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Financial Highlights

{Dollar amounts in thousands, except per share data) 2002 2001 % change
Revenues from:

Investment management fees $ 186,038 $ 214242 -13
Underwriting and distribution fees 183,133 203,535 -10
Shareholder service fees 65,690 59.381 11
Revenues excluding investment and other income $ 434,861 $ 477,158 -0
Total revenues $ 439,125 $ 482,562 -9
Net income $ 87,425 $ 107,167 -18
Diluted earnings per share $ 1.07! $ 1.28:2 -16
Investment product sales - retail $2,008,600 $ 2,782,900 -28
Financial advisors (excluding Legend) 3,466 3,165 10

1. This includes special after-tax charges of $5.7 million, or $.07 per share. Net income excluding special charges was $93.1 million, or $1.14 per share.

2. This includes a special after-tax charge of $5.1 million, or $.06 per share. Net income excluding special charge was $112.2 million, or $1.35 per share.

See accompanying Form 10-K.

Assets Under Management (millions) 2002 2001 % change
Mutual funds

Equity funds $ 17,167 $ 22,707 -24

Fixed income funds 4,176 3,415 22

Money market funds 1,143 1.194 -4

Total mutual funds 22,486 27316 -18

Institutional and separate accounts 5.629 5.490 3

Total assets under management $ 28,115 $ 32,806 -14

S&P 500 Stock Index (year-end) 879.8 1,148.1 -23




Primary Businesses

and Fund Families

Waddeil & Reed Advisors
Financial advisors from Waddell &
Reed, Inc. assist clients from all walks
of life in realizing their personal
and financial goals. Our advisors
specialize in developing personal-
ized financial planning strategies,
including retirement planning,
education funding, insurance and
estate planning.

Wholesalie Distribution
Austin, Calvert & Flavin

Qur San Antonio, Texas-based
subsidiary manages investments for
trusts, high net worth families and
individuals; pension plans of pri-
vate and public entities; and
endowments and foundations.

Institutional investment
management

Through Waddell & Reed Investment
Management Company, several of
our portfolio managers oversee
investments for defined benefit
plans, endowments and high net
worth individuals.

Nonproprietary fund distribution
We distribute the Ivy Funds and
the W&R Funds — which will be
merged in 2003 — through unaffili-
ated broker/dealers, 401(k) plans
and registered investrent advisers.

Subadvisory

We serve as subadvisor for 6 U.S.
mutual funds/variable annuity
funds; 9 Canadian mutual funds
through our relationship with
Mackenzie Financial Corporation;
and 5 offshore funds through rela-
tionships with various institutions.

The Legend Group

Financial advisors at The Legend
Group, our Florida-based retire-
ment planning subsidiary, focus on
serving employees of school districts
and other nonprofit entities.

O Waddell & Reed offices
A Legend offices
C Individual advisor offices

Mutual fund families
Waddell & Reed offers one of the most robust and competitive fund lineups

in the industry.

Waddell & Reed
Advisors Funds

20 funds, sold primarily through proprietary advisors

Ivy Funds*

18 funds, sold through both intermediaries and
proprietary advisors

Waddell & Reed
InvestEd Portfolios

3 funds within our 529 college savings plan, sold
through both proprietary advisors and intermediaries

WE&R Target
Funds, Inc.

12 portfolios, sold primarily through proprietary
advisors as the underlying investments in annuity
and life insurance policies

*We have announced our intention to merge the Ivy Funds family with the WER Funds family, creating one new
Jamily io be called the “Ivy Funds.” The fund total noted reflects the pro forma effect of the merger.



Letter

to Stockhofiders

Keith A. Tucker
Chairman of the Board & Chief Executive Officer

Henry J. Herrmann
President & Chief Investment Officer

Waddell & Reed and the investment management industry
endured another difficult year in 2002. The continuing
slide in the equity markets and declining investor
appetite for investment products diminished our earnings
and our share price. Net income for the year was $87 .4
million, or $1.07 per diluted share, compared with
$107.2 million, or $1.28 per diluted share in 2001

(which included goodwill amortization of $6.6 million).

Despite the conditions and our financial results in 2002,
we made very good progress in building our business
and extending the span of our operations.
Our investment performance remained
highly competitive; we took a number
of steps to expand the distribution of
our products; and we were successful
in retaining existing clients and assets
in a turbulent environment. With
investment results that have been
consistently strong over many years
and market cycles, and a growing
distribution network, we are well positioned to strengthen

our sales, especially as market conditions improve.

At December 31, 2002, Morningstar, Inc., rated most of
Waddell & Reed’s equity funds highly: 76 percent of our
equity funds and 91 percent of our overall equity assets
received ratings of either four or five stars. As ranked by
Lipper, Inc., Waddell & Reeds funds generally performed
better than peer funds during 2002. For the year, 41
percent of our equity funds ranked in the top 10 percent

of their peer groups, and 50 percent ranked in the top 25

The future holds great
promise for Waddell & Reed.
With exceptional investment

products, a strong core

proprietary business and

distribution, we are well

positioned for future growth.

percent. For the year, 65 percent of all of our funds were
ranked in the top half of their peer group. On a longer-term
basis, our performance is compelling: for the three-year
and five-year periods ended December 31, 76 percent
and 96 percent of our equity funds, respectively, ranked
in the top half of their peer groups, according to Lipper.
This reflects the ability of our investment management
team to provide exceptional performance to our fund

shareholders across a variety of market environments.

A major focus in 2002 was the expansion of the distribu-
tion channels through which we market our highly
competitive investment performance. Since 2000, we
have been successful in this effort and, encouraged by
our results, we took action in 2002 to further expand
the breadth of our nonproprietary distribution. Central
to this effort was our acquisition of Mackenzie
Investment Management, Inc. (MIMD),
the United States-based subsidiary of
Toronto-based Mackenzie Financial
Corporation (MFC). This transaction
provides us benefits both in the United

States and in Canada.

expanding nonproprietary

MIMI5 Ivy Funds family brings us new
assets and distribution opportunities in
U.S. retail nonproprietary sales channels,
as well as additions to our product lineup. We already
have taken steps to bring Waddell & Reed’s investment
management team to the Ivy Funds, and in March 2003
we announced our plans to merge the Ivy and W&R
families under the Ivy brand. This would create a
combined product line of considerably greater scale

and breadth, which would utilize Waddell & Reed’s

historical performance for marketing purposes.

