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Morningstar, Inc. and Subsidiaries
Unaudited Condensed Consolidated Statements of Ino®

Three Months Ended March 31

(in thousands except per share amounts) 2007 200¢
Revenue $ 95,447 $ 70,06(
Operating expense (1):
Cost of goods sol 25,85¢ 18,67:
Developmen 8,05t 6,091
Sales and marketir 16,72¢ 11,66(
General and administrative 16,08¢ 12,03:
Depreciation and amortization 4,695 2,40¢
Total operating expense 71,42( 50,86:
Operating incom: 24,02% 19,19¢
Non-operating income
Interest income, ne 1,74¢ 1,05¢
Other expense, net (23€) (126)
Non-operating income, net 1,51: 933
Income before income taxes, equity in net incomenansolidated entities, and cumulative effect of
accounting chang 25,54( 20,13
Income tax expens 10,29: 7,59¢
Equity in net income of unconsolidated entities 537 647
Income before cumulative effect of accounting clee 15,78¢ 13,18(
Cumulative effect of accounting change, net of medax expense of $171 — 25¢
Net income $ 15,78¢ $ 13,43¢
Basic income per shar
Basic income per share before cumulative effeetcobunting change $ 037 $ 0.3¢
Cumulative per share effect of accounting change — —
Basic net income per share $ 037 $ 0.3¢
Diluted income per share:
Diluted income per share before cumulative effé@azounting chang $ 0.3: $ 0.2¢
Cumulative per share effect of accounting change — 0.01
Diluted net income per share $ 03 $ 0.2¢
Weighted average shares outstand
Basic 42,40 40,35¢
Diluted 47,38 46,42«
Three Months Ended March 31
2007 200¢€
(2) Includes stoc-based compensation expense
Cost of goods sol $ 33 3% 272
Developmen 258 114
Sales and marketir 29¢ 12¢
General and administrative 1,444 1,427
Total stock-based compensation expense $ 233 $ 1,93¢

See notes to unaudited condensed consolidateccfalatatements.




Morningstar, Inc. and Subsidiaries

Unaudited Condensed Consolidated Balance Sheets

March 31 December 3:
(in thousands except share amounts) 2007 200¢€
Assets
Current asset:
Cash and cash equivalel 60,21¢ $ 96,14(
Investment: 61,58¢ 67,61
Accounts receivable, less allowance of $207 and $&&pectively 81,34: 65,17¢
Other 10,27¢ 8,551
Total current assets 213,42: 237,48
Property, equipment, and capitalized software pfi@ccumulated depreciation of $49,820 and
$48,256, respectivel 15,69: 15,86¢
Investments in unconsolidated entit 18,85( 18,65¢
Goodwill 120,75¢ 86,68(
Intangible assets, n 106,63« 72,84
Deferred tax asset, n 15,47¢ 13,78¢
Other assets 725 2,51¢
Total assets 491,55¢ $ 447,83t
Liabilities and shareholders’ equity
Current liabilities:
Accounts payable and accrued liabilit 26,37: $ 21,01
Accrued compensatic 25,04t 40,85¢
Income tax payabl 8,17( 1,62(
Deferred revenu 129,09¢ 100,52!
Deferred tax liability, ne 644 1,26¢€
Other 5,77 2,182
Total current liabilities 195,10¢ 167,46.
Accrued compensatic 4,67¢ 7,591
Other long-term liabilities 3,14¢ 3,361
Total liabilities 202,93! 178,41!
Shareholder equity:
Common stock, no par value, 200,000,000 share®ardil, of which 42,545,554 and 42,228,418
shares were outstanding as of March 31, 2007 acdrbieer 31, 2006, respective 4 4
Treasury stock at cost, 233,332 shares as of M&kcB007 and December 31, 2( (3,280) (3,280
Additional paic-in capital 274,76! 268,72:
Retained earning 13,62: 1,154
Accumulated other comprehensive incol
Currency translation adjustme 3,53¢ 2,871
Unrealized losses on available-for-sale securities (25) (47
Total accumulated other comprehensive income 3,511 2,824
Total shareholders’ equity 288,62: 269,42
Total liabilities and shareholders’ equity 491,55¢ $ 447,83t

See notes to unaudited condensed consolidateccfalatatements.




Morningstar, Inc. and Subsidiaries

Unaudited Condensed Consolidated Statement of Shdrelders’ Equity and Comprehensive Income
For the Three Months Ended March 31, 2007

Accumulated

Common Stock Additional Retainec Other Total
Shares Par Treasury Paid-in Earnings Comprehensive Shareholders’
(in thousands, except share amounts) Outstanding Value Stock Capital (Deficit) Income Equity
Balance as of December 31, 2006 42,228,41 % 4 $ (3,280 $ 268,72: 1,15¢ $ 282, $ 269,42:
Cumulative effect of accounting change — — — — (3,319 — (3,319
Balance as of January 1, 2007 42,228,41. 4 (3,280 268,72: (2,16%) 2,824 266,10:
Comprehensive incom:
Net income — — — 15,78¢ — 15,78¢
Unrealized gain on investments, net of
income tax $1! — — — — 25 25
Foreign currency translation adjustment — — — — 662 662
Total comprehensive income — — — 15,78¢ 687 16,47¢
Issuance of common stock related to stock
option exercises, ni 317,13¢ — — 1,57¢ — — 1,57¢
Stocl-based compensatic — — 2,33¢ — — 2,33¢
Tax benefit derived from stock option
exercises — — 2,132 — — 2,132
Balance as of March 31, 2007 42,54555 % 4 $ (3,280 $ 274,76! 13,62 $ 3511 $ 288,62:

See notes to unaudited condensed consolidateccfalatatements.




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

Three Months Ended March 31

(in thousands) 2007 200¢
Operating activities
Net income $ 15,78¢ $ 13,43¢
Adjustments to reconcile net income to net casiglfrom operating activities
Cumulative effect of accounting change, net of — (259
Depreciation and amortizatic 4,69t 2,40¢
Deferred income tax bene (7049) (565)
Stocl-based compensation expel 2,33¢ 1,93¢
Provision for bad det (19 18
Equity in net income of unconsolidated entit (537) (647)
Foreign exchange lo: 75 18t
Excess tax benefits from stock option exerc (2,137) (2,689
Other, ne (19 (106
Changes in operating assets and liabilities, neffetts of acquisitions
Accounts receivabl (7,582 (88€)
Other asset 1,24: 1,15(
Accounts payable and accrued liabilit 2,26z (2,419
Accrued compensatic (26,297 (24,190
Income taxes payab 8,45 6,26
Deferred revenu 11,02: 5,82t
Other liabilities (203) 454
Cash provided by operating activities 8,38¢ 9,91
Investing activities
Purchases of investmer (23,46) (26,05()
Proceeds from sale of investme 29,54t 52,37
Capital expenditure (1,990 (859
Acquisitions, net of cash acquir (52,130 (86,274)
Other, net (3 (300
Cash used for investing activities (48,039 (61,1090
Financing activities
Proceeds from stock options exerci 1,57¢ 4,59¢
Excess tax benefits from stock option exercises 2,132 2,68¢
Cash provided by financing activities 3,70¢ 7,28:
Effect of exchange rate changes on cash 27 (71)
Net decrease in cash and cash equivalents (35,929 (43,97)
Cash and cash equivalents — beginning of period 96,14( 92,36
Cash and cash equivalents — end of period $ 60,21t $ 48,39(
Supplemental disclosure of cash flow information
Cash paid for taxe $ 2,14: $ 1,88¢
Supplemental information of nor-cash investing and financing activities
Unrealized gain on availat-for-sale investment $ 37% 19

See notes to unaudited condensed consolidatecfalatatements.




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

1. Basis of Presentation of Interim Financial Infomation

The accompanying unaudited condensed consolidetaddial statements of Morningstar, Inc. and subsies (Morningstar, we, our, the
Company) included herein have been prepared tooonto the rules and regulations of the Securdied Exchange Commission (SEC). The
preparation of financial statements in conformiijtwvaccounting principles generally accepted inltinéted States requires management to
make estimates and assumptions that affect thetegpamount of assets, liabilities, revenue, amueases. Actual results could differ from
those estimates. In the opinion of managementstttements reflect all adjustments, which aremdranal recurring nature, necessary to
present fairly our financial position, results @feoations, stockholders’ equity, and cash flowssEhfinancial statements and notes should be
read in conjunction with our Consolidated Finan&tdtements and Notes thereto as of December 86,i@6luded in our Annual Report on
Form 10-K filed with the SEC on March 16, 2007.

2. Summary of Significant Accounting Policies

Our significant accounting policies are discusseNdte 2 of our Consolidated Financial Statemeamtkided in our Annual Report on Form
10-K filed with the SEC for the year ended Decengigr2006.

Adoption of Financial Accounting Standard Boardehpretation No. 48, Accounting for Uncertainty icbme Taxes, an interpretation
FASB Statement No. 1

On January 1, 2007, we adopted Financial Accouriamdard Board (FASB) Interpretation No. A8counting for Uncertainty in Income
Taxes, an interpretation of FASB Statement No.(EQ9 48), which prescribes the minimum recognitibreshold a tax position is requirec
meet before being recognized in the financial stet@s. FIN 48 also provides guidance on dereciognitneasurement, classification,
interest and penalties, accounting in interim msj@nd disclosure for uncertain tax positions.

The adoption of FIN 48 did not result in a mateadjustment in the liability for unrecognized inoetax benefits, and correspondingly, we
did not record a cumulative effect adjustment tgitveing retained earnings. As of January 1, 206¥ had approximately $2,700,000 of gr
unrecognized tax benefits, of which $2,300,00@edognized, would result in a reduction of our efifee income tax expense rate. We
recognize interest and penalties related to unrgzed tax benefits as a component of income tarms®in our Consolidated Statements of
Income. Interest and penalties were not matesialf dhe date of adoption. Adjustments recordettiése balances in the 2007 first quarter
were not material.

We conduct business globally and, as a result asidiaries file income tax returns in U.S. Fedestlte, and foreign jurisdictions. In the
normal course of business we are subject to exdiminhy tax authorities throughout the world. Eb6. Federal and state tax returns, open
tax years subject to examination generally inclimdeyears 2003 to present. In non-U.S. jurisdigithe statute of limitations generally
extends to years prior to 2003. We are currenilyen audit by the U.S. Internal Revenue Serviaethie 2004 tax year, and by various state
tax authorities. We are also under audit by theatghorities in a non-U.S. jurisdiction for theripel January 2003 through December 2004.
It is likely that the examination phase of thesdiuwill conclude in 2007. However, it is not gdsde to estimate the impact of the amount of
changes, if any, to previously recorded uncer@npositions. There have been no significant chang the status of these examinations
during the quarter ended March 31, 2007.

Adoption of Emerging Issues Task Force N¢2, Accounting for Sabbatical Leave and Other Sinmenefits Pursuant to FASB Statement
No. 43,“Accounting for Compensated Absences”

In certain of our operations, we offer employeaslbatical leave. Although the sabbatical poliayesby region, in general, Morningstar’'s
regular full-time employees are eligible for sixeks of paid time off after four years of continu@esvice. On January 1, 2007, we adopted
Emerging Issues Task Force (EITF) No. 08@¢ounting for Sabbatical Leave and Other Similan&fits Pursuant to FASB Statement No.
43, “Accounting for Compensated Absencestiich requires that a liability for employees’ satibal benefits be accrued over the period
required for employees to earn the right to sabbhteave. Accordingly, we recorded a cumulativie@fadjustment to beginning retained
earnings of $3,319,000, net of tax, to record thetign of employee sabbatical leave that has baemedl. Besides recording this cumulative
effect of an accounting change, the adoption offBND. 06-2 did not have a significant impact on fimancial position, results of operations,
or cash flows.

3. Acquisitions, Goodwill, and Other Intangible Asgts

Standard & Poor’s mutual fund data business

On March 16, 2007, we acquired Standard & Poor'sualifund data business for $55,000,000 in cash afuadditional $5,671,000 of
estimated post-closing adjustments and estimad@dadction costs directly related to the acquisifidre acquisition complements one of our

key growth strategies, which is to expand our bygnésence, and products for investors, advisoidjrestitutions around
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the globe. Approximately 80% of Standard & Poorstual fund data business is outside the UnitedeStathe acquisition gives us a much
stronger presence outside the United States, pkaitig in Europe. In addition, the acquisition sifggantly expands our client base and media
partnerships in Europe and Asia. The cash paithferacquisition in the 2007 first quarter was $92,000 (net of cash acquired). We
anticipate that the remaining purchase price aastiction costs will be paid by the end of thedtlyjarter of 2007.

The following table summarizes our preliminary ediion of the purchase price to the estimatedviaines of the assets acquired and
liabilities assumed at the date of acquisition:

($000
Cash $ 2,97¢
Accounts receivabl 8,42¢
Income tax benefits, ni 39t
Other current asse 50¢
Fixed asset 244
Intangible asset 36,07:
Goodwill 33,59:
Deferred revenue (17,265
Accrued liabilities (3,179
Deferred tax liability, net (971)
Other non-current liabilities (130)
Total purchase price $ 60,67:

The preliminary allocation includes acquired intiotgyassets of $36,071,000 that consist primaffilyade names, technology-based assets
(primarily a database covering more than 135,000aged investment vehicles, including mutual furdtshange-traded funds (ETFs), hedge
funds, and offshore funds), and customer-relatedtas The preliminary weighted average usefuldifthese assets is estimated as 10 years.
Based on the preliminary purchase price allocatimrecorded $33,591,000 of goodwill.

Based on plans in place at the time of acquisitierecorded a liability of $1,383,000 for severaad lease termination costs. We expect
that substantially all of these liabilities will Ipaid within the next year.

We have included the financial results of this asitjon in our Condensed Consolidated Financiate®teents beginning on March 16, 2007.
If the acquisition of Standard & Poor’s mutual fushata business had occurred as of January 1 ofpeaid presented, our results of
operations would not have been significantly déferfrom the amounts reported for the three moatited March 31, 2007 or 2006,
respectively.

Institutional Hedge Fund and Separate Accounts Dasa Division of InvestorForce, Ir

In August 2006, we acquired the institutional hefigel and separate account database division ektovorce, Inc. (InvestorForce), a
financial software and data integration companybdas Wayne, Pennsylvania, for $10,051,000 in cashiding expenses directly related to
the acquisition. We have included the financialtssof this acquisition in our Condensed ConsaéidaFinancial Statements beginning on
August 1, 2006. This acquisition included the Affivdatabase, one of the largest databases coverttye funds, managers, and data, as well
as InvestorForce’s extensive institutional sepaaat®unt database. It also included several oslifievare applications for manager search,
research, and reporting. This acquisition allowsdo strengthen and expand our proprietary investrata.

