
18. Recently Issued Accounting Pronouncements

In December 2007, the FASB issued SFAS No. 141(R),  
Business Combinations. SFAS No. 141(R) modifies the financial 
accounting and reporting of business combinations. SFAS  
No. 141(R) requires the acquirer to recognize and measure the  
fair value of the acquired operation as a whole, and the assets 
acquired and liabilities assumed at their full fair values as of  
the date control is obtained, regardless of the percentage 
ownership in the acquired operation or how the acquisition was 
achieved. SFAS No. 141(R) is effective for business combination 
transactions with acquisition dates on or after the first annual 
reporting period beginning on or after December 15, 2008. SFAS 
No. 141(R) is required to be adopted concurrently with SFAS  
No. 160, Accounting and Reporting of Noncontrolling Interests in 
Consolidated Financial Statements, an amendment of ARB No.  
51. SFAS No. 141(R) requires prospective application and prohibits 
earlier application. We are in the process of determining the  
effect the adoption of SFAS No. 141(R) will have on our Consoli-
dated Financial Statements.

In December 2007, the FASB issued SFAS No. 160, Accounting  
and Reporting of Noncontrolling Interests in Consolidated Financial 
Statements, an amendment of ARB No. 51. SFAS No. 160 amends 
the financial accounting and reporting of noncontrolling (or 
minority) interests in consolidated financial statements. SFAS No. 
160 is required to be adopted concurrently with SFAS No. 141(R) and 
is effective for the first annual reporting period beginning on or 
after December 15, 2008. Earlier application is prohibited. We are 
in the process of determining the effect the adoption of SFAS No. 
160 will have on our Consolidated Financial Statements.

In February 2007, the FASB issued SFAS No. 159, The Fair Value 
Option for Financial Assets and Financial Liabilities, (including an 
amendment to FASB Statement No. 115, Accounting for Certain 
Investments in Debt and Equity Securities). SFAS No. 159 permits 
entities to choose to measure many financial instruments and 
certain other items at fair value. The objective is to improve finan- 
cial reporting by providing entities with the opportunity to mitigate 
volatility in reported earnings caused by measuring related  
assets and liabilities differently without having to apply complex 
hedge accounting provisions. The amendment to SFAS No. 115 
applies to all entities with available-for-sale and trading securities. 
SFAS No. 159 is effective for fiscal years beginning after November 
15, 2007 and for interim periods within those years; therefore,  
we will adopt SFAS No. 159 in the first quarter of 2008. We are in 
the process of determining the effect the adoption of SFAS No. 159 
will have on our Consolidated Financial Statements.

In September 2006, the FASB issued SFAS No. 157, Fair Value 
Measurements, which defines fair value, establishes a framework 
for measuring fair value, and expands disclosures about fair value 
measurements. The standard applies whenever other standards 
require (or permit) assets or liabilities to be measured at fair value. 
The standard does not expand the use of fair value in any new 
circumstances. SFAS No. 157 is effective for fiscal years beginning 
after November 15, 2007 and for interim periods within those years; 
therefore, we will adopt SFAS No. 157 in the first quarter of 2008. 
We are in the process of determining the effect the adoption of 
SFAS No. 157 will have on our Consolidated Financial Statements.
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Selected Quarterly Financial Data

	 2006	 2007

(in thousands except per share amounts)	 Q1	 Q2	 Q3	 Q4	 Q1	 Q2	 Q3	 Q4

Revenue	 $	70,060 	 $	76,257 	 $	 81,821 	 $	87,037 	 $	95,447	 $	109,685	 $	111,859	 $	118,116
Operating expense (1):															             
	 Cost of goods sold		 18,673		 22,052		 22,389		  23,861		 25,855		  29,020		  28,674		  30,228
	 Development		  6,091		  7,306		  7,876		  8,221		  8,055		  9,134		  9,010		  8,917
	 Sales and marketing		  11,660		  11,880		  12,971		  14,103		 16,729		  16,471		  17,132		  18,503
	 General and administrative		 12,032		 13,793		  13,781		  15,984		 16,086		  21,128		  19,936		  21,718
	 Depreciation and amortization		  2,406		  3,767		  4,267		  4,535		  4,695		  5,486		  5,662		  5,414

		  Total operating expense		 50,862		 58,798		  61,284		 66,704		 71,420		  81,239		  80,414		  84,780