As part of the MIMI acquisition, we also entered into a

marketing agreement with MFC that brings us new




investment management opportunities in Canada. Under
the subadvisory agreement, we are managing nine funds
within MFC% Universal Funds family, and will have oppor-
tunities to launch new funds and/or assume additional
existing subadvisory mandates under the Universal Funds
brand. We also will seek, over time, to pursue opportunities
with Investors Group, inc.— MFC’s parent company and
the largest Canadian mutual fund company — and its

other affiliates.

These efforts help to build breadth and diversity in our
distribution, the core of which is our proprietary finan-
cial advisors. These advisors provide financial planning
services throughout the United States and create durable

relationships with their clients.

During the difficult market environment that existed in
2002, much of our advisors’ effort was necessarily
focused on client retention and counseling, leaving less
time for new sales development activity. As a result, sales
per advisor declined during the year. At the same time,
our retail mutual fund redemption rate, at 10.4 percent,
remained among the industry’s lowest, reflecting the
strength of our advisors’ client relationships. Moreover,
the number of financial plans prepared by our advisors
increased 14 percent in 2002 over 2001, reflecting grow-
ing investor and financial advisor focus on the need for
financial planning. We believe our focus on financial
planning, which has been in place for years, will contin-
ue to serve us well as investors’ desire for comprehensive

advice continues to grow.

During the year, we supported our advisors and their
efforts through ongoing training programs and additional
financial planning tools. We enhanced the software used
to produce our key financial planning analysis, called the
FocusPlan, and introduced the next generation of our

financial planning services. Included are several new

modules that can be tailored to fit client needs, and an
updated version of our most sophisticated financial plan-
ning service, called FocusPlan Premier, which offers
detailed financial modeling and analysis for clients who
have more complex financial situations. For 2003, we
are planning to implement a sophisticated, convenient
and comprehensive customer relationship management
(CRM) system for our advisors that can be integrated to
include all components of an advisor’s day-to-day client

management needs.

The future holds great promise for Waddell & Reed.
With exceptional investment products, a strong core
proprietary business and expanding nonproprietary
distribution, we are well positioned for future growth.
All of this, of course, contributes to the ongoing creation
of stockholder value. Thank you for your continued

commitment to our company.

Sincerely,

L A ViR

Keith A. Tucker
Chairman of the Board & Chief Executive Officer

plgppmen

Henry ]. Herrmann

President & Chief Investment Officer

A more comprehensive narrative regarding 2002 is available on our
website. Please review more details of the year’ activities at
wwiw.waddell.com, under the “Corporate” heading.



Officers

and Directors

Mr. Keith A. Tucker
Chairman and Chief Executive Officer
Director

* 33 years industry experience

e 11 years with Waddell & Reed

Mr. Henry J. Herrmann
President and Chief Investment Officer
Director

° 40 years industry experience

31 years with Waddell & Reed

Mr. Robert L. Hechler

Retived, Former Executive Vice President,
Waddell & Reed Financial, Inc.

Director (since 1998)

Mr. Alan W. Kosloff
Chairman, Kosloff & Partners, LLC
Director (since 2003)

Mr. Dennis E. Logue

Dean, Michael B. Price College of Business,
University of Oklahoma

Director (since 2002)

Mr. James M. Raines
President, James M. Raines and Co.
Director (since 1998)

Mr. Ronald C. Reimer
Director and Chairman, Network Trust
Director (since 2001)

Mr. William L. Rogers
Managing Director; The Halifax Group
Director (since 1998)

Mr. Jerry W. Walton
Chief Financial Officer, J.B. Hunt Transport Services, Inc.
Director (since 2000)

Mr. Thomas W. Butch

Senior Vice President and Chief Marketing Officer
° 21 years industry experience
* 3 years with Waddell & Reed

Mr. Michael D. Strohm

Senior Vice President and Chief Operations Officer
* 30 years industry experience
* 30 years with Waddell & Reed

Mr. John E. Sundeen, Jr.

Senior Vice President, Chief Financial Officer and Treasurer
* 19 years industry experience
* 19 years with Waddell & Reed

Mr. Robert J. Williams, Jr.

Senior Vice President and National Sales Manager
29 years industry experience
* 6 years with Waddell & Reed

Mr. Daniel C. Schulte
Vice President, General Counsel and Corporate Secretary

* 5 years industry experience
* 5 years with Waddell & Reed

Mr. Mark A. Schieber
Vice President and Controller
* 22 years industry experience
* 22 years with Waddell & Reed
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PART I

ITEM 1. Business

Organization

23 <«

Waddell & Reed Financial, Inc. (hereinafter referred to as the “Company,” “we,” “our” or “us”) is a
Delaware corporation that conducts business through its subsidiaries. One subsidiary, Waddell & Reed
Investment Management Company (“WRIMCQ”), is a registered investment adviser that provides invest-
ment management and advisory services to our mutual funds, institutions and other private clients. Both
WRIMCO and Austin, Calvert & Flavin, Inc. (“ACF”), an investment management subsidiary based in San
Antonio, Texas, manage investments for endowments, foundations, trusts, high net worth families and
individuals, and pension plans of corporations, hospitals, schools, and labor unions. Another subsidiary,
Waddell & Reed, Inc. (“W&R”), is a registered investment adviser and a registered broker-dealer that acts
primarily as the national distributor and underwriter for shares of our mutual funds and the distributor of
variable and other insurance products issued by Nationwide Life Insurance Company, a subsidiary of
Nationwide Financial Services, Inc. (“Nationwide”), and others. Waddell & Reed Services Company
(“WRSCO”) provides transfer agency and accounting services to our mutual funds. On March 31, 2000, we
completed the acquisition of The Legend Group (“Legend”), including its registered broker-dealer and
registered investment adviser, Legend Equities Corporation (“LEC”), based in Palm Beach Gardens,
Florida. Through its network of over 348 retirement advisors, Legend primarily serves employees of school
districts and other not-for-profit organizations. On December 16, 2002, we completed the acquisition of
the business of Mackenzie Investment Management Inc. (“MIMI”), a Florida-based investment manage-
ment subsidiary of Toronto-based Mackenzie Financial Corporation (“MFC”). We operate MIMI’s
business through our subsidiary, Waddell & Reed Ivy Investment Company (“WRIICO”). WRIICO is a
registered investment adviser and WRIICO’s subsidiary, Ivy Mackenzie Distributors, Inc. (“IMDI”), is a
registered broker-dealer for the Ivy Fund portiolios (the “Ivy Funds™) sold in the United States. Waddell &
Reed Financial, Inc., W&R, WRIMCQO, WRSCO, ACE, Legend, WRIICO, and IMDI are hereafter
collectively referred to as the “Company,” “we,” “us,” or “our,” unless the context requires otherwise.