The following table summarizes our preliminary edion of the purchase price to the estimatedviaines of the assets acquired and
liabilities assumed at the date of the acquisition:

($000
Accounts receivable $ 354
Intangible asset 5,29(
Goodwill 6,021
Deferred revenue (1,619
Total purchase price $ 10,05

The purchase price allocation includes $5,290,dGquired intangible assets. These assets intdalmology-based assets of $2,500,000
that will be amortized over a weighted averagequedf five years; customer-based assets of $2,880ttat will be amortized over a
weighted average period of five years; trade naoh&890,000 that will be amortized over a weightedrage period of four years; and a non-
compete agreement of $50,000 that will be amortaest three years.
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The value assigned to goodwill and intangiblesdf,$11,000 is deductible for U.S. income tax puesasver a period of 15 years.

If the acquisition of the database division of IstegForce had occurred as of January 1, 2006,esullts of operations would not have been
significantly different from the amounts reported the three months ended March 31, 2006.

Aspect Huntley Pty Limite

In July 2006, we acquired Aspect Huntley Pty Lidi{&spect Huntley), a leading provider of equitfoimation, research, and financial tre
publishing in Australia. This acquisition fit ogrowth strategy to expand our products and sendogside the United States and allows us to
combine Morningstar’s expertise in fund researatiaformation with Aspect Huntley’s equity researatformation, and financial media
expertise in Australia.

The preliminary purchase price of $23,407,000 regmés Australian $30,000,000 in cash (of which ralisin $2,000,000 will be paid in the
third quarter of 2007), and includes transactiostedirectly related to the acquisition and posesiclg adjustments. In 2006, the cash paid for
Aspect Huntley, including transaction costs and{gtssing adjustments, was $20,914,000 (net of easjuired).

The following table summarizes our preliminary aition of the purchase price to the estimatedvidies of the assets acquired and
liabilities assumed at the date of the acquisition:

($000
Cash $ 922
Accounts receivabl 671
Other current asse 324
Fixed asset 272
Intangible asset 11,01¢
Goodwill 17,297
Deferred revenue (5,14))
Other current liabilities (1,850
Income taxes payable (10¢)
Total purchase price $ 23,407

The preliminary purchase price allocation inclu@i#$,019,000 of acquired intangible assets. Theset@giclude trade names of $6,622,000
that will be amortized over a weighted averagequedf 10 years; technology-based assets (primaclyding a database) of $2,593,000 that
will be amortized over a weighted average perioii®fears; and customer-related assets of $1,804had will be amortized over 10 years.

The goodwill we recorded of $17,297,000 is not dithle for U.S. or Australian income tax purposes.

We have included the results of Aspect Huntley’sraions in our Condensed Consolidated Financak8tents beginning on July 25, 2006.
If the acquisition of Aspect Huntley had occurredod January 1, 2006, our results of operationslévoat have been significantly different
from the amounts reported for the three months éhierch 31, 2006.
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Ibbotson Associates, In

In March 2006, we acquired Ibbotson Associates, (llbotson), a firm specializing in asset allooatiesearch and services, for $83,000,000
in cash, plus an additional $3,470,000 in castwiarking capital and other items. We have includeglresults of Ibbotson’s operations in our
Condensed Consolidated Financial Statements begjrori March 1, 2006. This acquisition complememtgdgrowth strategies in several
key areas, including investment consulting, managétement accounts, and institutional and advssdtware.

The following table summarizes our allocation &f fhurchase price to the estimated fair valuesea#isets acquired and liabilities assumi
the date of the acquisition:

($000,
Cash $ 103
Accounts receivabl 6,77(C
Income tax benefits, ni 13,047
Other current asse 1,39¢
Fixed asset 1,407
Other asset 15€
Intangible asset 55,28(
Goodwill 46,22
Deferred revenue (10,779
Accrued liabilities (4,882)
Deferred tax liability, net (21,49)
Other non-current liabilities (767
Total purchase price $ 86,47(

As part of the purchase price allocation, we reedrdn asset of $13,047,000, primarily for the inedax benefit related to payment for the
cancellation of Ibbotson’s stock options. This ceslome tax benefit reduced the amount of cashaie for income taxes in 2006. This cash
income tax benefit did not impact our income tagense or net income in 2006.

The purchase price allocation also includes $55@#Dof acquired intangible assets. These assdtglmcustomer-related assets of
$34,200,000 that will be amortized over a weighdedrage period of nine years; intellectual propéngluding patents and trade names) of
$17,710,000 that will be amortized over a weigtaedrage period of 10 years; technology-based asE88070,000 that will be amortized
over a weighted average period of five years; andracompete agreement of $300,000 that will bertineal over five years. The deferred
tax liability of $21,497,000 results primarily bes the amortization expense for these intangiseta is not deductible for U.S. income tax
purposes.

Based on the purchase price allocation, we recogdé221,000 of goodwill. The goodwill we recordsdhot deductible for U.S. income tax
purposes. Statement of Financial Accounting StatsdéBFAS) No. 109\ccounting for Income Taxe@rohibits recognition of a deferred tax
asset or liability for goodwill temporary differeexif goodwill is not amortizable and deductible tiax purposes.

Based on plans in place at the time of acquisitismrecorded a liability of $596,000 for severaand $761,000 for lease termination costs,
net of estimated sub-lease income. As of Marcl280y, we have made substantially all of the relatagrance payments. We expect to pay
the lease termination costs beginning in 2008, wigavhen we plan to vacate Ibbotson’s office space
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The following unaudited pro forma information pretea summary of our Condensed Consolidated Statavhéncome for the three months
ended March 31, 2006 as if we had acquired Ibboasaof January 1, 2006. In calculating the pranBbinformation below, we made an
adjustment to eliminate stock-based compensatiperese previously recorded by Ibbotson based orettagnition and measurement
principles of APB Opinion No. 2%ccounting for Stock Issued to Employeasd related interpretations.

Three Months Endec

(in thousands, except per share amount: March 31, 200¢
Revenue $ 77,45:
Operating incom: 19,59¢
Income before cumulative effect of accounting clee 13,19:
Net income 13,45
Basic income per shar

Basic income per share before cumulative effeetcobunting chang $ 0.3¢
Basic net income per she $ 0.3¢

Diluted income per shar

Diluted income per share before cumulative efféetazounting chang $ 0.2¢
Diluted net income per sha $ 0.2¢
Goodwill

The following table shows the changes in our gotidwalances from January 1, 2006 to March 31, 2007:

($000
Balance as of January 1, 2006 $ 17,50(
Gooduwill acquired related to Ibbots 46,22
Goodwill acquired related to Aspect Huntl 17,27
Gooduwill acquired related to the database divisibmvestorForce 6,02(
Reversal of valuation allowances related to-U.S. deferred tax assets, primarily related toopetrating losse (2,200
Other, primarily currency translation 86&
Balance as of December 31, 2006 86,68(
Gooduwill acquired related to the mutual fund dataibess of Standard & Pcs 33,59:
Other, primarily currency translation 48t
Balance as of March 31, 2007 $ 120,75t

At the date of acquisition of certain of our norSUoperations, we recorded a valuation allowanegnagthe deferred tax assets related to the
acquired entities’ deductible temporary differenaad net operating losses. In 2006, we reverssktitaluation allowances because we
considered that it is more likely than not thaisthéax benefits will be realized. In accordanc#n\8BFAS No. 109Accounting for Income
Taxes, the tax benefits for those items that are fiesbgnized in financial statements after the actipisdate (by eliminating the valuation
allowance) are applied first to reduce any goodseithted to the acquisition. We therefore recoride2D06 a reduction to goodwill in the
amount of $1,200,000 related to the reduction eéhwaluation allowances.

We did not record any impairment losses in the §jtsarter of 2007 or 2006, respectively.
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We amortize intangible assets using the straigist#inethod over their expected economic useful lives following table summarizes our
intangible assets:

As of March 31, 2007 As of December 31, 2006

Weighted Weighted

Average Average

Accumulated Useful Life Accumulated Useful Life

($000) Gross Amortization Net (years Gross Amortization Net (years)

Intellectual propert $ 26,350 $ (3,209 ¢ 23,14t 10$ 26,18 $ (2,455 $ 23,73( 10

Custome-related asse! 45,06( (5,625 39,43t 10 45,01¢ (4,410 40,60¢ 10

Supplier relationship 24C (27) 215 20 24C (29 21€ 20

Technolog-based asse 9,24z (1,596 7,64¢ 9 9,177 (1,180 7,997 9

Non-competition agreemel 35C (76) 274 5 35C (57 298 5

Intangible assets related to the

mutual fund data business
acquired from Standard &

Poor's 36,071 (150 35,92: 10 — — — —

Total intangible assets $ 117310 $ (10,679 $ 106,63: 109 80,96 $ (8,12¢) $ 72,84: 10

Amortization expense was $2,540,000 and $662,00théothree months ended March 31, 2007 and MatcB@06, respectively.

As of March 31, 2007, we estimate that aggregatertiration expense for intangible assets will b2,416,000 in 2007; $13,096,000 in 2C
$12,747,000 in 2009; $11,817,000 in 2010; $10@1@jn 2011; and $10,228,000 in 2012. Our estimaftésture amortization expense for
intangible assets may be affected by changes tprtiieninary purchase price allocations, primatflg allocation associated with our
acquisition of Standard & Poor’s mutual fund datisibess.

4. Income Per Share

The numerator for both basic and diluted incomespere is net income. The denominator for basiarite per share is the weighted average
number of common shares outstanding during thegeFor diluted income per share, the dilutive @ffef outstanding employee stock
options and restricted stock units is reflectethendenominator using the treasury stock method.félowing table shows how we reconcile
our net income and the number of shares used ipeting basic and diluted income per share:

Three Months Ended

March 31

(in thousands, except per share amounts) 2007 200¢
Basic income per share

Income before cumulative effect of accounting clee $ 15,78t $ 13,18(
Cumulative effect of accounting change, net of tax — 25¢
Net income $ 15,78¢ $ 13,43¢
Weighted average common shares outstanding 42,40 40,35¢
Basic income per share before cumulative effeetcobunting chang $ 037 $ 0.3¢
Cumulative per share effect of accounting changephtax — —
Basic net income per share $ 0.37 $ 0.33
Diluted income per share:

Income before cumulative effect of accounting clee $ 15,78¢ $ 13,18(
Cumulative effect of accounting change, net of tax — 25¢
Net income $ 15,78¢ $ 13,43¢
Weighted average common shares outstan 42,40 40,35¢
Net effect of dilutive stock options based on tfeasury stock methc 4,98( 6,06¢
Weighted average common shares outstanding for gtingpdiluted income per share 47,38: 46,42+
Diluted income per share before cumulative effé@azounting chang $ 03: % 0.2¢
Cumulative per share effect of accounting changephtax — 0.01
Diluted net income per share $ 0.3t $ 0.2¢
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5. Segment and Geographical Area Information

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

Individual segmen®Our Individual segment focuses on products and@esyor individual investors. The largest prodincthis segment
based on revenue is our U.S.-based Web site, Mgstancom, which includes both paid Premium Menthprservice and sales of
Internet advertising space. Our Individual segnadsd includes Morningstar Equity Research, whichdigéribute through several
channels. Investors can access our equity reséfanamingh our Premium Membership offering on Morntaggom. In addition, our equity
research is distributed through six major investnibamks to meet the requirements for independaetareh under the Global Analyst
Research Settlement, as well as to several otmepanies who provide our research to their affitidieancial advisors or to individual
investors. We also offer a variety of print publioas on stocks and mutual funds, including our thiymewslettersiMorningstar
FundinvestolmandMorningstar Stockinvestgrand our twice-monthly publicatioiorningstar Mutual Funds We sell several annual
reference guides, including thorningstar Funds 500theMorningstar Stocks 500theMorningstar ETFs 150 and theStocks, Bonds,
Bills, and Inflation Yearbookacquired with Ibbotson). Revenue in the Individsegment typically benefits from sales of theseuahn
reference guides, which are published once a yetei first quarter. With the addition of Aspectriley in July 2006, this segment also
includes several newsletters and other publication8ustralian investors, and as a result ourviutlial segment now includes revenue
from both U.S. and non-U.S. operations.

Advisor segmenOur Advisor segment focuses on products and sex¥areiinancial advisors. Key products in this segnbased on
revenue are Morningstar Advisor Workstation and iiogstar Principia. Advisor Workstation is a Welséd investment planning
system that provides financial advisors with a corhpnsive set of tools for conducting their corsibess, including investment resea
planning, and presentations. Advisor Workstatioavigilable in two editions: the Office Edition fmdependent financial advisors and
Enterprise Edition for financial advisors affilidtevith larger firms. Principia is our CD-ROM-basegestment research and planning
software for financial planners. In addition, wéeofMorningstar Managed Portfolios, a fee-basedrditonary asset management service
that includes a series of mutual fund and exchadregted fund portfolios tailored to different invesnt time horizons and risk levels that
financial advisors can use for their clients’ tagadnd tax-deferred accounts. Following our actjoisiof Ibbotson in March 2006, we
offer a series of NASD-reviewed Financial Commutiarzs materials that advisors can use to educaetslabout asset allocation and
demonstrate other key investment concepts, asasalhta and graphs that financial advisors cande#o use in published materials. As
a result of our acquisition of Aspect Huntley inyJ2006, this segment also includes software foarficial planners and other market
participants in Australia. The segment also inctudertain software products for financial advisseguired from Standard & Poor’s in
March 2007.

Institutional segmentOur Institutional segment focuses on productssamdices for institutions, including banks, inswa companies,
mutual fund companies, brokerage firms, media firamgl retirement plan providers and sponsors. Kegiycts and services in this
segment based on revenue are Investment Consuititigh focuses on investment monitoring and adsmtation for funds of funds,
including mutual funds and variable annuities; hised Data, a set of investment data spanning Hdaiabases, available through
electronic data feeds; Retirement Advice, includimg Morningstar Retirement Manager and Advicebiiyotson platforms; Morningstar
Direct, a Web-based institutional research platftirat provides advanced research and tools onoifmplete range of securities in
Morningstar’s global database; Licensed Tools aodtént, a set of online tools and editorial contisgigned for institutions to use in
their Web sites and software; Investment Profiled Guides, which are designed for institutionsde in communicating investment
information to individual investors; the Morningstannuity Research Center (formerly VARDS Onlinaid Morningstar EnCorr, an
asset allocation software package (acquired witlotdon). With the addition of Aspect Huntley, thkegment now includes financial
information as well as other data feeds on Austrasitocks which we sell to stock brokers, infororatroviders, and financial Web
sites. The Institutional segment also includeshiigige fund and separate account database divi@@tquired from InvestorForce in
August 2006 and institutional software and toolsagquired from Standard & Poor’s in March 2007. kegducts acquired from
Standard & Poor’s include the Workstation fund perfance and analysis system and data feeds covadrgthan 135,000 funds in 30
countries.

