $ 16,73
Non-U.S. lon¢-lived asset: $ 1,45¢
Year Ended December 31, 200
Eliminations
and Corporate
($000) Individual Advisor Institutional Items Total
Revenue
External customer $ 2572¢ $ 34,047 $ 31,45 $ — $ 91,23(
Intersegmen 1,91¢ 77€ 1,08¢ (3,777 —
Total revenue 27,64: 34,82! 32,54: (3,777) 91,23(
Operating expense, excluding
depreciation and amortizatic 28,23¢ 35,06: 38,627 124 102,04¢
Depreciation and amortizatic 91¢€ 1,571 1,69t 1,391 5,57:
Operating los: $ (1,50¢) $ 1,810 % (7,780 $ (5,299 $ (16,39))

Capital expenditure

U.S. revenut
Non-U.S. revenut

U.S. lon¢-lived asset:
Non-U.S. lon¢-lived asset:

$ 10C $ 527 $ 957 $
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Year Ended December 31, 200

Eliminations
and Corporate
($000) Individual Advisor Institutional Items Total
Revenue
External customer $ 29,98( $ 40,14: $ 39,497 $ — $ 109,61
Intersegmen 2,01¢ 83C 1,32¢ (4,17¢ —
Total revenue 31,99¢ 40,97: 40,82t (4,17¢ 109,61
Operating expense, excluding
depreciation and amortizatic 26,974 39,95 45,34% 13¢€ 112,41.
Depreciation and amortizatic 682 1,59¢ 1,87¢ 1,39¢ 5,541
Operating income (los: $ 4,34z $ (575 $ (6,39¢) $ (5,709 $ (8,340
I T . . ——
Capital expenditure $ 10z $ 41C $ 65€ $ 4821 $ 5,98¢
U.S. revenu $ 95,76¢
Nor-U.S. revenut $ 13,85(
U.S. lon¢-lived asset: $ 13,51:
Nor-U.S. lon¢-lived asset: $ 1,78(
Year Ended December 31, 200
Eliminations
and Corporate
($000) Individual Advisor Institutional ltems Total
Revenue
External customet $ 33,25¢ $ 48,28. $ 57,95¢ $ — % 139,49t
Intersegmen 2,141 88C 1,78¢ (4,816 —
Total revenue 35,40¢ 49,16 59,74¢ (4,816 139,49¢
Operating expense, excluding
depreciation and amortizatic 27,127 37,96« 53,27¢ 24,76( 143,12
Depreciation and amortizatic 88¢ 1,67¢ 2,30¢ 2,25( 7,12z
Operating income (los: $ 7,391 $ 9,521 $ 4,16C $ (31,826 $ (20,759

Capital expenditure

U.S. revenut
Nonr-U.S. revenut

U.S. lon¢-lived asset:
Non-U.S. lon¢-lived asset:

$ 21€ $ 274 $ 63¢ $ 747¢ $ 8,601
$ 119,37t
$ 20,11¢
$ 15,85¢
$ 1,744
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5. Investments

We monitor the concentration/divacsifion, maturity, and liquidity of our investmemtrtfolio. As of December 31, 2002 and 2003
and September 30, 2004, our portfolio of cash, eaglivalents, and investments has an average veéeighaturity of six months, and no
single security has a maturity greater than 24 tmnt

The cost, unrealized gains (losses), and fair viadleged to investments are as follows:

As of December 31 As of September 30
2002 2003 2004 (Unaudited)
Unrealized Unrealized Fair Unrealized Unrealized Fair Unrealized Unrealized Fair

($000) Cost Gain Loss Value Cost Gain Loss Value Cost Gain Loss Value
Corporate bonds $ 9,46 43 84 $ 9,421 $ 5,49¢ 8 14 $ 549: $ 13,73! $ — $ 69)$13,67¢
Senior notes 3,482 — ©698) 3,41¢ 5,00( 3 (5) 4,99¢ 2,85¢ 1 (6) 2,85(C
Government
obligations 4,06( 9 ) 4,06z 10,262 15 ) 10,27t 10,14« 1 (41) 10,10
Certificate of deposit 2,99¢ — — 2,99t 1,01¢ — — 1,01¢ 2,61¢ — — 2,61t
Other 65¢ — (92) 567 73C 13¢ 4 864 1,001 — — 1,001
Total investments $ 20,65¢ 52 (25)$ 20,45¢ $ 22,51( 164 25 % 22,64¢$ 30,34¢ 2 (10€)$30,24¢

We sold investments resulting in realized gainslasges as follows:

Year Ended December 31 Nine Months Ended
September 30 (Unaudited)

($000) 2001 200z 200¢ 200¢ 200¢
Realized gain $ 66 $ 46 $ 95 $ 17 $ 10
Realized losse (12¢) (79 () @) (1)
Realized gain (loss), n $ 62 $ (33 $ 88 $ 10 $ 9

The net carrying value and estimated fair valudedft and marketable equity securities at Decembe?@3 and September 30, 2004, by
contractual maturity, are shown below. Expectedunitéés may differ from contractual
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maturities because the issuers of the securitigshaae the right to prepay obligations without @gment penalties.

As of December 31, 2003

As of September 30, 2004

(Unaudited)
($000) Cosl Fair Value Cosl Fair Value
Available for sale
Due in one year or le: $ 7,966 $ 796/ $ 154t % 1,54:
Due after one year through three ye 12,79¢ 12,80: 25,187 25,08t
Due after three yea — —
Total 20,76: 20,76¢ 26,73: 26,62¢
Held to maturity:
Due in one year or le: 45€ 45€ 2,61¢ 2,61¢
Due after one year through three ye 563 563 — —
Total 1,01¢ 1,01¢ 2,61¢ 2,61¢
Trading securitie: 73C 864 1,001 1,001
Total investment $ 2251 $ 22,64¢ $ 30,34¢  $ 30,24+
I I I I

6. Acquisitions

Morningstar Norway

In February 2004, we purchased theareing 51% of Morningstar Norge AS ("Morningstaniay") that we did not previously
own. The purchase price consisted of $210,000 aadl$69,000 of other consideration. Prior to ttasgaction, our investment in
Morningstar Norway was accounted for by the eqoigthod.

mPower.com, Inc.

On July 1, 2003, we acquired 100% enship of mPower.com, Inc. ("mPower"), an investtragvisory firm that specializes in

serving the large plan sponsor retirement market. dggregate purchase price was $4,864,000. Thksre$ mPower's operations have been
included in the Consolidated Financial Statemeinisesthat date. The acquisition was strategic imngaand gave us immediate entry into the
large plan sponsor market. The purchase price @gssthan the total fair value of the assets acagjuirieerefore certain long-term assets were
allocated values which were lower than their failues at the date of acquisition. The aggregatehaise price has been allocated to the
acquired assets and liabilities based on estinfatecharket values as of the date of acquisition.
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The purchase price was allocated to the net aasgtsred as follows:

($000
Cash $ 397
Other current asse 451
Property, equipment, and capitalized softw 161
Deferred tax asse 4,66:
Intangible asset 2,00¢
Liabilities (2,81)
Purchase pric $ 4,864

Of the $2,003,000 of acquired intangible assetg1F®0 was assigned to a customer list and $1,082v@s assigned to intellectual property.
These intangible assets are amortized over theitauic useful lives of seven years.

As of December 31, 2003, there were no significmmimitments or contingencies associated with thewsP acquisition.

Pro forma consolidated financial information, conibg our 2002 and 2003 financial results with mPdsvénancial results for the years
ended December 31, 2002 and 2003, would have eftiavs:

Year Ended December 31

(in thousands except per share amounts) 2002 (Unaudited Pro forma 2003 (Unaudited Pro forma
Revenue $ 115,82 $ 142,22
Operating los: $ (30,316 $ (13,28()
Loss before extraordinary gain and cumulative ¢fédéchange

in accounting principls $ (24,39) $ (14,484
Extraordinary gait 3,08¢ —
Cumulative effect of change in accounting princi (417) —
Net loss $ (21,729 $ (14,489

Basic loss per sha $ 057 $ (0.3¢)
Diluted loss per shai $ (0649 $ (0.3¢)
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Morningstar Canada

On January 14, 2003, we purchaseddimaining 50% of Morningstar Research Inc. ("Mogstar Canada™) for $6,334,000 in cash.
Accordingly, the purchase price has been allocttéke acquired assets and liabilities based an ¢sémated fair values as of the date of
acquisition, with the remainder allocated to godtwi

The purchase price was allocated as follows:

(%000
Current assel $ 674
Property, equipment, and capitalized softw 228
Other asset 37€
Goodwill 8,48¢
Liabilities (3,429
Total purchase pric $ 6,33¢

Prior to January 14, 2003, we controlled the dagap operations of Morningstar Canada. As a rethdtfinancial results for Morningstar
Canada, adjusted for the minority interest, aréuted in the Consolidated Financial Statementstferyears ended December 31, 2001 and
2002.

Morningstar Asia

In April 2000, we formed a joint ven¢, Morningstar Asia Limited ("Morningstar Asiatd, provide financial information and
services in Asia, except Japan and South Koreaadkeed to contribute technology and services wprtmximum value of $6,600,000 to the
operations of Morningstar Asia during the threerysstiod following the date of formation of therjbiventure. Our ownership interest and
profit and loss sharing interest in Morningstaradsias 39.9% as of December 31, 2001. On Octol#902, we purchased the remaining
60.1% of Morningstar Asia for $5,776,000 in cashdér the provisions of SFAS No. 142, if the failueaof net assets acquired exceeds the
purchase price, the transaction qualifies as adiaqmurchase. The purchase price is allocatedtfirstirrent assets and liabilities and any
excess of net asset value over the purchase prieedgnized immediately as an extraordinary gagordingly, as our acquired interest in
the fair value of Morningstar Asia exceeded thechase price, an extraordinary gain of $3,084,0@%; recognized as a result of the
transaction.
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The purchase price was allocated as follows:

($000
Other current asse $ 8,90¢
Extraordinary gait (3,089
Liabilities (48)
Total purchase pric $ 5,77¢

Prior to this transaction, the investment was aotsifor by the equity method. As of October 1,200e began including the financial
results of Morningstar Asia in our Consolidateddfinial Statements.

Morningstar Australia/New Zealand

In April 1999, we entered into agrests to purchase a minority ownership interest orvhgstar Research Pty Limited
("Morningstar Australia/New Zealand"), a compangtthrovides financial information products and gy in Australia and New Zealand.
Throughout 2000 and 2001, we increased our owrepsdricentage in Morningstar Australia/New Zealan@3.86% through additional share
acquisitions. Beginning in January 2001, we inctuthe financial results of Morningstar AustraliaiiNgealand, adjusted for the minority
interest, in our Consolidated Financial Statemdntdlarch 2002, pursuant to the terms of a shadshelagreement, we exercised our option
to purchase all of the remaining shares of MorrisgAustralia/New Zealand, thereby increasing aunership percentage to 100%. See
Note 15 to our Notes to Consolidated Financialeédtants for information on a legal proceeding thatpng other things, seeks an order
certain of the transactions by which we acquire@t@®wnership of Morningstar Australia/New Zealarmdset aside.

In accordance with the terms of the shareholdemsemgent, the purchase price of the remaining sheasszero and the fair value of the net
assets acquired was as follows:

($000
Current assel $ 57¢€
Goodwill 41¢
Current liabilities (992)
Purchase pric $ —
7. Investments in Unconsolidated Entities

Investment in Japarin April 1998, we entered into an agreement W@ititbank to form a joint venture, Morningstar Jajgak.
("MJKK"), which develops and markets Japanese laggwersions of our products and
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services. In June 2000, MJKK became a publiclygdacbmpany on the Osaka Stock Exchange, "Hercuseke¥]" using the ticker

number 4765. Our investment in MJKK is accountadufsing the equity method. Our investment in MJkkated $12,929,000 and
$13,400,000 at December 31, 2002 and 2003, and 9,800 at September 30, 2004, respectively. MIKtéeket value as of December 31,
2003 was approximately Japanese Yen 9.6 billiopr@pmately U.S. $89,700,000). MJKK's market vahiseof September 30, 2004 was
approximately Japanese Yen 14.0 billion (approxatyat.S. $124,000,000). At December 31, 2003 amitedeber 30, 2004, we owned
approximately 35% of MJKK.

Investment in Techfi Corporation March 2000, we entered into a stock purchgseeanent with Techfi Corporation ("Techfi"), a
provider of portfolio management and accountingveaife, training and support to investment advisord financial planners. On June 7,
2002, Techfi Corporation and Advent Software, kntered into an Agreement and Plan of Merger, wiheadl of the issued and outstanding
shares of Techfi common stock and vested optiome s@nverted into the right to receive cash. Oarelof the total proceeds was
$4,838,000, resulting in a gain of $3,398,000 iA20n 2003, $510,000 was released from escroweemtded as a gain. The gains recorded
in 2002 and 2003 are included as "Gain on salaw#stment in unconsolidated entity," in the Cordadled Statements of Operations.

Joint Venture in Korealn June 2000, we entered into a joint ventur@agient with Shinheung Securities Co., Ltd. andiBoft
Finance Corporation, and established a Koreandaiigbility company named Morningstar Korea Lt @rningstar Korea"). Morningstar
Korea develops, markets and sells analytical prisdaied services to assist in the analysis of fiigportfolios and provides financial
information and services for financial productsSiouth Korea. Our ownership interest and profit lsd sharing interest in Morningstar
Korea was 40% as of December 31, 2002 and 2008.ifive@stment totaled $367,000 and $518,000 at DeeeB1, 2002 and 2003,
respectively, and $700,000 at September 30, 2004.ifivestment is accounted for using the equitihae
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Condensed combined financial information, a portbwhich is unaudited, for all of our investmemsntities accounted for under the eq
method as discussed above is as follows:

Nine Months Ended
September 30 (Unaudited)

Year Ended December 31

($000) 2001 200z 200z 200z: 200¢
Revenue $ 8,13t $ 5701 $ 4,73¢  $ 2,98¢ % 3,30z
Operating income (los: $ (10,867 $ 1,24C $ 197 $ 67t $ 71¢
Net income (loss $ (11,62) $ 66z $ (282) $ (36¢) $ (34)

As of December 31 As of September 30

($000) 2001 200z 200z 2004 (Unaudited
Current assetl $ 39,33t $ 29,89: $ 41,56 $ 38,99(
Total asset $ 49,45; $ 38,18¢ $ 49,86: $ 47,93¢
Current liabilities $ 2,75 $ 787 $ 51t $ 43t
Total liabilities $ 3274  $ 1,02¢ 3 524 $ 43€
8. Property, Equipment, and Capitalized &tware
Property, equipment, and capitalizeffware summarized by major classifications arfobews:
As of December 3! As of September 3(

($000) 200z 200: 2004 (Unaudited
Computer equipmer $ 12,62( $ 16,06 $ 17,747
Capitalized softwar 12,62 17,27: 18,99
Furniture and fixture 3,66¢ 3,46( 3,18¢
Leasehold improvemen 4,09¢ 6,43 7,901
Telephone equipme 911 1,04 1,05(
Binder molds 29¢ 29¢€ 29¢€
Property, equipment, and capitalized

software, at cos 34,21¢ 44 57 49,17(
Less accumulated depreciati (18,92 (26,977) (30,98%)
Property, equipment, and capitalized

software, ne $ 15,29: $ 17,60C $ 18,18¢

Depreciation and leasehold amortization expensdet$5,027,000, $5,547,000 and $6,980,000 in 20002 and 2003, respectively.
Depreciation and leasehold amortization expensdetdt$4,839,000 and $5,139,000 for the nine moekded September 30, 2003 and 2004,
respectively.
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9. Long-Term Debt

Long-term debt consists of the foliog:

As of December 3! As of September 3(

($000) 200z 200z 2004 (Unaudited
Capital lease obligations, due in monthly

installments through 20C $ 83 % 56 $ 25
Note payabl¢ 6,50( 6,50( —
Bank loans 141 33 —
Total lon¢-term debt 6,72¢ 6,58¢ 25
Less current portion of lo-term deb (157 (6,577) (25)
Long-term dekt—net of current portiol $ 6,567 $ 12 $ —

Future minimum lease payments under the capitakleaDecember 31, 2003 are as follows:

Year Ending December 31 ($000
2004 $ 47
2005 15

62
Less amount representing inter (6)
Total $ 56

Assets under capital leases at December 31, 20@3st® primarily of computer software with a reniagnnet book value of $43,000.

The note payable represents borrowings from JoesMiztn, an executive officer. On August 31, 1999phaed Morningstar $6,500,000.
Interest on the loan is based on the London Intdeiafered Rate plus 150 basis points, which wa2%. at December 31, 2003. The loan
was repaid on March 30, 2004.

At December 31, 2002, Morningstar Canada had a lwarkof $79,000 which bore interest at the priate plus 200 basis points. This loan
was repaid in 2003. Morningstar Australia/New Zadlaas a bank loan of $62,000 and $33,000 at Dese@ih 2002 and 2003, respective
The bank loan bears interest at 7.15% and matur&eocember 31, 2004.
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Aggregate maturities of long-term debt, includirpital lease obligations, at December 31, 200&sifellows:

Year Ending December 31 ($000
2004 $ 6,571
2005 12
Total $ 6,58¢

The weighted average interest rate on all debtandéng was 2.96% and 3.18% at December 31, 2002@03, respectively.
10. Operating Lease

Minimum future rental commitments doeach of the next five years and thereafteafbnon-cancelable operating leases,
consisting primarily of rent for office space, aefollows:

Year Ending December 31 ($000
2004 $ 1,78¢
2005 1,45¢
2006 1,347
2007 1,02¢
2008 844
Thereafte 70
Total $ 6,52

Rent expense for 2001, 2002 and 2003 was $2,694330853,000, and $3,521,000, respectively, indgdil,772,000, $1,837,000, and
$2,112,000, respectively, of taxes, insurance,aher operating costs. Rent expense for the ninglmsended September 30, 2003 and 2004
was $2,736,000 and $3,169,000, respectively.

Deferred rent in the amount of $908,000 and $1@X at December 31, 2002 and 2003, respectivety$883,000 at September 30, 2004
relates to build-out and rent abatement allowaneesived, which are being amortized on a straiiglet4asis over the remaining portion of
the original 15-year term of the lease.

11. Stock Options and Deferred Compensation

Our 1993 Stock Option Plan (the "183&n") provides for the grant of options to mamaget and other employees to purchase
shares of common stock at an exercise price equalrtvalue at the date of grant. All employeesengigible for participation in the 1993
Plan after two years of employment. In generaliomst vest
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ratably over a five-year period and expire 10 yediesr the date of grant. Under the terms of tH@31BRlan, at the option holder's election, the
option may be settled in cash, subject to certaimditions, based on the difference in exerciseepaitd the fair market value at the date of
exercise, or the option may be exercised resuitingsuance of common stock to the employee. Iretrent an employee exercises an option
and elects net cash settlement, Morningstar hasgheto make payment to the employee over a gesfdime, currently five years. Interest
accrues on any unpaid balance due the employe#aattimg rate equal to the yield on the 13-wee Ulreasury Bill, adjusted on January 1
and July 1 of each year. We account for optionatgchunder the 1993 Plan as a liability which iesmeed each period, in accordance with
SFAS No. 123. Changes in the liability, due to demin the estimated fair market value of our sthaking the period, are recorded in the
Consolidated Statements of Operations.

Under our 1989 Nonqualified Stock Option Plan (th@89 Plan"), options to purchase 1,500,000 shafreemmon stock at an exercise price
of $0.075 per share, equal to the fair value a datssue, were granted in 1989 to an officer ofvhgstar. These options were not exerc
and expired on February 1, 1999. On February 1891®e entered into an Incentive Stock Option Agreet and a Nonqualified Stock
Option Agreement under the 1999 Incentive StockddpPlan (the "1999 Plan") with the officer. Undlkese agreements, options to purchase
1,500,000 shares of common stock at an exercise pfi$2.77 per share, equal to the fair valub@agrant date, were granted to the officer.
Options granted are fully vested and expire on &ayr15, 2009. On the date of grant, 1,174,7040aptvere fully exercisable and an
additional 36,144 shares became and continue mnbeexercisable each January 1, through Janu@g08, The officer has periodically
exercised options under the 1999 Plan which haee bet settled in cash, based on the differenegéncise price and the fair market valu
common stock at the date of exercise. As a reselaccount for options granted under the 1999 Béam liability which is measured each
period, in accordance with SFAS No. 123. Changékedriiability, due to changes in the estimated fizérket value of our stock during the
period, are recorded in the Consolidated Statenwdr@perations. There were 869,174 options remgitorbe exercised as of December 31,
2002 and 2003, and September 30, 2004.

On February 15, 1999, in conjunction with the eatdn of options granted under the 1989 Plan, wered into a Deferred Compensation
Agreement (the "Agreement”) with an officer of Morgstar. Under the terms of the Agreement, on atg that the officer exercises the ri
to purchase shares under the 1999 Plan, we shalbphe officer $2.69 per share in the form oftcas at our election, shares of common
stock. If on the date of purchase the fair markdti® of Morningstar's stock is below $2.77 per shtire amount paid per share will be
reduced based on the terms of the Agreement. Qigratibn to pay deferred compensation will not bereased
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by any imputed interest or earnings amount. ThHeliig related to the Agreement is included in tensolidated Balance Sheets as follows:

As of December 3! As of September 3(
($000) 200z 200z 2004 (Unaudited
Current liabilitie—other $ 185: $ 1,95C $ 1,95C
Non-curren—other lon¢-term liabilities 487 39C 39C
Total $ 2,340 $ 2,340 $ 2,34(

On March 17, 2000, we adopted the 2000 Morningstack Option Plan (the "2000 Plan"). All remainimgtions available for future grants
under the 1993 plan were canceled. Under the 2G00 Bl employees are eligible for participatiantbe first day of employment, all optic
expire 10 years after the date of grant and, ireg@noptions vest ratably over a four-year perfod.May 1, 2001, we adopted the 2001
Morningstar Stock Option Plan (the "2001 Plan")jakhwill utilize the remaining options availablerfgrant under the 2000 Plan. The terms
under the 2001 Plan are substantially consistetfit thhe 2000 Plan. We account for options granteteuthe 2000 and 2001 Plans as equity
instruments in accordance with the provisions cASHo. 123.

During 2001, Morningstar Europe, a majority ownablsdiary of Morningstar, granted 1,449,000 optionthe common stock of
Morningstar Europe to certain of its employees. ®pons vest over a four-year period and none haen exercised as of December 31,
2003. We account for these options as equity ingtnts in accordance with the provisions of SFAS NAR.