We file reports, proxy statements, and other information with the United States Securities and
Exchange Commission (the “SEC”), copies of which can be obtained from the SEC’s Public Reference
Room at 450 Fifth Street, N.W.,, Washington, D.C. 20549. Information on the operation of the Public
Reference Room can be obtained by calling the SEC at 1-800-SEC-0330.

Reports we file electronically with the SEC via the SEC’s Electronic Data Gathering, Analysis and
Retrieval system (“EDGAR”) may be accessed through the Internet. The SEC maintains an Internet site
that contains reports, proxy and information statements, and other information regarding issuers that file
electronically with the SEC, at http:/www.sec.gov. During 2002 we made available on our website,
http:/fwww.waddell.com, free of charge our most recent annual report on Form 10-K and made our
quarterly reports on Form 10-Q, current reports on Form 8-K, and other SEC filings available through our
website via a link to http://www: 10kwizard.com. In 2003, we began posting our annual reports on
Form 10-K, quarterly reports on Form 10-Q, and current reports on Form 8-K on our website on the same
day they are electronically filed with the SEC. In addition, our other SEC filings continue to be available
through our website via the link to hftp://www. 10kwizard.com. Additional information about Waddell &
Reed Financial, Inc. can also be obtained under the “Corporate” section of our website.

Overview

We were founded in 1937 to be a committed provider of sound investment products and services. We
are one of the oldest mutual fund complexes in the United States, having introduced the Waddell & Reed
Advisors Group of Mutual Funds (formerly, the United Group of Mutual Funds) in 1940. On June 30,
2000, we renamed two of our mutual fund families. The United Group of Mutual Funds was renamed the
Waddell & Reed Advisors Group of Mutual Funds (the “Advisors Funds”) and Waddell & Reed




Funds, Inc. was renamed W&R Funds, Inc. (the “W&R Funds”). On QOctober 16, 2000, Target/United
Funds, Inc. was renamed W&R Target Funds, Inc. (the “Target Funds”). Excluding WRIICO, we have
approximately 650,000 mutual fund customers having an average investment of $29,000 and over 81,000
variable account customers having an average investment of $36,000. We completed an initial public
offering (“IPO”) of our Class A common stock in 1998.

Cur mutual fund families offer a variety of investment options including equity, growth, international,
income, value, asset allocation, fixed income, and money market funds. In October 2001, we also
introduced Waddell & Reed InvestEd Portfolios, Inc. (“InvestEd”), the mutual funds composing our 529
college savings plan, the Waddell & Reed InvestEd Plan. InvestEd has been organized as a “fund of
funds,” with three portfolios made up of various Advisors Funds. We are the exclusive underwriter and
distributor of 63 registered open-end mutual fund portfolios, including 20 portfolios in the Advisors Funds
family, 12 portfolios in the W&R Funds family, 16 portfolios in the Ivy Fund family, 12 portfolios in the
Target Funds family, and 3 portfolios in InvestEd (collectively, the “Funds”). In addition to performing
investment management services for the Funds, we act as an investment advisor for institutional and other
private investors. As of December 31, 2002, we had $28.1 billion of assets under management, of which
$22.5 billion were mutual fund assets and $5.6 billion were institutional or separately managed accounts.
We also offer to our customers variable annuity and life insurance products underwritten by Nationwide.
Additionally, Nationwide provides a broad span of private label insurance and retirement products for use
by our proprietary sales force. Through our insurance agency subsidiaries, our financial advisors also sell
life insurance and disability products underwritten by various carriers through a general agency arrange-
ment with BISYS Insurance Services, Inc. (“BISYS”).

Our traditional market has generally been professionals and working families with annual incomes
between $40,000 and $100,000 who are saving for retirement. We serve individual investors in markets of
all sizes with a historical focus on smaller metropolitan areas and center our efforts primarily on meeting
the needs of investors in unsaturated communities within those areas. We focus on retirement markets and
conduct investment seminars throughout the United States to reach a large number of potential clients. We
also provide financial plans for clients, offering one-on-one consultations emphasizing long-term relation-
ships through continuing service, rather than a one-time sale. We believe that we are well-positioned to
benefit from a developing industry trend toward “assisted sales” (sales of mutual fund products through a
sales person) driven by the array of options now available to investors and the need for financial planning
advice. We believe that demographic trends and shifts in attitudes toward retirement savings will continue
to support increased consumer demand for our products and services. According to U.S. Census Bureau
projections, the number of Americans between the ages of 45 and 64 will grow from 61.9 million in 2000 to
79.6 million in 2010, making this “pre-retirement” age group the fastest growing segment of the U.S.
population.

We sell our investment products primarily to middle income Americans through our proprietary sales
force that sells our products almost exclusively (the “Waddell & Reed Advisors”). Separately, certain of
our products are marketed and sold through select wholesale third-party channels. The Advisors Funds,
variable products offering the Target Funds, and InvestEd are available for sale generally only through
Waddell & Reed Advisors and Legend retirement advisors; select Advisors Funds are also for sale through
wholesale third-party distribution channels in limited circumstances. The W&R Funds and select Ivy Funds
are available for sale through Waddell & Reed Advisors, Legend retirement advisors, and select wholesale
third-party distribution channels. On December 31, 2002, the Waddell & Reed Advisors sales force
consisted of 3,466 financial advisors, district managers, and district supervisors managed by regional vice
presidents and division, district, and associate managers operating through division and district sales
offices. We believe, based on industry data, that Waddell & Reed Advisors are currently one of the largest
sales forces in the United States selling primarily mutual funds. As of December 31, 2002, 32% of
Waddell & Reed Advisors have been with us for more than five years and 20% for more than ten years.




In an endeavor to accelerate sales growth and complement distribution through the Waddell & Reed
Advisors channel, we have expanded distribution of our investment products into select non-proprietary
wholesale distribution channels, or third-party channels. In 2002, we completed the second full year of
distribution through third-party channels. Gur third-party efforts focus principally on seeking subadvisory
relationships and distributing the W&R Funds, Ivy Funds, and select Advisors Funds through various
channels, including broker-dealer 401(k) platforms using multiple managers and institutional fund super-
markets serving fee-based financial advisors. We believe that the number of third-party selling agreements,
and the number of relationships through which we obtain sales, will continue to increase in 2003.