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

Our segment accounting policies are the same ag thescribed in Note 2 to our Consolidated Findistetements included in our Annual
Report on Form 10-K as of December 31, 2006, exoeghe capitalization and amortization of intdrpeoduct development costs and
amortization of intangible assets. We exclude tlieeses from our operating segment results to pmwadr chief operating decision maker
with a better indication of each segment’s abilitygenerate cash flow. This information is onehef ¢riteria used by our chief operating
decision maker in determining how to allocate resesito each segment. We include the capitalizatimhamortization of internal product
development costs, the amortization of intangilsigets, and the elimination of intersegment revemgeexpense, in the Corporate Items and
Eliminations category to arrive at the consoliddtadncial information. Our segment
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disclosures include the business segment informgiovided to our chief operating decision makernarcurring basis, and, therefore, we
not present balance sheet information, includingdgall or other intangibles, by segment.

The following tables show selected segment datéhtothree months ended March 31, 2007 and 2006:

Three months ended March 31, 2007
Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue
External customer $ 23,07( $ 25,92 % 46,45¢ $ — 3 95,44
Intersegment 991 56 89¢€ (1,949 =
Total revenue 24,06 25,977 47,35: (1,949 95,44,

Operating expense, excluding stock-based
compensation expense, depreciation, an

amortization 17,87( 17,93: 30,531 (1,959 64,39:
Stocl-based compensation expel 47€ 714 1,144 — 2,33¢
Depreciation and amortization 387 46C 74¢ 3,10( 4,69¢
Operating income (loss) $ 5,32¢ $ 6,86¢ $ 14,92 $ (3,090 $ 24,02%
Capital expenditure $ 80 $ 21¢ $ 541 $ 1,15C $ 1,99(
U.S. revenut $ 79,86
Non-U.S. revenut $ 15,58¢

March 31, 200"

U.S. long-lived assets $ 11,08¢
Non-U.S. lon¢-lived asset: $ 4,60¢
Three months ended March 31, 200
Corporate Items

($000) Individual Advisor Institutional & Eliminations Total
Revenue

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

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

compensation expense, depreciation, a

amortization 12,78t 14,65¢ 20,65¢ (1,57¢) 46,52
Stocl-based compensation expe! 57& 571 78¢€ — 1,93¢
Depreciation and amortization 20€ 441 43C 1,32¢ 2,40¢
Operating income (loss) $ 556z $ 6,08. $ 8,69t $ (1,140 $ 19,19¢
Capital expenditure $ 41 $ 82 % 30¢ 42¢  $ 85¢
U.S. revenut $ 61,63¢
Nor-U.S. revenut $ 8,42:

March 31, 200¢
13,83(
3,65:

U.S. long-lived assets
Non-U.S. lon¢-lived asset:

B
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6. Investments

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

March 31, December 31

($000) 2007 200¢
Available-for-sale $ 5491 $ 63,12:
Held-to-maturity 2,762 2,33¢
Trading securities 3,91( 2,15(
Total $ 61,58 $ 67,61

7. Investments In Unconsolidated Entities

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

Japan K.K. (MJKK), which develops and markets paisland services customized for the Japanese markkine 2000, MJKK became a
public company, and its shares are traded on tla&aStock Exchange, “Hercules Market,” using thlei number 4765. Subsequent to
MJKK'’s initial public offering, the joint venturegreement between us and Softbank Corporation vmasnated, but we continued to hold
shares of MJKK stock. As of March 31, 2007 and Dawer 31, 2006, we owned approximately 35% of MJK¥e account for our
investment in MJKK using the equity method. The lbgalue of our investment in MJKK totaled $16,7ZM&nd $16,693,000 as of March
31, 2007 and December 31, 2006, respectively. Téamken value of our investment in MJKK was approxietaJapanese Yen 9.0 billion
(approximately U.S. $76,615,000) as of March 30)72@nd Japanese Yen 10.2 billion (approximately. 885,482,000) as of December 31,
2006.

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

Finance Corporation to establish a Korean limitadility company named Morningstar Korea Ltd. (Mioigstar Korea). Morningstar Korea
develops, markets, and sells products and sergcassist in the analysis of financial portfolioglgrovides financial information and
services for investors in South Korea. Our owngrgtiierest and profit and loss sharing interedflarningstar Korea was 40% as of March
31, 2007 and December 31, 2006. We account foirthestment using the equity method. Our investrnbetaied $1,457,000 and $1,415,000
as of March 31, 2007 and December 31, 2006, raspct

Other Investments in Unconsolidated Entitiés of March 31, 2007 and December 31, 2006, tduklvalue of our other investments in
unconsolidated entities totaled $673,000 and $881 @spectively, and consist primarily of our istreents in Morningstar Danmark A/S
(Morningstar Denmark) and Morningstar Sweden AB (Miagstar Sweden). In August 2001, we enteredarjtmnt venture agreement with
Phosphorus A/S to establish Morningstar Denmarkchvbievelops and markets products and servicesmiztd for the Danish market. In
April 2001, we entered into a joint venture agreetweith Stadsporten Citygate AB to establish Mogsitar Sweden, which develops and
markets products and services customized for thed®lv market. Our ownership interest in both Magstar Denmark and Morningstar
Sweden was approximately 25% as of March 31, 20@/mecember 31, 2006. We account for our investsi@ntlorningstar Denmark and
Morningstar Sweden using the equity method.

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

Three months ended March 31

($000) 2007 200€
Revenue $ 8,27¢ $ 4,84
Operating incomi $ 2,15¢ $ 1,417
Net income $ 1,172 $ 1,53¢

8. Stock-Based Compensation
Stock-Based Compensation Plans

In November 2004, we adopted the 2004 Stock Ineemlan. The 2004 Stock Incentive Plan providegifants of options, stock

appreciation rights, restricted stock, restrictixtls units, and performance shares. All of our eygés are eligible for awards under the 2004
Stock Incentive Plan. Our non-employee directoesadso eligible for awards under the 2004 Stockmtive Plan. Joe Mansueto, our
chairman and chief executive officer, does notipigdte in the 2004 Stock Incentive Plan or the@PRlans.

Since the adoption of the 2004 Stock Incentive Rlanhave granted stock options and, beginnin@@62restricted stock units. Stock
options granted under the 2004 Stock Incentive Béarerally vest ratably over a four-year period axpire 10 years after the date of grant.
Almost all of the options granted under the 200gcktncentive Plan have a premium feature in withehexercise price increases over the
term of the option at a rate equal to theyg@+ Treasury bond yield as of the date of graastitted stock units represent the right to rexe
share of Morningstar common stock when that urstsieRestricted stock units granted under the
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2004 Stock Incentive Plan generally vest ratablgra/fouryear period. The number of shares available farr&ugrants under our 2004 St
Incentive Plan as of March 31, 2007 and Decembg@306 was 2,826,783 and 2,827,006, respectively.

Prior to November 2004, we granted stock optiordeuawarious plans, including the 1993 Stock Opftam (the 1993 Plan), the 2000
Morningstar Stock Option Plan (the 2000 Plan), gr@d2001 Morningstar Stock Option Plan (the 20GnPIOptions granted under the 1993
Plan, the 2000 Plan and the 2001 Plan generallgdeser a four-year period and as a result arstanhally all vested at March 31, 2007;
however, as the options under all three plans exidiryears after the date of grant, some optiomstgd under these plans remain outstanding
at March 31, 2007. The 2004 Stock Incentive Plarrads and restates the 1993 Plan, the 2000 Pldnhar2001 Plan (collectively, the Prior
Plans). Under the 2004 Stock Incentive Plan, wenwil grant any additional options under any of Blr Plans, and any shares subject to an
award under any of the Prior Plans that are farfgitanceled, settled, or otherwise terminatedowith distribution of shares, or withheld by
us in connection with the exercise of options gpalyment of any required income tax withholding) mot be available for awards under the
2004 Stock Incentive Plan.

In February 1999, we entered into an Incentive IS@ption Agreement and a Nonqualified Stock Opt#ameement under the 1999 Incent
Stock Option Plan (the 1999 Plan) with Don Phillips officer of Morningstar. Under these agreememésgranted Don options to purchase
1,500,000 shares of common stock at an exercise pfi$2.77 per share, equal to the fair valubeagrant date. These options are fully
vested and expire in February 2009. On the datgasft, 1,138,560 options were fully exercisable anédditional 36,144 were scheduled to
become exercisable each year from 1999 through.2008f March 31, 2007 and December 31, 2006, themre 625,174 and 710,174
options remaining to be exercised, respectively.

Accounting for Sto-Based Compensation Awards

Effective January 1, 2006, we adopted SFAS No.(R&¥ised 2004)Share-Based Paymef@8FAS No. 123(R)), using the modified
prospective transition method. We estimate forfeof all employee stock-based awards and receguimpensation cost only for those
awards expected to vest. We determine forfeitatesrbased on historical experience. Estimatdeifiores are adjusted to actual forfeiture
experience as needed.

The following table summarizes stock-based comp@rsaxpense recorded in our Condensed Consolidtedments of Income:

Three months ended March 31
($000) 2007 200¢

Stock-based compensation expense $ 2,332 $ 1,934

The tax benefit recorded related to the stbaked compensation expense above was $839,000 4nd@0 for the three months ended M:
31, 2007 and 2006, respectively.

Restricted Stock Uni

We measure the fair value of our restricted statkswon the date of grant based on the market pfitiee underlying common stock as of the
close of trading on the day prior to grant. We aimerthat value to stock-based compensation expaes®f estimated forfeitures, ratably
over the vesting period. We granted restrictedkstwits for the first time in May 2006. The totabgt date fair value of restricted stock units
granted through March 31, 2007 was approximate®;&79,000. As of March 31, 2007, the total amodntroecognized stock-based
compensation expense related to restricted stoit& was approximately $8,015,000 which is expetbele recognized over an average
period of approximately 39 months.
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The following table summarizes restricted stock antivity in the first three months of 2007:

Weighted

Average

Grant Date

Restricted Stock Units Shares Fair Value

Nonvested shar—January 1, 200 260,46. $ 44.01

Granted 760 $ 49.5¢

Vested — —

Forfeited (1,560 $ 43.97

Nonvested shar— March 31, 2007 266,50 $ 44.17
Stock Option Activity

The following tables summarize stock option acyivit the first three months of 2007 for our vari@isck option grants. The first table
includes activity for options granted at an exergsice below the fair value per share of our comstock on the grant date; the second table
includes activity for all other option grants.

Weighted

Average

Underlying Exercise

Options Granted At an Exercise Price Below the Failalue Per Share on the Grant Dat¢ Shares Price
Options outstandir—January 1, 200 2,871,311 $ 11.11
Cancelec (1,27¢) $ 16.1¢
Exercised (103,779 $ 5.17
Options outstanding—March 31, 2007 2,766,251 $ 11.41
Options exercisab—March 31, 200° 2,062,98. $ 7.47%
Weighted

Average

Underlying Exercise

All Other Option Grants, Excluding Activity Shown Above Shares Price
Options outstandir—January 1, 200 6,098,59. $ 12.5¢
Cancelec (6,01¢) $ 21.3¢
Exercised (149,75 $ 9.9¢
Options outstanding—March 31, 2007 5,942,82. $ 12.6¢
Options exercisab—March 31, 200° 5003,78: $ 9.6:

The total intrinsic value (difference between tharket value of our stock on the date of exercigbtha exercise price of the option) of
options exercised during the three months endeaiat, 2007 and 2006 was $10,767,000 and $12,5806€pectively.
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Stock Options Outstanding and Exercisable

The table below shows additional information fotiops outstanding and options exercisable as otWad, 2007.

Options Outstanding Options Exercisable
Weighted Weighted
Average Weighted Aggregate Average Weighted Aggregate
Remaining Average Intrinsic Remaining Average Intrinsic
Outstanding Contractual Exercise Value Exercisable Contractual Exercise Value
Range of Exercise Prices Shares Life Price ($000 Shares Life Price ($000
$2.00- $2.77 1,622,18. 14 8 25 % 79,66¢ 1,578,46' 14z $ 25 % 77,52
$8.57- $14.70 4,880,57! 3.74 12.6:° 190,37: 4,707,59 3.6t 12.7¢ 182,92¢
$16.21- $36.55 2,206,32! 7.87 18.5¢ 73,03¢ 780,70: 7.7¢ 17.5¢ 26,60:
$2.00- $36.55 8,709,07! 43¢ $ 12,28 $  343,07: 7,066,76! 361 $ 110 $ 287,05:
Vested or Expected to Vest:
$2.00- $36.55 8,631,59. 43z $ 12.1¢  $  340,56:

The aggregate intrinsic value in the table abopeasents the total pretax intrinsic value, basedwrclosing stock price of $51.64 on March
30, 2007, which would have been received by thmpgtolders had all option holders exercised thptions as of that date.

As of March 31, 2007, the total amount of unrecagdistock-based compensation expense related teasded stock options was
approximately $9,600,000, which is expected todmognized over a weighted average period of apprabely 18 months.

9. Related Party Transactions

In 1989, under our 1989 Nonqualified Stock OptitenRthe 1989 Plan), we granted options to purchas@0,000 shares of common stock at
an exercise price of $0.075 per share, equal téeihgalue at date of issue, to Don Phillips, #iicer of Morningstar. These options were not
exercised and expired in February 1999. In Febr@89, in conjunction with the expiration of optiogranted under the 1989 Plan, we
entered into a Deferred Compensation AgreementAgneement) with Don. Under the terms of the Agreatmon any date that Don
exercises the right to purchase shares under @ R&n, we shall pay to him $2.69 per share irffdha of cash or, at our election, shares of
common stock. If on the date of purchase the fainer of Morningstar's stock is below $2.77 per shéne amount paid per share will be
reduced based on the terms of the Agreement. Qigratibn to pay deferred compensation will not bereased by any imputed interest or
earnings amount.

