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      The small investor has few enough friends in the hustling world of modern finance, so it’s nice to have Don Phillips and his

         Morningstar associates so brilliantly on the team. It’s doubly nice to read, in the pages of this book, that our own concern

         for taking the individual seriously on Wall Street Week with Louis Rukeyser, over national television for the past quarter-century-plus, helped inspire Don in what has become one of the most extraordinary

         and useful careers in the entire world of money.

      


      Don is so gracious and modest a fellow that the straight-shooting thinking behind his amiable demeanor sometimes gets less

         attention than the formidable numbers he and his organization produce. I recall, for example, the first of his five appearances

         as my guest on television, in 1992 on our annual one-hour PBS special called “Louis Rukeyser’s Money Guide,” when I questioned

         him about what must have been a sensitive subject for a fellow trying to sell a mutual fund service. “My own thought has always

         been that investors shouldn’t make an either/or choice between mutual funds and stocks,” I said, “but what’s your feeling?”

      


      Don didn’t hesitate for a second—even though much of the hype at that time was that funds replaced the need for (and were

         inherently superior to) stocks. “I agree with you entirely,” he replied, adding that while mutual funds “have some advantages

         over stocks,” this “by no means” meant that fund investors should not also invest in individual stocks. And when I pressed

         him as to whether he personally found it helpful to buy stocks as well as funds, he answered with a strong and unhedged “yes,

         I do,” observing that anyone with his interests, and doing his kind of research, would find it “just natural” to “come up

         with ideas about stocks that you would want to pursue” Not exactly what the either/or headlines were screaming at the time,

         but sound common sense for many investors. For those with an interest in the subject, two piles—one for the professionals

         to manage, one for you yourself—have long been an ideal solution.

      


      As Morningstar’s fame and influence grew, so did Don’s income—but not his ego. While others (notably the marketers of favored

         funds) made a religion on his “5-star” ratings, Don was quick to emphasize that, like such other ratings systems as The Rukeyser

         100 in my own monthly newsletter, Louis Rukeyser’s Mutual Funds, the star system is historical rather than predictive “I don’t own exclusively five-star funds,” he confessed to me on television

         in 1993, agreeing totally that the star ratings were simply intended to be “a starting point”

      


      Don was also invariably straightforward not just in revealing his own investing habits but in dealing objectively with the

         industry that Morningstar was covering with such remarkable care, persistence—and success. “Don, you’re a gifted monitor of

         the mutual fund industry, but you’re not a flack for it,” I told him once. “You’ve been outspoken about some of its failings.

         What are you critical of right now?”

      


      “Well,” he replied without even a hint of a gulp, “I’ve been very critical of the way some of the funds have been advertising

         themselves. I think it’s very important that we send investors the message of what’s a worst-case scenario for a fund—not

         just what’s the best angle, but what can go wrong with it. I also think that it’s very important that we have more disclosure

         on funds; I think it’s terrific, some of the work that the SEC has done to step up to make it a more level playing field,

         and make sure that investors have the information they need to make an informed decision”

      


      And when I dug in one more time—“What funds do you hate now?”—Don unhesitatingly condemned one set of unimaginative managers

         with mediocre performance: those who run “funds that sort of look and feel like the S&P 500 but have above-average fees” Amen

         to that!

      


      Don and the gang at Morningstar have done a genuinely extraordinary job of revolutionizing the way we look at, and keep track

         of, the exploding world of mutual funds. Given that explosion, even an industry whose choices are as varied and whose utility

         is as flexible as mutual funds needs all the sensible and clear-eyed monitoring it can get. When it comes, as it does from

         Don Phillips and Morningstar, with competence, integrity, and a sense of perspective, every investor should shout, “Hooray!”

      


      —LOUIS RUKEYSER
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      It was more than a decade ago that I first made a point to get to know Morningstar personally, after noticing the tiny lettering

         “Morningstar-Chicago” as the attribution at the bottom of a mutual fund performance chart in Business Week magazine. It was an unknown company to those of us more used to seeing names of other research firms on published fund data

         in those days.