Waddell & Reed Advisors compete primarily with small broker-dealers and independent financial
advisors. We believe we are unique in the mutual fund industry in large part due to our virtually exclusive
Waddell & Reed Advisors sales force. Not only do the members of our sales force gain loyal customers by
forming relationships with their clients, but they also typically create profit as they collect assets for us to
manage. As a result, through Waddell & Reed Advisors, we typically make a distribution profit in a normal
market environment, and we are generally able to earn investment management fees on those assets for a
much longer period of time than many others in the industry due to client retention fostered by our
financial advisors.

We have a seasoned team of portfolio managers and an internal equity and fixed income investment
research staff that have substantial resources available to them, including numerous on and off-site
meetings annually with management of the companies in which they invest. In addition, we utilize research
provided by brokerage firms and independent outside consultants. Generally, portfolio managers have had
extensive experience as investment research analysts prior to acquiring money management assignments.
Among broad investment management styles, our largest is growth equity; however, we have significant
experience in ten other broad investment management styles. As of December 31, 2002, approximately
76% of our mutual fund assets under management were invested in equity Funds with the remainder in
fixed income and money market Funds. This investment strategy generally emphasizes investments at
attractive valuations in companies that the portfolio managers believe can produce above average growth
in earnings.

Our investment philosophy and financial planning approach emphasize long-term investments. Our
portfolio managers strive for consistent long-term performance while seeking to provide downside protec-
tion in turbulent markets. As a result, we have developed a loyal customer base with clients maintaining
their accounts for approximately 9 years on average as compared to 3 years for the mutual fund industry, as
derived from statistics provided by the Investment Company Institute. This loyalty is evidenced by a
relatively low long-term retail fund redemption rate (excluding Ivy Funds) for the five years ended
December 31, 2002 of 8.2%, which is less than one-third of the industry average, and a relatively high
dividend reinvestment rate of 89% for those Funds (excluding Ivy Funds) for the same period, which is
consistently higher than the industry average. At December 31, 2002, approximately 53% of our mutual
fund assets under management (excluding the Ivy Funds and the Target Funds) are in retirement accounts
and, including variable annuity assets, 59% of our mutual fund assets are what we consider “stable assets,”
i.e., assets which are invested for a very long period of time.

We derive our revenues primarily from providing investment management, distribution, and adminis-
trative services to the Funds and institutional and separately managed accounts. Investment management
fees, our most substantial source of revenue, are based on the amount of assets under management and are
affected by sales levels, financial market conditions, redemptions and the composition of assets. Under-
writing and distribution revenues, also a substantial source of revenue, consist of sales charges and
commissions derived from sales of investment products, insurance products, and distribution and service
fees, as well as advisory services. The products sold have various sales charge structures and the revenues
received from product sales vary based on the type and amount sold. Rule 12b-1 of the Investment
Company Act of 1940, as amended, (the “ICA”) authorizes mutual funds to use their assets to pay for
marketing and distribution expenses, such as compensating sales professionals. We collect Rule 12b-1




distribution and service fee revenues from certain of our mutual fund shares, earned for distributing and
servicing those shares, based upon a percentage of the mutual fund’s assets, which fluctuate based on sales,
redemptions, and financial market conditions. Other service fee revenues collected from our mutual funds
include transfer agency fees, custodian fees for retirement plan accounts, and accounting fees.

Revenues from Operations

Revenues from operations for the last three years were:

For years ended December 31,
2002 2001 2000
(in thousamnds)

Revenues from:

Investment management fees . .. ... ... ... . i i $186,038 214,242 253,774
Underwriting and distributionfees . . ........................ 183,133 203,535 202,879
Shareholder service fees ... ... . . . . i e 65,090 59381 53,436
Revenues excluding investment and other income . .............. 434,861 477,158 510,089
Investment and other income . . . . ... ...ttt 4,264 5,404 10,613
Total TeVeMUES . . . ot ottt e e $439,125 482,562 520,702

Investment Management Agreements

We earn investment management fee revenues by providing investment advisory and management
services pursuant to an investment management agreement with each Fund. While the specific terms of the
agreements vary, the basic terms are similar. The agreements provide that we render overall management
services to each of the Funds, subject to the oversight of each Fund’s board of directors or trustees and in
accordance with each Fund’s fundamental investment objectives and policies. The agreements permit us to
enter into separate agreements for sharcholder services or accounting services with the respective Funds.

Each Fund’s board of directors/trustees, including a majority of the directors/trustees who are not
“interested persons” of the Fund or the Company within the meaning of the ICA (“disinterested
members”) and the Fund’s shareholders must approve the investment management agreement between
the respective Fund and the Company. These agreements may continue in effect from year to year if
specifically approved at least annually by (i) the Fund’s board, including a majority of the disinterested
members, or (ii) the vote of a majority of the shareholders of the Fund and the vote of a majority of the
disinterested members of each Fund’s board, each vote being cast in person at a meeting called for such
purpose. Each agreement automatically terminates in the event of its assignment, as defined by the ICA or
the Investment Advisers Act of 1940, as amended, (the “Advisers Act”), and may be terminated without
penalty by the Fund by giving us 60 days’ written notice if the termination has been approved by a majority
of the Fund’s directors/trustees or the Fund’s shareholders. We may terminate an investment management
agreement without penalty on 120 days’ written notice.

In addition to performing investment management services for the Funds, we provide subadvisory
services to other investment companies and we act as an investment adviser for institutional and other
private investors. For our subadvisory services, we receive fees that are computed based on a percentage of
daily assets under management. For our services as an investment adviser to institutional and other private
investors, we receive a fee that is generally based on a percentage of assets under management at the end
of a specified period and are generally paid in arrears. A limited number of separate accounts allow for
additional fees contingent upon certain relative performance measurements being met. Such services are
provided pursuant to various written agreements.




Funds and Asset Management

We serve as underwriter for, and investment adviser to, the Advisors Funds, the W&R Funds, the
Target Funds, the Ivy Funds, and InvestEd and distribute variable annuity and variable life insurance
products offering the Target Funds. We also serve as a registered investment adviser that provides
investment management and advisory services to institutional clients and other separately managed
accounts.