Stock-based compensation expense is as follows:

Year Ended December 31 Nine Months Ended
September 30 (Unaudited)

($000) 2001 200z 200z 200z 200¢
Stock-based compensation expense
(income) under the liability methc $ (3,33¢) $ (3,287 $ 17,79¢ % 13,220 % 3,09¢
Stock-based compensation expense
under the equity methc 9,00z 10,57¢ 11,23 8,37z 5,67(
Stocl-based compensation expense, $ 5661 $ 729 % 29,02¢ $ 21,59¢ $ 8,76¢
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The liability in the Consolidated Balance Sheetsstockbased compensation expense related to stock optcmmsinted for as liabilities, is

follows:

As of December 31 As of September 30
($000) 200z 200: 2004 (Unaudited
Current liabilities—accrued stock-based
compensatiol $ 568C $ 12,53C $ 13,86:
Non-current liabilities—accrued stock-based
compensatiol 8,841 19,39¢ 20,44
Total $ 14527 $ 31,92¢ $ 34,307

We periodically granted options to purchase comstonk at an exercise price that was below thenfairket value of our common stock at

the date of grant. A summary of these option gremnés follows:

Year Ended December 31

Nine Months Ended
September 30

2001 2002 2003 2004 (Unaudited)

Weighted Weighted Weighted Weighted
Average Average Average Average
Underlying Exercise Underlying Exercise Underlying Exercise Underlying Exercise
Shares Price Shares Price Shares Price Shares Price

Options outstanding—beginning of
period 2,801,21: $ 6.6€ 2,278,31i $ 7.1z 1,937,17. $ 6.8C 1,936,62: $ 6.7¢
Granted — — 60,000 $ 8.57 14,75( $ 8.57 — —
Canceled (330,000 $ 5.7€ (300,000 $ 10.9¢ (15,300 $ 10.9:2 (1,025 $ 8.57
Exercisec (192,894 $ 2.71 (101,149 $ 2.71 — $ — — —
Options outstanding—end of period 2,278,31¢ $ 7.1z 1,937,17.- $ 6.8C 1,936,62: $ 6.7¢ 1,935,59' $ 6.7¢
Options exercisable 1,082,68! $ 5.2¢ 1,208,561 $ 6.11 1,487,32' $ 6.6¢ 1,758,94. $ 7.07
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A summary of stock option activity, excluding adyvfor options to purchase common stock at an@sgerprice that was below the fair
market value at the time of grant is as follows:

Year Ended December 31

Nine months ended
September 30

2001 2002 2003 2004 (Unaudited)
Weighted Weighted Weighted Weighted
Average Average Average Average
Underlying Exercise Underlying Exercise Underlying Exercise Underlying Exercise
Shares Price Shares Price Shares Price Shares Price
Options outstanding—beginning of
period 6,376,98 $ 9.5t 6,853,79: $ 10.91 6,949,791 $ 10.8¢ 7,556,36. $  10.62
Granted 2,213,89! $ 14.1: 794,827 $ 10.97 834,98t $ 8.57 — —
Canceled (1,519,25) $ 11.1¢ (595,967 $ 13.1% (168,810 $ 13.2( (62,579 $  11.8¢
Exercisec (217,83) $ 2.17 (102,86) $ 2.28 (59,609 $ 1.72 (58,927 $ 3.2z
Options outstanding—end of period 6,853,79. $ 10.97 6,949,791 $ 10.8¢ 7,556,36. $ 10.62 7,434,86: $ 10.67%
| = 5 B N N |
Options exercisabl 2,052,501 $ 6.5z 3,292,481 $ 8.7¢ 4,648,30. $ 9.84 5,980,681 $  10.5¢
Additional information for options outstanding apptions exercisable at December 31, 2003 is asvst
Options Outstanding Options Exercisable
As of December 31, 2003 As of December 31, 2003
Weighted
Average
Remaining Weighted Weighted
Contractual Average Average
Outstanding Life Exercise Exercisable Exercise
Range of Exercise Prices Shares (Years) Price Shares Price
$0.85- $2.77 2,546,96! 44 $ 2.4¢€ 2,338,19: $ 2.44
$8.57-$14.13 6,946,02 711 % 12.5: 3,797,43 $ 13.17
$0.85- $14.13 9,492,98! 6.3¢ 9.8: 6,135,63. $ 9.0¢
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Additional information for options outstanding ampltions exercisable as of September 30, 2004 fisllasvs:

Options Outstanding
As of September 30, 2004

Options Exercisable
As of September 30, 2004

(Unaudited) (Unaudited)
Weighted
Average Weighted Weighted
Remaining Average Average
Outstanding Contractual Exercise Exercisable Exercise
Range of Exercise Prices Shares Life Price Shares Price
$1.72- $2.77 2,498,70: 3.8C$ 2.4¢ 2,347,76. $ 2.4¢
$8.57- $14.13 6,871,76! 6.34 $ 12.5¢ 5,391,86. $ 12.97
$1.72- $14.13 9,370,46' 5.6€ $ 9.8t 7,739,62. $ 9.7¢

The number of shares available for future stockoopgrants, as of December 31, 2001, 2002, 200Saptember 30, 2004 is 3,091,600,
3,278,006, 2,287,365, and 2,367,033 respectively.

The weighted average fair value of the options fg@ém 2001, 2002 and 2003 calculated using a B&aiholes optiorpricing model is $6.9¢
$5.40 and $4.08 per share, respectively. No optigare granted during the nine months ended Septedih@004. The fair value of each
option granted is estimated on the date of graingus Black-Scholes option-pricing model with tlkdldwing weighted average assumptions:

Year Ended December 3:

2001 200z 200:
Expected life (years 5.C 5.C 5.C
Expected volatility (% 50% 50% 50%
Dividend yield (%) — — —
Interest rate (% 4.76% 4.1% 2.8%
Fair value of common stock (per shz $14.1¢ $8.57- $10.9¢ $8.57-$14.7(

For all options granted under the 1993 Plan an® F8an, which are accounted for under the liabitigthod, the liability for such options
was recorded using the fair value per share of comstock of $14.70 as of December 31, 2003 andb$14&. September 30, 2004.

For all options granted under the 2000 Plan and Zan, which are accounted for under the equitthot including those options grantes
the 12 months prior to September 30, 2004, thevtdire of common stock of
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$14.70, was included in the Black-Scholes optidaipg model used to determine stock-based compensexpense.

Following is a summary of options granted during 12 months prior to September 30, 2004:

Fair Value of Common

Stock Used ir

the Determination of Stock-

Number of based Compensatio

Grant Date Underlying Shares Exercise Price Expense
Fourth quarter 200 8,10C $ 857 % 14.7(

First quarter 200 —
Second quarter 20( — — —
Third quarter 200- — — —

12. Related Party Transactions

Between December 1995 and Decemh@3,20corporation wholly owned by Joe Mansueto igied sales and other services for us.
We agreed to pay an amount equal to the total aostisred by the corporation in providing thesevirss, consisting solely of compensation
related expenses for the corporation's employeb&lwdid not include Joe Mansueto), plus 5% of stms$ts. For 2001, 2002 and 2003, we
recorded expense for these services of $2,1223K)802,000, and $2,915,000, respectively of whithl$000, $157,000, and $139,000,
respectively, represented the amount paid in exafethe corporation's actual costs. At Decembe2®D2 and 2003, we recorded an amount
payable to such corporation of $391,000 and $3%8 &pectively, included in "Accounts payable andrued liabilities" in the Consolidat
Balance Sheets. This arrangement was discontinu&koember 31, 2003 at which time all employeebh@fcorporation were transferred to
Morningstar.

Under the 1993 Plan, employees are able to exespisens and elect net cash settlement, basedeodiffierence between the exercise price
and the fair market value of the stock. In the ¢@mnemployee exercises an option and elects satszttlement, we have the right to make
payment over a period of time, which is currentiefyears. Interest accrues on any unpaid balanedhe employee at a floating rate equi
the yield on the 13-week U.S. Treasury Bill, adiasbn January 1 and July 1 of each year. Additipnedrtain employees, including an
officer of Morningstar, sold common stock back torkingstar. The purchase price of these shardsdsaing paid to employees over a five-
year period
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The liabilities for stock options exercised anddommon stock repurchases are as follows:

As of December 3! As of September 3(
($000) 200z 200z 2004 (Unaudited
Liability for stock options exercise $ 292: % 2,02¢ % 1,17:
Liability for common stock repurchas 1,214 804 414
Total $ 4137 $ 2837 $ 1,58

The liabilities for stock options exercised anddommon stock repurchases are included in the Qidased Balance Sheets as follows:

As of December 3! As of September 3(
($000) 200z 200: 2004 (Unaudited
Current liabilitie—other $ 1,47 $ 1,36¢ $ 1,35¢
Non-curren—other lon¢-term liabilities 2,66z 1,46¢ 22¢
Total $ 4137 $ 2837 $ 1,587

Interest expense incurred on all amounts due wag,800, $74,000, and $36,000 for the years endedieer 31, 2001, 2002 and 2003,
respectively and $30,000 and $19,000 for the ninaths ended September 30, 2003 and 2004, resgdgctive

We had a note payable related to borrowings froemMansueto, an executive officer, of $6,500,000fd3ecember 31, 2003. (See Note 9,
Long-Term Debt.)

13. Defined Contribution Profit-Sharing Plan

We sponsor a defined contributiorhoaisdeferred arrangement 401(k) plan. The plawellour U.Sbhased employees to voluntai
contribute pre-tax dollars up to a maximum amoliotxable by the U.S. Internal Revenue Service. \8iatitbute an amount equal to the
employee's contributions, up to 7% of the emplaysalaries. Our matching contributions were $1®1@,$2,478,000, and $2,324,000 for
the years ended December 31, 2001, 2002 and 28§}Batively and $2,113,000 and $2,502,000 for ithe months ended September 30,
2003 and 2004, respectively.
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14. Income Taxes

For the nine months ended SeptemBe?@03, our loss before income taxes and equitetrincome of unconsolidated entities was
$6.8 million and our income tax expense was $3/liami For the nine months ended September 30, 260@0dlincome before income taxes
and equity in net income of unconsolidated entitvas $17.7 million and our income tax expense v&a3 fhillion. Our effective tax rate for
the nine months ended September 30, 2004 was 4T286th periods, the tax provision reflects th@aut of expense related to incentive
stock options for which no tax benefit is recordainl] the fact that we are not recording a tax liereted to losses recorded by our nd1%.
operations.

The income tax expense (benefit) consists of theviing:

Year Ended December 31

($000) 2001 200z 200z
Federe—deferrec $ 4,310 $ (37¢) $ 2,047
Federe—current — — 358
State—deferred (969) (79 41C
State—current — 144 137
Foreigr—current 3 — 3
Income tax expense (benet $ (5,27¢) $ (311 $ 2,95(

A reconciliation of our income tax expense (benefitthe U.S. federal income tax rate of 35% t@ime tax expense (benefit) as recorded
as follows:

S

Year Ended December 3:

(in thousands except percentages) 2001 200z 200z
Income tax expense (benefit) at U.S. federal $ (5,100  (35.0%$% 47 35.C %$ (3,132 (35.0%
State income tax—net of federal income tax effe (632) 4.3 (94) (70.2) 34z 3.8
Equity in losses of foreign joint ventur 2,922 20.C 32¢ 246.7 1,27: 14.2
Stock option activity (2,479 (17.0 51 38.2 4,40¢ 49.7
Foreign taxe: 3 — — — 3 —
Gain on sale of investment in unconsolidated el — — (571) (427.5) — —
Othe—net 5 0.1 (73 (55.]) 59 0.€
Total income tax expense (bene $ (5,27¢)  (36.29)%$ (317) (232.9%3%$ 2,95( 33.(%
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We recognize deferred income taxes for the tempatiffierences between the carrying amount of asssddiabilities for financial statement
purposes and their tax bases. The tax effectseaietiporary differences that give rise to the detemcome tax assets and liabilities is as

follows:

As of December 3!

2002 2003

Net
Current Non-current Non-current Non-current Current Non-current

($000) asse asse liability asse asse asse
Net operating los
carryforwards $ — $ 9,94¢ — % 9,94¢ $ — 6,341
Stocl-based compensatic — 12,06" — 12,06¢ — 18,041
Deferred compensatic 784 19C — 19C 784 191
Property, equipment, and
capitalized softwar — — (35) (35 — 97t
Deferred ren — 35k — 35E — 29¢€
Allowance for doubtful
accounts 297 — — — 227 —
Deferred royalty revenu — 65C — 65C — 624
Accrued liabilities 4,02z — — — 2,271 —
Unrealized loss on available-
for-sale securitie 134 — — — 16 —

$ 5237 $ 23,20¢ $ (35 % 23,171 $ 3,30¢ $ 26,47

. N | . |

During 2003 our operating results included a lef®oile income taxes, however, for tax purposes werded taxable income in the United
States, primarily as a result of recording stockesecompensation expense which is not deductibleopurposes until employees exercise
their options. Therefore, we were able to use $tlHon of NOLs during 2003. We believe that itreore likely than not that these remair
net deferred tax assets will be realized based@onie tax laws and expectations of future taxaterne stemming from ordinary operatic
Therefore, we do not believe a valuation allowafioceur net deferred tax assets is required at Déee 31, 2003 or 2002. Uncertainties

surrounding income tax law changes and future dipgrincome tax levels may, however, affect thémate realization of all or some of th

deferred tax assets.

At December 31, 2002 and 2003, we had U.S. fedecistate operating tax loss carryforwards of 2880 and $16,184,000 that expire in

2021 and 2022, respectively.

A portion of the net operating losses ("NOLs") gated by mPower in the years prior to July 1, 268 date of acquisition) is available to
Morningstar. On July 1, 2003, mPower had $121,4BD@f NOLs. Because of limitations on the use efNOLs imposed by the U.S.
Internal Revenue Service, our use of the NOLamigtdid to
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approximately $200,000 per year. On the date ofigden, we recorded a valuation allowance of $238&,000 representing a portion of
these NOLs, as it is more likely than not thatlkeefit of the NOLs will not be realized.

15. Contingencies
Morningstar Australia/New Zealand

In 2001, Mr. Graham Rich, the themaging director and chief executive officer of Mioigstar Australia/New Zealand, and one of
two companies controlled by Mr. Rich, filed a snithe Supreme Court of New South Wales, Austradjainst Morningstar and certain of its
officers and nominee directors on the board of Mugstar Australia/New Zealand. Mr. Rich also wdseaeficial owner of shares in
Morningstar Australia/New Zealand. Mr. Rich and ¢isnpany originally sought an injunction whichgianted, would have precluded
Morningstar Australia/New Zealand from terminatthg services of Mr. Rich and from issuing additisteares to Morningstar in exchange
for the provision of further funding by Morningstar Morningstar Australia/New Zealand. Further, Rich and his company sought an order
that a provisional liquidator be appointed for Miogstar Australia/New Zealand. The court rejected injunction application, observing that
Morningstar Australia/New Zealand would be insolveithout financial backing from Morningstar. Thppdication for the appointment of a
provisional liquidator also failed.

The services of Mr. Rich were terminated in Noventi@#1. Mr. Rich and his company have since bedared to pay Morningstar's costs of
the injunction proceedings, although such coste mt been paid to date.

Mr. Rich and the two companies noted above havéiaddl pending claims alleging, among other thintg®aches by Morningstar of
contracts and statutory and general law dutiedeatding, deceptive, and unconscionable conduct bsnigstar, oppression by Morningstar
and its nominee directors, relief under the IndakRelations Act of New South Wales, breachesifadors' duties by Morningstar's nomir
directors, and conflict of interest. The claimsksearious forms of relief including monetary damsgie setting aside of transactions which
resulted in Morningstar obtaining control of Morggtar Australia/New Zealand, and an order eithitingeaside Morningstar's acquisition of
the shares formerly beneficially owned by Mr. Raid his companies or determining a different pidcesuch acquisition. In the alternative,
Mr. Rich and his companies seek an order that lieegntitled to purchase the shares in Morningstestralia/New Zealand at a price to be
determined by the court or book value (as defimetthé shareholders agreement of Morningstar Auatigw Zealand). Morningstar has
denied the claims and filed counter-claims agaifistRich and certain of his companies, allegingalohes of statutory, general law and
contractual duties.

In July 2004, the court decided Morningstar's aggion for security for its potential additionalst® in the litigation by ordering the two
companies controlled by Mr Rich to pay approximatelistralian $925,000 to the court as securitysiach costs. The court stayed the
proceedings by such companies until such amoygicsand indicated that it would entertain an aggtion by Morningstar for additional
security at a later time in the proceedings. Thamanies have not paid the security as ordered awnel indicated to the court that they do not
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intend to pay the security and that their claimgehideen stayed. The court's order does not préwerRich from pursuing his individual
claims against Morningstar and its nominee dirextor

Mr. Rich is also seeking leave of the court to heggproceeding in the name of Morningstar Austhdiéav Zealand against Morningstar and
its nominee directors. A hearing on this applicai®expected in April 2005.

In May 2003, the parties adverse to Morningstagrefdl to settle all claims for Australian $6,500,@00s costs of Australian $500,000, which
then approximated U.S. $5,275,900. That offer kasred. In February 2004, we offered to settleckdims for Australian $1,250,000, which
then approximated U.S. $942,000, and we recordedeaave in this amount for these claims in thetfoguarter of 2003. While we are
vigorously contesting the claims against us, thigpeding is not yet in the documentary discoveages and its likely outcome cannot be
determined at this time.

Securities and Exchange Commission "Wells Notice"

The Securities and Exchange Commisisi@onducting an investigation related to incotrtetal return data that we published during
a short period in early 2004 with respect to alsimgutual fund, the Rock Canyon Top Flight Fund.\bay 24, 2004, we received a "Wells
Notice" from the Division of Enforcement of the Si@icating that it intended to recommend that$ieC take legal action against
alleging that we violated U.S. securities laws. ¢danot predict the scope, timing, or outcome ofitestigation, which may include the
institution of administrative, civil injunctive, ariminal proceedings, the imposition of fines ghalties, and other remedies and sanctions.

In addition to these proceedings we are involvelégal proceedings and litigation that have arisethe 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, operadisgits, or financial condition.

16. Restatement

Subsequent to the issuance of thes@uatated Financial Statements for the period erigiscember 31, 2003, we determined our
Investments in Unconsolidated Entities and Accurteal@ther Comprehensive Income were overstated. iesult, the accompanying
Consolidated Financial Statements have been rdgdtatdecrease Investments in Unconsolidated Estinel Accumulated Other
Comprehensive Income in the amounts of $2,331,8005a2,955,000 as of December 31, 2002 and DeceBlh&003, respectively. The
restatement has no impact to net income (lossash ows for any period presented in these Cotiatdld Financial Statements.
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17. Subsequent Events (unaudited)
Recently Issued Accounting Pronouncements

In October 2004, the Financial Accing Standards Board ("FASB") concluded that SFAS N3 (Revised 2004%hare-Based
Paymen, which would require all companies to measure camsption cost for all share-based payments (inatuemployee stock options)
at fair value, would be effective for public com(except small business issuers as defined @1B&gulation S-B) for interim or annual
periods beginning after June 15, 2005. Managensdntthe process of reviewing the provisions of SMo. 123 (Revised 2004) as it imp:
our existing practice in which we recognize stoelsdd compensation expense.

Stock Options

In November 2004, we adopted the Muaystar 2004 Stock Incentive Plan (the "2004 EqRign"). The 2004 Equity Plan amends
and restates the 1993 Plan, the 2000 Plan, andR2@@l(collectively, the "Prior Plans"). Under @@04 Equity Plan, we will not grant any
additional options under any of the Prior Plangl any shares subject to an award under any ofribe Flans that are forfeited, canceled,
settled, or otherwise terminated without a disttidou of shares, or withheld by us in connectionhwiite exercise of options or in payment of
any required income tax withholding, will not beadlable for awards under the 2004 Equity Plan.

The 2004 Equity Plan provides for grants of optj@teck appreciation rights, restricted stock,rietstd stock units, and performance shares.
All of our employees will be eligible for awardsdar the 2004 Equity Plan. Joe Mansueto will notipigate in the 2004 Equity Plan. Awa
may also be made to our non-employee directorsrithde2004 Equity Plan. A total of 5,628,843 opfianay be granted under the Plan.

On December 1, 2004, the Board of Directors autledrthe cancellation of the Morningstar Europearpfilan and the exchange of all
options outstanding under the Morningstar Europa Rbr options granted under the 2004 Equity Pldue Board of Directors also authoriz
a grant of approximately 1,600,000 options to pasehcommon stock under the 2004 Equity Plan (imetudptions resulting from the
exchange of Morningstar Europe options for Morniag#nc. options).

Morningstar Associates, LLC Subpoena from New YAttdeney General's Office and Examination by Seiasiand Exchange
Commission

In December 2004, Morningstar AsstesalLC, a wholly owned susidiary of Morningstg., received a request in the form of a
subpoena from the New York Attorney General's effieeking information and documents from Morniag8issociates, LLC related to an
investigation the New York Attorney General's offis conducting. While the subpoena is very brdagpecifically asks for information and
documents about the investment consulting serWtasingstar Associates, LLC offers to retiremerarpproviders, including fund lineup
recommendations for retirement plan sponsors. §tafter the New York Attorney General's officeugs the subpoena, the Securities and
Exchange Commission notified Morningstar Associdte€ that it had begun an
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examination of the investment consulting servicesmihgstar Associates, LLC offers to retiremennpt@oviders. We cannot predict the
scope, timing, or outcome of the investigationxaraination, which may include the institution ohadistrative, civil injunctive, or criminal
proceedings, the imposition of fines and penalaesl other remedies and sanctions.

Acquisition

In January 2005 we acquired the \tdgi@nnuity Research and Data Service ("VARDS"} fiim Finetre Corporation for $9
million in cash, subject to an adjustment for watkcapital. VARDS provides research and data oiabbr annuity products and is used by
nearly every firm that offers variable annuitiebeTservice is also used by many brokerage firmsefegarch, due diligence, and suitability
determination.

18. Recently Issued Accounting Pronouncentsn

In June 2002, the FASB issued SFASIM6,Accounting for Costs Associated with Exit or Disgddsctivities, which is to be
applied prospectively to exit or disposal actiatinitiated after December 31, 2002. Adoption &f pnovisions of SFAS No. 146 did not have
a material impact on our financial position or fesof operations.

In November 2002, the FASB issued Interpretation dgGuarantor's Accounting and Disclosure Requiremémtssuarantees, Including
Indirect Guarantees of Indebtedness of Otl. FASB Interpretation No. 45 requires that upom@ge of a guarantee, the guarantor must
recognize a liability for the fair value of the @ation it assumes under that guarantee. The digrdgprovisions of FASB Interpretation
No. 45 are effective for financial statements fecdl years ending after December 15, 2002. Theigioms for initial recognition an
measurement are effective on a prospective basgufirantees that are issued or modified after Déee 31, 2002. The adoption of FASB
Interpretation No. 45 did not have a material imgmacour financial statements.

In December 2003, the FASB issued Interpretationd6o(revised December 2008)pnsolidation of Variable Interest Entitigsvhich
addresses how a business enterprise should evalbatker it has a controlling financial interesaim entity through means other than voting
rights and accordingly should consolidate the gnfihis Interpretation replaces FASB Interpretafidm 46,Consolidation of Variable
Interest Entities, which was issued in January 2003. We will be iregito apply FASB Interpretation No. 46 (reviseddember 2003) to
variable interests in variable interest entitiesated after December 31, 2003. We currently ddvaeé any controlling financial interests that
meet the requirements of this Interpretation.

In May 2003, the FASB issued SFAS No. 1B8counting for Certain Financial Instruments with&acteristics of both Liabilities and
Equity. SFAS No. 150 establishes standards for the &ileestidn and measurement of certain financial insients with characteristics of both
liabilities and equity. SFAS No. 150 also includequired disclosures for certain financial instrumsewithin its scope. SFAS No. 150 was
effective for instruments entered into or modifadter May 31, 2003 and otherwise will be effectageof January 1, 2004, except for
mandatorily
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redeemable financial instruments. For certain mamiya redeemable financial instruments, the Statenwill be effective on January 1, 20
The effective date has been deferred indefinitetycertain other types of mandatorily redeemalmarfcial instruments. We currently do not
have any financial instruments that are withingbepe of SFAS No. 150.

In December 2003, the FASB revised SFAS No. BE3@ployers' Disclosures about Pensions and OthetrBtxement BenefitsThe
disclosure requirements of SFAS No. 132 were rehvisgequire more complete information in both aadrand interim financial statements
about pension and postretirement benefits as wath increase the transparency of the financiadntam related to those plans and benefits.
We currently do not have any pension or other ptistment benefit obligations that are within tieepge of revised SFAS No. 132.
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Independent Auditors' Report
To the Stockholder of mPower.com, Inc.:

We have audited the accompanying consolidated balsimeets of mPower.com, Inc. and subsidiarie$ ae@ember 31, 2001 and 2002, and
the related consolidated statements of operatsioskholders' equity and comprehensive income )las&l cash flows for the years then
ended. These financial statements are the resplitgsith mPower.com, Inc.'s management. Our resflity is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with audiiagdards generally accepted in the United StdtAmerica. Those standards require
that we plan and perform the audit to obtain reabtmassurance about whether the financial statsnaes free of material misstatement. An
audit includes examining, on a test basis, evidesnpporting the amounts and disclosures in then6igh statements. An audit also includes
assessing the accounting principles used and &ignifestimates made by management, as well agatirg the overall financial statement
presentation. We believe that our audits providesgonable basis for our opinion.

In our opinion, such consolidated financial statetag@resent fairly, in all material respects, tinaricial position of mPower.com, Inc. and
subsidiaries as of December 31, 2001 and 2002hencksults of their operations and their cash flmwshe years then ended in conformity
with accounting principles generally accepted m thited States of America.

As discussed in Note 1, effective January 1, 2&6tRower.com, Inc. changed its method of accountinggdodwill and intangible assets upon
adoption of Statement of Financial Accounting Stadd No. 142Goodwill and Other Intangible Assets

As discussed in Note 13, the accompanying condelidstatements of operations have been restated.

DELOITTE & TOUCHE LLP

Chicago, lllinois

April 1, 2004

(January 31, 2005 as to the effects of
the restatement discussed in Note 13)
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mPower.com, Inc. and Subsidiaries
Consolidated Balance Sheets as of December 31, 260d 2002

2001 200z
Assets
Current assetl
Cash and cash equivalel $ 7,692,120 $ 4,106,83
Restricted cas 3,841,05! 150,00(
Accounts receivable—net of allowance for doubtftd@unts of $90,280 in 2001
and $54,425 in 200 761,06( 711,91
Prepaid expenses and other as 1,049,633 1,061,06!
Total current asse 13,343,806 6,029,80!
Property and equipme—net 4,645,30! 365,46«
Intellectual propert—net 6,525,23. 1,197,65!
Goodwill 378,16¢ —
Other asset 1,537,70 —
Total asset $ 26,430,27 $ 7,592,92!