In May 2006, Don Phillips entered into a Rule 1db%ales plan contemplating the sale of up to 4%0sb@res to be acquired through stock
option exercises during 2006 and 2007. Upon exefishese stock options, we will make paymentsitm, as prescribed by the Agreement,
which, if all 450,000 stock options are exercisealild total approximately $1,210,500. These paymewotsid reduce the liability associated
with the Agreement. In the first quarter of 2006n exercised 85,000 options, of which 60,000 veaitd under his 10b5-1 plan. As of
March 31, 2007 and December 31, 2006, a liabilit$lg777,000 and $1,963,000, respectively, forAbeeement is recorded in our
Condensed Consolidated Balance Sheets, primaassified as “Other current liabilities”. The retlan in the liability reflects amounts paid
to Don in the first quarter of 2007 in accordandthhe Agreement.

10. Income Taxes

On January 1, 2007, we adopted FIN 48. See Nddamary of Significant Accounting Policies, ford#ttbnal information concerning the
adoption of FIN 48.

The following table shows our effective income &pense rate for the quarter ended March 31, 2602@06:

Three months ended March 31

($000) 2007 200¢
Income before income taxes, equity in net incomenaonsolidated entities, and cumulative
effect of accounting chan $ 2554 $ 20,13:
Equity in net income of unconsolidated entities 537 647
Total $ 26,077 $ 20,77¢
Income tax expense $ 10,29! $ 7,59¢
Effective income tax expense r: 39.5% 36.€%

Our effective income tax expense rate rose by @tBgmtage points in the first quarter of 2007. gDalifying dispositions of incentive stock
options had a favorable impact on our effectivertdr in the first quarter of 2006. Because tHiadamount of disqualifying dispositions
was lower in the first quarter of 2007, our effeettax rate rose. In addition, the 2007 first teraeffective tax rate
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reflects an increase in the effective rate of stateme taxes (net of the U.S. Federal tax benafit) the effect of an increase in income taxes
outside of the U.S. compared to the first quarfe2096.

11. Contingencies
Morningstar Australie

In 2001, Mr. Graham Rich, the then managing dineatal chief executive officer of Morningstar ResdalPty Limited (Morningstar
Australia), and one of two companies controlledvby Rich, filed a suit in the Supreme Court of NSauth Wales, Australia against
Morningstar and certain of its officers and nomid@ectors on the board of Morningstar Australia. Rich was also a beneficial owner of
shares in Morningstar Australia. Mr. Rich and lasnpany originally sought an injunction, which, iagted, would have precluded
Morningstar Australia from terminating the servicdsvir. Rich and from issuing additional share$torningstar in exchange for the
provision of further funding by Morningstar to Mamgstar Australia. Further, Mr. Rich and his companught an order that a provisional
liquidator be appointed for Morningstar Australidie court rejected this injunction application, etwéng that Morningstar Australia would
insolvent without financial backing from Morningstd@he application for the appointment of a pramisil liquidator also failed. The services
of Mr. Rich were terminated in November 2001. MichiRand his company were ordered to pay Morningstansts of the injunction
proceedings.

Mr. Rich and the two companies controlled by MrchiRhave additional pending claims, alleging, amotingr things, breaches by Morning:

of contracts and statutory and general law dutiésleading, deceptive, and unconscionable conduddrningstar, oppression by
Morningstar and its nominee directors, claims urniderindustrial Relations Act of New South Walegdthes of directors’ duties by
Morningstar’s nominee directors, and conflict akirest. The claims seek various forms of religfluding monetary damages in the amount
of Australian $25,000,000, the setting aside aigetions which resulted in Morningstar obtainingteol of Morningstar Australia, and an
order either setting aside Morningstar’'s acquisitid the shares formerly beneficially owned by Rich and his companies or determining a
different price for this acquisition. In the altative, Mr. Rich and his companies seek an orddrthiey be entitled to purchase the shares in
Morningstar Australia at a price to be determingdHhz court or book value (as defined in the Mogstiar Australia shareholders agreement).
Morningstar has denied the claims and filed couol@ms against Mr. Rich and certain of his companalleging breaches of statutory,
general law, and contractual duties.

In July 2004, the court decided Morningstar’s aggtion for security for its potential additionalst® in the litigation by ordering the two
companies controlled by Mr. Rich to provide appnoaiely Australian $925,000 to the court as sectioitthese potential costs. Morningstar
has been paid some of its costs and will be edtttdebe paid its costs in the future only if theitanakes a determination to that effect. The
court stayed the proceedings pending its receithe@becurity and indicated that it would entertinapplication by Morningstar for
additional security at a later time in the procegdi

In May 2005, Mr. Rich obtained conditional leavettod court to begin a proceeding in the name ofrihgstar Australia against Morningstar
and its nominee directors. The leave was, howewdject to the following conditions: (i) Mr. Richust pay and bear, and indemnify
Morningstar Australia against, all costs, chargesi expenses of and incidental to the bringingamdinuation of the proceeding (except as
the court may otherwise direct or allow) and mat/seek contribution or indemnity from Morningstangtralia for any of these costs,
charges, or expenses; (i) Morningstar Australidylo. Rich on its behalf, together with the two quemies controlled by Mr. Rich were
required to provide to the court, as security fmrhMngstar’s costs, approximately Australian $92B,@s described in the preceding
paragraph; and (iii) approximately Australian $0@® in costs owed by Mr. Rich and one of his congmto Morningstar in respect of the
2001 injunction proceedings were required to bd paiMorningstar. These conditions have been $adisf

In September 2005, Mr. Rich and his companies fil&kcond Further Amended Statement of Claim, diolasimg the claims. Morningstar
filed a Defence to that pleading and an Amended&@aim against Mr. Rich, both his companies, ankiira tAustralian company controlli
by Mr. Rich.

In December 2006, Morningstar applied to the ctarfurther security for its potential additionaists in the litigation. The court has not yet
held a hearing for this application.

In February 2007, Mr. Rich and his companies redifviorningstar that they would be seeking the lez\the court to amend the Second
Further Amended Statement of Claim to include arclelating to Morningstas acquisition of Aspect Huntley Pty Ltd. (Aspect)2006. The
amended claim alleges various breaches of obligatioved by Morningstar to Morningstar Australia aeeks various forms of relief,
including an equity interest in Aspect and comptrgadamages. The court has not yet granted leaadw the amendment to proceed.

The parties have discussed settling the claimféve been unable to reach an agreement. In thenfquarter of 2003, Morningstar offerec
settle all claims for Australian $1,250,000, whibken approximated U.S. $942,000, and, in accordeuitteSFAS No. 5Accounting for
Contingencies Morningstar recorded a reserve in this amounbBdoember 2005, Morningstar increased its offer to
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settle all claims to approximately Australian $280, which at December 31, 2006 approximated $2800,000, and, in accordance with
SFAS No. 5, Morningstar has a reserve recordekisnaimount. While Morningstar is vigorously contegtthe claims against it, we cannot
predict the outcome of the proceeding.

Morningstar Associates, LLC Subpoenas from Seesrand Exchange Commission, New York Attorney @¥ s Office, and the Departme
of Labor

Securities and Exchange Commission

In February 2005, Morningstar Associates, LLC, alyhowned subsidiary of Morningstar, Inc., reca\erequest from the SEC for the
voluntary production of documents relating to theeistment consulting services the company offersttiement plan providers, including
fund lineup recommendations for retirement plamspes. In July 2005, the SEC issued a subpoenataifMystar Associates that was
virtually identical to its February 2005 request.

Subsequently, the SEC focused on disclosure rglétimn optional service offered to retirement @ponsors (employers) that select 401 (k)
plan services from ING, one of Morningstar Assaesatlients. In response to the SEC investigatidiG and Morningstar Associates revised
certain documents for plan sponsors to furtheifgléine roles of ING and Morningstar Associatepmviding that service. The revisions also
help reinforce that Morningstar Associates makeséiections only from funds available within INGarious retirement products.

On January 24, 2007, the SEC notified Morningstssokiates that it ended its investigation, witrentorcement action, fines, or penalties.
New York Attorney Gener's Office

In December 2004, Morningstar Associates receiveubpoena from the New York Attorney General’sa#fseeking information and
documents related to an investigation the New YAttkrney General’s office is conducting. The redussimilar in scope to the SEC
subpoena described above. Morningstar Associatepriozided the requested information and documents.

In January 2007, Morningstar Associates receiviiotice of Proposed Litigation from the New York éihey General's office. The Notice
centers on the same issues that became the fotlus SEC investigation described above. The Naf&oee Morningstar Associates the
opportunity to explain why the New York Attorney &al’s office should not institute proceedings.rMogstar Associates promptly
submitted its explanation, and continues to codpdtaly with the New York Attorney General’s oféic

We cannot predict the scope, timing, or outcomehisf matter, which may include the institution dhainistrative, civil, injunctive, or

criminal proceedings, the imposition of fines arthalties, and other remedies and sanctions, ampich could lead to an adverse impact on
our stock price, the inability to attract or retéigy employees, and the loss of customers. Wecalsoot predict what impact, if any, this
matter may have on our business, operating resulfgyancial condition.

United States Department of Labor

In May 2005, Morningstar Associates received a sebp from the United States Department of Labakisg information and documents
related to an investigation the Department of Lab@onducting. The Department of Labor subpoemalistantially similar in scope to the
SEC and New York Attorney General subpoenas.

In January 2007, the Department of Labor issuastjaest for additional documents pursuant to the BO#}b subpoena, including documents
and information regarding Morningstar Associatesirement advice products for plan participantsriiitgstar Associates continues to
cooperate fully with the Department of Labor.

We cannot predict the scope, timing, or outcomthisf matter, which may include the institution df@inistrative, civil, injunctive, or

criminal proceedings, the imposition of fines arthalties, and other remedies and sanctions, ampich could lead to an adverse impact on
our stock price, the inability to attract or retéizy employees, and the loss of customers. Wecalsoot predict what impact, if any, these
matters may have on our business, operating resulfmancial condition.

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

12. Recently Issued Accounting Pronouncements

In February 2007, the FASB issued SFAS No. T8® Fair Value Option for Financial Assets and Figal Liabilities, (including an
amendment to FASB Statement No. 1AB¢ounting for Certain Investments in Debt and Bg8ecuritieg. SFAS No. 159 permits entities to
choose to measure many financial instruments artdicether items at fair value. The objectivedsrmprove financial reporting by providil
entities with the opportunity to mitigate volaliin reported earnings caused by measuring rekssets and
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liabilities differently without having to apply cqutex hedge accounting provisions. The amendme8F#S No. 115 applies to all entities
with available-for-sale and trading securities. SH40. 159 is effective for fiscal years beginnifigaNovember 15, 2007 and for interim
periods within those years; therefore, we will ad8pPAS No. 159 in the first quarter of 2008. We iarthe process of determining the effect
the adoption of SFAS No. 159 will have on our Cditsted Financial Statements.

In September 2006, the FASB issued SFAS No. E&if,Value Measurementswvhich defines fair value, establishes a framework
measuring fair value, and expands disclosures gaoutalue measurements. The standard applies evieerother standards require (or
permit) assets or liabilities to be measured ataliue. The standard does not expand the userafdiae in any new circumstances. SFAS
No. 157 is effective for fiscal years beginningeaflovember 15, 2007 and for interim periods witthiose years; therefore, we will ad«
SFAS No. 157 in the first quarter of 2008. We art¢hie process of determining the effect the adapifcSFAS No. 157 will have on our
Consolidated Financial Statements.
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ITEM 2. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL C ONDITION AND RESULTS OF OPERATIONS

The discussion included in this section, as webtagr sections of this Quarterly Report on Forra@0contains forward-looking statements.
These statements relate to future events or tduture financial performance and involve known aménown risks, uncertainties, and other
factors that may cause our actual results, levélsabivity, performance, or achievements to be nmltg different from any future result
levels of activity, performance, or achievementgessed or implied by these forward-looking statemdn some cases, you can identify
forward-looking statements by the use of words such ay,ffeould,” “expect,” “intend,” “plan,” “seek,” “a nticipate,” “believe,” *
estimate,” “predict,” “potential,” or “continue” or the negative of these terms or other comparabtaitelogy. You should not place undue
reliance on forward-looking statements because theglive known and unknown risks, uncertainties] atmer factors that are, in some
cases, beyond our control and that could materiaffgct actual results, levels of activity, perfamse, or achievements.

Other factors that could materially affect actuabults, levels of activity, performance, or achieeats can be found in our other filings with
the SEC, including our Annual Report on Form 1®@Kthe year ended December 31, 2006. If any oftlnie&s or uncertainties materialize,
or if our underlying assumptions prove to be ineatr actual results may vary significantly from whee projected. Any forward-looking
statement you read in this Quarterly Report on FA®rQ reflects our current views with respect tiufa events and is subject to these and
other risks, uncertainties, and assumptions retatmour operations, results of operations, grostitategy, and liquidity. We assume no
obligation to publicly update or revise these fordsooking statements for any reason, whether aessalt of new information, future events,
or otherwise.

Understanding our Company

Our Business

Our mission is to create great products that helpstors reach their financial goals. We offer stem@sive line of Internet, software, and print-
based products for individual investors, finanaidVisors, and institutional clients. We also ofieset management services for advisors,
institutions, and retirement plan participants. Kéee historically generated recurring revenue beeagany of our products are sold through
subscriptions or license agreements. We beliewenthie the fixed costs of the investments in ousibess are relatively high, the variable
cost of adding customers is considerably lowerti@aarly as our products and services focus morénternet-based platforms and assets
under management. We strive to realize this opegddéiverage by selling a wide variety of productd aervices to multiple investor
segments, through multiple media, and in many gaaiiic markets.

We emphasize a decentralized approach to runningusiness to empower our managers and to craatibume of responsibility and
accountability. We operate our decentralized bissirstructure in three global business segmentsvidiogil, Advisor, and Institutional. In all
three of these segments, we believe our work hetpgidual investors make better investment decisiowWe consolidate the results of our
majority-owned operations. We account for our mitgeowned investments in Japan, Korea, Denmarll, &weden using the equity method.

Historically, we have focused primarily on orgagrowth by introducing new products and servicesexmghnding our marketing efforts for
existing products. However, we have made and éxpamntinue making selective acquisitions thagpsut our four key growth strategies,
which we discuss in our Annual Report on Form 10rMarch 2006, we acquired Ibbotson Associates, (ilbbotson), a firm specializing in
asset allocation research and services; in Jul$,208 acquired Aspect Huntley Pty Limited (Aspecintley), a leading provider of equity
information, research, and financial trade publighin Australia; in August 2006, we acquired th&tilmtional hedge fund and separate
account database division of InvestorForce, ImougstorForce), a financial software and data irtggm company; and in March 2007, we
acquired Standard & Poor’s mutual fund data businesnsisting of data and products covering maaie 85,000 managed investment
vehicles, including mutual funds, exchange-tradedi$, hedge funds, and offshore funds. We inclbd@perating results for each of these
acquisitions in our Consolidated Financial Statet®éeginning on the acquisition date.