      


      In fact, telephone directory assistance twice mistakenly gave me the number to the Morning Star Baptist Church on Chicago’s

         South Side as I was calling to try to set up an initial interview. My first interview with a very young, baby-faced Don Phillips

         was held in the company’s cramped, austere offices in the historic brownstone Monadnock Building in Chicago’s business district.

         Phillips’s own office, complete with yellowed and torn window shade, 1940s-style desk and chairs, and antiquated telephones,

         looked like it hadn’t experienced any changes in decades of use by prior tenants. There was only a handful of employees on

         board at this early operation.

      


      In giving me an understandably brief tour of the facilities, which included a few computers in stark, undecorated rooms, Don

         motioned to founder Joe Mansueto’s similarly modest office. He made a brief introduction and Mansueto responded with a small

         wave and brief smile “We’ve got some big plans,” Phillips said with conviction as he shook my hand while I waited for the

         elevator. “Uh, yeah, I wish them the best,” I thought to myself, unconvinced, as I rode down the building elevator to the

         dark lobby below.

      


      Over the course of the next few years, I did more news paper and television interviews at Morningstar. Each time, I saw more

         and more computers being hooked up and more and more new staffers being given their orientation. If sheer numbers were any

         indication, Morningstar, it seemed, did have some big plans under way. At the same time, more investors were following its

         information either through direct subscription or in the national and local media.

      


      Morningstar is not the only mutual fund research firm that I consult during the course of my work. Besides its competitor

         Lipper Analytical Services, through my syndicated newspaper column I regularly confer with and quote more than a half-dozen

         mutual fund newsletters that I hold in high regard. There are, however, reasons why I decided to ask Morningstar for access

         to its offices, meetings, and staff members. I felt it had a unique corporate history, a distinctive approach to research,

         numerous accomplishments that have changed the fund industry, and plenty of worth while investor information that had never

         been compiled in book form. In addition, I myself was curious to learn more. Taking such an inside look would be helped by

         my vantage point of having covered the company from its ear liest days.

      


      On one occasion about seven years ago, I was doing a television interview with Phillips in his office. Since the yellowed

         window shade dominated the area behind his desk, my camera crew would generally roll it up all the way so it wouldn’t be visible

         on air. An initial camera setup is always done to adjust lighting and get a sound check, so I always ask a warm-up question

         that won’t be used on air. In this case, I asked him how the preceding year had been for mutual funds. “Actually, it was a

         pretty good year, although bond funds did much better than stock funds,” he replied as the camera swiveled from the left to

         the right. Then we began the actual interview, which lasted about twenty minutes. The camera crew shot a few additional office

         scenes and we headed back to the television station.

      


      Later that day, about fifteen minutes before airtime, the segment producer who was editing my story ran to my office door

         at the station, out of breath and with a stunned look on her face. “There’s… there’s… there’s nothing on the tape,” she said

         with a gasp of horror. It turns out that the crew was using a brand-new type of camera for the first time that day. After

         getting the initial setup shot on tape, the cameraman had mistakenly pushed the “off” button rather than the “record” button.

         Absolutely nothing else from the lengthy encounter had been taped.

      


      Once I shook off my disbelief, I looked at the tape and decided we could still use the Phillips line that said, “Actually,

         it was a pretty good year, although bond funds did much better than stock funds,” even though the shot did move a bit from

         one side to the other. I then raced back to my office to bang out some additional sentences of my own and threw in a few graphics

         and footage of mutual fund investors to fill out the segment. I telephoned Phillips to explain the mess, telling him that

         there was nothing wrong with his many other more thoughtful comments and that we certainly hadn’t made a conscious effort

         to dump them.

      


      “Really, Don, we do know that you know a whole lot more than that single sentence indicates,” I said, at a loss for much else

         to say. He was gracious about it all. And, as it turns out, Phillips and Morningstar did know much more than we were giving

         them credit for in those early days.

      


   

      CHAPTER 1
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      A MORNINGSTAR DAY
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      “Only that day dawns to which we are awake. There is more day to dawn. The sun is but a morning-star.”