We offer the Funds’ shareholders a broad range of investment products designed to attract and retain
clients with varying investment objectives. Among broad investment management styles, our largest is
growth equity; however, we have significant experience in ten other broad investment management styles.
The growth equity investment strategy emphasizes investments at attractive valuations in companies that
the portfolio managers believe can produce above average growth in earnings. According to an annual
Barron’s/Lipper fund-family survey (the “Survey”) ranking investment performance of mutual fund com-
plexes, overall, the Waddell & Reed Investment Management complex ranked in the top 39th percentile
and top 34th percentile for the five-year and ten-year periods ended December 31, 2002, respectively. To
be included in the rankings, a complex must include one or more money-market funds, at least three U.S.
stock funds, at least one foreign stock portfolio and one balanced or asset-allocation fund that invests in
both bonds and stocks. Complexes also must offer at least two taxable bond funds and a least one
municipal bond fund. There were 81 fund families ranked in the 2002 Survey. Lipper, Inc. (“Lipper”) then
ranks each fund’s return versus those of others in the same category, placing the best performers in the
first percentile. Lipper also weights all the funds in a given family that fit in a particular broad asset-class
category by assets. Then each family’s percentile rankings in the broad categories are combined in the
weightings for the final result.

For the twelve months ended December 31, 2002, our Funds had the following characteristics:

° 76% of assets under management invested in equity funds, 19% invested in fixed income funds and
5% invested in money market funds.

* 50% of our equity funds (excluding the Ivy Funds) ranked in the top quartile of funds with similar
objectives, as ranked by Lipper.

* 41% of our equity funds (excluding the Ivy Funds) ranked in the top 10% of funds with similar
objectives, as ranked by Lipper.

* 91% of our equity assets (excluding the Ivy Funds) rated by Morningstar have four or five stars. This
ranks us fourth out of the top 40 fund complexes.

* 76% of our long-term assets (excluding money market assets and the Ivy Funds) rated by
Morningstar have four or five stars, which ranks us sixth out of the top 40 fund complexes in the
u.s.

Our largest mutual fund, the Advisors Core Investment Fund, is focused on large capitalization in
core equity and had the following fees and net asset values:

¢ management fees of $33.3 million (8% of total Company revenues) and a net asset value of
$4.6 billion for or as of the year ended December 31, 2002.

* management fees of $42.3 million (9% of total Company revenues) and a net asset value of
$6.8 billion for or as of the year ended December 31, 2001.

° management fees of $50.0 million (10% of total Company revenues) and a net asset value of
$8.5 billion for or as of the year ended December 31, 2000.

OCur base of assets under management consists of a broad range of domestic and international stock,
bond, and money market mutual funds that meet the varied needs and objectives of our individual and




institutional investors. We periodically introduce new products designed to complement and expand our
investment product offerings, to respond to competitive developments in the financial marketplace and to
meet the changing needs of clients.

As part of broadening product distribution, through the acquisition of WRIICO in December of 2002,
we added select Ivy Funds to our product offerings. We intend to maintain the Ivy Fund brand name,
expand its product offerings, and use it for U.S. retail nonproprietary load fund distribution, while utilizing
our investment management capabilities to strengthen the Ivy Fund product line. Select Ivy Funds are
available to Waddell & Reed Advisors, where a number of styles offered by WRIICO are not part of our
current proprietary product line. We have taken steps to bring Waddell & Reed’s investment management
team io the Ivy Funds, and in March 2003, we announced our future plans to merge the Ivy Fund and
W&R Funds families under the Ivy brand name, thus creating a combined product line of considerably
greater scale and breadth, which will utilize the W&R Funds’ historical performance for marketing
purposes. The performance of the Ivy Funds has been excluded from our other Funds’ performance
statistics throughout this annual report as the Ivy Funds were under our management for only 15 days in
2002, which in our opinion is too brief a time period to measure any performance statistics of these Funds
resulting from our management expertise. With the merger of the Ivy Fund and W&R Funds families
expected during 2003, we do not expect the past performance of the Ivy Funds to be indicative of future
results under Waddell & Reed’s management, which has historically been superior to that of the Ivy Funds.
During 2001 we added the Target Value Portfolio and two additional products, InvestEd and the Strategic
Portfolio Allocation product (“SPA”}, both of which are discussed below.

On July 1, 2001, we expanded our SPA product for use by all Waddell & Reed Advisors. For
tax-advantaged portfolios, this product incorporates a predictive, dynamic asset allocation system that
reallocates the asset classes within model portfolios. The system utilizes a form of “artificial intelligence”
overseen by an advisory committee of our investment professionals to attempt to optimize return within
specified parameters based on ongoing economic and financial information. Clients choose from five
model portfolios, with objectives from conservative to aggressive, based on the individual’s goals, risk
tolerance, and other factors. Each of the portfolios is comprised of a variety of Advisors Funds ranging
from money market and fixed income funds to domestic and international equity funds.

On October 1, 2001, we launched InvestEd, our 529 college savings plan. InvestEd was established
under the Arizona Family College Savings Program, created by the state of Arizona as a qualified state
tuition program in accordance with Section 529 of the Internal Revenue Code. It is offered through a
subcontract with Securities Management & Research, Inc., a Houston-based subsidiary of American
National Insurance Company, of Galveston, Texas. Together, we were selected by the state of Arizona as
the exclusive provider of mutual funds through the Arizona Family College Savings Program. InvestEd
provides for post-secondary education savings that allow anyone to open an account and invest for higher
education expenses. Investments in 529 plans grow tax-deferred until withdrawn and, beginning in 2002,
withdrawals for qualified higher education expenses are free from Federal income tax. InvestEd is
available nationally through Waddell & Reed Advisors and has been organized as a “fund of funds,” with
three portfolios made up of various Advisors Funds. InvestEd’s Growth, Balanced and Conservative
portfolios are customized based on the beneficiary’s college time horizon and the investor’s desired level of
investment risk for that time horizon. The assets in our InvestEd portfolios are reflected in our Advisors
Funds Class A, B and/or C shares.

In addition to performing investment management services for the Funds, we act as an investment
adviser for institutional and other private investors. We receive fees that are generally based on a
percentage of assets under management at the end of a specified period and paid in arrears for our
services as an investment adviser. A limited number of separate accounts allow for additional fees
contingent upon certain relative performance measurements being met. Assets under management for
institutional and separate accounts totaled $5.6 billion at December 31, 2002. For the years ended
December 31, 2002, 2001, and 2000, overall investment management fees from institutional and separate
accounts were approximately $24.3 million, $24.9 million, and $28.7 million, or approximately 13%, 12%,
and 11% of total investment management fees, respectively.




Change in Assets Under Management

sales for the years ended December 31, 2002 and 2001, respectively.