Liabilities and stockholders' equity
Current liabilities
Accounts payable and accrued liabilit
Deferred revenu
Current portion of note payak

Total current liabilities
Note payable, less current porti

Total liabilities

Stockholders' equit

Convertible preferred stock, $.0001 par value, 28,883 shares authorized in 2C

Series A, 62,824 shares authorized, issued anthadisg in 2001
(aggregate liquidation preference of $6,282,:

Series AA, 21,224 shares authorized; 15,823 isanddutstanding in 20(

Series B, 28,509 shares authorized, issued anthodisg in 2001
(aggregate liquidation preference of $5,578,:

Series BB, 28,509 shares authorized; 1,232 issogdatstanding in 200

Series C, 73,697 shares authorized, issued anthodisg in 2001
(aggregate liquidation preference of $17,487,¢

Series CC, 73,697 shares authorized; 37,122 ismugdutstanding in 20(

Series D, 64,516 shares authorized, issued anthodisg in 2001
(aggregate liquidation preference of $46,998,¢

Series DD, 64,516 shares authorized; 31,774 issndautstanding in 20C
Series F & G, 341,132 shares authorized in 2000,988 shares issued and

outstanding in 2001 (aggregate liquidation prefeeenf $65,917,01¢

Series FF & GG, 305,337 shares authorized in 2002;557 shares issued

and outstanding in 20(

Series A1, 10,000,000 shares authorized in 2002; 2,870sh4res issued al

outstanding in 200

Common stock, $.01 par value, 1,000,000 share®apiul in 2001 and 2002,
respectively; 85,645 and 363,090 shares issuedatstanding in 2001 and 2002,

respectively

Notes receivable from stockholde

Accumulated other comprehensive income (li

Less treasury sto—at cost, 32,675 shares in 2001 and 2
Accumulated defici

Total stockholders' equi

Total liabilities and stockholders' equ

$ 3,817,65 $ 1,888,63:
1,322,71! 2,133,58
3,841,05 625,00(
8,981,42; 4,647,21

625,00( 1,081,27:
9,606,42; 5,728,49:
1,266,38 —

— 318,94
6,128,54! —
— 264,90°
17,714,05 _
— 8,922,78!
41,325,58 —
— 17,056,23
62,246,83 —
— 37,140,11

— 7,371,11
12,934,84 77,909,60
(89,606 121,72:
(3,409,061 (3,409,061
(121,293,72) (143,831,92)
16,823,85 1,864,43

$ 26,430,27 $ 7,592,92!



See notes to consolidated financial statements.
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mPower.com, Inc. and Subsidiaries

Consolidated Statements of Operations for the Year&nded December 31, 2001 (restated) and 2002 (retsid)

2001
(As restated,
see Note 13)

2002
(As restated,
see Note 13)

Revenue
Advice fees $ 2,862,37. $ 5,104,95i
Development fee 1,323,83. 849,50(
Other 329,94( 248,98¢
Total revenue 4,516,141 6,203,441
Operating expense
Personnel and consultii 23,712,45 9,011,49
Sales and marketir 3,785,65! 1,899,05:
Software, technology, and communicat 3,069,41! 3,961,64.
General and administrati\ 2,900,23 2,286,38.
Depreciation and amortizatic 8,116,26! 4,868,96!
Impairment of fixed assets and intangible assaid@ss on disposal of fixed
assets 2,272,18 4,862,411
Rent and othe 3,054,16! 1,527,02
Total operating expens 46,910,39 28,416,98
Operating los: (42,394,24) (22,213,54)
Interest incom—net 640,86( 92,63
Loss before cumulative effect of change in accogntirinciple (41,753,38) (22,120,91)
Cumulative effect of change in accounting princi — (417,286
Net loss (41,753,38) (22,538,19)
Accretion of mandatorily redeemable preferred s (2,030,88i) —
Loss attributable to common stockhold $ (43,784,27) % (22,538,19)

See notes to consolidated financial statements.
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mPower.com, Inc. and Subsidiaries
Consolidated Statements of Stockholders' Equity an€omprehensive Income (Loss) for the Years Ended Bember 31, 2001 and 2002

Series A Series AA Series B Series BB
Convertible Preferred Stock Convertible Preferred Stock Convertible Preferred Stock Convertible Preferred Stock
Shares Amount Shares Amount Shares Amount Shares Amount
Balance—January 1, 2001 62,82¢ $ 1,266,38! — — —
Comprehensive loss:
Net loss

Foreign currency transaction
income (loss)

Total comprehensive
income (loss)

$ — $ —

Issuance of common stock
Repurchase of common stock for
notes

Exercise of stock options
Common stock options and
warrants issued

for services

Amendment of warrants and
cancellation

of note payable to stockholder
Conversion of mandatorily
redeemable

convertible to convertible preferred
stock

Conversion of Series E to
SeriesF & G

Issuance of preferred stock—net
Accretion of mandatorily
redeemable

preferred stock

28,50¢ 6,128,54! —

Balance—December 31, 2001 62,82¢ 1,266,38! —
Comprehensive los
Net loss
Foreign currency transaction
income (loss

28,50¢ 6,128,54! —

Total comprehensive
income (loss)

$ —

Conversion of convertible preferred

stock

to shadow preferred stock (15,829 (318,941) 15,82: 318,94t (1,237) (264,907 1,232 264,90°
Conversion of convertible preferred

stock

to common stock (47,009 (947,44() — — @7.277) (5,863,63) — —
Issuance of preferred stock—net

Balance—December 31, 2002 — 3 — 15,82: $ 318,94¢ — $ — 1,232 $ 264,90°
L & | ________®w _______® ________§N W ]
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Series C Series CC Series D Series DD
Convertible Preferred Stock Convertible Preferred Stock Convertible Preferred Stock Convertible Preferred Stock

Shares Amount Shares Amount Shares Amount Shares Amount

Balance—January 1, 2001 — $ — — $ — — $ — — $ —
Comprehensive loss:
Net loss
Foreign currency transaction
income (loss)

Total comprehensive

income (loss — — — —
| I | |

Issuance of common stock

Repurchase of common stock for

notes

Exercise of stock options

Common stock options and

warrants issued

for services

Amendment of warrants and

cancellation

of note payable to stockhold

Conversion of mandatorily

redeemable

convertible to convertible

preferred stock 73,697 17,714,05 — 64,51¢ 41,325,58 —

Conversion of Series E to

Series F& C

Issuance of preferred stock—net

Accretion of mandatorily

redeemable

preferred stocl

Balance—December 31, 2001 73,697 17,714,05 — 64,51¢ 41,325,58 —
Comprehensive loss:
Net loss
Foreign currency transaction
income (loss)

Total comprehensive

income (loss) — — — —
Conversion of convertible

preferred stock

to shadow preferred stock (37,12 (8,922,78l) 37,12: 8,922,78I (31,779 (17,056,23) 31,77« 17,056,23
Conversion of convertible

preferred stock

to common stocl (36,575 (8,791,27) — — (32,74) (24,269,34) — —
Issuance of preferred stock—net

Balance—December 31, 2002 — $ — 37,12: $ 8,922,78I — 3 — 31,77¢ $ 17,056,23
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Series E
Convertible Preferred Stock

Shares Amount

Series F& G
Convertible Preferred Stock

Shares Amount

Series FF & GG
Convertible Preferred Stock

Shares Amount

Series A-1
Convertible Preferred Stock

Shares Amount

Balance—January 1, 2001

Comprehensive loss:
Net loss
Foreign currency transaction
income (loss)

Total comprehensive
income (loss

Issuance of common stock
Repurchase of common stock for
notes

Exercise of stock options
Common stock options and
warrants issued

for services

Amendment of warrants and
cancellation

of note payable to stockhold
Conversion of mandatorily
redeemable

convertible to convertible
preferred stock

Conversion of Series E to
Series F& C

Issuance of preferred stock—net
Accretion of mandatorily
redeemable

preferred stocl

$

112,03 35,498,19

(112,039 (35,498,19)

$

35,498,19

300,93t 26,748,63

$

$

Balance—December 31, 2001

Comprehensive loss:
Net loss
Foreign currency transaction
income (loss)

Total comprehensive
income (loss)

Conversion of convertible
preferred stock

to shadow preferred stock
Conversion of convertible
preferred stock

to common stocl

Issuance of preferred stock—net

300,93t 62,246,83

179,55) (37,140,11)

(121,38)) (25,106,71)

179,55 37,140,11

2,870,24 7,371,11:

Balance—December 31, 2002

$ —

$

179,55 $ 37,140,11

2,870,24" $ 7,371,11:
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Accumulated
Common Stock Treasury Stock other

comprehensive
income (loss)—

cumulative Total
Notes translation Accumulated stockholders'
Shares Amount Shares Amount receivable adjustment deficit equity
Balance—January 1, 2001 62,41. $ 6,502,96 — $ — $ (4,367,20) $ — $ (77,509,45) $ (74,107,30)
Comprehensive loss:
Net loss — @1,753,38) (41,753,38)
Foreign currency
transaction income (loss) (89,60¢) — 89,60¢)
Total comprehensive
income (loss — — — (89,60¢) (41,753,38) (41,842,99)
Issuance of common stor 21,42¢ 2,592,26. 2,592,26.
Repurchase of common
stock for notes (32,67%) (3,409,061 4,367,20! — — 958,13¢
Exercise of stock optior 1,80« 71,42% — — — — 71,42%

Common stock options and

warrants issued

for services 268,19: — — — — 268,19
Amendment of warrants

and cancellation

of note payable to

stockholder 3,500,001 — — — — 3,500,001
Conversion of mandatorily

redeemable

convertible to convertible

preferred stock — — — — — 100,666,38
Conversion of Series E to

Series F & C — — — — — —
Issuance of preferred

stock—net — — — — — 26,748,63
Accretion of mandatorily

redeemable

preferred stock — — — — 2,030,88)) (2,030,881)

Balance—December 31,
2001 85,64t 12,934,84 (32,67%) (3,409,061 (89,60€) (121,293,72) 16,823,85
Comprehensive loss:
Net loss
Foreign currency
transaction income (loss)

— — — (22,538,19) (22,538,19)

— — 211,32¢ — 211,32¢

Total comprehensive

income (loss — — 211,32¢ (22,538,19) (22,326,86)

Conversion of convertible
preferred stock

to shadow preferred stor
Conversion of convertible
preferred stock

to common stocl 277,44! 64,974,75 — — — — (3,667)
Issuance of preferred

stock—net — — — — — 7,371,11.

Balance—December 31,
2002 363,09 $  77,909,60 (32,67 $ (3,409,06) $ — $ 121,720 $ (143,831,92) $ 1,864,431

See notes to consolidated financial statements.
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mPower.com, Inc. and Subsidiaries

Consolidated Statements of Cash Flows for the YeaEnded December 31, 2001 and 2002

2001 200z
Cash flows from operating activities
Net loss $ (41,753,38) $ (22,538,19)
Adjustments to reconcile net loss to net cash isegerating activitie:
Depreciation and amortizatic 8,247,72. 4,868,96!
Provision for bad debt 369,68t 41,79«
Stocl-based compensation on restricted stock repurc 1,861,70. —
Common stock, warrants and options issued for ses 268,19: —
Loss on purchase commitme 1,225,001 —
Foreign currency transaction los: — 166,55.
Impairments of intellectual property and other ing#ébles — 3,339,01:
Impairments of property and equipmi — 1,371,94!
Loss on disposal of ass¢ 2,272,18 151,45¢
Cumulative effect of change in accounting princi — 417,28t
Changes in assets and liabilit
Restricted cas 60,48( 3,717,601
Accounts receivabl (140,03) 12,221
Prepaid expenses and other current a: 412,23: (30,020
Other asset 660,62: 1,371,17
Accounts payable and accrued liabilit (3,459,17)) (1,931,44)
Deferred revenu 746,141 805,05:
Net cash used in operating activit (29,228,62) (8,236,58)
Cash flows from investing activities
Acquisitions of property and equipme (426,17() (4,31))
Proceeds from sale of ass 57,20" 52,90z
Payments on capital lease obligatii (4,28¢)
Acquisitions of businesses and intellectual proj—net of cash acquire (783,02)
Net cash provided by (used in) investing activi (1,156,27) 48,59:
Cash flows from financing activities
Proceeds from issuance of preferred <—net 21,463,45 7,367,45!
Proceeds from issuance of common st 71,42"
Borrowings from notes payah 1,803,16.
Repayment of notes payal (60,480) (4,594,92)
Net cash provided by financing activiti 21,474,40 4,575,68!
Decrease in cash and cash equivaler (8,910,49) (3,612,31)
Effect of exchange rate changes on cash (78,04 27,02;
Cash and cash equivalent
Beginning of yea 16,680,65 7,692,122
End of yeal $ 7,692,121 $ 4,106,83:

Other cash flow informatic—
Cash paid for intere:
Noncash investing and financing activit
Issuance of common stock for acquisit
Issuance of preferred stock for acquisit
Issuance of preferred stock for reduction in pusehabligatior

Conversion of mandatorily redeemable convertib&fgred stock to convertible

preferred stocl
Amendment of warrants and cancellation of note pkeyt shareholde

See notes to consolidated financial statements.
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mPower.com, Inc. and Subsidiaries
Notes to Consolidated Financial Statements

1. Organization and Significant Accountig Policies

OrganizationmPower.com, Inc. (the "Company") is a Delaware omapon. The Company was formed to provide custemhiasset
allocation and retirement planning advice to emeyetirement plan participants via the Internet.

Basis of Presentatiofhe consolidated financial statements include tto®ants of mPower.com, Inc. and its wholly-owned
subsidiaries, mPower Advisors LLC, a registereagtinent advisor, and mPower Europe Limited ("mPdzeope"), a limited liability
company incorporated in England and Wales, andddca London, England. All significant intercompapalances and transactions are
eliminated in consolidation.

Use of Estimated.he preparation of financial statements in conftymiith accounting principles generally acceptethia United
States of America requires management to make astiand assumptions that affect the reported aimofiassets and liabilities and
disclosure of contingent assets and liabilitiehatdate of the financial statements and the redaimount of revenues and expenses during
the reporting period. Actual results could diffesrh those estimates.

Currency TranslationAssets and liabilities of mPower Europe have bemmstated at the period-end exchange rate and meom
expenses have been translated using weighted @vexapange rates for the period. Translation aujeists are included as a component of
accumulated other comprehensive income (loss).

Cash EquivalentsThe Company considers cash investments with a ihatfrthree months or less at the time of purchadee casl
equivalents. Cash equivalents include money mankétuments and short term corporate obligations.

Property and Equipmenthe Company records furniture, fixtures, equipraamd leasehold improvements at cost. Except for
depreciation on leasehold improvements, depreciasicomputed using the straight-line method ostineated useful lives of three years.
Leasehold improvements are depreciated using thiglst-line method over the remaining period of ldeese, or the estimated useful life of
the improvement, whichever is shorter.

Intellectual Propertylntellectual property consists of a patent whichegng amortized using the straight-line methodr age
economic useful life, which has been estimatedktfive years (see Note 5).

Goodwill and Intangible AssetShe Company adopted Statement of Financial Accogritandards ("SFAS") No. 14@podwill
and Other Intangible Asset®n January 1, 2002. Under the provisions ofdtasdard, goodwill is no longer amortized. Intatg#ssets with
indefinite lives are not amortized. Those withténlives are amortized over the expected peridacokfit. Goodwill and intangible assets v
indefinite lives are subject to an annual testrfggairment. Upon adoption, the required initial bemark evaluation was performed. Due to
projected operating cash flow losses for mPowepgeira goodwill impairment loss of $417,286 wa®geized as a cumulative effect of a
change in accounting principle in 2002. The faiueaof that reporting unit was
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estimated using the expected present value ofdwtash flows. The discontinuation of goodwill arrmation required under this standard had
no material effect on the Company's results of afens in 2001 or 2002. In addition to goodwilkwestomer list intangible asset is being
amortized using the straight-line method over ésn@mic useful life, which has been estimated tthbee years (see Note 3), and is included
in other assets.

Revenue Recognitiomhe Company derives its revenue primarily from demament services and direct advice services.
Development services may include web site developmeeb site customization, performing the inifiaancial analyses of the various
investment options of the customer retirement plaompiling databases and fund profiles, and bugdi database of plan participants. Dil
advice services typically include ongoing retiremnglanning investment advice, maintenance, andaust support. Revenue associated with
development services and direct advice serviceseamgnized when the product or service is delivere when applicable, over the service
obligation period defined by the terms of the caatr

In 2001, one customer accounted for approximatédp df total revenues. In 2002, one customer aceoufar approximately 12% of total
revenues.

Product Development and Engineering ExpenBesduct development and engineering expenses argathto operations as
incurred.

Stock-Based Compensatidihe Company accounts for its employee stock opilan in accordance with the provisions of
Accounting Principles Board ("APB") Opinion No. 2&ccounting for Stock Issued to Employe®he Company accounts for stock options
and warrants issued to non-employees in accordaiticghe provisions of SFAS No. 128¢counting for Stock-Based Compensatang
Emerging Issues Task Force ("EITF") Issue No. 96At®ounting for Equity Instruments That Are Issue®ther Than Employees for
Acquiring, or in Conjunction with Selling, Goods ®ervices, under the fair value based method using the B&atholes option pricing mod

If the Company had accounted for its employee stgtlon plans in accordance with the provisionSBAS No. 123, the net loss on a pro
forma basis (as compared to such items as repavtealyl have been as follows:

Year Ended December 31

2001 200z
Net los—as reportet $ (41,753,38) $ (22,538,19)
Add: Stock-based compensation expense includegpiorted net loss,
net of tax effect: 1,861,70. —
Deduct: Total stock-based compensation expensentieted under
fair value based method, net of tax effe (2,029,67) (191,359
Pro forma net los $ (41,921,35) $ (22,729,55)
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Income TaxedDeferred tax liabilities are recognized for futta&able amounts, and deferred tax assets are rigeddior future
deductions, net of a valuation allowance to rechetedeferred tax assets to amounts that are nialg than not to be realized.

Concentration of Credit Risleinancial instruments that potentially subject @mmpany to concentration of credit risk consist of
trade receivables. The Company's credit risk isgatiéd by the Company's credit evaluation procedslae reasonably short collection terms.
No single customer is large enough to pose a $ognif credit risk to the Company, and no singlé@ugr accounted for more than 10%
accounts receivable at December 31, 2001 or 2002 Cbmpany does not require collateral or otheuriigdo support accounts receivable
and maintains an allowance for potential crediséss

Impairment of Long-Lived Assets and Long-Lived &sEe Be Disposed Ofhe Company evaluates its long-lived assets for
impairment whenever events or changes in circurnstimdicate that the carrying amount of such agsay not be recoverable.
Recoverability of assets to be held and used isured by a comparison of the carrying amount cisset to future undiscounted net cash
flows expected to be generated by the asset. If assets are considered to be impaired, the impairto be recognized is measured by the
amount by which the carrying amount of the assetsads the fair value of the assets. Assets tadpeskd of are reported at the lower of the
carrying amount or fair value less costs to sell.

ReclassificationsCertain prior years amounts have been reclasdifiednform to the current year presentation.

Recently Issued Accounting Pronouncemeiffective January 1, 2001, the Company adopted SNA.SL33,Accounting for
Derivative Instruments and Hedging Activit, as amended by SFAS No. 13&counting for Certain Derivative Instruments anertain
Hedging Activities, which establishes accounting and reporting stalsd@r derivative instruments, including certagridative instruments
embedded in other contracts, and for hedging &ietsviSFAS No. 133, as amended, requires the réamgnof all derivative instruments as
either assets or liabilities in the statement wéficial position measured at fair value. The adopdf this standard had no material effect on
the Company's financial position or results of agpiens.

In June 2001, the Financial Accounting Standardsr@¢'FASB") issued SFAS No. 14Business Combinationavhich was effective for the
Company on July 1, 2001. SFAS No. 141 prohibitsipgeof-interests accounting for acquisitions. Tdaoption of this standard had no
material effect on the Company's financial positomesults of operations.

In October 2001, the FASB issued SFAS No. gLounting for the Impairment or Disposal of Longdd Assetswhich was effective for
the Company on January 1, 2002. This standard seges SFAS No. 122ccounting for the Impairment of Long-Lived Asseatd for Long-
Lived Assets to be Disposed. The adoption of this standard had no materigatfbn the Company's financial position or resoits
operations.
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In November 2002, the FASB issued FASB Interpretablo. ("FIN") 45,Guarantor's Accounting and Disclosure Requireméuts
Guarantees, Including Indirect Guarantees of In@elpiess of OthersFIN 45 requires that upon issuance of a guarattiegguarantor must
recognize a liability for the fair value of the @altion it assumes under that guarantee. The digroprovisions of FIN 45 are effective for
financial statements for fiscal years ending aitecember 15, 2002. The provisions for initial remitign and measurement are effective on a
prospective basis for guarantees that are issuptbdified after December 31, 2002. The disclosuoipions of FIN 45 have been
considered in the Company's consolidated finarstétements. The Company does not expect that thigtiad of the remaining provisions of
FIN 45 will have a material impact on its finangoasition or results of operations.

In May 2003, the FASB issued SFAS No. 1B8counting for Certain Financial Instruments with&acteristics of Both Liabilities and
Equity, effective in June 2003. SFAS No. 150 requiresaner to classify, as liabilities, any financiasiruments that fall within the scope of
this pronouncement. Adoption of SFAS No. 150 isexected to have a material effect on the findmpaaition or results of operations of -
Company.

In January 2003, the FASB issued FIN @&nsolidation of Variable Interest Entitie§IN 46 requires that the assets, liabilities, sexlilts of
the activity of variable interest entities be cdigaded into the financial statements of the erttityt has the controlling financial interest.
FIN 46 also provides the framework for determinivigether a variable interest entity should be cadatéd based on voting interest or
significant financial support provided to it.

In December 2003, the FASB issued FASB Interprataiio. 46 (Revised December 2003) ("FIN 46(RE9nsolidation of Variable Interest
Entities, to replace FIN 46 and to clarify the applicat@fmccounting Research Bulletin No. 32onsolidated Financial Statementas
amended by SFAS No. 9€pnsolidation of All Majority-Owned Subsidiarieto certain entities in which equity investorsrai have the
characteristics of a controlling financial interesdo not have sufficient equity at risk for theigy to finance its activities without additional
subordinated financial support. The Company wiplgg-IN 46(R) to any interest in an entity subjaxits provisions created after
December 31, 2003. The Company will also apply #&8R) to all entities subject to its provisionsated before December 31, 2003
beginning January 1, 2005. The adoption of FIN 46¢mRot expected to have a material impact orCbmpany's financial position or results
of operations.

2. mPower Europe

In August 2000, the Company acqu#2db% of the outstanding equity of mPower EuropeMby 2001, a restructuring of mPower
Europe occurred. As part of this transaction, tben@any relinquished 18.7% of its ownership inteneshPower Europe, decreasing its
ownership to 23.8%. The Company's ownership inténemPower Europe increased an additional 1.8%nupe forfeiture of mPower Euro
shares by an mPower Europe senior executive ugignagion, also in May 2001.

In September 2001, the Company entered into anehgeat for the Sale and Purchase of Shares in mAgwepe with the other
shareholders of mPower Europe, pursuant to whietCibmpany acquired from such
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shareholders their shares of mPower Europe, rareger4.4% of the capital stock of mPower European as converted basis, by issuing
1,171 shares of Series F Preferred Stock and 13/8&&s of Series G Preferred Stock of the Compasmw. result of this transaction, mPoy
Europe became a wholly-owned subsidiary. The miathase price of this acquisition was $4,268,821, was allocated to the assets and
liabilities acquired based on their estimated ¥alues as of the date of acquisition as follows:

Cash $ 3,765,87.
Property and equipme 151,43!
Goodwill 385,98¢
Liabilities (34,47¢)
Total purchase pric $ 4,268,82.

As of December 31, 2001, mPower Europe had a lotnagreement of $3,841,040 secured by restrietshd in the same amount. This note
was repaid during 2002.

