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Part I

Item 1. Business

Overview

Morningstar, Inc. is a leading provider of independent investment research in North America, Europe, Australia, and Asia. The company offers an
extensive line of products and services for individual investors, financial advisors, asset managers, retirement plan providers and sponsors, and
institutional investors in the private capital markets.
We currently serve approximately 255,000 financial advisors, 1,500 asset management firms, 31 retirement plan providers, 285,000 retirement plan
sponsors, and 11.9 million individual investors. We also provide data on the private capital markets to approximately 2,700 institutional clients.

Our data and research are core assets that we seek to leverage to build Morningstar's long-term value. Morningstar provides extensive data and research
insights on a wide range of investment offerings, including managed investment products, publicly listed companies, fixed income securities, private
capital markets, and real-time global market data.

We’ve been providing independent analyst research on mutual funds and other investment vehicles since the mid-1980s. We use this analyst research to
provide a qualitative, forward-looking Morningstar Analyst Rating for funds. We now provide research reports and Morningstar Analyst Ratings for
approximately 5,100 funds globally, including active, passive, multi-asset, ETF, and closed-end fund strategies. We also offer qualitative research and
ratings on alternative funds, state-sponsored college savings plan portfolios, target-date funds, and ETFs. Our data and proprietary analytical tools such
as the Morningstar Rating for mutual funds, which rates past performance based on risk- and cost-adjusted returns, and the Morningstar Style Box,
which provides a visual summary of a mutual fund's underlying investment style, have become important tools that millions of investors and advisors use
in making investment decisions. Other tools, such as the Ownership Zone, Sector Delta, and Market Barometer, allow investors to see how different
investments work together to form a portfolio and to track its progress.

The Morningstar Sustainability Rating helps investors evaluate funds based on environmental, social, and governance (ESG) factors. Morningstar now
provides Sustainability Ratings for approximately 36,000 investment vehicles. Sustainability ratings for mutual funds and ETFs encompass $21 trillion in
assets under management, or more than half of fund assets globally.

As part of our research efforts on individual stocks, we popularized the concepts of economic moat, a measure of competitive advantage originally
developed by Warren Buffett, and margin of safety, which reflects the size of the discount in a stock's price relative to its estimated value. The
Morningstar Rating for stocks is based on the stock's current price relative to our analyst-generated fair value estimates, as well as the company's level of
business risk and economic moat. Our analysts cover approximately 1,500 stocks using a consistent, proprietary methodology that focuses on
fundamental analysis, competitive advantage assessment, and intrinsic value estimation.

In addition to our analyst-driven coverage, we provide quantitative ratings and reports for approximately 56,000  companies globally. These equity ratings
draw on the fundamental research of our equity analyst team and provide a forward-looking statistical view of the valuation, competitive advantage, and
level of uncertainty for stocks that are often under-followed by other research firms.

PitchBook, which we acquired in December 2016, provides venture capital and private equity firms, corporate development teams, investment banks,
limited partners, lenders, law firms, and accounting firms with a robust, all-in-one workstation that focuses on private capital markets. Morningstar’s in-
depth public company fundamental data and institutional equity research were integrated into the platform in 2017, allowing institutional investors to
better capitalize on opportunities in both public and private markets.



Through our Morningstar Credit Ratings, LLC subsidiary, which is a Nationally Recognized Statistical Rating Organization (NRSRO), we provide new
issue and surveillance ratings and analysis for commercial mortgage-backed securities (CMBS), residential mortgage-backed securities (RMBS), and
other types of asset-backed securities. In 2017, the National Association of Insurance Commissioners (NAIC) extended Morningstar Credit Ratings’
designation on its NAIC Credit Rating Provider list to include financial institutions, brokers, and dealers, as well as corporate issuers. Morningstar Credit
Ratings also announced the launch of its Real Estate Investment Trust (REIT) ratings initiative in 2017.

In our investment management business, we've developed in-depth advice on asset allocation, portfolio construction, and security selection to meet the
needs of investors and professionals looking for integrated portfolio solutions. We’ve published research on "Gamma," an innovative measure that
quantifies how much additional retirement income investors can generate by making better financial planning decisions. We use the concept of human
capital-or potential future earning ability-to provide a more complete picture of an investor’s financial worth and optimize a portfolio’s asset mix.

We believe investors rely on these tools because they offer a useful framework for comparing potential investments and making decisions. Our
independence and our history of innovation make us a trusted resource for investors.
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Strategy and Key Objectives

Our strategy is to widen our economic moat, or sustainable competitive advantage, and build shareholder value by focusing on our three key objectives,
which we describe in more detail below.

1. Produce the most effective investment data, research, and ratings to help investors reach their financial goals.

We believe the quality and scope of our independent investment research offers a competitive advantage that would be difficult for competitors to
replicate. Our goal is to leverage our proprietary research and intellectual property to help investors with both decision support (via Morningstar Direct
and PitchBook) and outsourced investment management.

We’re focusing our research efforts on several different areas, as described below.

• Manager research (including mutual funds, ETFs, separate accounts, and other vehicles)

Our goal for manager research is to improve investor outcomes through ratings efficacy, coverage expansion, and innovation. Our analyst team
qualitatively assesses thousands of managed investments using a structured and uniform approach. With the release of the Morningstar
Quantitative Rating for Funds in the U.S., we have used machine-learning techniques to extend the qualitative Analyst Rating to thousands of
funds that our analysts don’t cover. In addition, our analysts contribute to research and data innovations that we surface in the products and
services we offer and oversee other ratings systems and tools that we offer to help investors make more-informed decisions when selecting
securities, constructing portfolios, or measuring risk.

As of December 31, 2017, we had about 120 manager research analysts, including teams in North America, Europe, Australia, and Asia.
 