Industry Overview

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

Investment Landscape, Research, and [

Performance in the U.S. equity markets was turtidaring the first quarter of 2007, but stocks$hméd the quarter on a more positive note.
Morningstar’'s U.S. Market Index, a broad marketdtenark, generated total returns of 1.4% throughd&a, 2007. Total mutual fund
assets rose to about $10.8 trillion as of March72@@sed on data from the Investment Company institompared with $9.4 trillion in
March 2006.
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Debate has continued about soft dollar payment&hadre arrangements in which investment advisegsive research or other services from
broker-dealers in exchange for executing tradesutir that broker. The Department of Labor's Empdgenefits Security Administration
passed regulation to require unbundling and sepdiatlosure of brokerage and research servicesdato pension funds. These new
disclosure requirements are scheduled to be impiteden 2008.

We believe these developments will help enhanagngitransparency for mutual fund investors aneisthin addition, we believe the trend
toward unbundled commissions may place additioredgure on budgets for sell-side research, leddifigrther cuts in coverage lists and
increased demand for independent research.

Interest in alternative asset classes, such ashedds, remained high in the first quarter of 2(®ased on data from Hedge Fund Research,
hedge funds had $60 billion in net inflows durihe first quarter of 2007, compared with $24 billiarthe first quarter of 2006.

Assets in exchangeaded funds (ETFs) increased about 38% to reack than $444 billion as of March 2007, comparedB21 billion a:
of March 2006, based on data from the Investmemi@my Institute. ETFs have gained share from mdtuals in some specialized areas of
the market thanks to their lower annual costs,q@adrly in passive investing strategies.

Individual Investor Marke

Based on data from Nielsen Monitor-Plus, total WiSine advertising spending increased 46.4% irfiteequarter of 2007 versus the first
quarter of 2006. However, market volatility hadegative impact on Web sites focusing on financeisdrimation. According to research from
Nielsen/NetRatings, page views to most investmeab \&ites for individual investors declined in tivetfquarter of 2007 relative to the sa
period in 2006. Despite the decline in page vigatsl unique users to financial sites increasedeRéews to Morningstar.com remained
lower than those of larger competing sites suctiamo! Finance, AOL Money & Finance, and MSN Monkeyt the time spent per visit and
average page views per visit statistics remaingbédrithan those of competing sites.

Financial Advisor Marke

Consolidation has been a continuing trend amongdsrdealers and other firms in the financial advisegment. During the first quarter of
2007, LPL Financial Services finalized its acqungitof three brokerage operations from Pacific Lifsurance Company. We believe this
ongoing acquisition trend is being driven by theideto increase scale and maximize cost efficesidndependent financial advisors have
continued to gain market share among high-net-wiaxtestors, but larger institutions are benefitirgm their lower cost structures and
economies of scale. As the financial advisory laage continues to evolve, we believe advisorsaaifitinue to demand comprehensive
research platforms and integrated portfolio tools.

On March 30, 2007, the U.S. Court of Appeals overd a previous Securities and Exchange Commi¢SIER) rule that allowed brokerage
firms to provide certain investment advice serviaed receive compensation based on a percentatjerdfassets without being regulated as
investment advisors. We believe this developmenbtable because of its potential impact on feethdsokerage accounts, which are
brokerage accounts in which the broker providemuarservices, including investment advice, in exaje for an asset-based fee.

Institutional Market

The Pension Protection Act of 2006, which was gigmeg President Bush in August 2006, is creatingeari@hging changes in the retirement
industry. We continue to monitor the potential iropaf the Pension Protection Act and its various/jgions on our business.

The retirement advice provision of this act weit ieffect for employer-sponsored retirement plamdanuary 1, 2007. This provision allows
plan service providers, mutual fund companies, taolerage firms to offer investment advice to ghamticipants including using their own
computer models (including advising them to invegheir own proprietary funds), subject to cectfiion of the computer model by an
independent expert. Although more companies mayarlretirement plan providers to offer investmadvice to their employees, we believe
there will be ongoing demand for third-party advésewell. In particular, we believe there will bdd#ional opportunities for us to license our
computer-driven advice model to plan providers.

In addition, the Department of Labor is expecteainsm issue final rules regarding default investtredternatives. This rule is to provide a
safe harbor for plan fiduciaries when selectingadkfinvestments for plan participants. To qualdy the safe harbor, the plan fiduciary must
meet six requirements. One of these requiremenigighe default investment must be a “qualifiefbdlt investment alternative.” These
alternatives include investment vehicles suchfasclcle or target-retirement funds, balanced fupaised on the plan’s demographic,
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and managed accounts. An increasing number oéne¢int plan sponsors have been implementing autoeatllment for their employees,
as well as automatic step-up provisions that irsge¢he amount of salary withheld for investmernthmemployee’s retirement plan.

Also related to the retirement market, the Depantnoé Labor recently announced and sent out a ‘&stjfor information” regarding the types
of disclosures that employees who participate ib(KOplans sponsored by their employers shouldrbeiged pertaining to investment fees
and expenses. We believe these developments acetanpbecause they highlight the need for trarespar in the retirement market.

Mergers and acquisitions activity continued in finencial services sector during the first quace2007. Barclays reached an agreement to
acquire ABN Amro, which if consummated would sigraihtly expand the bank’s global operations andterene of the world's largest asset
management organizations. (In April, however, ABMm received a competing bid from a rival consontiluBank of America recently
received a regulatory approval for its proposediggition of U.S. Trust from Charles Schwab. We batdi this proposed acquisition highlights
the increasing importance of wealth managemensandces tailored for high net-worth investorshie financial services arena. We continue
to monitor mergers and acquisitions in the assetagament industry because of their potential impacpecific areas of our business.

Nor-U.S. Markets

Officials in some markets outside of the Unitedt&taave called for increased regulation of théagrowing hedge fund industry. For
example, some German government officials haveeatghat hedge funds should be subject to intenmattieegulation. In February 2007,
Canadian regulators proposed requiring registraifdredge funds, as well as background checksraresiment exams for hedge fund
managers. As debate about hedge fund regulation@ugewne plan to continue our efforts to make tfiistry more transparent for investors.

In the United Kingdom, the Financial Services Auttyorecently announced a strategic shift to “pijahes-based regulation,” which it
describes as a focus on appropriate outcomes Ithigprescriptive regulation. This has been gdiyereewed as an effort to support the
global view of the United Kingdom as a favorable attractive market for financial services.

We believe this development is important becausts gfotential impact on the United Kingdom as aldidinancial center. In addition, to the
extent that regulators shift way from setting daspecific rules and guidelines, we believe that §twes and industry members will
increasingly rely on trade associations and indépenresearch organizations to help shape regylatat legislative guidance and opinion.
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Consolidated Results
Three Months Ended March 31, 2007 vs. Three MonthEnded March 31, 2006

Three Months Ended March 31

Key Metrics ($000) 2007 200¢ Change
Revenue $ 95,447 $ 70,06( 36.2%
Operating incom: 24,027 19,19¢ 25.2%
Operating margil 25.2% 27.%% (2.29)pp
Cash used for investing activiti $ (48,039 $ (61,10¢) (21.9%
Cash provided by financing activiti 3,70¢ 7,28: (49.1)%
Cash provided by operating activiti $ 8,38 3 9,913 (15.5%
Capital expenditures (1,990 (859 131.7%
Free cash flow $ 6,39/ $ 9,05¢ (29.9%

NMF - not meaningful
pp - percentage points

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

Consolidated Revenue

In the first quarter of 2007, we generated revesfuk95.4 million, a 36.2% increase over the sam@gdast year. Acquisitions contributed
$12.2 million to our consolidated revenue in tharger. While acquisitions helped expand our reverase in the first quarter of 2007, we
also generated strong organic growth. Organic neegmowth for our consolidated operations, whicbledes the impact of acquisitions and
foreign currency translations, was $12.8 million18.3%, in the first quarter of 2007. Organic mve is considered a non-GAAP financial
measure.

The table below presents a reconciliation from otidated revenue to revenue excluding acquisitaoms the impact of foreign currency
translations (organic revenue):

Three Months Ended March 31

($000) 2007 200€ Change
Consolidated revenue $ 95447 $ 70,06( 36.2%
Less: acquisition (12,159 — NMF
Less: impact of foreign currency (397 — NMF
Revenue excluding acquisitions and foreign currdrenyslations $ 82,89t % 70,06( 18.2%

24




Our revenue growth was diversified by segment, witlthree segments generating meaningful revenomty. The Institutional segment
contributed almost two-thirds of our revenue gragwtith segment revenue increasing $16.8 millior540%. Acquisitions contributed $8.8
million to Institutional segment revenue in the dea Individual segment revenue increased $5.0anjlor 25.8%. Acquisitions contributed
$2.0 million of revenue to this segment in the gerarAdvisor segment revenue increased $4.2 mjlliwri9.4%, with acquisitions
contributing $1.4 million to this segment in theagier. The table below presents our consolidateeimee by segment for the three months
ended March 31, 2007 and March 31, 2006:

Three Months Ended March 31

2007 2006
Revenue by Segment ($000) Amount % of total Amount % of total
Individual $ 24,06 25.2% $  19,12¢ 27.5%
Advisor 25,971 27.2 21,75( 31.C
Institutional 47,35: 49.€ 30,57 43.€
Elimination of intersegment revenue (1,949 (2.0 (1,390 (1.9
Consolidated revenue $ 95,44’ 100.(% $ 70,06( 100.(%

On a product level, almost 40% of the increasenimsolidated revenue growth for the quarter was iggee by Investment Consulting and
Morningstar Advisor Workstation. Revenue from Mogstar’s consulting business generated approxisn&@%6 of the increase in
Investment Consulting, with the remainder from Iltsom. Because we acquired Ibbotson in March 20@5fitst quarter of 2007 includes
three months of revenue from Ibbotson, comparel arie month in 2006. Growth in Advisor Workstatisas mainly generated by the
Enterprise Edition, which we offer to financial é&slws affiliated with larger firms, reflecting grolwin license agreements to both new and
existing customers and an increase in the amoumuinationality licensed. Total licenses for Adwid&orkstation in the United States as of
March 31, 2007 increased by more than 30% compaithcthe prior-year period.

The remaining increase in revenue on a product leae driven primarily by Morningstar.com, includiffremium Memberships and Internet
advertising sales; Licensed Data; and MorningsteedD Morningstar Equity Research and MorningManaged Portfolios made meaning
contributions to revenue growth in the quarter af. Wlorningstar EnCorr (acquired from Ibbotsonyiagkdvice by Ibbotson also contributed
to the increase in revenue, mainly because of inerg¢al revenue in the first two months of 2007 whiasn't included in our results in the
prior-year period.

Revenue from non-U.S operations increased $7.2omjlbr 85.1%, to $15.6 million in the first quartd 2007. Acquisitions contributed $5.1
million, or 71.8%, of the increase, with the majpiof the first-quarter increase reflecting the AspHuntley acquisition. Non-U.S. revenue
made up 16.3% of consolidated revenue in thedinsirter of 2007, compared with 12.0% in the fitsader of 2006. Foreign currency
translations increased international revenue b4 follion. Excluding the impact of foreign currenggnslations and acquisitions,
international revenue increased approximately 1a#bpared with the prior-year period. This growaterwas slightly higher than the U.S.
organic revenue growth rate of 18.2% and was drprénarily by our European operations.

The table below presents a reconciliation fromrimi&ional revenue to international revenue exclgdioquisitions and the impact of foreign
currency translations:

Three Months Ended March 31

($000) 2007 200¢ Change
International revenue $ 15,58¢ $ 8,42: 85.1%
Less: acquisition (5,147 — NMF
Less: impact of foreign currency (397) = NMF
International revenue excluding acquisitions anéifm currency

translations $ 10,04: % 8,42 19.2%

Consolidated Operating Expense

Three months ended March 31

($000) 2007 200¢ Change
Operating expens $ 71,42 % 50,86: 40.4%
% of revenue 74.8% 72.€% 2.2pp

In the first quarter of 2007, our consolidated apieg expense increased $20.5 million, or 40.4%nmared with the prior-year period
primarily because of higher compensation costdyding incentive compensation and the impact ofitamtthl headcount from acquisitions),
higher marketing expense, and other acquisitioatedl costs. Compensation-related expense, ingumtinuses, rose
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in all of our expense categories and represented$tillion, or more than half of the increase amsolidated operating expense.
Compensatiomelated expense, excluding bonuses, increasechdillién, mainly because of staffing increases mdiatio acquisitions. We h.
approximately 1,650 employees worldwide as of M&th2007, compared with approximately 1,250 adlaifch 31, 2006. This growth
mainly reflects acquisitions and continued hiringour development center in China. Bonus expessarded in the first quarter of 2007
increased by $3.0 million, or 42.3%, because otinord improvements in our financial performancéhia first quarter of 2007 and
acquisitions. A majority of our bonus pool is basedgrowth in our operating income, which may orymat recur. Marketing expense
increased by $1.2 million, primarily because oh#figantly expanded direct mail campaigns to progremnual publications such as
Morningstar Stocks 500, Morningstar Funds 500, Megstar ETFs 15(, and theStocks, Bonds, Bills, and Inflation Yearbqakhich are
published in the first quarter.

Because of the timing of acquisitions made in 2806 2007, we had additional expenses in the firattgr of 2007 that did not exist in the
same period in 2006. These expenses include amtotizof intangible assets related to acquisitiovtsich contributed $1.9 million to
operating expense in the quarter, and outsouramtlpt implementation expense for the Advice by tbbo service, which increased by $1.2
million in the quarter. Because Ibbotson was aeglin March 2006, our first-quarter 2006 resultly amcluded $0.1 million of this expense.
We recognize these product implementation expemsé#sey are incurred; however, recognition of tsoaiated revenue does not begin until
we complete product testing.