The following table summarizes the changes in our assets under management for the last three fiscal
years. All sales are net of sales charges, also known as commissions. The activity includes all activity of the
Funds and institutional and separate accounts, including money market funds and net asset value accounts
for which we receive no sales commissions. Cur wholesale third-party sales efforts, which began in January
of 2001, are represented in total across all three columns, and although not broken out specifically,
generated $605.1 million and $624.4 million of gross sales and $148.3 million and $444.8 million of net

Institutional
Separate
Retail Y Shares  Accounts Total
(amounts in millions) -

December 31, 2002 YID

Beginning ASsets . . .. ... e $26,943 373 5,490 32,806
Acquired ASSEtS. .. ... e 665 — 971 1,636
Sales (net of sales charges). . .......................... 3,003 147 934 4,084
Redemptions . . . ......... . .. . . e (3,807) (169) (855) (4,831)
NetSales .. ... (804) 22) 79 (747)
Net Exchanges. . .. ... ittt 6 (29) 1 (22)
Reinvested Dividends and Capital Gains . .. ... ............ 198 3 103 304
Net FIOWS . .. ..o e (600) (48) 183 (465)
Market Depreciation .. ........ ... .. .. (4,775) (72)  (1,015) (5,862)
Ending ASSets . .. ... . $22,233 253 5,629 28,115
December 31, 2001 YTD

Beginning ASSets . . ... ... $31,375 417 4,933 36,725
Sales (net of sales charges). . ............... ... ... ... 3,754 154 1,449 5,357
Redemptions . . . ... ..o e (4,091 (116) (683) (4,890)
NetSales ..o e e (337) 38 766 467
Net Exchanges. .. ... ... ... . i, 23 (24) 63 62
Reinvested Dividends and Capital Gains . . . ............... 200 2 100 302
NetFlows .. ... i e (114) 16 929 831
Market Depreciation . . ........... .. i (4,318) (60) (372) (4,750)
Ending ASSEtS . . ..ottt e e e $26,943 373 5,490 32,806
December 31, 2600 YT

Beginning ASSEtS . . . . ..ot $31,486 423 5,393 37,302
Sales (net of sales charges). .. .............. .o ... 3,814 166 910 4,890
Redemptions . . ... i i e (3,294) (98)  (1,700) (5,092)
NetSales . ........ . e 520 68 (790) (202)
Net Exchanges. ... ... ... .. 73 D) — (1)
Reinvested Dividends and Capital Gains . . . ............... (59) 4 159 96
Net FlOWS « . ottt e et e e e 534 (10) (631) (107)
Market Appreciation/(Depreciation) .. ................... (645) 4 171 (470)
Ending AsSets ... .ot e $31,375 417 4933 36,725




Ending and Average Assets Under Management

Ending and average assets under management for the last three years are depicted in the following
table. Assets in our InvestEd portfolios, which are organized as a “fund of funds” and are made up of
various Advisors Funds, are included in the table. Cur management of the Ivy Funds began on Decem-
ber 16, 2002.

2002 2001 2000
Ending Average Emding Average [Ending Average
(in millions)

Advisors Funds

BQuity «ooo e e e $13,347 15,546 18,358 19,376 22,524 24,008
Fixedincome ..........c¢coviiirenrnnn.. 3584 3284 3039 293 2815 2925
Moneymarket . .......... ... ... .. 1,001 1,047 1,081 1,044 1,045 827
17,932 19877 22478 23,356 26,384 27,760

W&R Funds
BQuity - .o e 868 1,020 1,290 1,374 1590 1,776
Fixedincome . ........ ..., 118 92 74 68 65 69
Money market . .......... ... ... ..., 18 18 14 13 11 3
1,004 1,130 1,378 1,455 1,666 1,848

Ivy Funds*

Equity .. .ooe e 575 24 — — — —
Fixedincome ........................ 51 2 — — — —
Money market ........... .. ... . ..., 22 1 — — — —
648 27 — —_ — —

Target Funds
Bquity . ..o 2,377 2,672 3,059 3,112 3465 3,456
Fixedincome ............0ciininn... 423 355 302 264 225 227
Money market . .......... ... . ..., 162 97 99 79 52 55

2,902 3,124 3,460 3,455 3,742 3,738
Total Mutual Funds

Equity ... 17,167 19,262 22,707 23,862 27,579 29,240
Fixedincome . .........ccvviiinennnn. 4,176 3,733 3,415 3268 3,105 3,221
Moneymarket ............ ... .. .. ..... 1,143 1,163 1,194 1,136 1,108 885
22,486 24,158 27,316 28,266 31,792 33,346

Institutional and Separate Accounts ......... 5,629 50656 5490 5,065 4,933 5,642
Total Assets Under Management. . .......... $28,115 29,224 32,806 33,331 36,725 38,988

*  The Ivy Funds were not acquired as part of the business of MIMI until December 16, 2002.
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Funds Summary

The following table sets forth, for 11 broad investment management styles, the net assets under
management as of December 31, 2002, the name of the Fund, and the year in which each Fund was first
offered to the public. The specific objectives of the Funds fall into 18 different categories as determined by

$ 1,249
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Lipper.
Net Assets at
December 31, 2002 Year of
Management Style (in millions) Fund Inception
Large Capitalization Growth $ 1,681 Advisors Accumulative 1940
1,703 Advisors Science and Technology 1950
1,355 Advisors Vanguard 1969
650 Advisors Retirement Shares 1972
35 Advisors Tax-Managed Equity 2000
97 W&R Science and Technology 1997
25 W&R Large Cap Growth 2000
4 W&R Tax-Managed Equity 2000
705 Target Growth 1987
195 Target Science and Technology 1997
117 Ivy Growth 1960
10 Ivy Global Science & Technology 1996
$ 6577
Mid Capitalization Growth $ 840 Advisors New Concepts 1983
19 W&R Mid Cap Growth 2000
28 Ivy US Emerging Growth 1993
$ 887
Small Capitalization Growth $ 595 Advisors Small Cap 1999
340 W&R Small Cap Growth 1992
279 Target Small Cap 1994
$ 1,214
Core Equity $ 4,586 Adpvisors Core Investment 1940
250 W&R Core Equity 1992
650 Target Core Equity 1991
35 Ivy US Blue Chip 1998
$ 5521
Value $§ 321 Advisors Value 2000
75 Target Value 2001
31 Ivy Global Natural Resources 1997
5 Ivy Cundill Global Value 2001
$ 432
International Equity $ 730 Advisors International Growth 1970
70 W&R International Growth 1992
139 Target International 1994
210 Ivy International 1986
5 Ivy Global Bond 1991
9 Ivy Pacific Opportunities 1993
4 Ivy Developing Markets 1994
4 Ivy International Small Companies 1997
45 Ivy International Value 1997
70 Ivy European Opportunities 1999
* Ivy International Growth 2002
$ 1,286
Balanced and Asset Allocation $ 435 Advisors Continental Income 1970
416 Advisors Asset Strategy 1995
63 W&R Asset Strategy 1995
168 Target Balanced 1994
167 Target Asset Strategy 1995