3. Asset Purchases

On May 18, 2001, the Company acquingastantially all of the assets of Rational Ingestinc. and certain assets of The McGraw-
Hill Companies Inc., through its Standard & Po@igision ("S&P"), in exchange for 21,429 shareshdf Company's common stock and u
an additional 35,714 shares of the Company's constamk to be issued over a period of four yeargedapon the conversion of S&P paid
participants to the Company's retirement plannihgce product. The total purchase price of thisuggitjon was $2,689,036, and was
allocated to the assets and liabilities acquiregbtan their estimated fair values as of the daéequisition as follows:

Receivable: $ 334,87¢
Property and equipme 37,40(
Customer lis 2,316,75!
Total purchase pric $ 2,689,03i

In May 2002, the Company and S&P amended the agneetm terminate S&P's right to earn additionakrebkaf the Company's common
stock (see Note 7). Accumulated amortization ofdhstomer list intangible asset was $479,544 &eckmber 31, 2001. As a result of an
intangible asset impairment analysis performed uS#AS No. 121 as of December 31, 2001, the Compatorded an impairment charge
$1,670,692 related to the customer list. In 20088 ,Gompany recorded amortization expense relatétbteemaining customer list intangible
asset of $94,487. As of December 31, 2002, thgicarvalue related to the customer list intangéset was determined to be impaired, as
the carrying amount exceeded the sum of the undiged cash flows expected to result from the ugbehsset. The impairment loss of
$72,035 was measured as the amount by which thgriguiamount of the asset exceeded its fair vahgeveas recorded in impairment of
fixed assets and
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intangible assets and loss on disposal of fixedtasturing the year ended December 31, 2002. As=oémber 31, 2001 and 2002, the
carrying value of the customer list intangible asgas $166,523 and zero, respectively.

4, Property and Equipment

Property and equipment consist offtilewing:

As of December 3!

2001 200z
Computer equipment and softw: $ 7,581,831 $ 6,824,06:
Office equipment and furnitui 2,320,811 1,544,73.
Leasehold improvemen 1,325,13! 1,032,88!
Total 11,227,78 9,401,67!
Less accumulated depreciati (6,582,47) (9,036,21)
Property and equipme—net $ 4,645,300 $ 365,46

The cost of property and equipment under capiteds was $53,100 as of December 31, 2001, and atatechdepreciation associated with
these assets was $50,740. No property and equipmasnander capital lease as of December 31, 2002.

The Company recorded a net charge of $2,140,72804 relating to the disposal of fixed assets tegufrom the consolidation of excess
facilities. Property and equipment that was dispasfeor removed from operations consisted primasfljurniture and fixtures, computer
equipment, and leasehold improvements. The Comaksoyrecorded a charge of $1,371,945 in 2002 ttewlown fixed assets held for use
their fair value, as the carrying value relatethiese assets was determined to be impaired, dirceatrying amount exceeded the sum of the
undiscounted cash flows expected to result fronuieeof the fixed assets. The impairment loss weasored as the amount by which the
carrying amount of the assets exceeded their &irev These impairment charges are included inimmgeat of fixed assets and intangible
assets and loss on disposal of fixed assets in 200 2002.
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5. Intellectual Property
Derivative Insights Agreement

In February 2000, the Company entéremdan agreement to purchase intellectual prgpemsisting of patents and software from
Derivative Insights LLC ("Derivative Insights Agm@ent"). The purchase price consisted of $5,000i0@ash plus contingent payments of
up to $5,000,000 based on a certain percentagavefhue derived from the licensing of the softwhreaddition, the Company issued a
warrant to purchase 7,000 shares of common stothed€ompany at an exercise price of $465.00 pamesi he vesting terms of the warrant
were 25% after one year from the date of the agee¢sind monthly over the next three years. Theamaexpires ten years from the date of
grant. The warrant becomes immediately exercisapde a change in control. Additionally, upon thstfeanniversary date of the agreement,
the counterparty had the right to surrender itktrig any future contingent payments in exchange ftash payment of $10,000,000 less
payments previously made and cancellation of ureésed warrants or return of the common stock obthifinom exercising such warrant.
Upon the second anniversary date of the agreeitientounterparty had the right to surrender itetrig any future contingent payments in
exchange for a cash payment of $15,000,000 lesagratyg previously made and cancellation of unexedcigarrants or return of the common
stock obtained from exercising such warrant ("Sdcanniversary Cash Option"). In the event of a gwim control, the Second Anniversary
Cash Option would become immediately exercisablthbycounterparty.

In January 2001, the Company amended the Derivatsights Agreement. Under the amended agreenfenfollowing terms as specified in
the original agreement were removed: 1) Cash payofe$2,500,000 due on the anniversary of the &ffeaate, 2) contingent payments of
up to $5,000,000 based on a certain percentagavefue derived from the licensing of the softw8)ejght to surrender such contingent
payments in exchange for a cash payment, andugrise of 7,000 warrants at an exercise price o $06per share. In consideration for the
modification of these terms, the Company made simippayment to Derivative Insights LLC of $4,28/00n February 28, 2001, and issued
7,000 warrants at an exercise price of $200.0Gpare to the principal owner of Derivative Insight<C. In addition, the Company recorded
a $3,500,000 capital contribution related to thecedlation of the note payable. Accumulated amatiin of the patent intangible asset was
$3,727,267 as of December 31, 2001. In 2002, thegaay recorded $2,060,600 in amortization expeelsged to the patent. As of
December 31, 2002, the carrying value relatedegttent was determined to be impaired, as thgiogramount exceeded the sum of the
undiscounted cash flows expected to result fronuieeof the asset. The impairment loss of $3,266y88 measured as the amount by which
the carrying amount of the asset exceeded itv#ire, and was recorded in impairment of fixed &sapd intangible assets and loss on
disposal of fixed assets during the year ended mbee 31, 2002. As of December 31, 2001 and 20@2¢dinrying value of the patent was
$6,525,233 and $1,197,656, respectively. Futuienagtd amortization expense related to the pasess follows: $542,335 in 2003, $542,:

in 2004, and $112,986 in 2005.

Employment Agreement

In February 2000, the Company entéremlan employment agreement with a principal awafeéDerivative Insights LLC
("Employment Agreement"). The Employment Agreenmaatvided for the issuance of
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warrants to purchase 3,000 shares of common stoeK\(Varrant") for $465.00. 1,000 Warrant shardkheicome exercisable on
February 28, of each of 2005, 2006, and 2007 sutgyguotential acceleration due to termination lmaumge of control. The Warrant expires in
10 years.

In January 2001, the Company amended the EmployAgneement. Under the amended employment agreethenfompany cancelled its
issuance of 3,000 warrants at $465.00 per sharésandd a warrant to purchase 3,000 shares of constook at $200.00 per share, with 2
of the warrants exercisable on February 28, 20@1tla balance exercisable monthly over the neretlgears. The term of the warrant
expires in 10 years. As of December 31, 2001 afd® 200 shares were issued related to this war€frthe 10,000 warrants issued, 7,000
were accounted for as a fixed award, and 3,000 aeceunted as a variable award. During the yeatesceBecember 31, 2001 and 2002, no
variable award compensation expense was recordie &xercise price was below the fair market valfuthe Company's common stock for
all periods.

6. Income Taxes

The primary components of the defétex assets are as follows:

As of December 31

2001 200z
Net operating loss carryforwar $ 40,155,61 $ 47,071,03
Deferred revenu 902,59: 183,78:
Excess book over tax depreciati 1,417,84. 4,855,133l
Accrued expense 1,317,721 208,63"
Other 159,82: 49,79t
Total 43,953,58 52,368,37
Valuation allowanct (43,953,58) (52,368,37)
Net deferred tax ass $ — 3 —

No tax benefit has been recorded in 2001 or 20@2ume of the net operating losses incurred by trepany resulting in the recording o
valuation allowance for all deferred tax assetsaliation allowance is provided when it is morelikthan not that some portion of the
deferred tax asset will not be realized. The Comtablished a valuation allowance for all deféreex assets at December 31, 2001 and
2002 due to the uncertainty of realizing future baxefits from its net operating loss carryforwaadd other deferred tax assets.

As of December 31, 2002, the Company has net apgraiss carryforwards of approximately $118,223, 5@ federal and $64,398,293 for
California franchise tax purposes, which beginxpiee during fiscal years 2010 and 2003, respeltive
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7. Stockholders' Equity
Common Stock, Convertible Preferred Stock, andadurieferred Stock

In September 1995, 401K Forum wasiipeorated under the laws of the State of Califarlmavarch 1997, 401 K Forum, Inc. was
incorporated under the laws of the State of Delayand in March 1997, 401K Forum (the original afiia corporation) was merged with
and into 401K Forum, Inc. under the "401K Forunt,'Imame. In February 1999, the name of the Compas/changed to Emergent
Advisors, Inc. In December 1999, the name of thmm@any was changed to mPower.com, Inc.

In conjunction with the Company's re-incorporatioiMarch 1997, each issued and outstanding shateed€ompany's 63,074 shares of
common stock was converted into one share of thepa2oy's Series A Preferred Stock ("Series A"). Afs997, 35,428 shares of Series B
Preferred Stock ("Series B") were issued for $5,248 in cash and conversion of $506,784 in notgalga including accrued interest.
Additionally, 11,799 warrants for Series B wereitalde for issuance to investors in conjunctionhathiese transactions. Granting of the
warrants was contingent upon the occurrence odiceglvents such as introducing new customers t€tmepany who as a result, enter into
signed agreements with the Company.

In October 1998, the Company issued 73,150 shdr@sr@s C Preferred Stock ("Series C") for totalgeeds of $14,630,000. All warrants
relating to the purchase of shares of Series B wamneelled at the time of the issuance of SeripsrGuant to the execution of an Investor
Incentive Program Agreement (see below). In Mai@®9] the Company issued 547 shares of Series ©tidmet proceeds of $101,000.

In December 1999, the Company issued 64,516 sbafsries D Preferred Stock ("Series D") for total proceeds of $37,075,706.

In November 2000, the Company engaged in a bridge financing in the amount of $11,479,565 (thad@e Financing") with certain
existing investors. In connection with the Bridgedncing, the Company issued convertible promissoitgs which were convertible into
shares of Series E Preferred Stock ("Series E").

In December 2000, the Company issued 112,034 sbafsries E for $23,116,489 in cash and conversichi1,602,953 in promissory
notes, including accrued interest, issued in cotoreevith the Bridge Financing. Additionally, 2,824arrants for Series E were issued to
investors in conjunction with these transactions.

In May 2001, the Company issued 186,713 sharegié¢SF Preferred Stock ("Series F") and 94,34@eshaf Series G Preferred Stock
("Series G") for total net proceeds of $20,617,64@suant to the terms of the financing, new irssivere required to invest 50% of their
total investment in Series F and the remaining 5@%eir total investment in Series G. Any existingestors in the company who
participated in the financing purchased Series I$. dn addition, pursuant to the terms of the fioiaug, if a holder of Series E elected to in'
in the financing in an amount equal to at least 2B%e aggregate amount invested by such holdgreirseries E financing, all of the shares
of Series E held by such holder, as well as anyamés exercisable for Series E held by such holdggmatically converted into Series F, or
warrants exercisable for Series F. All investorSamies E
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invested the required 25% and therefore all S&iskares and warrants converted to Series F shadesarrants. Reuters America, Inc.
("Reuters") contributed cash and a reduction of@bewpany's commitment to purchase services undeCtimpany's agreement with Reuters
(see Note 11). In June 2001, the Company issuedi@®®s of Series G for total net proceeds of $143,

In May 2001, in conjunction with the Series F anfirancing, the Company authorized 30,000 shargseferred stock to be designated as
"Junior Preferred Stock." The Company adopted 66 Stock Option Plan which provides for the gr@f30,000 nonqualified options to
certain management, key employees, and formertdieof the Company. The options are exercisaliletiares of a new series of Junior
Preferred Stock. The options granted under the &0dk Option Plan terminate on January 1, 200800n the occurrence of other events
(see further discussion in Stock Option Plans sadielow). As of December 31, 2002, no shares wibdiPreferred Stock had been issued.

In September 2001, the Company issued 1,171 shbfexies F and 17,883 shares of Series G fordbeisition of an additional 74.4% of
mPower Europe (see Note 2).

In May 2002, the Company and S&P entered intotar@igreement ("Letter Agreement"), pursuant tociithe Company or a third-party
purchaser would, within 10 days after executiomcpase from S&P 45,352 shares of common stock,wégialed all of the Company's
common stock held by S&P at such time (includingd23 shares of common stock that were converted apoh closing from 11,962 shares
of Series F and 11,962 shares of Series G), folulheonsideration of $12,245, which representeslfair value of such shares. Pursuant to
this agreement, in May 2002, S&P sold its shar&3apital Z, one of the Company's current investansl, to an individual investor.
Additionally, the Company and S&P agreed, as of &2, to amend the Purchase Agreement dated Ma3008 (see Note 3) to terminate
S&P's right to earn shares of the Company's constaek, the number of which was calculated based tip® conversion of S&P customers
to the Company's advice product.

Significant terms of the Series A, Series B, SetieSeries D, Series E, Series F, Series G (tog€thenvertible Preferred Stock™) and Jur
Preferred Stock as of December 31, 2001 are asafsil

. Series A, Series B, Series C, Series D, Serieefig$SF, and Series G are convertible into comnhoecksat any time after the date of
issuance into a number of shares of common statkdhdetermined by dividing the Series A, SerieS&ies C, Series D, Series E,
Series F, or Series G issue price by the convemiae, (original issue price adjusted for splitvidends, and certain other dilutive
issuances) which is determined on the date thdicete is surrendered for conversion. Each shatheConvertible Preferred Stock
automatically convert into common stock upon thdiexaof (a) completion of a public offering witlggregate proceeds not less than
$50,000,000 at not less than $418.00 per shailg) apon the written consent of at least two-thifithe holders of that series of
Convertible Preferred Stock, voting together amgls class. Junior Preferred Stock is not conbktio common stock.
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In the event that a holder of Series E purchase@$s6 in an amount equal to or greater than 25%efiggregate purchase price
by such holder for the shares of Series E then lieddshares of Series E automatically convert8gnes F determined by dividing
aggregate Series E issue price paid by such hbiddre Series F/G issue price.

In the event of any liquidation of the Company (gfhincludes the acquisition of the Company by aso#ntity), the holders of

Series B, Series C, Series D, Series E, SeriesdSaries G have a liquidation preference over comstock and Series A of

(i) $162.30 per share, $200.00 per share, $62G:08hare, $326.00 per share, $209.00 per shar&1add5.00 per share, respectiv
plus (ii) a liquidation premium equal to 8% of theginal Series B, Series C, Series D, Series EeS¢&, and Series G issue price per
annum compounded semi-annually for each outstarstiage from the date of first issuance; plus @iiideclared but unpaid
dividends. After such payment, the holders of Sefidhave a liquidation preference of $100.00 parsliplus any declared but unpaid
dividends. Upon payment of all Convertible Prefdr&tock liquidation preferences, any remaining peals will be allocated to the
common stockholders. Prior to and in preferencatpdistribution of the assets or surplus fund$éoholders of Series B, Series C,
Series D, Series E, Series F, Series G, Serieadd\¢@ammon stock, the holders of Junior PreferrediSshall be entitled to receive
12.75% of the aggregate consideration receiveth&yCompany multiplied by a fraction ("Share Ratiejual to the total number of
shares of Junior Preferred Stock outstanding divtme30,000. In the event the acquiring entity fgigate company and the
consideration is solely in the form of shares gfita stock of such surviving or acquiring compdt¥cquirer"), the holders of Junior
Preferred Stock are entitled to receive 12.75%efAcquirer shares received by the Company mudtipiy the Share Ratio. In the
event the consideration shall consist of a mixasdicand Acquirer shares, the holders of JunioeRext Stock shall be entitled to
receive 12.75% of the cash consideration and Aegsinares multiplied by the Share Ratio.

In conjunction with the Series F and G financirgg tnandatory redemption feature was removed oe$BriSeries C, Series D, and
Series E. Prior to May 2001, the Company was requio redeem Series C and Series D at any timessten years and six years,
respectively, from the date of first issuance falleg the receipt of a written request from the leotdof a majority of the voting power
of Series C and Series D, respectively, by payingsh sum per share of the Series C and SeriesuP gice, the Series C and
Series D liquidation premium plus all declared ccuamulated but unpaid dividends on such sharesCHhmepany was required to
redeem the Series B on January 31, 2007 by pagisig @& a per share amount equal to the origin&<sSBrissue price plus the
liquidation premium plus all declared or accumuddbeit unpaid dividends on such shares. After rédsithe Company of a Series C
redemption request or Series D redemption reqaesite Series B redemption date, the Company wasred to redeem the Series E
following receipt of a written request from the thefs of a majority of the voting power of SeriebyEpaying a cash sum per share of
the Series E issue price plus the liquidation poemplus all declared or accumulated but unpaiddeinds on such shares. Series A
was not redeemable. Subsequent to the Series 6 &indncing, Series B, Series C, Series D, Serj&eles F, and Series G are not
redeemable. The Company must redeem the sharesiof Preferred Stock outstanding upon the eaolfiéi) 90 calendar days after
the completion of a public offering or
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(i) May 15, 2006, if no liquidation has occurredagp to such date, by paying a cash sum equal % @Bthe per share price paid by
such holder of Junior Preferred Stock.

. Series A, Series B, Series C, Series D, SeriegfigsSF, and Series G are entitled to dividendgnadnd if declared by the board of
directors, in proportion to the number of sharesafimon stock which would be held by each suchédrafdall shares of such
preferred stock were converted to common stockeattten-effective conversion rate. Such dividemdsat cumulative. Holders of
Junior Preferred Stock are not entitled to recaive dividends.

. Holders of Convertible Preferred Stock and Juniefétred Stock have the same voting rights as didens of common stock and
have one vote for each share of common stock itiiolwthe preferred stock could then be converted.

Series A-1 Preferred Stock Financing and Recapaithn

In May 2002, the Board of Directotgteorized the Company to issue and sell sharegeiéSA-1 Preferred Stock ("Series A-1") to
raise up to $15 million in the financing at a pwasé price of $2.70 per share. Also in May 2002Qbmpany completed the first closing of
the financing by issuing 2,870,247 shares of Sekidsfor total net proceeds of $7,371,111.

In connection with the financing, the Board of Biiers authorized a recapitalization plan (the "Ré&edization™) which involved two steps:

(i) upon the first closing of the financing, alltstanding shares of existing preferred stock, iicig Series A, Series B, Series C, Series D,
Series F, and Series G, converted into correspgrahiares of Series AA, Series BB, Series CC, SBiizsSeries FF, and Series GG prefe
stock ("Shadow Preferred Stock™) and/or commonks(tie "Preferred Conversion") based on each medestockholder's participation in the
Series A-1 financing, and (ii) upon the final clygiof the financing (which shall occur no laterrthspril 1, 2003, or upon other triggering
events which may occur sooner), all outstandingeshaf Shadow Preferred will be converted into sbaf common stock ("Shadow
Preferred Conversion"). Following the financing dhe Recapitalization, Series A-1 will become thé/series of Convertible Preferred
Stock authorized.

Immediately after giving effect to the Shadow Prefd Conversion, each share of the Company's thtstamding shares of common stock
and Series A-1 will be split and converted intolOsbares of common stock and Series A-1, respégtive

Holders of Series A-1 are entitled to customantsgpreferences and privileges of preferred stBplecifically, these rights include, among
others:

. Holders of Series A-1 are entitled to receive nomalative dividends, when as declared by the Bo&fdi@ctors in preference and
priority to any payment of any dividend on the SthadPreferred Stock and common stock at the ra8%®per annum of the Series A-
1 issue price.

. Holders of Series A-1 shall be entitled to rece$2€70 for each outstanding share of Series A-X glliquidation premium equal to

8% of the Series A-1 issue price per annum compediisémi-annually
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from the date of the first issuance prior to angreference to any distribution to the holdersahmon stock.

. In the event that at any time subsequent to MayQ@a9, (i) holders of a majority of Series A-1 halected to cause the Company to
redeem such shares, and (ii) no public offerintigpidation has occurred, then such holders witifgghe Corporation by delivery of
written notice to the Company. Upon receipt of 8ezies A-1 redemption notice, the Company shakeedall of the outstanding
shares of Series A-1 at the original Series A-liégwice.

. Each share of Series A-1 shall be convertible aatmmon stock at any time after the date of issuértoea number of shares of
common stock that is determined by dividing thei€3eA-1 issue price by the conversion price, whsctietermined on the date the
certificate is surrendered for conversion. Eachesbéthe Convertible Preferred Stock automaticatigverts into common stock upon
the earlier of (a) completion of a public offerimith aggregate proceeds not less than $50,000 006 ess than $750.00 per shart
(b) upon the written consent of at least two-thinfithe holders of that series of Convertible Prefé Stock, voting together as a
single class.

. Holders of Series A-1 have the same voting righttha holders of common stock and have one votedon share of common stock
into which the preferred stock could then be coteder

Warrants

In November 1999, the Company entérexla Strategic Alliance Agreement (the "Alliankgreement") with a financial service
provider. The Alliance Agreement provided for thrarging of warrants to purchase 3,000 shares ohmmmstock (“Initial Warrant™) for
$200.00 per share and up to 9,000 shares of comsinoh ("Performance Warrants") based on predeteungerformance milestones relating
to the referral of plan sponsors and their pardiotp as set forth in the Alliance Agreement. ThigallWarrant expires at the earlier of five
years or upon the consummation of an initial pubffering. The Performance Warrants are exercisablee lesser of the price per shar
the most recent preferred stock offering, theJalue of the Company's common stock (if publichdid), or $1,200.00 for grants in 2000,
$1,500.00 in 2001, or $1,800.00 in 2002 as detexchat the date of grant. The grants expire fiveg&am the date of issuance. Within the
first eighteen months of the Alliance Agreementhi Alliance Agreement is terminated due to breafatontract (as defined by the Alliance
Agreement), the Company has the right to repurchagecommon stock issued from exercise of any wérander the Alliance Agreemen
the original exercise price. The fair value of thitial Warrant of $131,252 issued in 1999 was mguiped as sales and marketing expense. In
December 2001, the Company granted Performanceavtarfor 1,000 and 500 shares of common stockZ08$0 per share. The warrants
expire on January 1, 2006 and February 5, 200pentisely. The fair value of these warrants of $18,and $5,507 was recognized in 2001
as sales and marketing expense. No Performancakiamere granted in 2002. As of December 31, 2002varrants have been exercised
under the Alliance Agreement.

In April and November 1999, the Company grante@xatutive recruiting firm warrants to purchase $b@res of common stock for $50.00
per share, and 486 shares of common stock for 8Q3fer share, respectively, for services perforriibd. warrants expire five years from
their respective dates of grant. The fair valuthete
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warrants of $3,811 and $46,629 was recognized 9 B3 Software, technology, and communication esgp@nd General and administrative
expense, respectively. In April 2001, the Compasyéd additional warrants to purchase 21 and I@slécommon stock for $465.00 per
share. The warrants expire in five years from thespective dates of grant. The fair value of theagants of $1,506 and $904 was
recognized in 2001 as Software, technology, andneonication expense and General and administrakiperese, respectively. No warrants
were granted in 2002. As of December 31, 2002, mdtleese warrants have been exercised.

In June 2000, the Company entered into a Web SteDpment, Services, and Distribution Agreemdra (Development Agreement") with
a financial service provider. The Development Agreat provided for the granting of warrants to pasa 1,000 shares of common stock
("Initial Warrant") for $465.00 per share and uflt600 shares of common stock ("Development Wastabised on predetermined
performance milestones relating to the developrasrset forth in the Development Agreement. Thealniarrant and the Development
Warrants expire at the earlier of five years ornupiee consummation of the Company's initial pubffering. The Development Warrants are
exercisable at the lesser of the fair market vafube Company's common stock as determined in ¢aituby the board of directors, the
average closing price of the Company's common sasduoted on NASDAQ, the closing prices quotedmnexchange on which the
Company's common stock is listed (if publicly trdfieor $465.00. Within the first eighteen monthshef Development Agreement, if the
Development Agreement is terminated due to bre&dcbmtract (as defined by the Development Agreeméme Company has the right to
repurchase any common stock issued from exerciaayfarrants under the agreement at the origikeaicese price. The fair value of the
Initial Warrant of $380,392 was recognized in 2@80a reduction of revenue. In June 2000, the Coynisaned a Development Warrant for
500 shares of common stock at $465.00 per sharhvetxipires on June 8, 2005. The fair value of thedlbpment Warrant of $190,196 was
recognized in 2000 as a reduction of revenue. briagy 2001, the Company issued a Development \Wiaioa 500 shares of common stock
at $125.00 which expires on February 20, 2006.fahesalue of the Development Warrant of $50,184wecognized as a reduction of
revenue. No Development Warrants were issued i2.288 of December 31, 2002, no warrants have beercised under the Development
Agreement.