Cost of Goods Sold

Three months ended March 31

($000) 2007 200¢ Change
Cost of goods sol $ 25,858 $ 18,67 38.5%
% of revenue 27.1% 26.7% 0.4pp
Gross profi $ 69,59: $ 51,38 35.2%
Gross margir 72.9% 73.2% (0.9pp

Cost of goods sold is our largest category of dpegaxpense, accounting for approximately 36%.oftotal operating expense in both the
first quarter of 2007 and 2006. Our business rédesvily on human capital, and cost of goods suitldes the compensation expense for
employees who produce the products and servicageliner to our customers. Cost of goods sold ireedab7.2 million in the first quarter of
2007. The increase was driven primarily by highemus expense across our three business segmewsl| as other compensation-related
expense from increased headcount, primarily froquesitions. Acquisitions also contributed to thergase in other operating expense in this
category. In the first quarter of 2007, we recdréi&.3 million of outsourced product implementatexpense associated with the Advice by
Ibbotson service, compared with $0.1 million reeatéh March 2006 following our acquisition of Ibboh. Costs for outsourced product
implementation may or may not recur, dependingl@mtrequests for development projects in a giperiod.

As a percentage of revenue, our gross margin ifirdtequarter of 2007 declined slightly to 72.966mpared with 73.3% in the first quarte
2006.

Development Expen:

Three months ended March 31

($000) 2007 200¢ Change
Development expens $ 8,05t $ 6,091 32.2%
% of revenue 8.4% 8.7% (0.3pp

Development expense rose $2.0 million in the fitgarter of 2007. This increase primarily refledtghler compensation costs, including
incentive compensation and other costs, as wétlaemental costs added by acquisitions. As a péage of revenue, development expense
was slightly lower in the first quarter of 2007 goaned with the first quarter of 2006.

Sales and Marketing Expense

Three months ended March 31

($000) 2007 200¢ Change
Sales and marketing exper $ 16,72¢ $ 11,66( 43.5%
% of revenue 17.5% 16.€% 0.Spp

Sales and marketing expense increased $5.0 miflitre first quarter of 2007. Incremental costseatily acquisitions contributed to the
growth in this category because of expansions adbeunt and the number of products and services $he additional costs include $3.2
million of added compensation expense, includinguses and sales commissions, and the impact di@dliheadcount from acquisitions.
This category also reflects an additional $1.2iomllof marketing expense, primarily for an
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increase in direct mail spending to promote anpudlications such agdorningstar Stocks 500Morningstar Funds 500Morningstar ETFs
150,and theStocks, Bonds, Bills, and Inflation Yearboakjch are published in the first quarter.

As a percentage of revenue, sales and marketingneggncreased 0.9 percentage points in the fiesttey of 2007 compared with the first
quarter of 2006.

General and Administrative Expense

Three months ended March 31

($000) 2007 200¢ Change
General and administrative expel $ 16,08t $ 12,03: 33.7%
% of revenue 16.% 17.2% (0.3pp

General and administrative expense increased $#lidrmin the first quarter of 2007. More than haffthe increase reflects compensation
costs, including bonus expense. Because of ount@oguisitions, other expenses in this categargh sis rent and professional fees, also
rose. Higher legal expenses for the Graham Riclemiat Australia and other matters also contributedrowth in this expense category, but
to a lesser degree.

As a percentage of revenue, general and adminmgratpense dropped by 0.3 percentage points ifirtguarter of 2007 compared with |
first quarter of 2006 as revenue growth slightlypaeed growth in this expense category.

Depreciation and Amortization Exper

Three months ended March 31

($000) 2007 200¢ Change
Depreciation and amortization expel $ 4,69 $ 2,40¢ 95.1%
% of revenue 4.S% 3.4% 1.5pp

Depreciation and amortization expense increase®iiflion in the first quarter of 2007. This incesawas almost entirely driven by
amortization expense from intangible assets ref@edtquisitions. We expect the amortization esthintangible assets to be an ongoing
for the remaining life of the assets.

Stock-Based Compensation Expense

Three months ended March 31

($000) 2007 200€ Change
Stocl-based compensation expel $ 2,33¢ $ 1,93¢ 20.1%
% of revenue 2.4% 2.8% (0.9pp

Stock-based compensation expense increased $0idnniil the first quarter of 2007. In 2007, we egpw record total stock-based
compensation expense of approximately $8.9 millyrall employee stock options and restricted stais outstanding as of March 31,
2007. This amount is subject to change based oiti@ul equity grants or changes in our estimatetefture rate related to these grants. We
typically issue the majority of our equity grantsthe month of May.

Bonus Expens

Three months ended March 31

($000) 2007 200¢ Change
Bonus expens $ 10,00¢ $ 7,03 42.5%
% of revenue 10.5% 10.(% 0.5pp

Bonus expense increased $3.0 million in the fitgtrter of 2007, because of improved financial penfince versus the first quarter of 2006
and incremental bonus expense for increased heatdaa to acquisitions. A majority of our bonus pisdbased on operating income grov
which may or may not recur. We include bonus expem®&ach of our operating expense categories.
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Consolidated Operating Income

Three months ended March 31

($000) 2007 200€ Change
Operating incom: $ 24,027 % 19,19¢ 25.2%
% of revenue 25.2% 27.4% (2.2)pp

Consolidated operating income increased $4.8 miiliothe first quarter of 2007, reflecting the $2illion growth in revenue partially offs

by the $20.5 million growth in operating expenser Operating margin in the first quarter of 200¢ldeed 2.2 percentage points compared
with the prior-year period. Approximately 1.8 pertage points of this decline was because of highertization expense for acquisition-
related intangible assets. Outsourced product im@htation expense for the Advice by Ibbotson seraiccounted for an additional 1.2
percentage points of the change in margin. Higharketing expense and additional operating expioserecently acquired businesses also
contributed to the lower margin. Some of the beisges we recently acquired have lower operatingingarhowever, we believe operating
margins for these businesses will improve over ti®eve integrate these new businesses into ouatiqes.

Consolidated Free Cash Flow

Historically, free cash flow has been lower in finst quarter compared with the other three quartéithe year. This results from the timing
our annual bonus payments. We typically pay bonurst® first quarter of the year. These paymesdsice our cash flow from operations.

We generated free cash flow of $6.4 million in fingt quarter of 2007, reflecting cash provideddperating activities of $8.4 million and
capital expenditures of approximately $2.0 milli@ash provided by operating activities in the gerareflects $35.3 million in bonus
payments, the majority of which was offset by tlsifive impact of our net income (adjusted for maish items), and increases in income
taxes payable, accrued compensation, and accoaydble and accrued liabilities.

Free cash flow decreased by approximately $2.6anilh the first quarter of 2007 compared with finst quarter of 2006 because of an
increase in capital expenditures and a decreasasim flows provided by operating activities.

Capital expenditures increased $1.1 million infitet quarter of 2007 compared with the first geadf 2006. In the first quarter of 2007, we
made capital expenditures for computer hardwakeép our operations up and running in the eveatdisaster, and for design work related
to our new office space for our corporate headgusuidnd U.S. operations. In the first quarter &f&@apital expenditures mainly included
leasehold improvements to our new office spaceoimdon, computer hardware, and capitalized intgeraduct development costs.

Cash flow provided by operating activities decreéla®®.5 million in the first quarter of 2007 compareith the first quarter of 2006, mainly
because bonus payouts in the first quarter of 200'2ased by $12.8 million compared with the saneetgr in 2006. We paid higher bonuses
in 2007 because of strong 2006 operating performand incremental bonuses for businesses we adgiureng the year. Firsjuarter bonu
payments had a large impact on cash provided bsatipg activities in both periods, but the impaetisigreater in 2007. These cash outflows
were offset by the positive impact of our net ineofadjusted for non-cash items), and increasesdouats payable and other accrued
liabilities. An increase in accounts receivabléjaek was primarily due to the timing of issuingecit invoices, was largely offset by a
corresponding increase in deferred revenue.
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The table below presents a reconciliation betwheriricrease in net income and the decrease infleagiprovided by operating activities:

Three months ended March 31

($000) 2007 200¢ Change
Net income $ 15,78¢  $ 13,43¢ % 2,347
Adjustments to reconcile net income to net cashglfrom operating activitie:
Non-cash items included in net incor 3,69: 277 3,41¢
Changes in operating assets and liabilities, neffetts of acquisitions
Cash paid for bonust (35,269 (22,426 (12,849
Cash paid for income tax (2,149 (1,88¢) (255)
Accounts receivabl (7,582) (88¢€) (6,69€)
Deferred revenu 11,02: 5,82¢ 5,19¢
Income taxes payab 10,60( 8,15¢ 2,44
Accrued compensatic 8,97¢ 8,23¢ 74C
Accounts payable and accrued liabilit 2,26: (2,419 4,681
All other 1,04( 1,60< (569
Cash provided by operating activities $ 8,38¢ % 9917 $ (1,539

Segment Results

Three Months Ended March 31

Key Metrics ($000) 2007 200¢€ % Change
Revenue
Individual $ 24,06 % 19,12¢ 25.8%
Advisor 25,97% 21,75( 19.4%
Institutional 47,35: 30,57: 54.%
Eliminations (1,949) (1,390 39.8%
Consolidated revenue $ 95,44° % 70,06( 36.2%
Operating income (loss
Individual $ 5326 $ 5,562 (4.2%
Advisor 6,86¢ 6,082 12.9%
Institutional 14,92 8,69t 71.6%
Corporate items and eliminations (3,090 (1,147 170.¢%
Consolidated operating income $ 24,027 $ 19,19¢ 25.2%
Operating margin
Individual 22.1% 29.1% (7.0pp
Advisor 26.2% 28.(% (1.€)pp
Institutional 31.E% 28.4% 3.1pp
Consolidated operating marc 25.2% 27.%% (2.2)pp

Individual Segment

U.S.-based Web site, Morningstar.com, which inctubleth paid Premium Membership service and salés@ifnet advertising space. Our
Individual segment also includes Morningstar Eq&igsearch, which we distribute through several ollsn Investors can access our equity
research through our Premium Membership offering/lonningstar.com. In addition, our equity researctistributed through six major
investment banks to meet the requirements for iadéent research under the Global Analyst Reseattle®ent, as well as to several other
companies that provide our research to their afélil financial advisors or to individual investors.

We also offer a variety of print publications ondits and mutual funds, including our monthly newsts,Morningstar Fundinvestoand
Morningstar Stocklnvestc¢, and our twice-monthly publicatioMorningstar Mutual Funds We sell several annual reference guides,
including theMorningstar Funds 50Q0theMorningstar Stocks 500theMorningstar ETFs 150 and theStocks, Bonds, Bills, and Inflation
Yearbook Since we acquired Aspect Huntley in July 2008, #egment also includes several newsletters drad ptiblications for investors
in Australia. Also with the addition of Aspect Hisyt, our Individual segment now includes
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revenue from both U.S. and non-U.S. operationghérfirst quarter of 2007 and 2006, this segmemtasented, before intersegment
eliminations, 25.2% and 27.3%, respectively, of camsolidated revenue.

Three Months Ended March 31

Key Metrics ($000) 2007 200¢ % Change
Revenue $ 24,06: $ 19,12¢ 25.8%
Operating incom: $ 5326 % 5,562 (4.2%
Operating margin (% 22.1% 29.1% (7.0pp

In the first quarter of 2007, revenue for the Indizal segment increased $5.0 million compared thighsame period in 2006. Our acquisiti
of Aspect Huntley and Ibbotson contributed $2.Qiomlto 2007 revenue, with Aspect Huntley contribgtthe majority of this incremental
revenue. Excluding acquisitions, the increase wemae mainly reflects growth in Morningstar.conc{uding Premium Membership service
and Internet advertising sales) and Equity Rese&ughscriptions for Morningstar.com Premium servimeased to 171,709 as of March 31,
2007 compared with 155,505 as of March 31, 2006eRee also benefited because we moderately inatesagescription prices for Premium
Membership in January 2007. In addition, the finsarter tends to show more sales activity for Puemilembership on Morningstar.com ¢
annual reference guides we publish in the firstriguasuch adorningstar Stocks 500Morningstar Funds 500Morningstar ETFs 150and
the Stocks, Bonds, Bills, and Inflation Yearbook.

In the first quarter of 2007, operating incometfwe Individual segment decreased $0.3 million camgbavith the prior-year period because
growth in operating expense slightly exceeded &8 #illion increase in revenue. Approximately ahizd of the operating expense growth
reflects higher compensation and bonus expensggudarly in cost of goods sold. Our equity analesim, whose compensation costs are
included in cost of goods sold, grew to 113 eqaitglysts worldwide as of March 31, 2007, compar#h 8b as of March 31, 2006Sales

and marketing expenses also rose compared withribleyear period because of significantly higheersding on direct mail campaigns for
publications published in the first quarter. Adtions, primarily Aspect Huntley, also contributedoperating expense growth in the quarter.

The Individual segment’s operating margin decredwed.0 percentage points in the first quarter. ditian half of this decline was because
of an increase in sales and marketing expensepasantage of revenue, reflecting our significaetpanded direct mail campaigns in the
first quarter of 2007. The acquisition of Aspectritlay also contributed to the lower margin.

Advisor Segment

Our Advisor segment focuses on products and sexrVadinancial advisors. Key products in this segitnare Morningstar Advisor
Workstation and Morningstar Principia. Advisor Wst&tion is a Web-based investment planning systetnprovides financial advisors with
a comprehensive set of tools for conducting theie dusiness including investment research, pl@n@nd presentations. Advisor
Workstation is available in two editions: the O#iEdition for independent financial advisors arel Emterprise Edition for financial advisors
affiliated with larger firms. Principia is our CDEM-based investment research and planning softfeafinancial advisors. In addition, we
offer Morningstar Managed Portfolios, a fee-basisdrdtionary asset management service that incladesies of mutual fund and exchange-
traded fund portfolios tailored to different invesnt time horizons and risk levels that financ@ligors can use for their clients’ taxable and
tax-deferred accounts.

Following our acquisition of Ibbotson, we also offeseries of NASD-reviewed Financial Communicatiomaterials that advisors can use to
educate clients about asset allocation and denatesither key investment concepts, as well asatatagraphs that financial advisors can
license to use in published materials. Following acguisition of Aspect Huntley, this segment atsdudes investment conferences and
software for financial planners and other marketigpipants in Australia. The segment also includesgain software products for financial
advisors, acquired from Standard & Paari March 2007. In the first quarter of 2007 2006, this segment represented, before intersec
eliminations, 27.2% and 31.0%, respectively, of camsolidated revenue.