Net Assets at

December 31, 2002 Year of
Management Style (im miltions) Fund Inception
Tax-Exempt Bonds $ 799 Advisors Municipal Bond 1976
444 Advisors Municipal High Income 1986
29 W&R Municipal Bond 1992
$ 1,272
High Yield Bonds $ 812 Advisors High Income 1979
24 W&R High Income 1997
128 Target High Income 1987
$ 964
Taxable Investment Grade Bonds $ 877 Advisors Bond 1964
388 Advisors Government Securities 1982
238 Advisors Global Bond 1986
26 Advisors Limited-Term Bond 2002
65 W&R Limited-Term Bond 1992
248 Target Bond 1987
47 Target Limited-Term Bond 1994
51 Ivy Bond 1985
$ 1,940
Money Market $ 1,001 Advisors Cash Management 1979
18 W&R Money Market 2000
103 Target Money Market 1987
22 Ivy Money Market 1985
$ 1,144
Total $22,486

*  Assets do not round to at least one million.

Underwriting and Distribution

We earn underwriting and distribution fee revenues primarily by distributing the Funds pursuant to an
underwriting agreement with each Fund (except the Target Funds). Under each underwriting agreement,
we offer and sell the Fund’s shares on a continuous basis (known as open-end funds) and pay certain costs
associated with underwriting and distributing the Funds, including the costs of developing and producing
sales literature and printing of prospectuses, which may be then either partially or fully reimbursed by the
Fund. Cur funds are sold in various classes which are substantially structured in ways that conform to
industry standards.

When a client purchases Class A shares (front-end load), the client pays an initial sales charge of
between zero to 5.75% of the amount invested. The sales charge for the Class A shares typically declines as
the investment amount increases. In addition, investors may combine their purchases of these shares to
qualify for a reduced sales charge. Class A shares (except for the money market Funds) may also be
charged a maximum of 0.25% of the average daily net assets of these shares under a Rule 12b-1 service fee
plan as compensation (for the W&R Funds and InvestEd) or reimbursement (for the Advisors Funds and
Ivy Funds) for expenses paid to broker-dealers and other sales professionals for their services in connec-
tion with providing ongoing services to Class A shareholders and/or maintaining Class A shareholder
accounts.

When a client purchases Class B shares (back-end load), we do not charge an initial sales charge, but
we do charge a contingent deferred sales charge upon early redemption of shares of up to 5% of the lesser
of the current market net asset value or the purchase cost of the redeemed shares in the first year,
declining to zero for shares held for more than six years. The Funds also assess ongoing Rule 12b-1
distribution and service fees. For the Advisors Funds, W&R Funds, Ivy Funds, and InvestEd, Class B
shares are charged a maximum of 0.75% of the average daily net assets of these shares under a Rule 12b-1
distribution plan (reimbursement plan for Ivy Funds) as compensation in connection with distributing
shares of this class. Class B shares are also charged a maximum of 0.25% of the average daily net assets of
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these shares under a Rule 12b-1 service plan as compensation for expenses paid to broker-dealers and
other sales professionals for their services in connection with providing ongoing services to Class B
shareholders and/or maintaining Class B shareholder accounts. Class B shares convert to Class A shares by
the end of the eighth year.

When a client purchases Class C shares (level-load), we do not charge an initial sales charge, but we
do charge investors who redeem their Class C shares in the first year a contingent deferred sales charge of
1% of the lesser of the current market net asset value or the purchase cost of the shares redeemed. The
Funds also assess ongoing Rule 12b-1 distribution and service fees. For the Advisors Funds, W&R Funds,
Ivy Funds, and InvestEd, Class C shares are charged a maximum of 0.75% of the average daily net assets of
these shares under a Rule 12b-1 distribution plan (reimbursement plan for Ivy Funds) as compensation to
broker-dealers in connection with distributing shares of this class. Class C shares are also charged a
maximum of 0.25% of the average daily net assets of these shares under a Rule 12b-1 service plan as
compensation for expenses paid to broker-dealers and other sales professionals for their services in
connection with providing ongoing services to Class C shareholders and/or maintaining Class C share-
holder accounts. Class C shares do not convert to shares of any other class.

Class Y shares of the Advisors Funds and W&R Funds, and Ivy Funds Class I and Advisor Class
shares (all considered institutional-type shares), are designed for institutional investors or others investing
through certain intermediaries. Investors in Class Y shares, Class I shares, and Advisor Class shares do not
pay a sales charge. W&R Funds Class Y shares are charged a maximum of 0.25% of the average daily net
assets of these shares under a Rule 12b-1 distribution and service plan as compensation for expenses paid
to broker-dealers and other sales professionals for their services in connection with providing ongoing
services to Class Y shareholders and/or maintaining Class Y shareholder accounts. The Advisors Funds
Class Y shares and Ivy Funds Class I and Advisor Class shares do not pay a Rule 12b-1 distribution service
fee.

Each Rule 12b-1 distribution and service plan is subject to annual approval by each Fund’s board,
including a majority of the disinterested members, by votes cast in person at a meeting called for the
purpose of voting on such approval. Each Fund may terminate the distribution and service plan at any time
without penalty. Prior to our acquisition of WRIICQO, a portion of WRIICQC’s deferred selling commissions
related to Class B shares was sold to an unrelated party. Therefore, this unrelated party receives the
Rule 12b-1 distribution fee revenue and any contingent deferred sales charge revenue upon redemption of
the shareholder’s investment.

On July 1, 2001, we introduced the SPA product for tax-advantaged portfolios. This product incorpo-
rates a predictive, dynamic asset allocation system that reallocates the asset classes within model portfolios.
The system utilizes a form of “artificial intelligence” overseen by an advisory committee of our investment
professionals to attempt to optimize return within specified parameters based on ongoing economic and
financial information. Clients investing in SPA can choose from five available model portfolios with
objectives ranging from conservative to aggressive, based on their goals, risk tolerance, and other factors.
Each of the model portfolios is comprised of a variety of Advisors Funds ranging from money market and
fixed income funds to domestic and international equity funds in order to meet the client’s investment
objective. We charge an asset-based fee not to exceed 2.25% of each model portfolio’s average daily net
asset value as compensation for the periodic reallocation of assets within each model portfolio.