Operating income		 19,198		 17,459		 20,537		 20,333		 24,027		  28,446		  31,445		  33,336
Non-operating income:															             
	 Interest income, net		  1,059		  858		  1,169		  1,537		  1,749		  1,437		  1,812		  2,136
	 Other income (expense), net		  (126)		  (186)		  (31)		  (116)		  (236)		  (69)		  408		  (1,008)

		  Non-operating income, net		  933		  672		  1,138		  1,421		  1,513		  1,368		  2,220		  1,128

Income before income taxes, 		  20,131		  18,131		  21,675		  21,754		 25,540		  29,814		  33,665		  34,464 
	 equity in net income of unconsolidated  
	 entities, and cumulative effect of  
	 accounting change
Income tax expense		  7,598		  7,624		  9,228		  8,525		 10,291		  11,996		  14,229		  14,739
Equity in net income of unconsolidated entities		  647		  658		  1,100		  382		  537		  455		  417		  285
Income before cumulative effect of 		 13,180		  11,165		  13,547		  13,611		 15,786		  18,273		  19,853		  20,010 
	 accounting change
Cumulative effect of accounting change, 		  259		  —		  —		  —		  —		  —		  —		  — 
	 net of income tax expense of $171

Net income	 $	13,439	 $	 11,165	 $	 13,547	 $	 13,611	 $	15,786	 $	 18,273	 $	 19,853	 $	 20,010

Basic income per share:
	 Basic income per share before 	 $	 0.33	 $	 0.27	 $	 0.33	 $	 0.32	 $	 0.37	 $	 0.43	 $	 0.46	 $	 0.45 
		  cumulative effect of accounting change
	 Basic net income per share	 $	 0.33	 $	 0.27	 $	 0.33	 $	 0.32	 $	 0.37	 $	 0.43	 $	 0.46	 $	 0.45
	 Weighted average common shares 		 40,355		 40,925		  41,448		  41,957		 42,401		  42,852		  43,393		  44,188 
		  outstanding—basic
Diluted income per share:
	 Diluted income per share before 	 $	 0.28	 $	 0.24	 $	 0.29	 $	 0.29	 $	 0.33	 $	 0.38	 $	 0.41	 $	 0.41 
		  cumulative effect of accounting change
	 Diluted net income per share	 $	 0.29	 $	 0.24	 $	 0.29	 $	 0.29	 $	 0.33	 $	 0.38	 $	 0.41	 $	 0.41
	 Weighted average common shares 		 46,424		 46,684		 46,578		  47,100		 47,381		  47,868		  48,232		  48,757 
		  outstanding—diluted

(1) Includes stock-based compensation  
	 expense of:
		  Cost of goods sold	 $	 272	 $	 285	 $	 302	 $	 313	 $	 338	 $	 513	 $	 408	 $	 447
		  Development		  114		  131		  141		  146		  253		  371		  302		  330
		  Sales and marketing		  126		  137		  152		  156		  299		  412		  327		  359
		  General and administrative		  1,422		  1,526		  1,663		  1,689		  1,444		  1,907		  1,560		  1,708

Total stock-based compensation expense	 $	 1,934	 $	 2,079	 $	 2,258	 $	 2,304	 $	 2,334	 $	 3,203	 $	 2,597	 $	 2,844
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Quantitative and Qualitative Disclosures  
about Market Risk

Our investment portfolio is actively managed and may suffer  
losses from fluctuating interest rates, market prices, or adverse 
security selection. Our investment portfolio is mainly invested  
in high-quality fixed-income securities. We do not have any direct 
exposure to sub-prime mortgages. As of December 31, 2007,  
our cash, cash equivalents, and investments balance was $258.6 
million. Based on our estimates, a 100 basis-point change in 
interest rates would have increased or decreased the fair value  
of our investment portfolio by approximately $0.5 million.

As our non-U.S. revenue increases as a percentage of our 
consolidated revenue, fluctuations in foreign currencies present a 
greater potential risk. To date, we have not engaged in currency 
hedging, and we do not currently have any positions in derivative 
instruments to hedge our currency risk. Our results could suffer if 
certain foreign currencies decline relative to the U.S. dollar. In 
addition, because we use the local currency of our subsidiaries as 
the functional currency, we are affected by the translation of 
foreign currencies into U.S. dollars.