Three Months Ended March 31

Key Metrics ($000) 2007 200¢ % Change
Revenue $ 25977 % 21,75( 19.4%
Operating incom: $ 6,866 $ 6,082 12.9%
Operating margin (% 26.2% 28.(% (1.€)pp

In the first quarter of 2007, revenue for the Advisegment increased $4.2 million compared withstimae period in 2006. Acquisitions
contributed $1.4 million of revenue in the firstagter of 2007, including revenue from Financial @oamications materials and advisor-
focused Ibbotson software tools; revenue genelatedspect Huntley for advisor-related publicatioasd revenue from software tools
acquired from Standard & Posr'The majority of the increase in revenue in thartgr reflects higher revenue from Advisor Workieta The
number of U.S. licenses for Morningstar Advisor Wa&tation increased to 160,014 as of March 31, 2@0dpared with 121,849 as of March
31, 2006. Morningstar Managed Portfolios also dbated to revenue growth in the segment, but &sadr degree. Assets under managemen
for Morningstar Managed Portfolios rose to $1.9dmil as of March 31,
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2007 compared with $1.5 billion as of March 31, 08ssets in the Managed Portfolios program reachect than $2.0 billion in April
2007. Principia revenue decreased compared witpribe-year period. The number of subscriptionsRancipia declined to 48,339 as of
March 31, 2007 compared with 49,269 as of March2B06.

In the first quarter of 2007, operating incometfue Advisor segment increased $0.8 million compavitd the prioryear period. The increa

in operating income reflects significant growthAidvisor segment revenue, partially offset by ineezhoperating expense in most categories.
Operating expense in the first quarter of 2007dased $3.4 million, or 22.0%, compared with theesgomarter in 2006. Approximately 50%
of the increase in operating expense reflects higbmpensation-related expenses, including borarsg €ommissions.

Operating margin in the first quarter declined b§ gercentage points over the prior-year quarédleating the increase in cost of goods sold
and sales and marketing expenses as a percentegjenfie.

Institutional Segment

Our Institutional segment focuses on products andces for institutions, including banks, insuramompanies, mutual fund companies,
brokerage firms, media outlets, and retirement plawiders and sponsors. Key products and serificégs segment based on revenue are
Investment Consulting, which focuses on investnmemnitoring and asset allocation for funds of furidsluding mutual funds and variable
annuities; Licensed Data, a set of investment siagamning eight core databases, available throwgttrehic data feeds; retirement advice,
including the Morningstar Retirement Manager andide by Ibbotson platforms; Morningstar Direct, @bvbased institutional research
platform that provides advanced research and toothe complete range of securities in Morningstgtobal database; Licensed Tools and
Content, a set of online tools and editorial cohtlrsigned for institutions to use in their Welesiand software; Investment Profiles and
Guides, which are designed for institutions to imssommunicating investment information to indivadunvestors; and Morningstar EnCorr,
an asset allocation software package (acquired ithtson).

With the addition of Aspect Huntley in July 200Bist segment also includes financial informationa#i as other data feeds on Australia
stocks that we sell to stock brokers, informatioovlers, and financial Web sites. The Institutisegment also includes the hedge fund and
separate account database division we acquiredlfreestorForce in August 2006 and the majorityhaf tevenue derived from the
acquisition of Standard & Poor’'s mutual fund datiaibess. Key products acquired from Standard & Bdoclude the Workstation fund
performance and analysis system and data feedsimgveore than 135,000 funds in 30 countries.

In the first quarter of 2007 and 2006, this segmeptesented, before intersegment elimination§%4%nd 43.6%, respectively, of our
consolidated revenue. We expect that the Institatisegment will continue to account for the latgestion of our consolidated revenue for
the foreseeable future.

Three Months Ended March 31

Key Metrics ($000) 2007 200¢ % Change

Revenue $ 47,35.  $ 30,57z 54.9%
Operating incomi $ 14,920 $ 8,69t 71.€%
Operating margin (% 31.5% 28.4% 3.1pp

In the first quarter of 2007, revenue for the lngibnal segment increased $16.8 million comparit the same period in 2006. Acquisitions
contributed $8.8 million of revenue to this segmduting the quarter, representing 29 percentagetpof the revenue growth rate. While the
majority of the acquisition-related revenue wasrfrilobotson, the acquisitions of the Standard & RBomutual fund data business, Aspect
Huntley, and the hedge fund and separate accoatabake division of InvestorForce also contribuegningful revenue in the quarter.

On a product level, the increase in this segmeat/snue was primarily driven by additional revefareinvestment Consulting. Morningstar
provided advisory services on approximately $70l&®hb in assets as of March 31, 2007 (includingt$4billion for Morningstar Associates
and $26.4 billion for Ibbotson Associates). As aifeh 31, 2006, we had approximately $37.0 billibassets under advisement for
Investment Consulting (including $27.9 billion fglorningstar Associates and $9.1 billion for Ibbatgkssociates). A portion of the increase
in assets under advisement reflects assets préyionder a fixed-fee arrangement which, beginnmg007, are eligible for fees based on a
percentage of assets under advisement. LicensedabdtMorningstar Direct also contributed to theereie increase. The number of licer
for Morningstar Direct totaled 1,505 worldwide dsvtarch 31, 2007, compared with 1,093 as of Marth2D06.

As of March 31, 2007, approximately 9.4 millionireinent plan participants had access to the acrndeguidance services offered through
Morningstar Retirement Manager, through approxihgatéd,000 plan sponsors and 25 plan providers. axiprately 8.0 million plan
participants had access to Advice by Ibbotson thincapproximately 57,000 plan sponsors and 9 plaevigers as of the same date. We had
$10.1 billion in assets under management in maneg@dment accounts (including $9.3 billion forvick by Ibbotson and $0.8 billion for
Morningstar Retirement Manager) as of March 31,72@@mpared with $6.0 billion (including $5.6 klti for Advice by Ibbotson and $0.4
billion for Morningstar Retirement Manager) as ofifdh 31, 2006.
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In the first quarter of 2007, operating incometfwe Institutional segment increased $6.2 milliompared with the prior-year period. The
increase in operating income was driven by theifsggmt increase in segment revenue which exceéue&10.6 million increase in operating
expense. Higher compensation-related costs, imdughlaries, bonuses, and sales commissions,lwatetl approximately half of the
increase in operating expense.

Operating margin in the first quarter improved by Bercentage points over the pri@ar quarter, reflecting the impact of revenue dhotiva
exceeded the increase in operating expense. Trease was largely driven by continued growth irhbignargin services, such as Investn
Consulting.

Corporate and Eliminations
Corporate items and eliminations include capitalizgernal product development costs and relategrération and amortization related to

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

Three Months Ended March 31

($000) 2007 200¢ % Change
Depreciation and amortizatic 3,10(¢ 1,32¢ 133.2%
Capitalized internal product development ct — (A77) (100.0 %
Other (10) (1)) (9.) %
Corporate items and eliminations $ 3,09( $ 1,141 170.8%

In the first quarter of 2007, corporate items aliiaations increased $2.0 million, primarily besawf amortization expense related to
intangible assets associated with the acquisitidhisbotson, Aspect Huntley, the hedge fund anéssp account database division of
InvestorForce, and the Standard & Poor’s mutuati fiata business. We currently estimate that anatidiz expense related to intangible
assets will be $12.4 million in 2007. This estimat subject to change as we continue to refingpatechase price allocations, mainly related
to the acquisition of Standard & Poor’s mutual futeda business.

Non-Operating Income and Income Tax Expense

Non-Operating Income

The following table presents the components ofhoetoperating income:

Three months ended March 31

($000) 2007 200¢
Interest income, ne $ 1,74¢ $ 1,05¢
Other expense, net (23€) (12€)
Non-operating income, net $ 151 $ 93¢

Net interest income mainly reflects interest froam mvestment portfolio. Net interest income inaea $0.6 million in the first quarter

2007 compared with the prior-year period, primardflecting higher levels of cash, cash equivalesms investments. In the first quarter of
2007, our cash, cash equivalents, and investmecteased $42.0 million compared with December 8Q62largely because of the amounts
paid for the acquisition of the Standard & Pooristoal fund data business and annual bonus payments.

Other income (expense) primarily represents foreigmency exchange gains and losses arising frenortlinary course of business related to
our non-U.S. operations, unrealized and realizéasgand losses from our investment portfolio, amghfty income from Morningstar Japan
K.K.
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Income Tax Expense

On January 1, 2007, we adopted Financial Accourgiragdard Board (FASB) Interpretation No. A8counting for Uncertainty in Income
Taxes, an interpretation of FASB Statement No.(E09 48), which prescribes the minimum threshotdyaposition is required to meet
before being recognized in the financial statemdtitd 48 also provides guidance on derecognitioeasarement, classification, interest and
penalties, accounting in interim periods, and disate for uncertain tax positions. The adoptioRIdf 48 did not have a material impact on
our financial position or results of operationseeNote 2 in the Notes to our Condensed Consotidéteancial Statements for further
discussion concerning the adoption of FIN 48.

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

Three months ended March 31

($000) 2007 200¢
Income before income taxes, equity in net incomenaonsolidated entities, and cumulative

effect of accounting chan $ 2554( $ 20,13:
Equity in net income of unconsolidated entities 537 647
Total $ 26,077 $ 20,77¢
Income tax expense $ 10,29: $ 7,59¢
Effective income tax expense r: 39.5% 36.€%

Our effective income tax expense rate rose by @tBgmtage points in the first quarter of 2007. gDaifying dispositions of incentive stock
options had a favorable impact on our effectivertdr in the first quarter of 2006. Because tHiadamount of disqualifying dispositions
was lower in the first quarter of 2007, our effeettax rate rose. In addition, the 2007 first teraeffective tax rate reflects an increase in the
effective rate of state income taxes (net of the. Bederal tax benefit) and higher income tax espentside of the United States compared
with the prior year.

Liquidity and Capital Resources

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

Cash and Cash Equivalents

As of March 31, 2007, we had cash, cash equivalantsinvestments of $121.8 million, a decreas®@f0 million compared with

December 31, 2006. This decline mainly reflects.@58illion paid in March 2007 to acquire the Stamb& Poor’s mutual fund data business
(reflecting a purchase price of $55.0 million, ®dbjto post-closing adjustments, less cash acqoir&8.0 million). In addition, we made
$35.3 million of annual bonus payments in the fipsarter of 2007.

Cash Provided by Operating Activities

Our main source of capital is cash generated frperating activities. Historically, Morningstar haaid bonuses in the first quarter of the
year. As a result, cash flow from operations inftret quarter tends to be lower compared with sgbgnt quarter:

In the first quarter of 2007, cash provided by agieg activities was $8.4 million, compared with$énillion in the first quarter of 2006. Tt
amount declined slightly mainly because of the 81Rillion increase in the amount of cash paid fonises in the first quarter of 2007
compared with the prior-year period. The highehgasyments were largely offset by our net incontgu&ed for non-cash items) and the
positive cash flow impact of increases in accrugmhgensation, income taxes payable, and accoun&bfgagnd accrued liabilities.

In the first quarter of 2007, we made annual bgraysnents of approximately $35.3 million. The highenuses in 2007 were the result of
strong 2006 operating performance, as well as asg@ headcount and acquisitions. Excluding the étngfebonus payments, in the first
quarter of 2007, our net operating assets anditiabiwere a greater source of cash from operat@wimarily because of increases in accrued
bonuses related to the current year’s performandeaa increase in accounts payable, accrued exqpearse income taxes payable.
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Net income in the first quarter of 2007 includedrennor-cash items compared with the same period in 20@arily because of an increase
in amortization from intangible assets relatechi dcquisitions of Ibbotson, Aspect Huntley, thddeefund and separate account database
division of InvestorForce, and the mutual fund datainess of Standard & Poor’s.

Cash Used for Investing Activities
In the first quarter of 2007, cash used for inwestctivities was $48.0 million, compared with $6illion in the first quarter of 2006.

Cash used for acquisitions, net of cash acquired,$62.1 million in the first quarter of 2007 ar@ B million in the first quarter of 2006. In
March 2007, we acquired Standard & Poor’s mutuatifdata business. In March 2006, we acquired llobots

In the first quarter of 2007, proceeds from saleswestments exceeded purchases of investmer$é dymillion because we reallocated tt
funds from investments to cash and cash equivateritsd our acquisition of the Standard & Poor'stual fund data business. In the first
quarter of 2006, proceeds from sales of investmastsexceeded purchases of investments by $2@8i8rmiWe reallocated these funds from
investments to cash and cash equivalents to fundanuisition of Ibbotson. As of March 31, 2007 &etember 31, 2006, our investments,
consisting primarily of fixed-income securities, é61.6 million and $67.6 million, respectively.

Capital expenditures were $2.0 million in the fiystarter of 2007, compared with $0.9 million in gvéor-year quarter. In the first quarter of
2007, our capital expenditures were primarily fomputer hardware to keep our operations up andmgrin the event of a disaster, and
design and architectural fees related to the pldiofiece space for our corporate headquarters afd aperations.

We anticipate that our capital expenditures in 28@irbe approximately $8 million primarily for coputer hardware to support our
technology platforms and the build-out of new affgpace for our non-U.S. operations. In additiemmay also spend up to $6 million in
capital expenditures for the build-out of our neaporate headquarters in Chicago, depending ortremtion progress.

Cash Provided by Financing Activities

Cash provided by financing activities was $3.7 imnillin the first quarter of 2007 compared with $miBlion in the prior-year period. The
majority of the decrease from the prior year waseir by a $3.0 million decrease in proceeds framalsbption exercises. The remaining
amount of the decrease reflects a reduction inexi@x benefits related to stock option exercises.

Acquisitions
Standard & Poor’s mutual fund data business

On March 16, 2007 we acquired Standard & Poor’suaddfund data business for $55.0 million in casiibjact to post-closing adjustments.
Standard & Poor’'s mutual fund data business canefstlata and products covering more than 135,0@@aged investment vehicles,
including mutual funds, ETFs, hedge funds, andhaffe funds. The acquisition complements one ofkeyrgrowth strategies, which is to
expand our brand, presence, and products for iorestdvisors, and institutions around the globgpraximately 80% of Standard & Poor’s
fund data business is outside the United States.athuisition will give us a much stronger presemaside the United States, particularly in
Europe. In addition, the acquisition will signifitdy expand our client base and media partnershigsirope and Asia. More than 1,100
institutions around the world use Standard & Pofurgl data products, and we expect to extend @ahréo about 10,000 new advisors
outside the United States. We began includingekalts of this acquisition in our Condensed Cddatéd Financial Statements on March
2007.