      —FROM Walden, HENRY DAVID THOREAU
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      It’s 6:30 A.M. and Bevin Desmond is headed for work. Wearing T-shirt and shorts, she straps on her in-line skates and clatters down two

         flights of stairs to the sidewalk in front of her apartment on Chicago’s North Side. There she adjusts her wrist guards, steadies

         herself, takes a deep breath, and begins gliding with long, purposeful strides down the street, her long reddish blonde hair

         flowing behind her in the wind.

      


      Fifteen minutes later, she reaches the apartment of co-worker Heath Deyo, his shoulder-length brown hair tied loosely into

         a ponytail for the trek. Similarly clad in T-shirt and shorts, he has protective knee pads as well. In a moment, his skates

         are on and they’re both on their way. With their destination firmly in mind, each has the day’s work clothes stuffed into

         a backpack. They’ll cruise one of two time-tested routes, depending on the Windy City weather and their moods. The first is

         six and a half miles down the scenic lakefront, bone-chillingly cold at times, to Michigan Avenue and then over to Wacker

         Drive. The second is five miles long, winding through scenic Lincoln Park past the zoo and then down La Salle Street, whose

         tall buildings provide shelter from the wind.

      


      Their next-to-last stop is always the Starbucks coffee shop in the Merchandise Mart, where Heath tanks up on caffè latte,

         with an extra shot of espresso, to jump-start his day. Desmond, a twenty-nine-year-old recruitment coordinator, and Deyo,

         a thirty-year-old computer programming manager, are now ready to get down to business. They take off their blades, put on

         street shoes, and walk over the Chicago River bridge to a tall white office building at Franklin and Wacker, one of the city’s

         windiest corners. Then it’s up the elevator and through the large glass doors using their electronic pass cards for access.

         It’s now almost 7:30 A.M. and Desmond and Deyo are ready to begin their workday.

      


      They work at Morningstar, one of America’s most-quoted investment research firms. It is not a conventional pin-striped think

         tank. It has its own unique approach to investing.

      


      Morningstar has used technology to provide average mutual fund investors with sophisticated information previously available

         only to large institutions. It has been an advocate for both industry change and investor rights. In existence just thirteen

         years, the company has carved a niche within an industry that has exploded to 9,000 mutual funds flush with $3 trillion in

         assets. It accelerated the move toward no-load (no initial sales charge) funds by placing fee structures under greater scrutiny.

         Its research page for each individual mutual fund is credited with giving all funds a level playing field.

      


      Step inside:


      Employees can stop by its “Coyote Cafe“—named for a car-bumper metal sculpture by John Kearney that’s located on the same

         fourth floor—for a free soda or cup of gourmet coffee. There are aquariums stocked with tropical fish. Started up in a small

         apartment, Morningstar now has a growing staff of 350. Its office space covering four floors of 25,000 square feet each at

         225 West Wacker Drive is a place where casual attire consisting of workshirts or jeans is the rule, rather than strictly a

         Friday event. When the 401(k) retirement program Morningstar offers to its employees was profiled in a national newspaper,

         the article’s focal point was a large photograph of goateed circulation manager Chuck Carlson in workshirt, jeans, and hiking

         boots sipping a tall cup of coffee.

      


      The company sets no limits on either employee sick days or vacation time, gives new fathers and mothers eight weeks off with

         full pay, and grants six-week paid sabbaticals to those who have been with the company four years. It has “thirtysomething”

         top managers and “Generation X” staffers who work under a loose corporate structure. There are no individual offices, with

         small cubicles even for the top brass.

      


      It is not bound by tradition. You might call it investment research with “an attitude”


      Here are a few myths about mutual fund investing that were exploded by Morningstar research and will be discussed in this

         book:

      


      

         	Competition and economies of scale from more mutual funds being made available are bringing down expenses that funds charge.


         	A big mutual fund won’t perform nearly as well as an agile small fund.


         	Taxable bonds do a terrific job of preserving your capital.


         	Index funds are always the best way to play the market.


         	A fund’s name and the goals stated in its prospectus accurately tell its story.


         	Buy only no-load funds and never a load fund.


         	Stay clear of riskier funds because historically they have the worst returns.


