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AFFIRMATION

I, David K. Anderson, affirm that, to the best of our knowledge and belief, the accompanying financial
statements and supplemental schedule pertaining to American Century Investment Services, Inc. (the
“Company”) for the year ended December 31, 2002, are true and correct. I further affirm that neither the
Company nor any officer or director has any proprietary interest in any account classified solely as that of
a customer.
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INDEPENDENT AUDITORS’ REPORT

The Stockholder and Board of Directors of
American Century Investment Services, Inc.
Kansas City, Missouri

We have audited the accompanying statement of financial condition of American Century Investment
Services, Inc. (the “Company”) (a wholly owned subsidiary of American Century Companies, Inc.) as of
December 31, 2002, and the related statements of operations, changes in stockholder’s equity and cash
flows for the year then ended, that you are filing pursuant to Rule 17a-5 under the Securities Exchange
Act of 1934. These financial statements are the responsibility of the Company’s management. OQur
responsibility 1s to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. Our
procedures included a review of the Company’s control activities for safeguarding securities. An audit
also includes assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, such financial statements present fairly, in all material respects, the financial position of
the Company as of December 31, 2002, and the results of its operations and its cash flows for the year
then ended in conformity with accounting principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplemental schedule listed in the accompanying table of contents is presented for the
purpose of additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 under the Securities Exchange Act of 1934, This
schedule is the responsibility of the Company’s management. Such schedule has been subjected to the
auditing procedures applied in our audit of the basic financial statements and, in our opinion, is fairly
stated in all material respects when considered in relation to the basic financial statements taken as a
whole.

Dilsctte. & Jonde «F

February 12, 2003
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AMERICAN CENTURY INVESTMENT SERVICES, INC.

(A Wholly Owned Subsidiary of American Century Companies, Inc.)

STATEMENT OF FINANCIAL CONDITION
YEAR ENDED DECEMBER 31, 2002

ASSETS

Cash and cash equivalents
Prepaid expenses
Investment in common stock and warrants of The NASDAQ Stock Market, Inc.

TOTAL

STOCKHOLDER'S EQUITY

Common stock, $1 par value; authorized 30,000 shares,
issued and outstanding 11,900 shares

Additional paid-in-capital
Retained earnings (deficit)

Total Stockholder's Equity

TOTAL

See notes to financial statements.

$ 1,221,614
1,162,058
91,300

$ 2474972

—_—eed

$ 11,900
9,938,031

(7,474,959)
$ 2,474,972

—_—

$ 2,474.972



AMERICAN CENTURY INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of American Century Companies, Inc.)

STATEMENT OF OPERATIONS
YEAR ENDED DECEMBER 31, 2002

REVENUES
Dividends and interest | 3 16,538
EXPENSES
Registered representatives licensing fees 1,412,989
Unrealized depreciation on investment 26,400
Total expenses ' 1,439,389
Loss before income tax benefit (1,422,851)
Income tax benefit 519,341
NET LOSS $ (903,510)

See notes to financial statements.



AMERICAN CENTURY INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of American Century Companies, Inc.)

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY
YEAR ENDED DECEMBER 31, 2002

Additional Retained Total
Common Paid-in Earnings Stockholder's
Stock Capital (Deficit) Equity
BALANCE, December 31, 2001 $11,900 $8,974,886 $(6,571,449)  $2.415,337
Capital contributions - 963,145 - 963,145
Net loss - - (903,510) (903,510)
BALANCE, December 31, 2002 3 11,900 $9,938,031 $(7,474959)  $2.474,972
See notes to financial statements.
-4 -



AMERICAN CENTURY INVESTMENT SERVICES, INC.

(A Wholly Owned Subsidiary of American Century Companies, Inc.)

STATEMENT OF CASH FLOWS
YEAR ENDED DECEMBER 31, 2002

CASH FLOWS FROM OPERATING ACTIVITIES:
Net loss
Adjustments to reconcile net loss to net cash provided
by operating activities:
Change in prepaid expenses
Unrealized depreciation on investment
Contribution of services from Stockholder included in expenses

INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

SUPPLEMENTAL CASH FLOW INFORMATION -
Tax benefit received from Stockholder

NON-CASH FINANCING ACTIVITIES
Capital contribution of services from stockholder

See notes to financial statements.