Stock Price Performance Graph

The graph below shows a comparison from May 3, 2005 (the  
date our common stock began trading on the Nasdaq National 
Market) through December 31, 2007 of cumulative total return for 
our common stock, the Morningstar U.S. Market Index, and a  

group of peer companies, which are listed below the graph.  
The returns shown are based on historical results and are not 
intended to suggest future performance. Data for the Morningstar 
U.S. Market Index and our peer group assume reinvestment  
of dividends. We did not pay any dividends on our common stock 
during the period covered by the graph and have no present plans 
to do so. 

Price Range of Common Stock

Our common stock is listed on the Nasdaq Global Select Market 
under the symbol MORN.

The following table shows the high and low price per share of our 
common stock as quoted on the Nasdaq Global Select Market.

						      2007		  		  2006

						      High		  Low		  High		  Low

First Quarter			   $	54.57	 $	44.60		  $ 46.37		  $ 33.79
Second Quarter				   54.72		 46.10		  47.56	  	 35.66
Third Quarter				   67.16		 46.48		  42.76		  32.99
Fourth Quarter	  			  85.50		 61.50		  47.36	  	 36.32

Shareholders of Record

As of February 29, 2008, there were approximately 775 share-
holders of record of our common stock. This total reflects share- 
holders who hold shares that are registered directly with our 
transfer agent. We estimate that there were approximately 20,000 
beneficial owners, or shareholders who hold shares through a  
stock brokerage account, as of the same date.
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Peer Group

Morningstar
U.S. Market Index

	 2005	 2006	 2007

			   May 3	 June 30	 Sept. 30	 Dec. 31	 Mar. 31	 June 30	 Sept. 30	 Dec.31	 Mar. 31	 June 30	 Sept. 30	 Dec. 31

	 $	100.00	 $	139.30	 $	159.60	 $	172.77	 $	223.29	 $	206.88	 $	184.04	 $	224.69	 $	257.56	 $	234.54	 $	306.23	 $	387.78
			  100.00		  104.06		  108.25		  110.67		  116.45		  114.34		  119.63		  128.04		  129.82		  137.85		  140.22		  135.63
			  100.00		  102.80		  107.09		  118.21		  127.20		  113.57		  129.65		  144.81		  139.90		  152.51		  135.03		  120.96

(1) Our peer group consists of the following companies: Advent Software, Inc., FactSet Research Systems Inc., Interactive Data Corporation, The McGraw-Hill Companies, Inc.,  
Moody’s Corporation, Reuters Group PLC., SEI Investments Company, The Thomson Corporation, and Value Line, Inc.
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Corporate Headquarters
Morningstar, Inc., 225 West Wacker Drive, Chicago, Illinois 60606
+1 312 696-6000

Morningstar 2007 Annual Report
This report is a summary and does not provide complete information. 
We encourage investors to read our Annual Report on Form 10-K  
for the year ended December 31, 2007. This 10-K report is  
available without charge on Morningstar’s corporate Web site at 
global.morningstar.com.

Transfer Agent and Registrar
Computershare Investor Services LLC, 2 North LaSalle Street, 
Chicago, Illinois 60602, +1 866 303-0659 (toll free)

Ethics Hotline
Morningstar has established a confidential Ethics Hotline  
that anyone may use to report complaints or concerns about  
ethics violations, including accounting irregularities,  
financial misstatements, problems with internal accounting  
controls, or non-compliance with external rules and regulations.

The Morningstar Ethics Hotline is operated by MySafeWorkplace,  
an independent company that is not affiliated with Morningstar.  
The hotline is available 24 hours a day, seven days a week.

Anyone may make a confidential, anonymous report by calling  
the hotline toll free at: +1 800 461-9330 (in the United States) or
+00 800 1777 9999 (outside the United States)

Annual Meeting
Morningstar’s annual meeting of shareholders will be held at  
9 a.m. on Tuesday, May 20, 2008 at The University of Chicago 
Gleacher Center, 450 North Cityfront Plaza, Chicago, Illinois 60611.

Investor Questions
We encourage all interested parties—including securities  
analysts, potential shareholders, and others—to submit questions  
to us in writing. We publish responses to these questions on the  
first Friday of every month on our Web site and in Form 8-Ks  
furnished to the SEC. If you have a question about our business, 
please send it to investors@morningstar.com.
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