         	Market timing is a shrewd way to make money with mutual funds.





      It’s worthwhile for the investor to learn how Morningstar came into being and goes about tracking funds, rating them as to

         performance and risk—often prompting controversy in the process—and comparing them to their peers. It produces ten print publications

         and a half-dozen electronic products on mutual funds, closed-end funds, variable annuities/life insurance products, and equities.

      


      Leadership includes thirty-four-year-old president and chief executive Don Phillips, selected one of the nation’s “Top 20

         Market Movers” by a leading financial magazine; thirty-nine-year-old founder and chairman Joe Mansueto, who stepped out of

         daily involvement in the company in early 1996 to pursue other entrepreneurial ventures; and thirty-five-year-old publisher

         of managed products John Rekenthaler.

      


      The company has an eclectic nature. Many of Morningstar’s fund analysts favor the alternative rock music of bands such as

         Jane’s Addiction or the Pixies. Its corporate name comes from the classic work by Henry David Thoreau that urges living life

         to the fullest, though in a simple and thrifty manner. Frugal billionaire investor Warren Buffett is a role model. Bill Gates’s

         Microsoft Corp. provides a template for its casual but intensely focused campus-like environment. Finally, the slick Crate

         & Barrel housewares chain is an example of the marketing creativity to which it aspires.

      


      Morningstar doesn’t pull punches. This in-your-face personality sometimes a source of aggravation to portfolio managers, helped

         it gain attention quickly.

      


      Here’s the company’s track record as it has wired into the mutual fund revolution:


      • Its editorial “Lies, Damned Lies, and Fund Advertisements” on February 19, 1993, led to major changes in what was considered

         acceptable mutual fund advertising. It blasted advertisements of the Pilgrim fund family for inaccurately claiming it had

         the five top- performing funds overall among all funds. This stand ultimately led to new National Association of Securities

         Dealers regulations on ads.

      


      • The company popularized the concept of “risk-to- reward” in analyzing mutual funds. This is an important first screen, especially

         when determining the best all- weather funds designed to achieve for the long haul. It’s a concept that was accepted academically,

         but hadn’t been a factor in the ranking of mutual funds. What does the Morningstar 5-star rating really mean? Is it a valuable

         gauge for individual investors to follow or a misleading consideration that’s being blown out of proportion? That will be

         considered in detail.

      


      • It was the first to publicly urge the Securities and Exchange Commission to require mutual funds to list portfolio managers

         of funds and the history of manager changes. It began calling for this in 1989, four years before the SEC mandated that fund

         companies provide such information. Morningstar had been running the names of those managers that it had been voluntarily

         given since 1984.

      


      • It was the first to declare that, because stock mutual funds generally own the stocks of different companies than those

         represented in the Standard & Poor’s 500, that index isn’t a suitable gauge for comparison. The average stock fund includes

         smaller-capitalization, faster-growing stocks than the S&P 500. As a result, in the late 1970s through early 1980s, the average

         stock fund did twice as well as the S&P 500. In some more recent periods in which larger stocks have shone, the S&P 500 has

         held the advantage. A better benchmark would be a variation of the Wilshire 4500, which is more small-capitalization and growth-oriented.

      


      • It has made accurate calls on likely results of portfolio manager changes at the nation’s largest stock mutual fund, Fidelity

         Magellan. While many had predicted certain doom for the fund, Morningstar maintained that it could continue to be above average,

         if not great, under each leadership change. It might not always be smooth sailing, but Fidelity would always make a point

         to select a top manager to steer its flagship.

      


      • It was the first to grade shareholder reports of mutual funds, its list of fund companies with A grades also winding up

         to be the organizations with fine returns in the 1990s. It seems that you can sometimes judge a book by its cover. When Morningstar

         started grading funds, some companies said it would cost too much to attain the top standards. Ironically, the fund families

         with the worst grades had the highest fund expense ratios.

      


      • It was the first to calculate and print the brokerage costs of funds, a hidden expense that isn’t included in a fund’s expense

         ratio. Most investors don’t know that it’s not included in other costs. It had to be dug out of each fund’s statement of additional

         information in Part B of its prospectus. For example, the smallest brokerage costs, those of Vanguard index funds, are one-hundredth

         of a percent. Some others are as high as one to one and a half percent.