In February 2000, the Company issued a warranetivBtive Insights LLC to purchase 7,000 sharesonfimon stock of the Company at an
exercise price of $465.00 per share. In Februa®p2the Company issued a warrant to a principaleswih Derivative Insights LLC to
purchase 3,000 of common stock at $465.00 per sherdanuary 2001, the Company cancelled thenssuaf both warrants and issued a
warrant to the principal owner of Derivative InsigihLC to purchase 10,000 shares of common sto$R@®.00 per share, with 25% of the
warrants exercisable on February 28, 2001 anddtenbe exercisable monthly over the next threesy@dre term of the warrant expires in
years. As of December 31, 2002, none of these wiarfave been exercise

In November 2001, the Company issued to Blue JEgogties West, the Company's landlord, a warrapitehase 10,000 shares of common
stock at a per share exercise price of $50.00h@Emes The warrant expires on October 1, 2008. Tdxeamt was issued in connection with the
First Amendment and Restatement of Office Leaseddas of October 1, 2001. The fair value of therararof $209,673 was recognized in
2001 as rent expense. As of December 31, 2002, ofcthese warrants have been exercised.
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Notes Receivable from Stockholders

In November 1999 and March 2000,Gleenpany issued an aggregate of 27,500 and 2,008ssbhcommon stock, respectively, to
three senior executives of the Company. In conaedtiith such issuance and pursuant to RestricteckSturchase Agreements ("RSPA"),
these senior executives paid for the stock by mgspromissory notes (secured by the shares of timep@ny's common stock) totaling
$4,367,205 to the Company. The shares were subjeepurchase at the original purchase price byCmpany upon the occurrence of
certain events or conditions, such employment teatron. The Company's repurchase rights lapsedfouerears.

In February 2001, one of the executives terminateég@mployment with the Company. As of the exe@sivermination date, 14,063 share
the 25,000 shares of common stock purchased byxeneutive were fully vested. The Company fulfilieglobligation to repurchase the
remaining 10,937 shares of unvested common stoakdordance with the terms of the executive's R&RAby canceling a proportionate
part of the principal and interest on the promigswte. Following this cancellation, the remainbaance on the executive's note, including
accrued interest, was $1,833,169. Pursuant tdlareent agreement and release, the executive hgkstdo put all (and not less than all) of
these vested shares of common stock to the Conmipachange for forgiveness of all principal antkiest remaining on the promissory
note. This put right terminates in February 2008difionally, the due date of the note was extertddeebruary 2005. In connection with this
executive's Settlement Agreement and Release,dh#@ny recorded compensation expense during 20$1,857,563 and recorded a
reserve to notes receivable for the same amount.

In March 2001, a second executive terminated higlegment with the Company. As of the executiversiaation date, all 2,000 shares of
common stock purchased by the executive were suiojgepurchase by the Company. In connection thighrepurchase, the Company
cancelled the related principal and interest orptioenissory note.

In July 2001, the third executive terminated higplyment with the Company. As of the executiversiaation date, 833 shares of the
2,500 shares of common stock purchased by the xeavere fully vested. The Company exercised litbgation to repurchase the remain
1,667 shares of unvested common stock in accordatiticehe terms of the executive's RSPA and by eling a proportionate part of the
principal and interest of the promissory note. wlhg this cancellation, the remaining balancet@ndxecutive's note, including accrued
interest, was $114,957. Pursuant to a settlemeatawent and release, the executive has the rightttall (and not less than all) of these
vested shares of common stock to the Company inagge for forgiveness of all principal and intemeshaining on the executive's note. T
put right terminates in July of 2005. Additionalti)e due date of the note was extended to July.2@G®nnection with this executive's
settlement agreement and release, the Companydsgtoompensation expense during 2001 of $104,1d2emorded a reserve to notes
receivable for the same amount.

Stock Option Plans

The Company's 1997 Stock Option Rfhe "1997 Plan") provides for the grant of up 471122 incentive or nonqualified options to
purchase common stock to employees, directors ansuttants of the Company at the
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fair market value of the common stock for incentiteck options (and not less than 85% of fair mavkdue for nonqualified stock options)
on the date of grant as determined by the boadire€tors. Options granted under the 1997 Plan kavieus vesting schedules pursuant to
individual written agreements, but generally vesably over a period of four years and expire teary from the date of grant. Some option
agreements provide for accelerated vesting of optigpon the effective date of an initial publicesiifig or a change in control of the
Company.

In May 2001, the Company adopted the 2001 Stocko@Btlan (the "2001 Plan") which provides for tharg of 30,000 nonqualified options
to certain management, key employees, and formectdrs of the Company. The options are exercidablghares of Junior Preferred Stock.
The options granted under the 2001 Plan terminath® earlier of (a) January 1, 2003 provided #helhange of control has not occurred a
such date; (b) December 2011; (c) the completicm miiblic offering; (d) one year after the undartysecurities for the options received as a
result of a change in control become publicly tchd@ptions granted to employees vest as followysn @he event of the closing of a chang
control that occurs prior to January 1, 2003, driedtof the shares will vest three days prior te dthosing of such change of control, (ii) an
additional one-third of the shares will vest on ¢giremonth anniversary date of such change of oirand (iii) the remaining shares will vest
on the twelve-month anniversary date of such chafgentrol. The vesting may accelerate based erethployee's termination date. Options
granted to former directors vest 100% in the ewéiie closing of a change of control that occuisrgo January 1, 2003.

In May 2002, in connection with the SerieslAinancing, the Company adopted the 2002 Stock @he "2002 Plan"), effective upon the f
closing. The maximum aggregate number of shargésthasubject to option and sold under the 2008 Btpuals the number of shares that
constitute approximately 18.205% of the total sharfecapital stock of the Company outstanding €uilg diluted basis (excluding options
granted under the 1997 Plan and 2001 Plan) upoShbdow Preferred Conversion (as defined in thefgamyis Sixth Amended and Resta
Certificate of Incorporation), of which shares ditnging 0.25% of the capital stock are reservedojation grants to former directors of the
Company. The 2002 Plan provides incentive or nolifigcdioptions to employees, directors and consittaf the Company at the fair market
value of the common stock for incentive stock amgig¢and not less than 85% of fair market valuenforqualified stock options) on the dat:
grant as determined by the Board of Directors. fBiremarket value increases to 110% for both ineeréand nonqualified option grants to
holders who, at the time of grant, own stock repnéiag more than ten percent (10%) of the votingeroof all classes of stock of the
Company or any parent or subsidiary. Options gdhateler the 2002 Plan have various vesting scheguwiesuant to individual written
agreements, but generally vest ratably over a garighree to four years and expire ten years filmendate of grant. Some option agreements
provide for accelerated vesting of options upondffiective date of an initial public offering orcaange in control of the Company.
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A summary of activity under the Company's 1997,122Ghd 2002 Plans is as follows:

Weighted Average

Number of Exercise Price

Option Shares Range Exercise Price

Outstanding at January 1, 20 28,18° $ 16.00- $620.0C $ 227.0(
Granted 74,07 25.00- 125.0( 42.0C
Exercisec (1,809 16.00- 465.0( 40.0(
Cancelec (15,66 16.00- 465.0( 252.0(
Outstanding at December 31, 2( 84,79t $ 16.00- $620.0C $ 65.0(
Granted 2,135,49' $ 0.01-%$25.0C $ 2.71
Exercisec — — —
Cancelec (28,20¢) 16.00- 620.0( 65.0(
Outstanding at December 31, 2( 2,192,08 $ 0.01-$620.0C $ 4.3z

At December 31, 2002, 2,192,084 shares were oulisiguand 1,771,830 shares were available for thetorg of additional options under the
1997, 2001, and 2002 Plans.

The following table summarizes information aboutrently outstanding and exercisable stock optidri3eember 31, 2002 under the 1997,
2001, and 2002 Plans:

Options Outstanding Options Exercisable
Weighted
Average
Outstanding at Remaining Weighted Vested a Weighted
December 31  Contractual Life Average December 31 Average
Range of Exercise Price 2002 (Years) Exercise Price 2002 Exercise Price
$16.30- $620.00 91,11 8.3t $ 65.0C 64,64( $ 122.0(
$0.01 2,100,97. 9.9¢ 0.01 1,929,87 0.01
2,192,08 9.8¢ $ 4.3z 1,994,511 $ 3.9¢
I I

Additional Stock Plan Information

As discussed in Note 1, the Compamgpants for its stock-based awards to employeeguke intrinsic value method in accordance
with APB 25,Accounting for Stock Issued to Employgeasd its related interpretations.

SFAS No. 123Accounting for Stock-Based Compensatioequires the disclosure of pro forma net incotogs) had the Company adopted
the fair value method since the Company's inceptibrder SFAS No. 123, the fair value
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of stock-based awards to employees is calculatedigh the use of option pricing models, even thosigth models were developed to
estimate the fair value of freely tradable, fuligrisferable options without vesting restrictionkjch significantly differ from the Company's
stock option awards.

The Company's calculations for employee grants wezde using the minimum value option pricing mosigh the following weighted
average assumptions:

Year Ended December 3:

2001 200z
Dividend yield None None
Volatility None None
Risk free interest rai 3.9% 4.6%
Expected term, in yea 3.6 3.€

The weighted average minimum value per option aheflate of grant for options granted during 2806d 2002 was $0.05 and $0.00,
respectively.

8. Lease Commitments

Future minimum net lease paymentsundncancellable operating leases (with initialesnaining lease terms in excess of one \
and future minimum capital lease payments as oeBer 31, 2002 are as follows:

Year Ending

December 3:
2003 $ 303,36¢
2004 403,84¢
2005 408,32¢
2006 136,10¢
2007 —
Thereaftel —
Total $ 1,251,65;

Total rent expense under operating leases for 26012002 was $2,625,468 and $1,209,778 respectively

In 1999, the Company obtained a letter of cred#2#179,598 for a security deposit on leased offfz@ce. The letter of credit is collateralized
by certain assets of the Company and is includexdhar assets as of
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December 31, 2001. In October 2001, the Companyttenthndlord amended the original lease whergbgrion of the premises was
returned to the landlord, and the base rent foréh@aining portion of the premises was modifieddiidnally, the security deposit that the
Company was required to maintain with the landlees reduced from $2,479,598 to $1,345,097. Asqfatis agreement, the Company
recorded $550,469 as lease termination fees. ©fthiount, $340,796 was cash and $209,673 wasddaithvalue of a warrant to purchase
10,000 shares of common stock.

In April 2002, the Company and the landlord furtherended the lease whereby a portion of the premiss returned to the landlord as of
February 1, 2002. Additionally, the landlord waleakd to draw upon the entire amount of the letferredit being held as security deposit
under the lease agreement. As a result of this dment, the Company recorded $773,442 as leasenation fees and $571,655 as prepaid
rent. The prepaid rent is to be refunded to the @y on a pro rata basis only in the event of aly éarmination by the landlord, terminati
of the lease due to destruction or eminent donmaiif,the parties mutually agree to the early teration of the lease.

9. 401(k) Plan

Effective January 1, 1997, the Comypiamplemented a 401(k) plan (the "Plan") coveritigemployees who have met certain
eligibility requirements. Under the Plan, employeesy elect to contribute up to 20% of their eligillbmpensation to the Plan, subject to
certain limitations. The Company immediately magcheployee contributions at 50% up to the first@%mployees' compensation.
Employees are fully vested in the Company's couatidins after one year of service with the Comp&hyring 2001 and 2002, the Company
made contributions to the Plan of $158,499 and ®IG3 respectively.

10. Customer Litigation

In January 2001, a demand for artiiinawas served against the Company by one ofigtoeners. The customer claimed that the
Company failed to produce software that passedefstaoce testing” pursuant to a software licensewt®d between the customer and
Company in June 2000. The customer demanded ret§2,500,000 previously paid to the Company in®06 May 2002, the customer a
the Company entered into a Settlement AgreemendMaridal Release ("Settlement"), which required @mempany to pay to the customer a
total sum of $1,375,000, with $750,000 payabléatdosing of the Settlement (June 7, 2002). Tha@my issued an unsecured promissory
note to the customer for the remaining $625,000¢ckvivill be payable on June 7, 2003.

11. Related Party Transactions
Notes Receivable From Employees

At December 31, 2000, the Company Ineltes receivable from several senior executive®nnection with personal loans made to
these individuals. These notes bear interest attieeof 6.36% per annum and were secured by Coyrgiank owned by employees. In 2001,
the employees repaid these notes which totaled to
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$526,300, including accrued interest. Of the amoepaid, $483,205 was repaid by surrendering Commpammon stock owned by the
employees, at $50.00 per share.

At December 31, 2001, the Company held notes rabivfrom a senior executive in connection withspaal loan made to the executive.
The balance of these notes, including accrueddstewas $96,837 as of December 31, 2001. Thess nare issued in August 1999,
September 2000 and September 2001 and bear intétbst LIBOR rate effective as of the effectivéedaf the note. These notes are due |
the earlier of the tenth anniversary of the noiee months following the employee's terminatiomirthe Company, nine months following
the closing of the Company's initial public offagior nine months following the dissolution, liquiide, or merger with or into another
corporation, or sale of substantially all of theets of the Company. Since the senior executiveinated employment in October 2001, the
notes were due in July 2002. As the balance ohtties remained unpaid at December 31, 2002, thep@ayrhas recorded an allowance for
the entire balance of the notes including inteasstf December 31, 2002.

The Company also holds a note from a senior exeziticonnection with the advance payment of hi3120onus. This note had a principal
balance, including accrued interest, totaling $23,ds of December 31, 2001. This note was issubthin2001 and bears interest at 5% per
annum. The note was repaid in March 2002.

In March 2001, the Company issued a note to a semicutive in the amount of $500,000, with inteet5.41% per annum. This note was
repaid in October 2001 upon the termination ofaékecutive. The executive repaid the note by susgnd Company Common Stock at
$50.00 per share, plus surrendered vested stoangpb purchase 4,031 shares of common stock.

S&P

In May 2001, the Company entered aniagreement with S&P, an investor, to purchageaiodicensed information over a three-
year period ("S&P Agreement"). The license feesapég/to S&P are calculated as a percentage otmehue, defined as the total fe
(excluding development or implementation fees) wuthe Company for services that include, incorfoa otherwise utilize the licensed
information. The minimum fee due to S&P each ye&500,000 with a maximum of $500,000 in Year 158@,000 in Year 2, and
$2,500,000 in Year 3. During 2001 and 2002, the gamy paid $250,000 and $64,290, respectively, muwtion with this agreement.

In May 2002, the Company and S&P entered into aeeagent to cancel the S&P Agreement. In considaratf S&P's cancellation of the
S&P Agreement, the Company made a cash payme®@Roo§$171,089 and issued a promissory note to 8&/461,254 with interest at
8% per annum, payable on May 31, 2007 or upon agehaf control of the Company. Interest expensariec on this note totaled $22,181
during 2002. As of December 31, 2002, the balarfi¢ki® note, including accrued interest, was $483,4
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Reuters

In December 2000, the Company entgredan agreement with Reuters, an investor, tolase certain Reuters' services in the
aggregate of $8,900,000 over a period of five ye&ssart of the Series F/G Financing, Reutersedjte reduce the Company's purchase
commitment by $1,609,000, in exchange for $1,225 @fReuters' $3,725,000 obligation to trigger d¢baversion right of its Series E into
Series F. During 2001 and 2002, the Company pald $80 and $548,000, respectively, in conjunctidth ¥his agreement.

In May 2002, in connection with the initial closio§the Series A-1 financing, the Company and Rsutevised their existing agreement to
reduce the amount of services the Company is dklig® purchase to approximately $2.9 million cadour-year period. In consideration of
Reuters' agreement to enter into this agreementCtdmpany issued an unsecured note to Reuters entlount of $620,020 with interest at
8% per annum, payable on May 24, 2007 or upon agghaf control of the Company. Interest expensariec on this note totaled $30,812
during 2002. As of December 31, 2002, the balaf¢ki® note, including accrued interest, was $632,8

Fees Paid to Related Parties

A senior executive officer, who temaied his employment in February 2001, servedamed member of a consulting firm and of a
professional employer organization to which the @any paid fees. Approximately $427,000 was paitthéoconsulting firm and $293,000
was paid to the professional employer organizatid®2001. No payments were made to the consultimg dir to the professional employer
organization in 2002.

12. Subsequent Events
Management Retention Plan and Employee Severarreemgnts

In January 2003, the board of direcapproved a Management Retention Plan, whichexteapool of 20% of the consideration
which might be received in an acquisition trangacfor allocation to the covered employees. Paymentler the plan are senior to payment
of Series A-1, are to be made in the same forrh@ficquisition consideration which might be recgjyand are to be subject to a vesting
schedule. In January 2003, the board of direcssapproved severance agreements for employeegrthade severance equal to (i) one
week's salary for each six months service or potti@reof for staff positions, or (ii) one weelésasy for each six months of service or
portion thereof plus one month salary for senionaggement positions, in the event an employee ngiteted prior to, or within six months
subsequent to an acquisition. Employees who resgverance under their respective employee seveegreements will be entitled to
payment under the Management Retention Plan ortlyet@xtent the payment under the Management RetePlan exceeds severance
amounts paid.

Amendment to Executive Employment Agreement

In January 2003, the Board of Direstampproved an amendment to a senior executivgdlogment agreement whereby the exect
exchanged $105,000 of cash severance due undemghieyment agreement for 3% of the consideratioichvmight be received in an
acquisition transaction, payment of which will lm®r to payment of Series A-1.
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Shadow Preferred Conversion and Reverse Stock Split

As the final closing of the SerieslAinancing was not consummated prior to April @02, shares of the Company's Shadow
Preferred were converted into shares of commorkdipdividing the aggregate conversion preferei$d®.00, $162.30, $200.00, $620.00,
$209.00, and $1,045.00 for Series AA, Series BBieSe&C, Series DD, Series FF, and Series GG, césply, plus 8% thereon from initial
issuance through April 1, 2003, except for Serids @ompounded semiannually) by the Shadow Prefaroedersion price of $28.07.
Immediately after giving effect to the Shadow Prefd Conversion, each share of the Company's thestamding shares of common stock
and Series A-1 was automatically split and conekinéo 0.01 shares of common stock and sharesri#sSg-1, respectively. Accordingly, €
historical financial information has been restaedf the stock split had been in effect for allipds presented. Following the Shadow
Preferred Conversion and the reverse stock split, 5837 shares of common stock and 2,870,247 slsanées A-1 were outstanding.

Purchase by Morningstar Associates LLC

In May 2003, the board of directoppved an Agreement and Plan of Reorganizatian'(tkerger") whereby the Company bec:
a wholly-owned subsidiary of Morningstar Associdieé€. The Merger was approved on June 13, 200hbyaquisite majority of the
outstanding shares of the capital stock of the Gompand the Merger closed on June 30, 2003. Obthéacquisition consideration of
$4,695,680, $1,279,520 was used to settle exifiibdities of the Company, $1,475,443 was disttézlito holders of Series A-1, $383,232
was distributed to employees covered under the Bmant Retention Plan discussed above, and $5Wd8%listributed to the executive
discussed above. In addition, $1,500,000 of the tatquisition consideration was placed in escratil December 31, 2004, to be distributed
as follows: $1,155,000 to holders of Series A-1)%B00 to employees covered under the Managemeaenten Plan, and $45,000 to the
executive discussed above. As the amount of tlaédotjuisition consideration received was not sigfit to allow distribution of proceeds to
holders of the Company's common stock, all outstanshares of the Company's common stock were #ad@nd extinguished upon the
closing date of the Merger. In addition, all outstsng warrants and options were terminated uporhtsng date of the Merger. Also in
connection with the Merger, the Board of Directapproved the dissolution of mPower Europe.

Amendment and Termination of 401(k) Plan

In June 2003, the board of direcapproved the amendment and restatement of the Gorspt01(k) Plan to comply with the
Uruguay Round Agreements, the Uniformed ServicesReremployment Rights Act of 1994, the Small BassJob Protection Act of 1996,
the Taxpayer Relief Act of 1997, the Internal Rax@®ervice Restructuring and Reform Act of 1998l tue Community Renewal Tax Rel
Act of 2000. Also in June 2003, the board of dioestapproved the termination of the Company's 40RI&n in accordance with the Merger
discussed above. In accordance with the provisibtise 401(k) Plan, all participants became fuldgted in their accrued benefits as of the
plan termination date.
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13. Restatement

Subsequent to the issuance of thedlwlated financial statements for the year endecehber 31, 2002, we determined that
impairment losses related to fixed assets and gittéassets and loss on disposal of fixed aseethé years ended December 31, 2001 and
2002 should be classified as operating expense.result, the accompanying Consolidated Statentdr@perations have been restated to
increase both operating expense and operatingdassto decrease non operating expense in the amol$2,140,733 and $4,862,416 for
years ended December 31, 2001 and 2002, respgcfives restatement has no impact to net loss, it flaws for any period presente
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Unaudited Pro Forma Consolidated Statement of Opettions

The following Unaudited Pro Forma Consolidated Stant of Operations for the year ended Decembe2@®13 gives effect to the
acquisition of mPower.com, Inc. ("mPower"), whiagkchme effective July 1, 2003, and has been prefmgredmbining Morningstar Inc. and
subsidiaries' ("Morningstar") historical ConsoligdtStatement of Operations for the year ended Dieeef81, 2003 with the results of
operations of mPower for the period January 1, 26QRine 30, 2003 (period prior to Morningstarguasition of mPower.) As such, the
Unaudited Pro Forma Consolidated Statement of Gipesagives effect to the acquisition of mPoweifdtshad occurred on January 1, 2003.

The unaudited pro forma Consolidated Statementpar&tions is presented for information purposeg ant it is not necessarily indicative
of the results of operations that would have bedneaed had the acquisition been completed aseofi#ite indicated and is not necessarily
indicative of Morningstar's future financial positior results of operations.

The Unaudited Pro Forma Consolidated Statemenpef&ions for the year ended December 31, 2003aheuread in conjunction with the
historical consolidated financial statements of Mogstar and mPower, including the notes theretichvare contained elsewhere in this
document.
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Morningstar, Inc. and Subsidiaries

Unaudited Pro Forma Consolidated Statement of Opett#ons for the Year Ended December 31, 2003
(in thousands except per share amounts)

Unaudited
Pro Forma
Morningstar, Inc.
Historical mPower.com, Inc and
Morningstar, Inc. Six Months mPower.com, Inc
Year Ended Ended Pro Forma Year Ended
December 31 June 30 Adjustments December 31
200z 2003 (See Note 2 200z
Revenue 139,49t $ 2,72¢ — 142,22:
Operating expense
Cost of goods sol 43,521 1,49: — 45,01«
Development 14,66: 303 — 14,96¢
Sales and marketing 30,79¢ 1,022 — 31,82(
General and administrati\ 54,14¢ 2,251 — 56,39¢
Depreciation and amortization 7,128 302 (119 (a)(b) 7,30€
Total operating expense 150,25( 5,371 (119 155,50:
Operating loss (10,759 (2,645 11¢ (13,28()
Non-operating income (expense)
Gain on sale of investment in unconsolid:
entity 51C — — 51C
Interest income, net 27¢ (14) — 26E
Other income (expense), r 321 — — 321
Total non-operating income, net 1,11C (14) — 1,09¢
(Loss) before income taxes and equity in net
income of unconsolidated entities (9,649 (2,659 11¢ (12,189
Income tax expense 2,95( — 47 (c) 2,997
Equity in net income of unconsolidated entit 697 — — 697
Net income (loss $ (11,89) $ (2,659 $ 72 $ (14,48¢)

|
Weighted average common shares outstanding
basic and diluted

Basic and diluted loss per share $

38,38:
(0.3

See accompanying notes to the unaudited pro foomsatidated statement of operations.
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Notes to the Unaudited Pro Forma Consolidated Stateent of Operations
1. Basis of Presentation

The Unaudited Pro Forma Consolid&tdement of Operations for the year ended DeceBihe2003 assumes Morningstar Inc.'s
acquisition of mPower.com, Inc. ("mPower") occurcedJanuary 1, 2003.

2. Pro Forma Adjustments

@) Reflects the elimination of mPower's historical atization expense for the periods presented.

(b) Reflects the amortization of purchased intangilsteets over their economic useful lives of sevemsyea
(c) Reflects the tax impact of adjustments (a) andfimve.
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MORNINGOTAR

Dealer Prospectus Delivery Obligation

Until , 2005 (25 days after thage of this offering), all dealers that effeeirnisactions in these securities, whether or not
participating in this offering, may be requireddteliver a prospectus. This is in addition to theldes' obligation to deliver a prospectus when
acting as underwriters and with respect to thegolohallotments or subscriptions.