We distribute variable products offering the Target Funds pursuant to a general agency arrangement
with Nationwide. Commissions, marketing allowances, and other compensation are paid to us as stipulated
by the agreements between the Company and Nationwide. In connection with this arrangement, the Target
Funds are offered and sold on a continuous basis. Significant portions of the commissions we receive from
the sale of variable products are paid to our financial advisors and sales managers. Under a Rule 12b-1
service plan, the Target Funds may charge a maximum of 0.25% of the average daily net assets as
compensation for expenses paid to broker-dealers and other sales professionals for their services in
connection with providing ongoing services to Target Funds shareholders and/or maintaining Target Funds
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shareholder accounts. The Rule 12b-1 service plan is subject to annual approval by the Target Funds’ board
of directors, including a majority of the disinterested members, by votes cast in person at a meeting called
for the purpose of voting on such approval. The service plan may be terminated at any time without
penalty by the Target Funds.

Prior to 2001, the issuer of most of the variable products offered through the Company was United
Investors Life Insurance Company (“UILIC”). On February 28, 2001, UILIC terminated the Principal
Underwriting Agreement by and between UILIC and the Company, effective April 30, 2001. Beginning
May 1, 2001, Nationwide became the primary provider of variable products for distribution by Waddell &
Reed Advisors. Effective December 31, 2001, UILIC terminated its General Agent Contract with us that
authorized sales of non-variable insurance products. As a result, we are no longer authorized to sell any
UILIC products. Please refer to Item 3. “Legal Proceedings” and Item 7. “Management’s Discussion and
Analysis of Financial Condition and Results of Operations” for additional discussion.

In addition to distributing variable products, we distribute a number of other insurance products
through our insurance agency subsidiaries, including individual and group term life, whole life, accident
and health, long-term care, Medicare supplement, and disability insurance through our insurance agency
subsidiaries. We receive commissions and compensation from various underwriters for distributing these
products. Commissions and compensation paid to us by UILIC for distributing variable and insurance
products issued by them prior to December 31, 2001 comprised 1%, 4%, and 14% of our total revenues for
each of the years ended 2002, 2001, and 2000, respectively. Commissions and compensation paid to us by
Nationwide for distributing variable and insurance products underwritten by them comprised 11% and
13% of our total revenues for the years ended 2002 and 2001, respectively.

Distribution Channels

We consider the methods of distribution of our investment products to be divided intc two substantial
parts. One part, “Waddell & Reed Advisors,” reflects the activity of our sales force. The other part,
“Wholesale,” reflects all other sales efforts, including institutional defined benefit, third-party intermedi-
ary, subadvisory, and Legend.

We sell our investment products primarily to middle income Americans through Waddell & Reed
Advisors. Separately, certain of our products are marketed and sold through select wholesale third-party
channels. The Advisors Funds, variable products offering the Target Funds, and InvestEd are available for
sale generally only through Waddell & Reed Advisors and Legend retirement advisors; select Advisors
Funds are also for sale through wholesale third-party distribution channels in limited circumstances. The
W&R Funds and select Ivy Funds are available for sale through Waddell & Reed Advisors, Legend
retirement advisors, and through select wholesale third-party distribution channels.

Waddell & Reed Advisors

On December 31, 2002, the Waddell & Reed Advisors sales force consisted of 3,466 financial advisors,
including 235 district managers, and 130 district supervisors. Eight regional vice presidents and 137 division
managers operating from 209 division and district sales offices located throughout the United States
manage this sales force. In addition, we have 215 individual advisor offices. For the year ended Decem-
ber 31, 2002, Waddell & Reed Advisors sold over $2.0 billion of mutual fund and variable products. We
believe, based on industry data, that Waddell & Reed Advisors are currently one of the largest in the
United States selling primarily mutual funds. As of December 31, 2002, 32% of Waddell & Reed Advisors
have been with us for more than 5 years and 20% for more than 10 years. Cur presence in the market grew
during the first two years following our TPO in March 1998 as we penetrated previously untapped
geographic markets through the addition of new division offices in those areas. During 2002 and 2001, as
the financial and economic markets declined, we concentrated less on adding new offices, closed less
profitable offices, and focused more on recruiting additional quality financial advisors and placing new
advisors in existing offices.
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Since our IPO, we have undertaken several initiatives to increase the retention and productivity of
Waddell & Reed Advisors. Notably, the New Financial Advisor Service Fee Program (the “Program”),
which provides new advisors with a fixed source of earnings until they can develop the skills and client base
necessary to earn a stable income from commissions, has played an important role in advisor retention. In
2002, 70% of the advisors in the Program were still with us after one year, compared with the 38%
retention rate of the advisors who did not participate in the Program. Overall, for the years ended
December 31, 2002, 2001, and 2000 we retained 56%, 59%, and 56%, respectively, of Waddell & Reed
Advisors with us for one year and 27%, 23%, and 27%, respectively, with us for three years. These
retention statistics compare favorably to the pre-IPO 1997 retention rate of 41% for advisors with us for
one year and 14% for advisors with us for three years.

In addition to the Program, we have undertaken a number of other initiatives to support Waddell &
Reed Advisors. We have developed significantly enhanced financial plans for our advisors to make
available to their clients. These improved comprehensive plans have resulted in higher average initial
investments, more frequent repeat investments, and a higher close ratio. Additional initiatives, such as the
Career Development Conference and the New Manager Training Program, have also contributed to the
productivity of Waddell & Reed Advisors. In 2002, we enhanced eSource, the intranet site for our advisors,
making it easier to navigate and adding key information on new products, services and training resources.
The site, which has become a primary source of communication and support between our advisors and the
home office, provides data such as daily share prices of our Funds, the Funds’ performance measures,
marketing tools, tax law changes, and a variety of other information. The site also offers resources to help
our advisors build and manage their sales more effectively. During 2002, we also completed the implemen-
tation of a frame-relay system to provide faster and more reliable data interchange and connection
between the home office and the field, further enhancing advisor communication and support.

During 2002, we purchased Siebel software licenses and hired Tier 1 Innovations to help develop a
comprehensive client relationship management system (“CORE”). CORE is being designed for use by
Waddell & Reed Advisors to significantly enhance their communication with clients and the 