      


      • It warned of potential dangers of adjustable-rate mortgage funds, short-term world income funds, a variety of “bad idea”

         bond funds, and emerging market funds before they actually ran into serious trouble. It pointed out that whenever the fund

         industry has stretched itself, it has got ten into serious trouble.

      


      • It was the first to regularly track strategies such as derivatives, emerging markets, and private and illiquid securities

         in mutual funds. These can have dramatic impact on many funds when investors least expect it. Fund managers have in some cases

         done things to “prop up” returns, in the process changing the personality of some funds altogether. These attempts go unnoticed

         no longer, though some fund companies complain that investors should simply trust them to do the right thing rather than demand

         the specifics.


      Whether you wish to characterize Morningstar as a New Age trendsetter or an irreverent group of whippersnappers,

         what counts in the end is the information and advice its research efforts can provide mutual fund investors.

      


   

      CHAPTER 2
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      RESTLESS HEARTS
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      “I’m not one to enjoy sitting in meetings. What I’m good at, and what I like, is the entrepreneurial side, going from nothing

            to more than $30 million in annual sales”


      —JOE MANSUETO, MORNINGSTAR FOUNDER AND CHAIRMAN, WHO STEPPED DOWN FROM DAY-TO-DAY INVOLVEMENT IN THE FIRM IN EARLY 1996.
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      It was 1982 and twenty-four-year-old Joe Mansueto was, as he puts it, “dabbling” with his newly purchased IBM PC. As an investment

         analyst, he was frustrated by a lack of comparative information about mutual funds. There was nearly $300 billion in U.S.

         mutual fund assets at the time, but no source providing a detailed up-to-date picture of a fund to help investors make their

         own decisions. Maybe putting annual report and prospectus information into one central publication would be a start, he reasoned.

      


      He sketched his rough concept of a mutual fund “sourcebook” using data he’d entered into his computer for one initial mutual

         fund. These early papers, pulled recently from his files, show the words “Acorn Fund” drawn with ballpoint pen in large one-inch-high

         letters with jagged decorative fill-in lines on either side, placed over the inscription “Aggressive Growth, No-Load Fund,

         Yield 3.2%” The typed-out “Investment Criteria” follows, along with “Performance Data” tracked on a graph using key board

         asterisks. A listing of the fund’s portfolio holdings, directors, sales charges, dividends, address, and telephone numbers

         follow. Mansueto wanted to mold a business that was right in line with the no-frills professionalism of his investment heroes,

         Warren Buffett of Berkshire Hathaway and international fund guru John Templeton.

      


      The name for his imaginary company of the future had come to him as a freshman at the University of Chicago in 1974 as he

         was reading Henry David Thoreau’s Walden. As he read the last sentence, the word “morning-star” popped out at him. “To me, the last line is an optimistic statement

         that says even the sun, which has been around so long, is just getting started,” said Mansueto, a soft-spoken fellow with

         neatly trimmed light brown hair and a wardrobe straight from The Gap, whose seriousness about the firm’s goals sometimes takes

         on a near-religious tone.

      


      Mansueto was always intent on becoming an entrepreneur—even as a youngster in Munster, Indiana, where he was one of four children

         of Mario Mansueto, a physician, and Sara, a nurse. “Joe was always turning a little profit, beginning with the $50 he made

         by selling the $100 ham radio equipment he owned for a year as a youngster,” recalls his mother. At the University of Chicago,

         Joe and room mate Kurt Hanson turned their apartment into a snack ser vice, with trucks delivering cases of cola and potato

         chips to be sold to fellow students. “There was never a moment in which Joe ever indicated he would go the regular job interview

         route with major corporations prior to graduation like his fellow MBA classmates,” recalls Hanson. After graduation in 1980,

         Mansueto and Hanson started up a firm doing research for radio stations. Mansueto subsequently left for a job at a venture

         capital firm, then served a stint as a stock analyst. But he wanted to build something himself, not place bets on other people’s

         companies.