Part Il Information Not Required in Prospectus
Item 13. Other Expenses of Issuance and Distributio

The following table sets forth theperses (other than underwriting discounts and casions) we expect to incur in connection \
the offering described in this registration statate

Securities and Exchange Commission Registratior $ 12,67(
NASD Filing Fee 10,50¢(
Listing Fee *

Accounting Fees and Expens
Printing and Engraving Expens
Legal Fees and Expens

Blue Sky Fees and Expens
Transfer Agent Fees and Expen
Miscellaneou:s

* % % X X ok

Total *

* To be completed by amendment.

The foregoing items are estimated. All expensekhbgilborne by Morningstar.

Item 14. Indemnification of Directors and Officers
lllinois Business Corporation Act

Section 8.75 of the lllinois Busin€asrporation Act (IBCA) provides generally and ierpinent parts that an Illinois corporation may
indemnify its directors, officers, employees andratg, or anyone serving at the request of the catipn as a director, officer, employee or
agent of another corporation, partnership, joimtuee, trust or other enterprise against experisgbg case of actions by or in the right of the
corporation) or against expenses, judgments, famed settlements (in all other cases) actuallyraadonably incurred by them in connection
with any action, suit, or proceeding if, in connectwith the matters in issue, they acted in gaathfand in a manner they reasonably
believed to be in, or not opposed to, the bestésts of the corporation and, in connection with afiminal suit or proceeding, if in
connection with the matters in issue, they hadeasonable cause to believe their conduct was ualgawbvided thano indemnification
shall be made with respect to any claim, issuepatter as to which such person has been adjuddeav®been liable to the corporation,
unless and only to the extent that the court inclvisiuch action or suit was brought shall determijpmen application that, despite the
adjudication of liability, such person is fairlyganeasonably entitled to indemnity. If a presenfoomer director, officer or employee of an
lllinois corporation has been successful in theedsé of any such action, suit or proceeding, clasue or matter, such person shall be
indemnified by the corporation against expenses.

Section 8.75 of the IBCA further permits an lllisaorporation to pay expenses incurred by an ofticelirector in defending a civil or
criminal action, suit or proceeding in advanceh#f tinal disposition of such action, suit or pratieg if the director or officer undertakes to
repay such amount if it is ultimately determinedttiuch person
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is not entitled to be indemnified by the corporatién lllinois corporation may also grant additibmalemnification through its by-laws,
agreements, votes of shareholders or disinterektectors, or otherwise, and may purchase and mnaiiisurance on behalf of any
indemnifiable person against any liability assedgédinst such person and incurred by such pershis ior her capacity as an indemnifiable
person whether or not the corporation would haeepthwer to indemnify such person against liabiligler the terms of Section 8.75 of the
IBCA.

Our Articles of Incorporation and By-laws

Article SEVENTH of our Amended andsReed Articles of Incorporation provides that vall to the full extent permitted by
Section 8.75 of the IBCA, as amended from timent@t indemnify all persons whom we may indemnifyguant thereto.

Article VI of our Amended and Restated By-Laws pdes that we will indemnify, to the fullest extaltowed, any and all persons whom we
have the power to indemnify under the IBCA agaarst and all expenses, judgments, fines, amoundsipaiettlement, and any other
liabilities. In addition, we may, at the discretiohour board of directors, purchase and maintasuiiance to protect ourselves and any
indemnifiable persons against any such expenss, dimount paid in settlement or other liability,athrer or not we would have the power to
indemnify such persons under the IBCA.

Directors' and Officers' Liability Insurance

Prior to completion of this offeringlorningstar intends to obtain a directors' andceff' liability insurance policy, which insures
against liabilities that directors or officers magur in such capacities. These insurance polittggther with the indemnification agreeme
may be sufficiently broad to permit indemnificatiohour directors and officers for liabilities, inding reimbursement of expenses incurred,
arising under the Securities Act of 1933, as améri8ecurities Act).

Indemnification Agreements

Prior to the closing of this offeringe will enter into indemnification agreement$pam of which is attached as Exhibit 10.1 to this
registration statement, with each of our directord executive officers which may be broader tharsitecific indemnification provisions
contained in the IBCA, as amended from time to tififeese indemnification agreements may requiramsng other things, to indemnify ¢
directors, officers, and certain key employeesrgjdiabilities that may arise by reason of théatwss or service. These indemnification
agreements may also require us to advance all egpencurred by the directors, officers, or cerkan employees in investigating or
defending any such action, suit, or proceeding. él@w, an individual will not receive indemnificatiéor judgments, settlements, or exper
if he or she is found liable to us (except to tkieet the court determines he or she is fairly masonably entitled to indemnity for expenses),
for settlements not approved by us or for settldmand expenses if the settlement is not approyededcourt.

Underwriting Agreement

The Underwriting Agreement (filedEshibit 1.1 to this registration statement) is eotpd to provide that the underwriter is
obligated, under certain circumstances, to proiridemnification for Morningstar and its officersyettors, and employees for certain
liabilities, including liabilities arising under ¢éhSecurities Act or otherwise.
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Item 15. Recent Sales of Unregistered Securities
In the preceding three years, we tsle the following securities that were not regjistl under the Securities Act:

. Since January 1, 2002, we have issued to diredaitfisers and employees options to purchase 3,324shares of common stock with
an aggregate exercise price of $40,338,595 andldeas aggregate of 154,955 shares of common $t08& directors, officers, and
employees through option exercises at prices rgnigom $0.53 to $14.13 per share, for aggregate cassideration of $464,254. T
options were granted pursuant to Morningstar'scogblans. At the time the options were grantedheacipient was employed by
Morningstar. The issuance of options and the dafleeounderlying shares was exempt from registnatioder the Securities Act
pursuant to Rule 701 promulgated under Section@{l)e Securities Act as a transaction pursuaatweitten compensatory benefits
plan. All recipients either received adequate imfation about Morningstar or had access, through@ment or other relationship, to
such information.

. Also, on April 30, 2003 we sold an additional 1B&hares of our common stock to two of our exeeutifficers at a purchase price

$8.57 per share, for aggregate cash considerati$hdd,265. The securities described in ltem 15vissued to U.S. investors based
on the exemption from the registration requirementhe Securities Act as set forth in Section 4(@)er the Securities Act as a

transaction not involving a public offering. Therphiasers received written disclosures that thergexuhad not been registered under
the Securities Act and that any resale must be rpadsiant to a registration or an available exesngiiom such registration.

No underwriters were involved in the foregoing sadé securities
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Item 16. Exhibits and Financial Statement Schedules

(a) Exhibits
Exhibit Description
1.1 Form of Underwriting Agreement
3.1 Amended and Restated Articles of Incorporation affMnhgstar.*
3.2 Amended and Restated -laws of Morningstar.’
4.1 Specimen Common Stock Certificat
5.1 Opinion of Winston & Strawn LLP.
10.1 Form of Indemnification Agreement
10.2 Morningstar Incentive Plan.
110.3 Subscription Agreement dated December 29, 1998dmtwWlorningstar and Tim Armot
110.4 Morningstar 1999 Incentive Stock Option Pl
10.5 Morningstar 2004 Stock Incentive Pl:
110.6 Deferred Compensation Agreement dated Februar§ 39 between Morningstar and Don Philli
110.7 Shareholders Agreement dated February 1, 1999 aMongingstar, Joe Mansueto, Paul Sturm, and Timaurmr
110.8 Purchase Agreement dated April 30, 2003 betweemMgstar and Patrick Reinkemey
110.9 Purchase Agreement dated April 30, 2003 betweemMgstar and David William:
110.10 Stock Purchase Agreement dated July 8, 1999 betieeningstar and Softban
21.1 Subsidiaries of Morningsta
23.1 Consent of Deloitte & Touche LLI
23.2 Consent of Deloitte & Touche LLI
23.3 Consent of Winston & Strawn LLP (contained in Exthih1).*
t24.1 Powers of Attorney (included on signature pa
* To be filed by amendment.
T Previously filed.

(b) Financial Statement Schedules

Morningstar Inc. and Subsidiaries

The following financial statement edule for the years ended December 31, 2001, 20@R22003 is a part of this registration
statement and should be read in conjunction wighGbnsolidated Financial Statements of Mornings$tar,and Subsidiaries:

Page
Schedule Il—Morningstar, Inc. and Subsidiaries
Valuation and Qualifying Accoun I1-6
Report of Independent Registered Public Accounfimgn on Supplemental Schedt -7

Schedules not listed above have been omitted bet¢hasnformation required to be set forth theiginot applicable or is shown in the
Consolidated Financial Statements or related notes.
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mPower.com, Inc. and Subsidiaries

The following financial statement edhle for the years ended December 31, 2001 an2li2@0part of this registration statement
should be read in conjunction with the Consolid&athncial Statements of mPower.com, Inc. and Slidorses:

Page

Schedule —mPower.com, Inc. and Subsidiaries Valuation andlifurey Accounts I1-8

Independent Auditors' Report on Supplemental Sdi¢ -9

Schedules not listed above have been omitted bet¢hasnformation required to be set forth theiginot applicable or is shown in the
Consolidated Financial Statements or related notes.
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Schedule Il Morningstar, Inc. and Subsidiaries Valation and Qualifying Accounts ($000)

Deductions
Balance at Charged to Including
Beginning of Costs & Currency Balance at
Year Expenses Translation End of Year
Allowance for doubtful account

Year Ended December 2
2001 $ 76 % 554 $ (746) $ 57€
2002 57€ 1,73¢ (1,517 79€
2003 79¢ 85t (999 654
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Report of Independent Registered Public Accountingrirm
on Supplemental Schedule

Morningstar, Inc.
Chicago, lllinois

We have audited the consolidatedniona statements of Morningstar, Inc. and subsieéafthe "Company") as of December 31, Z
and 2003, and for each of the three years in thegpended December 31, 2003, and have issuedepartrthereon dated April 30, 2004
(which report expresses an unqualified opinioniactlides an explanatory paragraph relating to the@any's change in its method of
accounting for goodwill and intangible assets)l(ided elsewhere in this Registration Statement}.addits also included the financial
statement schedule listed in Item 16 of this Regfisin Statement. This financial statement scheulee responsibility of the Company's
management. Our responsibility is to express aniopibased on our audits. In our opinion, suchrfaia statement schedule, when
considered in relation to the basic financial stegats taken as a whole, presents fairly in all neteespects the information set forth therein.

DELOITTE & TOUCHE LLP
Chicago, lllinois
April 30, 2004
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Schedule Il mPower.com,

Inc. and Subsidiaries Valu@n and Qualifying Accounts ($000)

Deductions
Balance at Charged to Including
Beginning of Costs & Currency Balance at
Year Expenses Translation End of Year
Allowance for doubtful account

Year Ended December 2
2001 $ 9 % 37C % (289 $ 90
2002 90 42 (78) 54
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Independent Auditors' Report on Supplemental Schede

To the Stockholder of mPower.com, Inc.:
Chicago, lllinois

We have audited the consolidatednfiie statements of mPower.com, Inc. and subseligtfimPower") as of December 31, 2001
2002, and for each of the two years in the perimibd December 31, 2002, and have issued our riggoeton dated April 1, 2004 (which
report expresses an unqualified opinion and indweexplanatory paragraph relating to mPower'sghn its method of accounting for
goodwill and intangible assets) (included elsewhetbis Registration Statement). Our audits ateuded the financial statement schedule
listed in Item 16 of this Registration StatemertisTfinancial statement schedule is the resporityiliif mPower's management. Our
responsibility is to express an opinion based araodlits. In our opinion, such financial statemsettedule, when considered in relation to the
basic financial statements taken as a whole, ptesainly in all material respects the informatiest forth therein.

DELOITTE & TOUCHE LLP
Chicago, lllinois
April 1, 2004
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Item 17. Undertakings
The undersigned registrant herebyrass responsibility that:

Q) For purposes of deteingrany liability under the Securities Act of 1938e information omitted from the form of
prospectus filed as part of this registration steset in reliance upon Rule 430A and containedforia of prospectus filed by the registrant
pursuant to Rule 424(b)(1) or (4) or 497(h) undher $ecurities Act of 1933 shall be deemed to begfahis registration statement as of the
time it was declared effective.

(2) For the purpose of deti@ing any liability under the Securities Act of3® each post-effective amendment that contains a
form of prospectus shall be deemed to be a newtratjpn statement relating to the securities effeherein, and the offering of such
securities at that time shall be deemed to berttialibona fideoffering thereof.

3) It will provide to thenderwriter at the closing specified in the undetiwg agreement certificates in such denominations
and registered in such names as required by theramiter to permit prompt delivery to each purchiase

(4) Insofar as indemnificattifor liabilities arising under the Securities Aft1933 may be permitted to directors, officers] a
controlling persons of the registrant pursuanh®fbregoing provisions, or otherwise, the regrgtias been advised that in the opinion of
Securities and Exchange Commission such indemtidités against public policy as expressed in tleé ahd is, therefore, unenforceable. In
the event that a claim for indemnification agamsth liabilities (other than the payment by thdastegnt of expenses incurred or paid by a
director, officer, or controlling person of the iggant in the successful defense of any actioih, @uproceeding) is asserted by such director,
officer, or controlling person in connection withetsecurities being registered, the registrant willess in the opinion of its counsel the
matter has been settled by controlling precedeiing to a court of appropriate jurisdiction theegtion whether such indemnification by it is
against public policy as expressed in the Act ailido® governed by the final judicial decision afch issue.
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SIGNATURES

Pursuant to the requirements of the Seearict of 1933, as amended, Morningstar has dalysed this amendment to registration
statement to be signed on its behalf by the ungieesi, thereunto duly authorized, in the City of&lgio, State of Illinois, on February 3,
2005.

MORNINGSTAR, INC.

By: /sl JOE MANSUETO

Name: Joe Mansue
Title: Chairman of the Board and Chief Executiveicafr

Pursuant to the requirements of the Seearict of 1933, as amended, this amendment tetragipn statement has been signed by the
following persons in the capacities and on theglatdicated.

Signature Title Date

/s/ JOE MANSUETO Chairman of the Board and Chief Executive

Officer (principal executive officer)

February 3, 2005
Joe Mansuet

s/ MARTHA DUSTIN BOUDOS Chief Financial Officer (principal

accounting and financial officer)

February 3, 2005
Martha Dustin Boudo

*

Director February 3, 2005
Donald J. Phillips |
*
Director February 3, 2005
Cheryl Francis
*
Director February 3, 2005
Steven Kaplal
*
Director February 3, 2005
Jack Noonal
*
Director February 3, 2005
Paul Sturny

*By:/s/ MARTHA DUSTIN BOUDOS

Martha Dustin Boudos
as attorne-in-fact

Martha Dustin Boudos was appointed attofinefiact with power and authority to execute thiméndment No. 1 to Registration
Statement on behalf of the Directors named aboveupnt to the power of attorney included on theatgre page at the time of the initial
filing of this registration statement.
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MORNINGSTAR, INC. 2004 STOCK INCENTIVE PLAN

ARTICLE 1. ESTABLISHMENT, OBJECTIVES AND DURATION

1.1 ESTABLISHMENT OF THE PLAN. Morningstar, Incndllinois corporation, hereby establishes this Mogstar, Inc. 2004 Stock
Incentive Plan (the "Plan") as set forth in thisdment. Capitalized terms used but not otherwis@et herein will have the meanings given
to them in Article

2. The Plan permits the grant of Nonstatutory Stopkions, Incentive Stock Options, Stock AppreoiatRights, Restricted Stock, Restricted
Stock Units, and Performance Shares. In additlmPlan provides the opportunity for the deferfahe payment of salary, bonuses and ¢
forms of incentive compensation.

Subject to the approval of the Company's sharehsldee Plan will become effective upon its apptdyethe Board of Directors, and will
remain in effect as provided in Section 1.3 hereof.

1.2 PURPOSE OF THE PLAN. The purpose of the Plaa gomote the success and enhance the value @dmpany by linking the
personal interests of Participants to those of Gomshareholders, and by providing Participanthk ait incentive for outstanding
performance. The Plan is further intended to previexibility to the Company in its ability to metite, attract and retain the services of
Participants upon whose judgment, interest, andiabeffort the successful conduct of its businedargely dependent.

1.3 DURATION OF THE PLAN. The Plan will commence thre Effective Date, as described in Article 2, arnllremain in effect, subject 1
the right of the Committee to amend or terminateRkan at any time pursuant to Article 14, untilSilares subject to it pursuant to Article 4
have been issued or transferred according to gr@$provisions. In no event may an Award be grhateler the Plan on or after the tenth
annual anniversary of the Effective Date.

1.4 PLAN MERGER. The 2001 Morningstar Stock Optitian, as amended, the Amended and Restated 20G0rgstar Stock Option Plan,
and the Amended and Restated 1993 Morningstar Sptibn Plan shall be merged into this Plan ahefEffective Date. Stock options
awarded under the Prior Plans shall be governdtiéterms of this Plan.

ARTICLE 2. DEFINITIONS

Whenever used in the Plan, the following terms hheemeanings set forth below, and when the measiimdended, the initial letter of the
word is capitalized:

"AFFILIATES" means (a) for purposes of Incentive& Options, any corporation that is a Parent dors&liary of the Company, and (b) for
all other purposes hereunder, an entity that i®€tly or indirectly) controlled by, or controlfiet Company.

"AWARD" means, individually or collectively, a graannder this Plan to a Participant of Nonstatutetyck Options, Incentive Stock Optio
Stock Appreciation Rights, Restricted Stock, Ret#d Stock Units, and Performance She



"AWARD AGREEMENT" means an agreement entered intdéhe Company and a Participant setting forth émms and provisions
applicable to an Award or Awards granted to thdi€ipant or the terms and provisions applicablanaelection to defer compensation under
Section 8.2.

"BOARD" or "BOARD OF DIRECTORS" means the BoardRifectors of the Company.
"CAUSE" shall mean the Participant's:

(a) willful neglect of or continued failure to subastially perform his or her duties with or obligats for the Company or an Affiliate in any
material respect (other than any such failure tegufrom his or her incapacity due to physicahwental illness);

(b) commission of a willful or grossly negligentac the willful or grossly negligent omission totdéhat causes or is reasonably likely to
cause material harm to the Company or an Affiliate;

(c) commission or conviction of, or plea of NOLO NDENDERE to, any felony or any crime significanithjurious to the Company or an
Affiliate.

An act or omission is "willful" for this purposeitfwas knowingly done, or knowingly omitted, byetRarticipant in bad faith and without
reasonable belief that the act or omission wakérbest interest of the Company or an Affiliatetddmination of Cause shall be made by the
Committee in its sole discretion.

"CHANGE IN CONTROL" means the occurrence of any onenore of the following: (a) any "person” (asltsterm is defined in Section 3
(a)(9) of the Exchange Act and as used in Secti@(d)(3) and 14(d)(2) of the Exchange Act) whoeathe Effective Date, becomes a
"beneficial owner" (as defined in Rule 13d-3 untter Exchange Act), directly or indirectly, of mdhan fifty percent (50%) of the Shares
(other than Joe Mansueto, his spouse and descsndadtany trustee or custodian for and on befiahy of them), (b) the consummation of
a merger, consolidation, statutory share exchangaalar form of corporate transaction involvitgetCompany (a "Business Combination™),
unless immediately following such Business Comlimaimore than sixty percent (60%) of the total mgtpower of (i) the company resulting
from such Business Combination (the "Surviving Camy), or (ii) if applicable, the ultimate paremtrapany that directly or indirectly has
beneficial ownership of one hundred percent (1068the voting securities eligible to elect direstaf the Surviving Company (the "Parent
Company") is represented by Shares that were owdlistgimmediately prior to such Business Combimafiar, if applicable, is represented
shares into which such Shares were converted mursmguch Business Combination), and such votowgs among the holders thereof is in
substantially the same proportion as the votinggravf such Shares among the holders thereof imnedgliarior to the Business
Combination, or (c) the stockholders of the Compapgrove a plan of complete liquidation or dissolubf the Company or a sale of all or
substantially all of the Company's assets.

"CODE" means the Internal Revenue Code of 198&nanded from time to time.
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"COMMITTEE" shall mean the Compensation Committééhe Board of Directors, the composition of whathall at all times satisfy the
provisions of Section 162(m) of the Code and statisist of at least two directors who are "indegendirectors" within the meaning of the
NASDAQ marketplace rules, and "nonemployee direttaithin the meaning of Exchange Act Rule -3.

"COMPANY" means Morningstar, Inc., an lllinois camation, and any successor thereto as providedtinlé 18.

"CONSULTANT" means any person, including an advismgaged by the Company or an Affiliate to rermwices to such entity and who
is not a Director or an Employee.

"DIRECTOR" means any individual who is a membethaf Board of Directors.
"DISABILITY" shall mean

(a) A physical or mental condition that would gfiak Participant for a disability benefit under fbag-term disability plan of the Company
applicable to him or her;

(b) If the Participant is not covered by such agld@rm disability plan, disability as defined farrposes of eligibility for a disability award
under the Social Security Act;

(c) When used in connection with the exercise of@entive Stock Option following termination of playment, disability within the
meaning of Code Section 22(e)(3); or

(d) Such other condition as may be determined byCtbmmittee in its sole discretion to constitutsdbility.
"EFFECTIVE DATE" means the date of the Plan's aopby the Board subject to the approval of then®ia the Company's shareholders.

"EMPLOYEE" means any person employed by the Compmaran Affiliate in a common law employee-employelationship. A Participant
shall not cease to be an Employee for purposdsfian in the case of (i) any leave of absenpecsyed by the Company or (i) transfers
between locations of the Company or among the Campts Parent, any Subsidiary, or any successorpbrposes of Incentive Stock
Options, no such leave may exceed ninety (90) daysess reemployment upon expiration of such lésigeiaranteed by statute or contract. If
reemployment upon expiration of a leave of absepoved by the Company is not so guaranteed,earth hundred and eighty-first
(181st) day of such leave any Incentive Stock Opitield by the Participant shall cease to be treademh Incentive Stock Option and shall be
treated for tax purposes as a Nonstatutory Stodlo@pNeither service as a Director nor paymerd director's fee by the Company shall be
sufficient to constitute "employment" by the Compan

"EXCHANGE ACT" means the Securities Exchange Ac1884, as amended from time to time, or any suoccess thereto.
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"EXERCISE PRICE" means the price at which a Shaag be purchased by a Participant pursuant to ain@pt
"FAIR MARKET VALUE" shall be determined as follows:

(a) At all times prior to an IPO, "Fair Market Valushall be determined pursuant to one or moreatins conducted on behalf of the
Company. The Committee shall determine Fair Maviadtie at its sole discretion, based upon the residleach Valuation, as more fully
provided herein. At times when the Fair Market \éatf a Share is determined pursuant to a Valuatienfollowing timing rules shall apply:

(i) In the event that the date on which a transadtivolving Shares occurs is within six (6) monfbéowing the most recently completed
Valuation, the Fair Market Value of the Shares Iagd in the transaction shall be determined byresfee to the results of the most recently
completed Valuation.

(i) In the event that the date on which a transadinvolving Shares occurs is six (6) months orenafter the most recently completed
Valuation, the Fair Market Value of the Shares Iagd in the transaction shall be determined byrezfee to the results of the Valuation or
Valuations that the Committee, in its sole disoretideems appropriate.

The Committee shall have the authority to modify thsults of any Valuation in any manner that @rde necessary to ensure the consistency
of the determination of Fair Market Value throughthe term of the Plan.

(b) At all times following an IPO, "Fair Market \s" means

(i) the average of the high and low trading pricethe Shares on the New York Stock Exchange @umh other national securities exchange
on which the Shares are listed, or, if the Sharesiat traded on any other exchange and are régalaoted on the NASDAQ National
Market System, on the NASDAQ National Market Sysiéthe Shares are admitted for quotation thereon;

(i) if the Shares are not traded on any exchamgegularly quoted on the NASDAQ National Markesf&m, the mean between the closing
bid and asked prices of the Shares in the ovecteter market; or

(i) if those bid and asked prices are not avddathen the Fair Market Value as of any given ddi@l be determined in good faith by the
Committee; or

(iv) the actual sale price of the Shares, wheraréidpant pays the Exercise Price and/or anyedlatithholding taxes to the Company by
tendering Shares issuable to the Participant ugercise of an Option.