$ (903,510)

(69,497)
26,400
963,145

—_——

16,538
1,205,076

—_—

$1,221,614

—_—rt

$ 519,341

—_—r

§ 963,145

—_—



AMERICAN CENTURY INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of American Century Companies, Inc.)

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2002

1. NATURE OF OPERATIONS AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Nature of Operations - American Century Investment Services, Inc. (the “Company”) is a registered
broker-dealer and a wholly owned subsidiary of American Century Companies, Inc. (‘ACC”). The
Company is economically dependent upon ACC. The Company’s primary purpose is the marketing and
distribution of the American Century family of mutual funds, which are related parties through common
management. No customer accounts are carried nor are commissions received on the sale of the
aforementioned mutual funds.

The Company is exempt from the computation for determination of reserve requirements under Rule
15¢3-3 of the Securities Exchange Act of 1934 under paragraph (k)(2)(1) of the Rule, since its
transactions are limited to the purchase, sale and redemption of redeemable securities of registered
investment companies. The Company does not receive, directly or indirectly, or hold funds or securities
for, or owe money or securities to, customers.

Cash and Cash Equivalents - The Company considers all liquid investments with original maturities of
three months or less to be cash equivalents, which consisted of an investment in a money market mutual
fund as of December 31, 2002.

Investments - Investments, which consist of common stock and warrants of The NASDAQ Stock Market,
Inc. are carried at fair value with unrealized gains or losses included in the statement of operations. The
fair value of the common stock is based on quoted market prices. The fair value of the warrants is based
on the Company’s best estimates considering its knowledge of the investee, the investee’s relative market
strength and other pertinent considerations.

Revenues - The Company records interest and dividend income on the accrual basis. Dividend income
consists of distributions from an investment in a money market mutual fund that is managed by an
affiliate of the Company.

Income Taxes - The Company is included in the consolidated tax return of ACC with other ACC
subsidiaries. In accordance with the provisions of the tax sharing agreement between the Company and
ACC, ACC allocates income tax expenses or benefits to members of the consolidated group based on each
subsidiary’s contribution to consolidated taxable income or loss, using the statutory rate applicable to the
consolidated group. The amounts are settled through intercompany transactions on a monthly basis.
Deferred income tax expense or benefit is recorded similarly and results from differences between the
Company’s assets and liabilities reported for financial reporting purposes and the tax basis of such assets
and habilities.

Operating Expenses - Operating expenses consist of NASD registration fees for certain employees of
other affiliates of ACC. The salaries and other costs related to those employees are bome by the affiliates
which employ those individuals. ACC makes periodic capital contributions to the Company to reimburse
it for the registration fees and ensure that the Company remains adequately capitalized.



Use of Estimates - The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.

RELATED PARTIES

ACC, through American Century Services Corporation (also a wholly owned subsidiary of ACC) or
through other wholly owned subsidiaries of ACC, incurs operating expenses on behalf of the Company.
Accordingly, the Company recognizes certain expenses and a corresponding capital contribution. ACC,
American Century Services Corporation or the other wholly owned subsidiaries have no intention of
requiring reimbursement for these services.

NET CAPITAL REQUIREMENTS

The Company is subject to the uniform net capital rule (Rule 15¢3-1) under the Securities Exchange Act
of 1934, Rule 15¢3-1 requires the Company to maintain minimum net capital equal to the greater of
$25,000 or 6 2/3% of aggregate indebtedness. The Company had net capital, as defined, of $1,126,982 as
of December 31, 2002, which was $1,101,982 in excess of its required net capital of $25,000. The
Company’s ratio of aggregate indebtedness to net capital was 0 to 1 as of December 31, 2002.

K ok ok k K ¥



AMERICAN CENTURY INVESTMENT SERVICES, INC.
(A Wholly Owned Subsidiary of American Century Companies, Inc.)