      


      Primary information on mutual funds in those days consisted of the annual Wiesenberger volume used by libraries and institutional

         advisors; publications and software by the CDA organization designed for brokers and financial planners; and Lipper Analytical

         Services’ data for fund companies and institutions. (The combined CDA/Wiesenberger business is now owned by a Canadian publisher.)

         None were aimed specifically at the average investor.

      


      In April of 1984, Mansueto took the plunge into his mutual fund publishing firm, though he had no management experience whatsoever.


      This project was started in the one-bedroom apartment he was renting in a high-rise building at Clark and Wrightwood, right

         next to a McDonald’s restaurant, on Chicago’s North Side. He took all the furniture that was in his living room and shoved

         it in his bedroom, then bought two tables on which to set personal computers. His living room was now the office. His initial

         investment out of savings was $75,000. Next, he hired a couple of full-time staffers and a pair of part-timers. As soon as

         checks began rolling in from the Mutual Fund Sourcebook for equity funds (which made its debut in November 1984), Mansueto rented 650 square feet of office space in the renovated,

         but still somewhat dreary, Monadnock Building in the heart of Chicago’s financial district. The company had $94,000 in sales

         its first full year and $155,000 the second year. After publishing the quarterly Sourcebook two years, the company introduced the more frequent binder publication Mutual Fund Values, featuring the one-page analysis of funds that was to become the firm’s cornerstone. It also added bond funds to its coverage.

      


      The start-up of Mutual Fund Values (later renamed Morningstar Mutual Funds) required more capital. Ultimately, Mansueto put $250,000 into the venture and borrowed a like amount from his parents.Today,

         he has a little less than $500,000 invested in the firm and is its sole shareholder, though others have options to purchase

         shares. Annual sales have grown to $31 million, with a goal of a long-term 25 percent annual growth rate. So long as there

         are reinvestment opportunities for development of new products and services, however, an annual bottom line at the break-even

         point is considered acceptable.

      


      The timing of computer advances played a role in the introduction of the Mutual Fund Sourcebook. No one really knew whether a PC was capable of producing something so ambitiously data-intensive. A 10 megabyte drive was

         considered enormous and a 20 megabyte drive was almost unheard of. When the publication pushed these marvels beyond their

         capacity, they’d often crash and disrupt work. Two years later, technology would help out again, through the introduction

         of Apple Computer’s Macintosh. The company bought a Mac in 1986 for the production purpose of extracting mutual fund data

         from the IBM PC. The information was ported to the Mac, and desktop publishing was used to produce the pages that became Morningstar Mutual Funds. In 1986, the company officially took the name Morningstar Inc., with the intent of creating a family of financial information

         products. The firm’s first $6,500 advertisement in Barron’s resulted in $25,000 in paid sub scriptions.

      


      Opportunity knocked in November 1985 when Business Week magazine asked for a large chunk of data about mutual funds. Business Week assistant managing editor Paul Sturm had just joined the magazine from Forbes and decided to add a mutual fund issue. Mansueto expressed “unbridled enthusiasm” and traveled to New York to hammer out

         what information would be required. Business Week insisted upon a fund rating system, and development work on the magazine’s rating system paved the way for Morningstar’s

         own 5-star system that represents a fund’s risk-adjusted performance record. The magazine’s mutual fund issue came out February

         26, 1986, about the same time Morningstar intro duced its star system.

      


      Mansueto’s tiny staff had endured erratic computers and hundreds of follow-up telephone calls to fund companies. He had gone

         to dinner at the nearby Five-Way Chili restaurant near the office every night, then run back home to work on the Business Week project late into the night. But the issue gave Morningstar instant credibility. When it contacted portfolio managers, its

         mention often kept a manager from hanging up the telephone. Company sales went to $750,000 in its third year of operation,

         $1 million in its fourth, $2 million in its fifth, $4 million in its sixth, and $11 million in its seventh.