4



"FREESTANDING SAR" means a SAR that is granted petelently of any Options, as described in Article 7

"INCENTIVE STOCK OPTION" or "ISO" means an optiom purchase Shares granted under Article 6 thasgdated as an Incentive St
Option and that is intended to meet the requiremehCode Section 422,

"INITIAL PUBLIC OFFERING" or "IPO" means an initigtublic offering of the Company's Shares pursuaatrt effective registration
statement filed with the U.S. Securities and Exgl@a@ommission.

"NONSTATUTORY STOCK OPTION" or "NQSQO" means an aptito purchase Shares granted under Article Gishadt intended to meet
the requirements of Code Section 422.

"OPTION" means an Incentive Stock Option or a Nangbry Stock Option, as described in Article 6.
"PARENT" means a "parent corporation,” whether raovlereafter existing, as defined in Code SectA(d).

"PARTICIPANT" means an Employee, Consultant or Biog who the Committee has selected to participatee Plan pursuant to Section
5.2 and who has an Award outstanding under the Plan

"PERFORMANCE-BASED EXCEPTION" means the performabesed exception from the tax deductibility limitais of Code Section 162
(m) and any regulations promulgated thereunder.

"PERFORMANCE PERIOD" means the time period durirtgoh performance objectives must be met in ordeafBarticipant to earn
Performance Shares granted under Article 9.

"PERFORMANCE SHARE" means an Award of Shares witlingial value equal to the Fair Market Value dbhare on the date of grant,
which is based on the Participant's attainmentdfain performance objectives specified in the Alwagreement, as described in Article 9.

"PERSONAL LEAVE" means a leave of absence as desdrin Section 5.3.
"PLAN" means the Morningstar, Inc. 2004 Stock IrtoenPlan, as set forth in this document, and asratted from time to time.

"PRIOR PLANS" means the 2001 Morningstar Stock @ptlan, as amended, the Amended and RestatedvB@@ihgstar Stock Option
Plan, and the Amended and Restated 1993 Mornin§stak Option Plan. The Prior Plans shall be merggxdthis Plan as of the Effective
Date and stock options awarded under the Priorshall be governed by the terms of this Plan.

"RESTRICTION PERIOD" means the period during whiled transfer of Shares of Restricted Stock is &éthin some way (based on the
passage of time, the achievement of performancectbgs, or the occurrence of other events asméted by the Committee, in its sole
discretion) or the Restricted Stock is not vested.
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"RESTRICTED STOCK" means a contingent grant of 8eawarded to a Participant pursuant to ArticléH& Shares awarded to the
Participant will vest over the Restricted Period according to the time-based or performance-besttia, specified in the Award
Agreement.

"RESTRICTED STOCK UNIT" or "RSU" means a notionataunt established pursuant to an Award grantedRarticipant, as described in
Article 8, that is (a) valued solely by referenoeShares, (b) subject to restrictions specifiethénAward Agreement, and (c) payable only in
Shares. The RSUs awarded to the Participant wsll &ecording to the time-based or performance-bestia specified in the Award
Agreement.

"SERVICE" means the provision of services to thenpany or its Affiliates in the capacity of (i) amiployee, (ii) a Director, or (i) a
Consultant. For purposes of this Plan, the trarsffan Employee from the Company to an Affiliate an Affiliate to the Company or from
an Affiliate to another Affiliate shall not be angination of Service. However, if the Affiliate favhich an Employee, Director or Consultant
is providing services ceases to be an Affiliat¢hef Company due to a sale, transfer or other reaswhthe Employee, Director or Consultant
ceases to perform services for the Company or dfijafe, the Employee, Director or Consultant $hiatur a termination of Service.

"SHARES" means the shares of common stock, no gaeyof the Company.

"STOCK APPRECIATION RIGHT" or "SAR" means an Awanfithe contingent right to receive Shares or castspecified in the Award
Agreement, in the future, based on the value, @aftpreciation in the value, of Shares, pursuatitederms of Article 7. SARs may be
granted alone or in connection with a related Qptio

"SUBSIDIARY" means a "subsidiary corporation”, whet now or hereafter existing, as defined in CoeletiSn 424(f).

"TANDEM SAR" means a SAR that is granted in conimattvith a related Option pursuant to Article 7¢ #xercise of which requires
forfeiture of the right to purchase a Share untdermélated Option (and when a Share is purchaseéer ahe Option, the Tandem SAR will
similarly be canceled).

"VALUATION" means a periodic valuation conducted loehalf of the Company, pursuant to such termsnagitiodologies that the
Committee, in its sole discretion, deems approgriat all times prior to an IPO, the Committee $katablish the Fair Market Value of
Shares in reliance upon one or more Valuations.

"VESTED" means, with respect to an Option, thathsOgption has become fully or partly exercisablevmed, however, that notwithstandi
its status as a Vested Option, an Option shallecembe exercisable pursuant to (and while exdstasshall be subject to) such terms as ar
forth herein and in the relevant Award Agreemeimifarly, terms such as "Vest," "Vesting," and "UWsted" shall be interpreted according
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ARTICLE 3. ADMINISTRATION

3.1 THE COMMITTEE. The Plan will be administered g Committee, or by any other committee appoibtethe Board whose
composition satisfies the "nonemployee directogquieements of Rule 16b-3 under the Exchange Actthadegulations of Rule 16b-3 under
the Exchange Act, the "independent director” rezyugnts of the NASDAQ marketplace rules, and thésida director" provisions of Code
Section 162(m), or any successor regulations origioms.

3.2 AUTHORITY OF THE COMMITTEE. Except as limited/ baw and subject to the provisions of this Plée, Committee will have full
power to: select Employees, Directors and Constgdtemparticipate in the Plan; determine the s@ebtypes of Awards; determine the terms
and conditions of Awards in a manner consisterth Wit Plan; construe and interpret the Plan andagngement or instrument entered into
under the Plan; establish, amend or waive rulegemualations for the Plan's administration; andjact to the provisions of Article 15)
amend the terms and conditions of any outstandimgrd to the extent they are within the discretibthe Committee as provided in the Pl
Further, the Committee will make all other deterations that may be necessary or advisable to adtairthe Plan. As permitted by law and
consistent with Section 3.1, the Committee maygigke some or all of its authority under the Planluding to an officer of the Company to
designate the Employees (other than such offigasélf or herself) to receive Options and to detaanihe number of Shares subject to the
Options such Employees will receive.

3.3 DECISIONS BINDING. All determinations and decits made by the Committee pursuant to the pravésad the Plan will be final,
conclusive and binding on all persons, includinghewut limitation, the Company, its Board of Diredd, its shareholders, all Affiliates,
Employees, Participants and their estates and ioearéds.

3.4 CHANGE IN CONTROL. In the event of a Chang&€iontrol, the Committee shall have the discretioadcelerate the vesting of Awar
eliminate any restrictions applicable to Awardssmehe performance measures to be satisfied, ersiagh other action as it deems
appropriate, in its sole discretion.

ARTICLE 4. SHARES SUBJECT TO THE PLAN AND MAXIMUM A° WARDS
4.1 NUMBER OF SHARES AVAILABLE FOR AWARDS.

(a) Subject to adjustment as provided below arfskictions 4.2 and 4.3, the maximum number of Stihe¢snay be issued or transferred to
Participants under the Plan will be 5,628,843. ifaximum number of Shares that may be issued osfemed to Participants as Incentive

Stock Options is 1,000,000. The maximum numberhair&€s and Share equivalent units that may be gtaieng any calendar year to any
one Participant under all types of Awards availalsider the Plan is 1,000,000 (on an aggregate)b#sisforegoing limit will apply whether
the Awards are paid in Shares or in cash. All Bngiéscribed in this Section 4.1(a) are subjectijostment as provided in Section 4.3.

(b) The Prior Plans shall be merged into and caetinin the form of this Plan as of the Effectivad®awards made and Shares awarded
under the Prior Plans prior
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to the Effective Date, which remain outstandinglos Effective Date, shall be governed by the tesfrthis Plan, but shall not count against
the number of Shares authorized under 4.1(a) alddwvadditional awards will be made under any PiRilan on or after the Effective Date.

4.2 LAPSED AWARDS. Any Shares (a) subject to an Adwander the Plan that are forfeited, canceledleskedr otherwise terminated
without a distribution of Shares to a Participamt(b) delivered by attestation to, or withheld thie Company in connection with the exercise
of an Option awarded under the Plan or in paymé&anhy required income tax withholding for the exsecof an Option or the vesting of
Restricted Stock awarded under the Plan will thiezehe deemed to be available for Award. Any Sb&ed subject to an Award under a P
Plan that are forfeited, canceled, settled or etiser terminated without a distribution of Shares t®articipant; or (b) delivered by attestation
to, or withheld by, the Company in connection viflie exercise of an Option awarded under a Priar &an payment of any required inco
tax withholding for the exercise of an Option aweatdinder a Prior Plan will not be available for Advander this Plan or the Prior Plan.

4.3 ADJUSTMENTS IN AUTHORIZED SHARES.

(@) In the event of any merger, reorganizationsotidation, recapitalization, separation, liquidatisplit-up, share combination, or other such
change in the corporate structure of the Compafegtig the Shares, such adjustment shall be matteinumber and class of Shares which
may be delivered under the Plan, and in the numberclass of and/or price of Shares subject tdauding Awards granted under the Plan,
as may be determined to be appropriate and egeitgbthe Committee, in its sole discretion, to predilution or enlargement of rights and
provided that the number of Shares subject to angrd shall always be a whole number.

(b) Fractional Shares resulting from any adjustnietwards pursuant to this section may be settiezhsh or otherwise as the Committee
determines. The Company will give notice of anyuatihent to each Participant who holds an Awardhhatbeen adjusted and the adjusti
(whether or not that notice is given) will be efiee and binding for all Plan purposes.

ARTICLE 5. ELIGIBILITY AND PARTICIPATION

5.1 ELIGIBILITY. An Employee shall be deemed elilgifor participation upon such Employee's first @dgmployment. Additionally, non-
Employee Directors and Consultants and/or theirasgntatives who are chosen from time to timeestie discretion of the Company to
receive one or more Awards are also eligible tdigipate in the Plan.

5.2 ACTUAL PARTICIPATION. Subiject to the provision$ the Plan, the Committee will, from time to tinselect those Employees, non-
Employee Directors and Consultants to whom Awarillsbe granted, and will determine the nature anmbant of each Award.

5.3 PERSONAL LEAVE STATUS.



(a) Notwithstanding anything in the Plan to thetcary, the Committee, in its sole discretion, reserthe right to designate a Participant's
leave of absence as "Personal Leave." No Opticals st granted to a Participant during Personalveea Participant's Unvested Options
shall remain Unvested during such Personal Leaddlantime spent on such Personal Leave shallmettdowards the Vesting of such
Options. A Participant's Vested Options that magkercised pursuant to Section 6.6 hereof shalaimeexercisable upon commencement of
Personal Leave until the earlier of (i) a periodoé year from the date of commencement of suckoRal Leave; or (ii) the remaining
exercise period of such Options. Notwithstandirgftregoing, if a Participant returns to the Conmypfrom a Personal Leave of less than one
year and the Participant's Options have not lagbedDptions shall remain exercisable for the raingiexercise period as provided at

time of grant and subject to the conditions corgdiherein.

(b) If the Participant leaves the employ of the @amy within six (6) months' time of the date on ethhe or she returned from Personal
Leave, the Fair Market Value figure used to caluthe purchase price of any Shares that the Coynpagy choose to repurchase from that
individual pursuant to Section 6.9(b) will be tloever of:

(i) the Fair Market Value of the underlying Shaassof the date the Participant commenced his oPbesonal Leave, and (ii) the Fair Market
Value of such Shares as of the date of that deggartlpon returning to the Company from Personalkethe Participant must complete six
(6) months of Service before the Participant wéllddigible to receive any other Awards under trenPlI

(c) The Committee, in its sole discretion, may veadr alter the provisions of this Section 5.3 wehpect to any Participant. The waiver or
alteration of such provisions with respect to aaytieipant shall have no effect on any other Piuaict.

ARTICLE 6. OPTIONS

6.1 GRANT OF OPTIONS. Subject to the terms and igious of the Plan, Options may be granted to Eyg#s, non-Employee Directors
and Consultants in the number, and upon the teaantsat any time and from time to time, as deterchimethe Committee.

6.2 AWARD AGREEMENT. Each Option grant will be eeitced by an Award Agreement that specifies thedis@Price, the duration of
the Option, the number of Shares to which the @ppiertains, the manner, time and rate of exeraid&esting of the Option, and such other
provisions as the Committee determines. The Awagre@ment will also specify whether the Option iemded to be an ISO or an NQSO.

6.3 EXERCISE PRICE. The Exercise Price for eachr&habject to an Option will be determined by tlmmnittee; provided, however, that
the exercise price of Incentive Stock Options simadlll cases be equal or greater to the Fair Maviadue on the date the Option is granted.
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6.4 DURATION OF OPTIONS. Each Option will expirethe time determined by the Committee at the tifngrant, but no later than the
tenth anniversary of the date of its grant.

6.5 DIVIDEND EQUIVALENTS. The Committee may, butuiot be required to, grant payments in connectiith Options that are
equivalent to dividends declared and paid on ther&hunderlying the Options. Such dividend equiMgb@yments may be made in cash or in
Shares, upon such terms as the Committee, inlggdsscretion, deems appropriate.

6.6 EXERCISE OF OPTIONS. Options will be exercisadl such times and be subject to such restriciadsconditions as the Committee in
each instance approves, which need not be the fareach Award or for each Participant. Notwithstiaug the foregoing, Vested Options
granted under the Plan may be exercised to pur@lames only upon the earlier of: (a) the date bitlwthe Company completes an IPO;
(b) the date on which the Company undergoes a Ghangontrol. The only exception to this requiretiiat the Company first complete an
IPO or undergo a Change in Control before the Elpatnt can exercise his or her Vested Options itRdse instances where the Participant's
Service with the Company has terminated, as mazeifigally set forth in Section 6.10.

6.7 PAYMENT. The holder of an Option may exercise ©Option only by delivering a written notice, bpermitted by the Committee, in its
discretion and in accordance with procedures adadpyst, by delivering an electronic notice, of eiee to the Company setting forth the
number of Shares as to which the Option is to lBeased, together with full payment at the Exeréisiee for the Shares and any withhold
tax relating to the exercise of the Option.

The Exercise Price and any related withholdingsax@ be payable to the Company in full either: ifacash, or its equivalent, in United
States dollars; (b) if permitted in the governingakd Agreement, by tendering Shares owned by thicpant for at least six months and
duly endorsed for transfer to the Company, or Shesuable to the Participant upon exercise o&tpgon; or (c) any combination of (a) and
(b); or (d) by any other means the Committee ddtegato be consistent with the Plan's purposesppticable law.

6.8 SPECIAL PROVISIONS FOR ISOS. Notwithstanding ather provision of this Article 6, the followirgpecial provisions shall apply to
any Award of Incentive Stock Options:

(&) The Committee may award Incentive Stock Optmmly to Employees.

(b) An Option will not constitute an Incentive Sko©ption under this Plan to the extent it wouldsmthe aggregate Fair Market Value of
Shares with respect to which Incentive Stock Ostiare exercisable by the Participant for the firseé during a calendar year (under all plans
of the Company and its Affiliates) to exceed $100,05uch Fair Market Value shall be determinedfakendate on which each such Incen
Stock Option is granted.

(c) If the Employee to whom the Incentive Stock iGpts granted owns stock possessing more tha(ilt®) percent of the total combined
voting power of all classes of the Company or affffliate, then: (i) the exercise Price for each hsubject to an Option will be at least one
hundred ten percent (110%) of the Fair Market Valiithe Share on the Effective Date of the Award &i) the
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Option will expire upon the earlier of (A) the tirspecified by the Committee in the Award AgreementB) the fifth anniversary of the date
of grant.

(d) No Option that is intended to be an Incentit@c Option may be granted under the Plan untilGbenpany's shareholders approve the
Plan. If such shareholder approval is not obtaimitdin 12 months after the Board's adoption of Btten, then no Options may be granted
under the Plan that are intended to be IncentiwekSDptions. No Option that is intended to be arefriive Stock Option may be granted
under the Plan after the tenth anniversary of tite the Company adopted the Plan or the Compamytelsolders approved the Plan,
whichever is earlier.

(e) An Incentive Stock Option must be exercisedt ill, by the earliest of (i) the time specifiadhe Award Agreement,
(i) three months after the Participant's termioiatdf Service for a reason other than death orhilisg or (iii) twelve months after the
Participant's termination of Service for death dsaDility.

6.9 RESTRICTIONS ON SHARE TRANSFERABILITY.

(a) The Committee may impose such restrictionsrgnShares acquired through exercise of an Optiahdeems necessary or advisable,
including, without limitation, restrictions undepglicable federal securities laws, under the regqunents of any stock exchange or market
upon which the Shares are then listed or tradegipader any blue sky or state securities laws egblé to the Shares.

(b) No person (the "Seller") may sell, assign ¢reotvise transfer or dispose of all or any partisfdr her Shares acquired pursuant to an
exercised Option under the Plan except to the Cagnga the event the Seller desires to sell hisarShares to the Company, the Seller shall
give the Company notice of the desired transfertaadCompany shall have the right, but not thegaion, anytime within thirty (30) days
after the receipt of such notice, to purchase tharés proposed for transfer at their Fair Markdu®as of the date the Seller provides written
notice to the Company of the desired transfer. payment of the purchase price, along with applieaierest thereon, may be made by the
Company over a period of up to five (5) years amallde subject to any additional limitations andkstrictions that the Company may
choose to impose at that time.

The rights and obligations of the Seller and thenBany, as set forth in this Section 6.9(b), staathinate on the earlier of
(i) the date on which the Company completes an B;(ii) the date on which the Company undergo€hange in Control.

6.10 TERMINATION OF SERVICE. Unless the applicaBieard Agreement provides otherwise and subjecittiSn 6.8(e):

(@) In the event that the Service of a Participaterminated by the Company for any reason ottean Cause, Disability or death, Options
are exercisable at the

-11-



time of such termination shall remain exercisalbitl the earlier of (i) the remaining exercise perbr (ii) one year from the date of such
Service termination. Options that are not exerdesabthe time of such termination of Service skapire at the close of business on the date
of such termination.

(b) In the event that the Service of a Participaitth the Company terminates on account of the Dlisplor death of the Participant, Options
that are exercisable at the time of such terminalall remain exercisable until the expirationthaf term of the Option. Options that are not
exercisable at the time of such termination shalire at the close of business on the date of serchination.

(c) In the event of termination of a Participa®&rvice for Cause, all outstanding Options gratdeslich Participant shall expire as of the
commencement of business on the date of such tetimin

(d) In the event of a Participant's terminatiorgefvice for any reason other than those describedbsections (a), (b) and (c) of this Section
6.10, Options that are exercisable at the timaiofigermination shall remain exercisable until¢adier of (i) the remaining exercise period
or (ii) 30 days from the date of such terminati@ptions that are not exercisable at the time ofigammination shall expire at the close of
business on the date of such termination.

(e) Notwithstanding the foregoing, prior to theedaf any IPO, the Company may, in its sole disorgtcancel the portion of any outstanding
Option that is Vested as of the date of a Partiipaermination of Service in return for a paymtenthe Participant. In such instance, the
amount of money to which the Participant will beitbed will be equivalent to the difference betwdbe Fair Market Value of the underlying
Shares (as of the date of termination or as ottserprovided herein) and the Option Price on thdsees multiplied by the number of such
Options cancelled. In the event of such a paythetCommittee may, in its sole discretion, makenhqueyment in installments over a perioi

up to five (5) years' time and may impose suchtaatdil limitations or restrictions that the Compantiierwise deems appropriate. If payment
is made in installments, the outstanding balandeefalue of the Vested Options to be paid toRtheicipant shall earn interest (at the
Company's expense) at a rate determined by the @Gteam

Each Option Award Agreement will set forth the et which the Participant has the right to exadhe Option after his or her termination
of Service. These terms will be determined by tben@ittee in its sole discretion, need not be unif@mong all Options, and may reflect,
among other things, distinctions based on the reafw termination of Service. However, notwithsteng any other provision herein to the
contrary, no additional Options will Vest after arficipant's Service ceases or has terminatednfpreason, whether such cessation or
termination is lawful or unlawful.
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ARTICLE 7. STOCK APPRECIATION RIGHTS

7.1 GRANT OF SARS. Subject to the terms and comtitiof the Plan, SARs may be granted to Particgpainany time and from time to tin
as determined by the Committee. The Committee maptd-reestanding SARs, Tandem SARs or any combimaf the two, as specified in
the Award Agreement.

Within the limits of Article 4, the Committee witlave sole discretion to determine the number of SéRnted to each Participant and,
consistent with the provisions of the Plan, to datee the terms and conditions pertaining to SARs.

The grant price for any SAR shall be determinedhgyCommittee, but in the case of a Tandem SARgthst price shall not be less than the
exercise price of the Option to which it relates.

7.2 EXERCISE OF TANDEM SARS. Tandem SARs may beaased for all or part of the Shares subject tortated Option, upon the
surrender of the right to exercise the equivalentipn of the related Option. A Tandem SAR may kereised only with respect to the Shares
for which its related Option is then exercisable.

7.3 EXERCISE OF FREESTANDING SARS. Freestanding SARy be exercised upon whatever terms and consglitiee Committee, in its
sole discretion, imposes.

7.4 AWARD AGREEMENT. Each SAR grant will be evidexcby an Award Agreement that specifies the greinepwhether settlement of
the SAR will be made in cash or in Shares, the w@fthe SAR and such other provisions as the Cotamietermines.

7.5 TERM OF SARS. The term of a SAR will be detered by the Committee, in its sole discretion, baymot exceed ten years.

7.6 PAYMENT OF SAR AMOUNT. Upon exercise of a SARlwespect to a Share, a Participant will be ttito receive an amount equal
to the excess, if any, of the Fair Market Valuettom date of exercise of the SAR over the grangpmecified in the Award Agreement. At
discretion of the Committee, the payment that megolme due upon SAR exercise may be made in caShaires or in some combination of
the two.

7.7 TERMINATION OF SERVICE. Each SAR Award Agreerheuill set forth the extent to which the Participduas the right to exercise the
SAR after his or her termination of Service. Thesens will be determined by the Committee, in akegiscretion, need not be uniform
among all SARs issued under the Plan, and mayctefienong other things, distinctions based on ¢lasans for termination of Service.

ARTICLE 8. RESTRICTED STOCK AND RESTRICTED STOCK UN ITS

8.1 GRANT OF RESTRICTED STOCK OR RESTRICTED STOCKIUS. Subject to the terms and provisions of trenPthe Committee
may, at any time and from time to time, grant Retstd Stock or Restricted Stock Units to Particigan such amounts as it determines.

8.2 DEFERRAL OF COMPENSATION INTO RESTRICTED STOQKITS. Subject to the terms and provisions of tkenPthe Committe
may, at any time and from time to time, allow (or
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require, as to bonuses) selected Employees andtBiseto defer the payment of any portion of tisaiiary or bonuses or both pursuant to this
section. A Participant's deferral under this sectid@l be credited to the Participant in the forfniShares of Restricted Stock Units. The
Committee will establish rules and procedurestierdeferrals, as it deems appropriate.

If a Participant's compensation is deferred unkisr$ection 8.2, he or she will be credited, athefdate specified in the Award Agreement,
with a number of Restricted Stock Units no lessittiee amount of the deferral divided by the FairlkésValue on that date, rounded to the
nearest whole unit.

8.3 AWARD AGREEMENT. Each grant of Restricted StackRestricted Stock Units will be evidenced byfavard Agreement that
specifies the Restriction Periods, the number @fr&hor Share equivalent units granted, and sungh ptovisions as the Committee
determines.

8.4 OTHER RESTRICTIONS. Subject to Article 11, ttemmittee may impose such other conditions origigins on any Restricted Stock
or Restricted Stock Units as it deems advisablduding, without limitation, restrictions based upthe achievement of specific performance
objectives (Company-wide, business unit, individaalany combination of them), time-based restiitdion vesting, and restrictions under
applicable federal or state securities laws. Then@dtee may provide that restrictions establishedewn this Section 8.4 as to any given
Award will lapse all at once or in installments.

The Company will retain the certificates represephares of Restricted Stock in its possessiahalhtonditions and restrictions applical
to the Shares have been satisfied.

8.5 PAYMENT OF AWARDS. Except as otherwise providedhis Article 8, Shares covered by each Regti&tock grant will become
freely transferable by the Participant after that thay of the applicable Restriction Period, andr8lequivalent units covered by a Restricted
Unit will be paid out in cash or Shares to the iegrant following the last day of the applicables&etion Period, or on the date provided in
the Award Agreement.