COMPUTATION OF NET CAPITAL FOR BROKERS AND DEALERS PURSUANT TO

RULE 15C3-1 UNDER THE SECURITIES EXCHANGE ACT OF 1934

DECEMBER 31, 2002

Stockholder's equity

Less non-allowable assets - prepaid expenses and warrants
Less Fidelity bond deductible

Net capital before haircuts
Less haircuts of money market mutual fund and NASDAQ security
Net capital

Aggregate indebtedness
Computation of net capital requirement
Minimum net capital requirement -

Greater of $25,000 or 6 2/3% of aggregate indebtedness

Excess net capital

Ratio of aggregate indebtedness to net capital

$2,474,972

1,165,358
145,000

PRl Rt
1,164,614
37,632

$1,126,982

—_—e

8 -

§ 25,000

$1,101,982

—_—ed

0:1

There are no material differences between the above computation of net capital under Rule 15¢3-1
and that filed by the Company in Part I1A of its unaudited Form X-17A-5 as of December 31, 2002.
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SUPPLEMENTAL REPORT ON INTERNAL CONTROL

February 12, 2003

The Stockhoider and Board of Directors of
American Century Investment Services, Inc.
Kansas City, Missouri

In planning and performing our audit of the financial statements of American Century Investment
Services, Inc. (the “Company”) (a wholly owned subsidiary of American Century Companies, Inc.) for
the year ended December 31, 2002 (on which we have 1ssued our report dated February 12, 2003), we
considered its internal control, including control activities for safeguarding securities, in order to
determine our auditing procedures for the purpose of expressing an opinion on the financial statements
and not to provide assurance on the Company’s internal control.

Also, as required by Rule 17a-5(g)(1) under the Securities Exchange Act of 1934, we have made a study
of the practices and procedures (including tests of compliance with such practices and procedures)
followed by the Company that we considered relevant to the objectives stated in Rule 17a-5(g) in making
the periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11) and for
determining compliance with the exemptive provisions of Rule 15¢3-3. We did not review the practices
and procedures followed by the Company in making the quarterly securities examinations, counts,
verifications, and comparisons, and the recordation of differences required by Rule 17a-13 or in
complying with the requirements for prompt payment for securities under Section 8 of Regulation T of
the Board of Governors of the Federal Reserve System, because the Company does not carry securities
accounts for customers or perform custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining internal control and the

“ practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates
and judgments by management are required to assess the expected benefits and related costs of internal
control and of the practices and procedures and to assess whether those practices and procedures can be
expected to achieve the Securities and Exchange Commission’s (the “Commission”) above-mentioned
objectives. Two of the objectives of internal control and the practices and procedures are to provide
management with reasonable, but not absolute, assurance that assets for which the Company has
responsibility are safeguarded against loss from unauthorized acquisition, use, or disposition, and that
transactions are executed in accordance with management’s authorization and recorded properly to
permit the preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America. Rule 17a-5(g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.

Deloitte
Touche
Tohmatsu



Because of inherent limitations in any internal control or the practices and procedures referred to above,
misstatements due to error or fraud may occur and not be detected. Also, projection of any evaluation of
the internal control or of such practices and procedures to future periods are subject to the risk that they
may become inadequate because of changes in conditions or that the degree of compliance with the
practices or procedures may deteriorate.

Our consideration of the Company’s internal control would not necessarily disclose all matters in the
Company’s internal control that might be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material weakness is a condition in which the
design or operation of one or more of the internal control components does not reduce to a relatively low
level the risk that misstatements caused by error or fraud in amounts that would be material in relation to
the financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, we noted no matters
mvolving the Company’s internal control and its operation (including control activities for safeguarding
securities) that we consider to be material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the second
paragraph of this report are considered by the Commission to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and procedures that
do not accomplish such objectives in all material respects indicate a material inadequacy for such
purposes. Based on this understanding and on our study, we believe that the Company’s practices and
procedures were adequate as of December 31, 2002, to meet the Commission’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
Commission, National Association of Security Dealers Regulation, Inc. and other regulatory agencies
that rely on Rule 17a-5(g) under the Securties Exchange Act of 1934 in their regulation of registered
brokers and dealers, and is not intended to be and should not be used by anyone other than these
specified parties.

Yours truly,

Dkt & ek o F
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