• Equity research

Our analysts follow a rigorous methodology that emphasizes a bottom-up, long-term, fundamentals-based valuation approach. We believe that
our deep industry knowledge and Economic MoatTM Ratings, which identify sustainable competitive advantages, differentiate our equity research
and help investors achieve better investment outcomes.

As of December 31, 2017, we had about 100 equity analysts globally, making us one of the largest providers of independent equity research.

• Credit ratings

Morningstar Credit Ratings, LLC, our credit ratings subsidiary, is a Nationally Recognized Statistical Rating Organization (NRSRO) that is
focused on structured finance and credit ratings for corporate issuers and financial institutions. We bring transparency, unique perspectives, and
superior client service to investors across the fixed-income markets.

As of December 31, 2017, we had about 100 credit analysts globally.

• Portfolio advice methodologies (including our research on Gamma and the Total Wealth Approach)

Over the past several years, we’ve developed new research tools that provide a more holistic approach to investing and asset allocation.
Whereas traditional asset allocation methodologies focus solely on financial assets (such as stocks and bonds), we’ve developed methodologies
that provide a more complete view of all sources of wealth, including financial capital, human capital, housing assets, and retirement and pension
benefits.



2. Develop Morningstar Direct and PitchBook as our key decision support platforms.

In 2017, we continued to develop the next-generation version of Morningstar Direct, our institutional investment research platform.

The new software is designed to be more intuitive, elegant, and easy-to-use. It provides a more consistent, cohesive experience with a strong emphasis
on Morningstar’s proprietary research and tools. We also improved the underlying technology, including a more streamlined development process for
commonly used Morningstar capabilities such as portfolio management tools.

The new software is fully web-based, which eliminates the need for desktop software installations and allows immediate access to new features. It allows
to us innovate more rapidly and more easily configure our software solutions to meet client needs. It also addresses the growing need for mobile-
optimized capabilities to extend the desktop experience onto mobile devices.

Over the past several years, we've started migrating many of our core software capabilities to Morningstar Direct, which will serve as our main platform
for clients seeking information to support the investment decisions they make on their own or to validate investment recommendations from another party.
We're also continuing to expand the user base for Morningstar Direct by enhancing capabilities for our existing asset management clients and adding
workflows for new types of clients, such as financial advisors.

The PitchBook Platform is an all-in-one web-based research and analysis workstation centered on the private capital markets, including venture capital,
private equity, and mergers and acquisitions. The PitchBook Platform also offers a mobile application, Excel plug-in, Chrome extension and optional CRM
integrations, all designed to help users source deals, raise funds, build buyer lists, create benchmarks, network, and more. 

In 2017, we introduced several high-impact data and technology enhancements. Morningstar’s in-depth public company fundamental data and
institutional equity research were integrated into the platform, which when combined with PitchBook’s best-in-class private market data, offers seamless
access to cross-market insights, allowing institutional investors to better capitalize on opportunities in both public and private markets. We also doubled
our private European company coverage.

In 2017, PitchBook also launched a new interface and user experience, creating a more scalable product and helping users quickly uncover trends and
opportunities. For example, the new Chrome extension allows users to instantly view hard-to-find company data while browsing other web content,
thereby creating efficiency and value for users in their research. 

3. Build world-class investment management solutions based on our proprietary research.

We leverage our innovative, proprietary research by building world-class investment management solutions that help investors achieve better outcomes.
Leveraging our existing capabilities, we create holistic solutions that help financial advisors, asset managers, and individual investors with portfolio
construction, monitoring, security selection, and implementation.

Our investment management solutions include Morningstar Managed Portfolios, which had $39.8 billion in assets under management and advisement as
of December 31, 2017, and Workplace Solutions (formerly Retirement Solutions), which had a total of $128.1 billion in assets under management and
advisement.

We also expect to expand the investment management solutions we offer through our index business. We currently offer more than 580 investment
indexes that can be used for both benchmarking and product creation.
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Major Customer Groups

Given the core capabilities discussed above, we're focusing on five primary customer groups:

• Advisor (including independent financial advisors as well as those affiliated with broker-dealers or other intermediaries);
• Asset management (including fund companies, insurance companies, and other companies that build and manage portfolios of securities for their

clients);
• Workplace/retirement (including retirement plan providers and plan sponsors);
• Individual investor; and
• Institutional investor.

Advisor

Financial advisors work with individual investors to help them reach their financial goals. This customer group includes independent advisors at registered
investment advisor (RIA) firms, advisors affiliated with independent broker-dealers, dually registered advisors, and “captive” advisors who are employees
of a broker-dealer. Such broker-dealers include wirehouses, regional broker-dealers, and banks. The advisor landscape is broad in both the United
States, and in other parts of the world where we focus. The U.S. is our largest market, and in total, Cerulli Associates estimates there were approximately
313,000 financial advisors in the U.S. as of the end of 2017.

We believe our deep understanding of individual investors’ needs allows us to work with advisors to help them make more efficient use of their time and
deliver better investment outcomes for their clients. Our advisor solutions also draw on Morningstar’s proprietary investment research methodologies and
research insights.

We sell our advisor-related solutions both directly to independent financial advisors and through enterprise licenses, which allow financial advisors
associated with the licensing firm to use our products.

We're expanding the range of services we offer to help financial advisors with all aspects of their daily workflow needs, including investment decision-
making, portfolio construction, client monitoring and reporting, practice management, portfolio rebalancing that connects with custodial and trading
interfaces, and financial planning. Because advisors are increasingly outsourcing investment management, we're continuing to enhance Morningstar
Managed Portfolios to help advisors save time and reduce compliance risk.

Our main products for financial advisors are Morningstar Advisor Workstation (including Morningstar Office) and Morningstar Managed Portfolios.
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