8.6 VOTING RIGHTS. During the Restriction Periodrfcipants holding Shares of Restricted Stock esegrcise full voting rights with
respect to those Shares.

8.7 DIVIDENDS AND OTHER DISTRIBUTIONS. During thedgtriction Period, Participants awarded Sharesestiitted Stock or
Restricted Stock Units hereunder will be creditethwegular cash dividends or dividend equivalgrai on those Shares or with respect to
those Share equivalent units. Dividends may be @aicently, accrued as contingent cash obligationspnverted into additional Shares of
Restricted Stock or Restricted Stock Units uporhdeoms as the Committee establishes.

The Committee may apply any restrictions it deethgsable to the crediting and payment of divideadd other distributions. Without
limiting the generality of the preceding senteritthe grant or vesting of Restricted Stock is dasd to qualify for the Performance-Based
Exception, the Committee may apply any restrictibieems appropriate to the payment of divideretdaded with respect to the Restricted
Stock, so that the dividends and the RestrictedkStontinue to be eligible for the Performance-BbS&ception.
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8.8 TERMINATION OF SERVICE. Each Award Agreementlgit forth the extent to which the Participans lifae right to retain unvested
Restricted Stock or Restricted Stock Units afterdriher termination of Service. These terms véldetermined by the Committee in its sole
discretion, need not be uniform among all AwardRestricted Stock, and may reflect, among othexgshi distinctions based on the reasons
for termination of Service.

ARTICLE 9. PERFORMANCE SHARES

9.1 GRANT OF PERFORMANCE SHARES. Subject to theneof the Plan, Performance Shares may be gramtedrticipants in such
amounts and upon such terms, and at any time andtfme to time, as the Committee determines. Tharl of Performance Shares may be
based on the Participant's attainment of performatectives, or the vesting of an Award of Perfance Shares may be based on the
Participant's attainment of performance objectieash as described in this Article 9.

9.2 VALUE OF PERFORMANCE SHARES. Each Performanbar8 will have an initial value equal to the Faiandet Value on the date of
grant. The Committee will set performance objediieits discretion which, depending on the extenwhich they are met, will determine 1

number or value (or both) of Performance Shareswibbe paid out to the Participant. For purposéshis Article 9, the time period during

which the performance objectives must be met vélthlled a "Performance Period" and will be setheyCommittee in its discretion.

9.3 EARNING OF PERFORMANCE SHARES. Subiject to thents of this Plan, after the applicable Performdeéod has ended, the
holder of Performance Shares will be entitled teeiree payout on the number and value of Perform&meges earned by the Participant over
the Performance Period, to be determined as aifumaf the extent to which the corresponding pemfance objectives have been achieved.

9.4 AWARD AGREEMENT. Each grant of Performance ®isawill be evidenced by an Award Agreement spengithe material terms and
conditions of the Award (including the form of pagmt of earned Performance Shares), and such atbvsions as the Committee
determines.

9.5 FORM AND TIMING OF PAYMENT OF PERFORMANCE SHARE Except as provided in Article 12, payment ohedrPerformance

Shares will be made as soon as practicable aterltise of the applicable Performance Period,imaaner determined by the Committee in

its sole discretion. The Committee will pay earRedformance Shares in the form of cash, in Shares,a combination of cash and Shares,
as specified in the Award Agreement. Performana@&hmay be paid subject to any restrictions deeapptbpriate by the Committee.

9.6 TERMINATION OF SERVICE. Each Award Agreementiskit forth the extent to which the Participans lilae right to retain
Performance Shares after his or her terminatiddenfiice. These terms will be determined by the Ciitee in its sole discretion, need not
uniform among all Awards of Performance Shares,raay reflect, among other things, distinctions base the reasons for termination of
Service.
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ARTICLE 10. PERFORMANCE MEASURES

Unless and until the Committee proposes and thepaagis shareholders approve a change in the ggefalmance measures set forth in
this Article 10, the performance measure(s) todmdfor purposes of Awards designed to qualifyitfierPerformance-Based Exception will
be chosen from among the following alternativesriany combination of such alternatives):

(&) net earnings;

(b) operating earnings or income;

(c) earnings growth;

(d) net income (absolute or competitive growthsatemparative);

(e) net income applicable to Shares;

(f) cash flow, including operating cash flow, fre@sh flow, discounted cash flow return on investmand cash flow in excess of cost of
capital,

(g9) earnings per Share;

(h) return on shareholders' equity (absolute or-gegup comparative);

(i) stock price (absolute or peer-group comparative

(j) absolute and/or relative return on common dshalders' equity;

(k) absolute and/or relative return on capital;

() absolute and/or relative return on assets;

(m) economic value added (income in excess of aosapital);

(n) customer satisfaction;

(o) expense reduction;

(p) ratio of operating expenses to operating regsnu

(g) gross revenue or revenue by pre-defined busisegment (absolute or competitive growth ratespeoative);
(r) revenue backlog; and

(s) margins realized on delivered services.

The Committee will have the discretion to adjusgeds set for preestablished performance objecth@sever, Awards designed to qualify
for the Performance-Based Exception may not besgatjuupward, except to the extent permitted undeleCSection 162(m), to reflect
accounting changes or other events.

If Code Section 162(m) or other applicable taxemusities laws change to allow the Committee dismneto change the types of performance
measures without obtaining shareholder approvalCtimmittee will have sole discretion to make stitdinges without obtaining sharehol
approval. In addition, if the Committee determirtés advisable to grant
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Awards that will not qualify for the Performancedga Exception, the Committee may grant Awardsdbatot so qualify.
ARTICLE 11. BENEFICIARY DESIGNATION

Each Participant may, from time to time, name agwydficiary or beneficiaries (who may be named cwgantly or successively) to whom &
benefit under the Plan is to be paid in case thadient should die before receiving any or alhaf or her Plan benefits. Each beneficiary
designation will revoke all prior designations bg tsame Participant, must be in a form prescrilyettidd Committee, and must be made
during the Participant's lifetime. If the Partiaipa designated beneficiary predeceases the Baricor no beneficiary has been designated,
benefits remaining unpaid at the Participant'stdeéll be paid to the Participant's estate or o#ity described in the Participant's Award
Agreement.

ARTICLE 12. DEFERRALS

The Committee may permit or require a Participarddfer receipt of cash or Shares that would otiserlve due to him or her by virtue of an
Option or SAR exercise, the lapse or waiver ofrretsdns on Restricted Stock, or the satisfactibary requirements or objectives with
respect to Performance Shares. If any such defeetion is permitted or required, the Committék, ¥ its sole discretion, establish rules
and procedures for such deferrals. Notwithstanthiegoregoing, the Committee in its sole discretiway defer payment of cash or the
delivery of Shares that would otherwise be due Radicipant under the Plan if payment or delivenuld result in the Company's or an
Affiliate's being unable to deduct compensationarm@ode Section 162(m). Deferral of payment onaeli by the Committee may continue
until the Company or Affiliate is able to deducethayment or delivery under the Code.

ARTICLE 13. RIGHTS OF PARTICIPANTS

13.1 EMPLOYMENT AND SERVICE. Nothing in the Planlixdonfer upon any Participant any right to conérin the employ of the
Company or any Affiliate, or interfere with or litin any way the right of the Company or any A#tk to terminate any Participant's
employment or Service at any time.

13.2 PARTICIPATION. No Employee, Consultant or i@ will have the right to receive an Award unttds Plan, or, having received any
Award, to receive a future Award.

ARTICLE 14. AMENDMENT, MODIFICATION AND TERMINATION

14.1 AMENDMENT, MODIFICATION AND TERMINATION. The @mmittee may at any time and from time to timegralamend, modify
or terminate the Plan in whole or in part. The Cdtrea will not, however, increase the number off8hdahat may be issued or transferred to
Participants under the Plan, as described in thedentence of Section 4.1 (and subject to adprstias provided in Sections 4.2 and 4.3).

Subject to the terms and conditions of the PlamGbmmittee may modify, extend or renew outstanédwards under the Plan, or accept the
surrender of outstanding Awards (to the extentat@tady exercised) and grant new Awards in substitwof them (to the extent not already
exercised). The Committee will not, however, modifyy outstanding Option so as to
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specify a lower Exercise Price, without the appl@fdahe Company's shareholders. Notwithstandirgftiniegoing, no modification of an
Award will materially alter or impair any rights obligations under any Award already granted utideiPlan, without the prior written
consent of the Participant.

14.2 ADJUSTMENT OF AWARDS UPON THE OCCURRENCE OFREAIN UNUSUAL OR NONRECURRING EVENTS. In
recognition of unusual or nonrecurring events

(including, without limitation, the events desciihi@ Section 4.3) affecting the Company or its ficial statements, or in recognition of
changes in applicable laws, regulations, or acéngmrinciples, and, whenever the Committee deteesthat adjustments are appropriate in
order to prevent dilution or enlargement of thedfs or potential benefits intended to be madelabie under the Plan, the Committee may,
using reasonable care, make adjustments in thes temch conditions of, and the criteria includeddwards. In case of an Award designed to
qualify for the Performance-Based Exception, then@ittee will take care not to make an adjustmeat thould disqualify the Award.

14.3 AWARDS PREVIOUSLY GRANTED. No termination, antknent or modification of the Plan will adverseffeat in any material way
any Award already granted, without the written @mof the Participant who holds the Award.

14.4 COMPLIANCE WITH CODE SECTION 162(M). Awardsncomply with the requirements of Code Section (b6 unless the
Committee determines that such compliance is naitetd with respect to an Award available for gnamtler the Plan. In addition, if changes
are made to Code Section 162(m) to permit grebgribility as to any Award available under the Rldre Committee may, subject to this
Article 14, make any adjustments it deems approgaria

ARTICLE 15. NONTRANSFERABILITY OF AWARDS.

Except as otherwise provided in a Participant's iwsgreement, no Option, SAR, Performance SharstrReed Stock, or Restricted Stock
Unit granted under the Plan may be sold, transddepkedged, assigned, or otherwise alienated ootlwgzated, other than by will or by the
laws of descent and distribution, or pursuant tlomestic relations order (as defined in Code Seetigt(p)). All rights with respect to
Performance Shares, Restricted Stock and Resti&ttezk Units will be available during the Partiaipa lifetime only to the Participant or t
or her guardian or legal representative. Exceptlasrwise provided in a Participant's Award Agreetra in paragraph (a) below, all Optic
and SARs will be exercisable during the Particifsalifetime only by the Participant or his or heragdian or legal representative. The
Participant's beneficiary may exercise the Pauditiis rights to the extent they are exercisableutite Plan following the Participant's death.
The Committee may, in its discretion, require aiBi@ant's guardian, legal representative or berafy to supply it with the evidence the
Committee deems necessary to establish the aytlodihe guardian, legal representative or berafycto act on behalf of the Participant.

(a) Notwithstanding the foregoing, with respecaity Nonstatutory Stock Options, each Participaall §fe permitted at all times to transfer
any or all of the Options, or, in the event thei@md have not yet been issued to the ParticiphatCompany shall be permitted to issue ai
all of the Options, to certain trusts

-18-



designated by the Participant as long as suchf&aosissuance is made as a gift (I.E., a trarfsfeno consideration, with donative intent),
whether during lifetime or to take effect upon ésra consequence of) his or her death, to hisr@gwise or children. Gifts in trust shall be
deemed gifts to every beneficiary and contingenefieiary, and so shall not be permitted under plaisagraph (a) if the beneficiaries or
contingent beneficiaries shall include anyone othan such spouse or children. Transfers to a gpoushild for consideration, regardless of
the amount, shall not be permitted under this 8ecti

(b) Any Options issued or transferred under thische 15 shall be subject to all terms and condgicontained in the Plan and the applicable
Award Agreement. If the Committee makes an Optiandferable, such Option shall contain such adtititerms and conditions, as the
Committee deems appropriate.

ARTICLE 16. WITHHOLDING

16.1 TAX WITHHOLDING. The Company will have the pewand the right to deduct or withhold, or requirBarticipant to remit to the
Company, the minimum amount necessary to satisfgréd, state, and local taxes, domestic or foraigmguired by law or regulation to be
withheld with respect to any taxable event arisinger this Plan.

16.2 SHARE WITHHOLDING. With respect to withholdimgquired upon the exercise of Options or SARsnupe lapse of restrictions on
Restricted Stock, or upon any other taxable evesing as a result of Awards granted hereunderCitvapany may satisfy the minimum
withholding requirement for supplemental wagesyhole or in part, by withholding Shares having & Rarket Value (determined on the
date the Participant recognizes taxable incoméne\tvard) equal to the minimum withholding tax reqd to be collected on the transacti
The Participant may elect, subject to the approt#he Committee, to deliver the necessary fundsatisfy the withholding obligation to the
Company, in which case there will be no reductiothie Shares otherwise distributable to the Pp#iti.

ARTICLE 17. INDEMNIFICATION

Each person who is or has been a member of the @teeror the Board, and any officer or Employeg/tmm the Committee has delegated
authority under Section 3.1 or 3.2 of the Plan| gl indemnified and held harmless by the Compammy fand against any loss, cost, liability,
or expense that may be imposed upon or reasonadlyred by him or her in connection with or assuleof any claim, action, suit or
proceeding to which he or she may be a party amiich he or she may be involved by reason of atipm¢aken, or failure to act, under the
Plan. Each such person will also be indemnified la#ld harmless by the Company from and againstadyall amounts paid by him or hel

a settlement approved by the Company, or paid foydniher in satisfaction of any judgment, of oaiolaim, action, suit or proceeding
against him or her and described in the previongesee, so long as he or she gives the Companportonity, at its own expense, to han
and defend the claim, action, suit or proceedirfgrieehe or she undertakes to handle and defeftiétforegoing right of indemnification w
not be exclusive of any other rights of indemnifica to which a person who is or has been a memittre Committee or the Board may be
entitled under the
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Company's Articles of Incorporation or By-Laws,samatter of law, or otherwise, or any power that@ompany may have to indemnify him
or her or hold him or her harmless.

ARTICLE 18. SUCCESSORS

All obligations of the Company under the Plan oy award Agreement will be binding on any succegeahe Company, whether the
existence of the successor results from a direictddrect purchase of all or substantially all loétbusiness or assets of the Company or both,
or a merger, consolidation, or otherwise.

ARTICLE 19. BREACH OF RESTRICTIVE COVENANTS

An Award Agreement may provide that, notwithstaigdamy other provision of this Plan to the contrafrthe Participant breaches any
competition, nonsolicitation or nondisclosure peiens contained in the Award Agreement, whetheinduor after termination of Service, t
Participant will forfeit:

(a) any and all Awards granted or transferred o & her under the Plan, including Awards that Haeeome Vested; and

(b) the profit the Participant has realized onékercise of any Options, which is the differenceveen the Exercise Price of the Options and
the applicable Fair Market Value of the Shares Rbdicipant may be required to repay such diffeeeio the Company).

ARTICLE 20. LEGAL CONSTRUCTION

20.1 NUMBER. Except where otherwise indicated &/ ¢bntext, any plural term used in this Plan inekithe singular and a singular term
includes the plural.

20.2 SEVERABILITY. If any provision of the Planlield illegal or invalid for any reason, the illeigalor invalidity will not affect the
remaining parts of the Plan, and the Plan will bestrued and enforced as if the illegal or invalidvision had not been included.

20.3 REQUIREMENTS OF LAW. The granting of Awardgahe issuance of Share or cash payouts undeddahenill be subject to all
applicable laws, rules, and regulations, and toapprovals by governmental agencies or nationalrg@xs exchanges as may be required.

20.4 SECURITIES LAW COMPLIANCE. As to any individinaho is, on the relevant date, an officer, direcioten percent beneficial owr
of any class of the Company's equity securitiesitheegistered pursuant to

Section 12 of the Exchange Act, all as defined uisaetion 16 of the Exchange Act, transactions utide Plan are intended to comply with
all applicable conditions of Rule 16b-3 under theltiange Act, or any successor rule. To the extenpaovision of the Plan or action by the
Committee fails to so comply, it will be deemedlrard void, to the extent permitted by law and deeémadvisable by the Committee.

If at any time the Committee determines that exargian Option or SAR or issuing Shares pursuaahtdward would violate applicable
securities laws, the Option or SAR will not be exsable, and the Company will not be required soiésShares. The Company may require a
Participant to make written representations it deeecessary or desirable to comply with applicablaurities laws. No person who acquires
Shares under the Plan may sell the
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Shares, unless he or she makes the offer and walegmt to an effective registration statement otttee Exchange Act, which is current and
includes the Shares to be sold, or an exemption fte registration requirements of the Exchange Act

20.5 AWARDS TO FOREIGN NATIONALS AND EMPLOYEES OUTSE THE UNITED STATES. To the extent the CommittEems it
necessary, appropriate or desirable to comply feithign law or practice and to further the purposithis Plan, the Committee may, without
amending the Plan, (i) establish rules applicabléwards granted to Participants who are foreigionals or are employed outside the
United States, or both, including rules that diffem those set forth in this Plan, and (ii) grAmtards to such Participants in accordance with
those rules. Appendix A to this Plan contains sgigmiovisions applicable to foreign nationals antpyees outside the United States.

20.6 UNFUNDED STATUS OF THE PLAN. The Plan is intlexal to constitute an "unfunded" plan for incentvel deferred compensation.
With respect to any payments or deliveries of Shai yet made to a Participant by the CompanyP#réicipant's rights are no greater than
those of a general creditor of the Company. The @ittee may authorize the establishment of trusttioer arrangements to meet the
obligations created under the Plan, so long asaitemgement does not cause the Plan to lose @sd&us as an unfunded plan.

20.7 GOVERNING LAW. To the extent not preemptediegeral law, the Plan and all agreements hereunilldse construed in accordance
with and governed by the laws of the State of diién

20.8 NO LIMITATION ON RIGHTS OF THE COMPANY. The gnt of the Award does not and will not in any wéfget the right or power
of the Company to make adjustments, reclassifinatar changes in its capital or business structury merge, consolidate, dissolve,
liquidate, sell or transfer all or any part oflitissiness or assets.

20.9 PARTICIPANT TO HAVE NO RIGHTS AS A SHAREHOLDERefore the date as of which he or she is recoateithe books of the
Company as the holder of any Shares underlyingward, a Participant will have no rights as a shaladr with respect to those Shares.
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APPENDIX A

SPECIAL PROVISIONS APPLICABLE TO FOREIGN NATIONALS AND
EMPLOYEES OUTSIDE OF THE UNITED STATES

The following special provisions apply to AwardsBEmployees who are foreign nationals or are emplaygside of the United States, or
both. In addition to these special provisions anddcordance with Section 20.5, to the extent tve@ittee deems it necessary, appropriate
or desirable to comply with foreign law or practaned to further the purposes of the Plan, the Cdteenimay, without amending the Plan, (i)
establish rules applicable to Awards granted tdi€pants who are foreign nationals or are emplogetside the United States, or both,
including rules that differ from those set forthtlvis Plan, and (ii) grant Awards to such Partioigan accordance with those rules.

1. With respect to Options issued in Canada:

in addition to any restrictions on resale and tienis the Plan, Shares purchased under the Plgrbmaubject to certain restrictions on resale
imposed by Canadian provincial securities lawsti€pants will be encouraged to seek legal adviver o any resale of such Shares. In
general, Participants resident in Canada may sellréheir Shares to purchasers within Canada; and

personal information collected from Participant$urtherance of their participation in the Planlwi used and disclosed to an Option plan
administrator for the purposes of managing and achterring the Plan and communicating with Partioipa

2. With respect to Options issued in France:

the benefits under the Plan and the Plan itselfara specified, limited duration and future betsedr plans are subject to the sole discretion
of the Company; and

notwithstanding any other provision of this Plamiaimum four-year Vesting period will apply to a@ptions for which the Company seeks
tax-advantaged treatment.

3. With respect to Options issued in Italy, therteof the Plan may be amended as specified in terdAgreement, the terms of which
shall, to the extent they may be in contrast ta¢hens of the Plan, and for such purposes, prevail.

4. With respect to Options issued in the Nethedatitk term "Company" shall include both Morningskac. and Morningstar, Inc.'s Dutch
subsidiary for purposes of Article 16 of the Plan.

5. With respect to Options issued in Spain, alldfiefaries shall be bound by the terms of the Rlad any applicable restrictions on the
transfer of Shares under the Pl



6. With respect to Options issued in the U.K., veh@ a mechanism for collecting tax from a Paptégit's salary is in place; (ii) the salary of
the Participant is insufficient to satisfy such;taxd

(iii) the Participant has not otherwise remittedite Company an amount of funds sufficient to asach tax, the Company may satisfy the
withholding requirement, in whole or in part, bytmholding Shares having a Fair Market Value (deteethin accordance with Section 16.2
of the Plan) equal to the minimum withholding teguired to be collected on the transaction.
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EXHIBIT 21.1

SUBSIDIARIES OF THE REGISTRANT

JURI SDI CTI ON COF

SUBSI DI ARI ES | NCORPORATI ON

Mbrni ngstar Research Pty Limited (Morningstar Australia) Asstralia
Mbrningstar Research Limited (Morningstar New Zealand) ~ New Zealand
Morningstar Limited Asstralia
Morningstar Korea, Ltd.(1) korea
Morningstar Asia, Ltd.  tong Kong
Mbrningstar Research (Shenzhem) Ltd.  Hong Kong
Morningstar Japan, KK (2) Japan
Mbrningstar Investment Services, Inc.  Delaware
Morningstar Canada Group, Inc. Canada
Morningstar Research, Inc. canada
Morningstar Associates, Inc. Canada
RS Bell &Associates, Inc. canada
BellCharts, Inc. Canada
Mbrningstar Associates, LLC  Delaware
mPover.com tnc. " pelavre
mPower Advisors, L.C  pelawre
Morningstar Europe, N.V.(3) The Netherl ands.
Morningstar Europe, AB.(4) sieden
Morningstar Europe, Ltd.(4  United Kingdom
Mrningstar UK, Ltd.(4  United Kingdom
Morningstar Holland, B.V.(4) The Nether ands.
Mrningstar Italy, SRL (4  ltay
SAS Morningstar France(4)  France
Morningstar Norge AS(4)  Norway
Morningstar Deutschiand GoH(S) Germany
Morningstar Network, S.L.(8) spain
Fund Info Center Europe, AB(6) sieden
Mbrningstar Portugal Unipessoal LDA(4)  Portugal
Morningstar Sweden (Fondstar) AB(7T) sieden
Morningstar Danmark A'S(7)  penmark

(1) Morningstar, Inc. owns 40%.

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

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

(4) Morningstar Europe, N.V. owns 100%.

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

(6) Morningstar Europe, A.B. owns 100%.

(7) Morningstar Europe, N.V. owns approximately 2!



EXHIBIT 23.1
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the use in this Amendment No. 1 gigkation Statement of Morningstar, Inc. ("the Gmy") on Form S-1 of our report
dated April 30, 2004 (January 25, 2005 as to Né)erdlated to the consolidated financial statemefitee Company as of December 31, Z
and 2003 and for each of the three years in thegended December 31, 2003, (which report expseaseainqualified opinion and includes
explanatory paragraphs as to the Company's chariteemethod of accounting for goodwill and intarigiassets and the effects of the
restatement of its consolidated financial statemditstcussed in Note 16) appearing in the Prospeshish is part of this Registration

Statement, and of our report dated April 30, 2@€4dting to the financial statement schedules appg@tsewhere in this Registration
Statement.

We also consent to the reference to us under theitg "Experts" in such Prospectus.

DELOITTE & TOUCHE LLP

/sl Deloitte & Touche LLP

Chicago, Illinois
February 2, 2005



EXHIBIT 23.2
INDEPENDENT AUDITORS' CONSENT

We consent to the use in this Amendment No. 1 @igkation Statement of Morningstar, Inc. on Forst &8f our report dated April 1, 2004
(January 31, 2005 as to Note 13) related to theal@rated financial statements of mPower.com, (fmPower") as of December 31, 2001
and 2002 and for each of the two years in the dexided December 31, 2002, (which report expressesqualified opinion and includes
explanatory paragraphs as to mPower's changerimeitisod of accounting for goodwill and intangibssets and the effects of the restatement
of its consolidated financial statements discussédote 13) appearing in the Prospectus, whictars @f this Registration Statement and of
our report dated April 1, 2004 relating to the fin&l statement schedule appearing elsewhere iRélgéstration Statement.

We also consent to the reference to us under theitng "Experts" in such Prospectus.

DELOITTE & TOUCHE LLP

/sl Deloitte & Touche LLP

Chicago, Illinois
February 2, 2005
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