Institutional Hedge Fund and Separate Account DasabDivision of InvestorForce, In

In August 2006, we acquired the institutional hefiged and separate account database division ektoviorce, Inc., a financial software .
data integration company based in Wayne, Pennsglyeor $10.1 million in cash, including transactitelated costs. This acquisition
included the Altvest database, one of the largasttthses covering hedge funds, managers, anchdatell as InvestorForce’s extensive
institutional separate account database. It aldodied several online software applications for aggar search, research, and reporting. We
began including the results of the hedge fund apdusite account database division of InvestorFemmgérations in our Condensed
Consolidated Financial Statements on August 1, 2008s acquisition allowed us to strengthen anobexl our proprietary investment data.

Aspect Huntley Pty Limite

In July 2006, we acquired Aspect Huntley Pty Lirdjta leading provider of equity information, resdarand financial trade publishing in
Australia, for Australian $30 million in cash (ohieh Australian $2.0 million will be paid in 2003)bject to post-
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closing and working capital adjustments. In 2006, ¢ash paid for Aspect Huntley, including traniseetelated costs, was U.S. $20.9 million
(net of $0.9 million of cash acquired). We begariuding the results of Aspect Huntley’s operationeur Condensed Consolidated Financial
Statements on July 25, 2006. This acquisitionviith our growth strategy to expand our products serdices outside the United States. This
acquisition allowed us to combine Morningstar’'sestise in fund research and information with Asgdahtley’s equity research,
information, and financial media expertise in Aab#.

Ibbotson Associates, In

In March 2006, we acquired Ibbotson Associates, Bnéirm specializing in asset allocation reseamt services, for $83.0 million in cash,
plus an additional $3.5 million for working capitaid other items. We began including the resultblodtson’s operations in our Condensed
Consolidated Financial Statements on March 1, 208& acquisition complemented our growth strategrieseveral key areas, including
investment consulting, managed retirement accoantsjnstitutional and advisor software.

Application of Critical Accounting Policies and Estmates

Our critical accounting policies and estimatesdiseussed in the Management’s Discussion and Aisadgstion of our Annual Report on
Form 10-K filed with the SEC for the year ended &maber 31, 2006.

On January 1, 2007, we adopted FASB Interpretafion48,Accounting for Uncertainty in Income Taxes, anriptetation of FASB
Statement No. 10&IN 48), which prescribes the minimum recognittbreshold a tax position is required to meet bebmiag recognized in
the financial statements. FIN 48 also provides gioid@ on derecognition, measurement, classificatiderest and penalties, accounting in
interim periods, and disclosure for uncertain tazifions. The adoption of FIN 48 did not have derial impact on our financial position or
results of operations.

In certain of our operations, we offer employeaslbatical leave. Although the sabbatical leavepetries by region, in general,
Morningstar’s regular fultime employees are eligible for six weeks of paitetoff after four years of continuous service. Jamuary 1, 200
we adopted Emerging Issues Task Force (EITF) N&,@&counting for Sabbatical Leave and Other Similan&fits Pursuant to FASB
Statement No. 43, “Accounting for Compensated Ateseifwhich requires that a liability for employees’ sabibal benefits be accrued over
the period required for employees to earn the tigisabbatical leave. Accordingly, in the first geaof 2007, we recorded a cumulative-
effect adjustment to beginning retained earningd38 million, net of tax, to record the portionesfiployee sabbatical leave that has been
earned. Besides recording this cumulative effeerofccounting change, the adoption of EITF No2@fd not have a significant impact on
our financial position, results of operations, aslc flows.

Recently Issued Accounting Pronouncements

In February 2007, the FASB issued Statement oftfeilah Accounting Standard (SFAS) No. 19%e Fair Value Option for Financial Assets
and Financial Liabilities, (including an amendment to FASB Statement No, At6ounting for Certain Investments in Debt and Bqui
Securities). SFAS No. 159 permits entities to choose to measwany financial instruments and certain othengeat fair value. The objecti
is to improve financial reporting by providing dr@s with the opportunity to mitigate volatility reported earnings caused by measuring
related assets and liabilities differently withtvatving to apply complex hedge accounting provisidie amendment to SFAS No. 115
applies to all entities with available-for-sale aratling securities. SFAS No. 159 is effectiveffscal years beginning after November 15,
2007 and for interim periods within those yearsyéfiore, we will adopt SFAS No. 159 in the firsagier of 2008. We are in the process of
determining the effect the adoption of SFAS No. &&®have on our Consolidated Financial Statements

In September 2006, the FASB issued SFAS No. E&if,Value Measurementsvhich defines fair value, establishes a framework
measuring fair value, and expands disclosures daoutalue measurements. The standard applies evieerother standards require (or
permit) assets or liabilities to be measured ataliue. The standard does not expand the userafdiae in any new circumstances. SFAS
No. 157 is effective for fiscal years beginningeaflovember 15, 2007 and for interim periods witthiose years; therefore, we will ad
SFAS No. 157 in the first quarter of 2008. We aréhie process of determining the effect the adoptioSFAS No. 157 will have on our
Consolidated Financial Statements.
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Rule 10b51 Sales Plans

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

The following table, which we are providing on dwary basis, shows the Rule 10b5-1 plans entetedy our directors and executive
officers that were in effect on May 1, 2007:

Number of Number of
Shares Shares
Plan to be Sold under Projected
Date of Termination Sold under the Plan through Beneficial
Name and Position Plan Date the Plan Timing of Sales under the Plai May 1, 2007 Ownership(1)
Joe Mansueto 03/21/0i 12/31/07  1,180,00( Shares to be sold ratably over the - 28,112,001
Chairman and Chief course of the plan beginning May
Executive Officel 2007
Chris Boruff 03/21/07 08/31/07 30,00C Up to 10,000 shares in any rolling 10,00C 127,23¢
President, Advisor 21-day period
Business
Bevin Desmond 03/21/0i 12/31/07 31,30C Shares to be sold under the plan i 3,90C 119,77:
President, Internationi the stock reaches specified prices
Business
Martha Dustin Boudos 03/21/07 12/31/07 117,50C Shares to be sold under the plan if 63,007 138,257
Chief Financial Office! the stock reaches a specified pi
Cheryl Francis 03/21/0i 12/31/07 20,00C Daily increments of up to 500 3,50C 52,82¢
Director shares, or all remaining shares ur
the plan if the stock reaches a
specified price
Elizabeth Kirscher 03/21/0i 04/20/0¢ 100,00 Up to 15,000 shares in any rolling _ 91,03¢
President, Data 30-day period
Services Busines
Jack Noonan 08/22/0¢ 12/10/07 60,00C Monthly increments of up to 4,00C 28,00( 80,82¢
Director shares
Don Phillips 05/09/0¢ 11/30/0¢  1,382,31( Semimonthly increments of up to 220,00( 505,13t
Managing Director 15,000 shares through August 2007
and weekly increments of up to
17,500 shares from September 2007
through November 20C
John Rekenthaler 03/22/0i 09/21/07 40,000 Weekly increments of up to 2,000 3,00C 266,87
Vice President, shares
Research and New
Product Developmet
Paul Sturm 03/21/0i 04/30/0¢ 120,00C Biweekly increments of up to 5,000 5,00C 240,82«
Director shares
David Williams 03/21/0i 09/21/07 56,50C Shares to be sold under the plan i 7,00C 88,52:
Managing Director, the stock reaches specified prices

Design

(1) This column reflects an estimate of the nundfeshares each identified director and executifieafwill beneficially own following the
sale of all shares under his or her Rule 10b5-4 jlantified above. This information reflects thenbficial ownership of our common stock
on March 31, 2007, and includes shares of our comstmck subject to options that were then exertésabthat will have become exercisa
by May 30, 2007 and restricted stock units that vakt by May 30, 2007. The estimates do not refi@y changes to beneficial ownership
that may have occurred since March 31, 2007. Eaelstdr and executive officer identified in the l&imay amend or terminate his or her
Rule 10b5-1 plan and may adopt additional Rule 1Dipfans in the future.
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ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURE ABO UT MARKET RISK

Our investment portfolio is actively managed and/ maffer losses from fluctuating interest ratesrkatprices, or adverse security selection.
As of March 31, 2007, our investments, consistirigarily of fixed-income securities, were $61.6 lioih. Based on our estimates, a 100
basis point change in interest rates would haveased or decreased the fair value of our invedtpuatfolio by approximately $0.3 million.

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

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

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

Morningstar carried out an evaluation, under thgesuision and with the participation of our manageinincluding our chief executive
officer and chief financial officer, of the effeetiness of the design and operation of our disctosantrols and procedures as of March 31,
2007. Based upon that evaluation, our chief exeeutfficer and chief financial officer concludedttour disclosure controls and procedures
are effective to provide reasonable assurancertf@mation required to be disclosed in the repartsfile or submit under the Exchange Act
is recorded, processed, summarized, and reportaddaghen required.

(b) Changes in Internal Controls Over Financial Reprting

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

We incorporate by reference the information regaydégal proceedings set forth in Note 11, “Corgimgjes,” of the Notes to our Unaudited
Condensed Consolidated Financial Statements caatéinPart 1, Item 1 of this Quarterly Report omrd.0-Q.

ltem 1A. Risk Factors

There have been no material changes to the ris&rfadisclosed in Item 1A — Risk Factors in our AahReport on Form 10-K for the year
ended December 31, 2006.

Item 6. Exhibits

(a) Exhibits

Exhibit No Description of Exhibit

311 Certification of Chief Executive Officer pursuantRule 13-14(a)/15«14(a) of the Securities Exchange Act of 1!
31.2 Certification of Chief Financial Officer pursuant Rule 13-14(a)/15(-14(a) of the Securities Exchange Act of 1!
32.1 Certification of Chief Executive Officer Pursuant8 U.S.C. 135

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

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

MORNINGSTAR, INC.

Date: May 9, 2007 By: /s/ Martha Dustin Boudc
Martha Dustin Boudo
Chief Financial Office
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EXHIBIT 31.1
CERTIFICATION OF CHIEF EXECUTIVE OFFICER
I, Joe Mansueto, certify that:
1. | have reviewed this Quarterly Report on Form 16f®orningstar, Inc.;

2. Based on my knowledge, this report does not comtaynuntrue statement of a material fact or ométate a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the peri
covered by this report;

3. Based on my knowledge, the financial statements adimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amngtfe@ periods presented in this report;

4. The registrant’s other certifying officer and | aesponsible for establishing and maintaining disgte controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&)1%nd internal control over financial reportirag defined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andénav

a. designed such disclosure controls and proceduresused such disclosure controls and proceduras tiesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh

b. designed such internal control over finan@porting, or caused such internal control owearicial reporting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in at@oce with generally accepted accounting principles

c. evaluated the effectiveness of the regisgalisclosure controls and procedures and predentthis report our conclusions
about the effectiveness of the disclosure contintsprocedures, as of the end of the period cougyelis report based on such
evaluation; and

d. disclosed in this report any change in the regisanternal control over financial reporting thatcurred during the registrast’
most recent fiscal quarter that has materiallyciéf@, or is reasonably likely to materially affettie registrant’s internal control
over financial reporting; and

5. The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiarterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

a. all significant deficiencies and material weaknessehe design or operation of internal contra¢iofinancial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

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

Date: May 9, 2007 By: /s/ Joe Mansuet
Joe Mansuet
Chairman of the Board and Chief Executive Offi




EXHIBIT 31.2

CERTIFICATION OF CHIEF FINANCIAL OFFICER

I, Martha Dustin Boudos, certify that:

1.
2.

| have reviewed this Quarterly Report on Form 18f@®lorningstar, Inc.;

Based on my knowledge, this report does not cortajnuntrue statement of a material fact or omsgitéde a material fact necessary to
make the statements made, in light of the circuntgts.under which such statements were made, nigadisg with respect to the peri
covered by this report;

Based on my knowledge, the financial statementsoéimer financial information included in this repdairly present in all material
respects the financial condition, results of operatand cash flows of the registrant as of, amdtife periods presented in this report;

The registrant’s other certifying officer and | aesponsible for establishing and maintaining discie controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))%nd internal control over financial reportirag @efined in Exchange Act Rules
13a-15(f) and 15d-15(f)) for the registrant andénav

a. designed such disclosure controls and proceduresiused such disclosure controls and procedutes ttesigned under our
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgibsidiaries, is made knowr
us by others within those entities, particularlyidg the period in which this report is being pregzh

b. designed such internal control over financial réipgr or caused such internal control over finaha@gorting to be designed
under our supervision, to provide reasonable assareegarding the reliability of financial repogiand the preparation of
financial statements for external purposes in atmare with generally accepted accounting principles

c. evaluated the effectiveness of the registrant'sloésire controls and procedures and presentedsimetport our conclusions
about the effectiveness of the disclosure conints procedures, as of the end of the period coveyehis report based on such
evaluation; and

d. disclosed in this report any change in the regisanternal control over financial reporting thatcurred during the registrast’
most recent fiscal quarter that has materiallycée, or is reasonably likely to materially affetie registrant’s internal control
over financial reporting; and

The registrant’s other certifying officer and | leadisclosed, based on our most recent evaluatiorterhal control over financial
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent

functions):

a. all significant deficiencies and material weaknessehe design or operation of internal contra¢iofimancial reporting which
are reasonably likely to adversely affect the regig’s ability to record, process, summarize aqbrt financial information;
and

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

Date: May 9, 2007 By: /s/ Martha Dustin Boudc

Martha Dustin Boudo
Chief Financial Officel




EXHIBIT 32.1

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

Joe Mansueto, as Chairman of the Board and Chie€iive Officer of Morningstar, Inc. (the Companggytifies, pursuant to 18 U.S.C.
1350, as adopted pursuant to Section 906 of theaBas-Oxley Act of 2002, that:

1. the Company’s Quarterly Report on Form 10-Q fordharterly period ended March 31, 2007 as filedhwhie Securities and
Exchange Commission on the date hereof (the Refutist)complies with the requirements of Sectior(d)3of the Securities
Exchange Act of 1934; and

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

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

May 9, 2007




EXHIBIT 32.2

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

Martha Dustin Boudos, as Chief Financial OfficeiMyrningstar, Inc. (the Company), certifies, pursua 18 U.S.C. 1350, as adopted
pursuant to Section 906 of the Sarbanes-Oxley A2062, that:

1. the Company’s Quarterly Report on Form 10-Q fordharterly period ended March 31, 2007 as filedhwhie Securities and

Exchange Commission on the date hereof (the Refutist)complies with the requirements of Sectior(d)3of the Securities
Exchange Act of 1934; and

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

/s Martha Dustin Boudc
Martha Dustin Boudo
Chief Financial Office

May 9, 2007