      


      Don Phillips, who was to become Morningstar’s chief public figure, was hired in the fall of 1986 after receiving his M.A.

         in English from the University of Chicago. Initially, he was the firm’s sole writer and analyst. “I out lined the new publication

         and basically was in charge of the editorial content, which required first of all that I read 777 fund prospectuses and write

         investment criteria from them,” said Phillips, a husky, affable man who always speaks in careful complete sentences and is

         equally comfortable wearing a casual pullover sweater or a dark business suit at the office. He was grinding out analyses

         on forty funds in each two-week cycle, phoning individual portfolio managers for interviews as well. Phillips was to leapfrog

         in the company hierarchy from analyst to editor, then from publisher to president. In recent years, he has delivered more

         than 100 speeches annually to investor groups around the country and still writes many commentary pieces for Morningstar Mutual Funds. When Mansueto stepped down from daily company involvement in early 1996 to research special projects such as Internet involvement

         and possible entrepreneurial ventures, Phillips formally took charge of running the company.

      


      His fascination with investments began early. When he was a fourteen-year-old in Dallas, his father bought him shares of Templeton

         Growth Fund, and that initial investment was bolstered by proceeds from the youngster’s paper route. His diversified portfolio

         grew throughout his high school and college years. His father, Don Phillips (the Morningstar president is Don Phillips II),

         who runs a venture capital firm, said his son at an early age was a “quick study” who’d calculate daily batting averages of

         Texas Rangers baseball players, in much the same manner he would one day number-crunch fund returns.

      


      Sitting together watching Wall Street Week with Louis Rukeyser on television each week was a top priority for father and son, and Rukeyser became a valued mentor. The younger Phillips

         recalls his rapt attention the evening Sir John Templeton, the man who ran his fund, was interviewed on the program. Rukeyser’s basic concept of taking the individual investor seriously was gradually driven

         home, and would become a force in Phillips’s own career. Later, as a mutual fund expert, he would have the thrill of being

         interviewed by Rukeyser on television five times and of appearing as an authority on that subject at the world’s largest investment

         conference, held annually in Las Vegas for subscribers to the Louis Rukeyser’s Wall Street and Louis Rukeyser’s Mutual Funds newsletters.

      


      Another main Morningstar player is John Rekenthaler, who’d known Phillips while both were graduate students at the University

         of Chicago. Rekenthaler completed his coursework for an M.A. in English after spending a year working at IBM. “I got hired

         in February 1988 because the stock market crash of the prior year meant investors were seeking more information about their

         portfolios and that translated to more jobs at Morningstar,” Rekenthaler recalls. He spent his first three years as a fund

         analyst before becoming editor of Morningstar Mutual Funds. Known for his pithy, intense commentaries, he was named publisher of managed products with control over editorial content

         in 1995.

      


      Wearing a suit and tie to work each day even though there is no company dress code, Rekenthaler is the office roadrunner,

         going full-speed toward another meeting or telephone call. Unlike those of Phillips, Rekenthaler’s investment research accomplishments

         fulfill no family expectations. In fact, his mother, retired schoolteacher Donna Rice, sighs that there were “no real capitalists

         in our family before,” and had hoped John would grow up to be a lawyer for an environmental or civil rights group.

      


      As in most start-up companies, early staffing was small and the work week long. Another influential analyst in that formative

         period was Catherine Gillis Odelbo, who became convinced of the need for comparative mutual fund research when she was working

         in her father’s financial planning business. Liz Michaels, hired from another investment research firm, coordinated the company’s

         aggressive moves into CD-ROM, floppy disks, and most recently the Principia and Ascend products for Windows technology. Odelbo

         is now publisher of Morningstar Equities Group and Michaels is publisher for electronic products.

      


      Publications tracking variable annuity/life insurance performance and closed-end funds were added to the product mix in 1991.

         International stocks and equities were to follow. Print and electronic products are offered for all the investments, with

         the exception of equities, which is strictly electronic. In late 1993, Morningstar moved into leased space in a newer building

         at 225 West Wacker. While its largest-circulation products are the Morningstar Investor newsletter and the mutual fund binder products, its electronic products, which allow greater direct comparison of individual

         investments, should grow at a much faster clip. Phillips expects the company in the future will sell basic software, while

         offering constant on-line updates delivering fresh data.
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