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PROMISES KEPT, OPPORTUNITIES FOUND

At Ameritrade, we've been in the business of helping
independent investors find opportunity for more than
a quarter-century. While our competitive and economic
environments had changed significantly, we were entering
2002 as a more efficient, disciplined, flexible and focused
company. Those strengths prepared us to improve our
profitability and enhance our service to clients and our

value to shareholders, regardless of market conditions.

We delivered.
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Letter to Shareholders

Dear Shareholders,

2002 was a breakthrough year for Ameritrade. Where others retrenched, we remained commit-
ted to the execution of our strategy. As a result, we doubled in size, gained financial strength,

added new products and services and continued to champion our clients’ interests.

GREATER SCALE, STRONGER ADVANTAGES

The merger with Datek stands out as a landmark achievement in the industry. Ameritrade
is now the largest brokerage firm in the world as measured by online equity trades for the
third quarter of the 2002 calendar year. But this merger is not about being the biggest.
It’s about providing independent investors the right tools to find financial opportunities in any
market environment. We want to be the champion of our clients’ interests.

The Internet has revolutionized the brokerage business. Through effective control over
execution, Internet technology allows us to offer better client service than traditional brokers at
lower prices when buying and selling. The number of households investing online today is
expected to double by 2006, and Ameritrade has the competitive advantages to profit from this
incredible growth opportunity.

Our clients are the focus of our business. As part of our merger integration planning, we
formed client advisory groups, who helped us optimize the products and service we provide.
We conducted surveys to thousands, held focus groups and responded to more than 1,300
client emails.

We also have a strong new Board — an experienced, financially sophisticated group of

Directors who understand the industry and are committed to the growth of Ameritrade.

DEMONSTRATED FINANCIAL LEADERSHIP

Last year we improved on every major financial metric we track: earnings increased by $0.34
per share, operating margins increased by 45%, the Company produced positive cash flow each
quarter and our debt-to-equity ratio was lowered to 4%.

In addition, our net new account growth outperformed our peer group on both a
relative and absolute basis. New accounts grew by more than one million, or 58%, despite the
most challenging market conditions.

We are also confident we can achieve at least $100 million in annual after-tax synergies upon

completion of the integration of Datek.
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2003 AND BEYOND

We are positioned to deliver industry-leading account growth when the market environment
improves. Just as important, we are also positioned to benefit from further industry
consolidation, should it appear advantageous for our clients, shareholders and associates.
Over the course of the next year, our clients and investors will enjoy the benefits of the
merger and the new technology platform that accompanies it. This platform will unify client
activity within a single website, with easier navigation and usability. It will enable a wide range
of exciting new products and services in the years ahead. We look forward to delivering a

product for investors interested in greater levels of portfolio diversification.

SUSTAINING THE VISION

This has been a traumatic period for investors and the equity markets. The same goes for the
brokerage industry. Our competitors continue to diversify away from the online brokerage
business, but at Ameritrade, we are more committed than ever. We think it’s a great
business. It’s a business model that works best for us. It’s sustainable, scalable and profitable.
In today’s market, you need the strength of your own convictions— a belief in the
inevitability of opportunity. You need to question the existing order of things. A sense of
direction. A moment of inspiration. That’s what we've provided for 27 years, and it’s what we

will continue to provide.

Is there opportunity in this market?
Yes!

In this company?

Absolutely!

Ameritrade is where independent investors go to find their share of financial success, where
they invest their future and where they place their trust. More than ever, Ameritrade is ready

to help them achieve their financial goals.

Sincerely,
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Chairman’s Letter

Dear Shareholders,

Several years ago, working with the Board, I set out to direct the growth of Ameritrade from
a smaller, younger, entrepreneurial type of managed company into a larger, more sophisticated,
professionally managed one. The growth opportunities made it inconceivable to adopt any
other strategy.

Today — after a great deal of hard work, and despite some bumps and bruises and hard
spots along the way — we have successfully achieved our goal, having bridged the gap that
separates an entrepreneurial management style from the professional approach critical to a
young but mature company. Indeed, I think that we have furnished a textbook example of
how to make this vital transition.

For me personally, this journey provided an emotional roller-coaster ride. Without the
objectivity that some family, friends and academics supplied, I would have been unable to
complete it.

As for those who implemented our strategy, let me emphasize that I have the highest
regard for Joe Moglia and his management team; their results speak for themselves.
Ameritrade is in a position to benefit from an evolving, consolidating and changing industry.
Throughout business history, leaders have emerged stronger from industries saturated with
too much competition, and we believe Ameritrade is now in such a position. We are follow-
ing a path to remain competitive with a compelling offering at a great value proposition. We
have adapted our position in the industry to meet the needs of our clients. And we continue
to treat the bear market as a springboard for growth instead of as a roadblock.

Anmeritrade has pulled ahead of the pack and positioned itself as the industry standard for
self-directed investing. Needless to say, our management is not content resting on past successes
or waiting for the market to recover. They continue to actively seek out new opportunities
to further Ameritrade’s growth—an attitude that has resulted in consecutive quarters of
operating profitability and positive cash flow and in the industry’s highest growth rate for
new accounts and trades per day. We have achieved this while significantly strengthening our
business by reducing debt.

The past year has also seen management teams renew their focus on the issue of corporate
responsibility. Professor Michael Novak, holder of the George Frederick Jewett Chair in
Religion and Public Philosophy at the American Enterprise Institute, keenly spoke on this issue
at last year’s President’s Economic Forum:

“The business corporation is the strategically central institution of social justice. If it fails
to meet its moral responsibilities, the odds against the rest of society doing so shrink to next
to zero... On the other side, when corporations go badly, human misery increases. If human
conditions at work are poor, the rest of life tends to sour with it. That’s why building a good

corporation is a noble human calling. It is a calling heavily weighted with moral obligations.”
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Sadly, too many corporations have failed to conduct their business in the best interests of
shareholders, and the result has been widespread public mistrust of corporations. At the core
of this problem is a lack of ethics— innate qualities such as integrity, discipline, hard work and
individualism that supply the backbone of our economy. This type of corporate character has
always been difficult to legislate, but it must be practiced.

Professor Novak also spoke eloquently about the need for perpetual trust in corporate
America: “When the American people can’t trust a company’s financial report, they won’t
invest in that company. It’s as simple as that. You may not be able to see “trust,” but it’s as
real as a huge loss on the stock market... In the daily life of a capitalist system, things of the
spirit — like trust— are more real than money.”

I am proud of Ameritrade’s transparency and commitment to corporate responsibility.
When we hired Joe Moglia, we knew we were getting an individual of integrity who is
committed to our clients, sharcholders and associates. Joe and his management team
realize the need for honesty and enduring trust. They are steadfast in their resolve to treat every
resource as precious —a philosophy that echoes through every management decision.

Millions of Americans are now investors, and Ameritrade is a partner for more of them
than ever before. I am committed to helping these individuals achieve their financial goals as
well as to fueling Ameritrade’s growth during this decisive time for our company and industry.
With that in mind, I promise never to lose sight of our responsibility to inspire new generations
to invest and to give them the tools to succeed. Great things are in store for this company in the
future. And while the face of Ameritrade may change, you should realize that our commitment

to you, the shareholder and the client, endures.

Sincerely,

J. Joe Ricketts

Chairman and Founder
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LEINT

Unless otherwise indicated, references to “we”, “us” or “Company” mean Ameritrade Holding Corpora-
tion and its subsidiaries, and references to “fiscal” mean the Company’s fiscal year ended the last Friday of
September.

PART I

Item 1. Business

The Company was established in 1971. We are a leading provider of securities brokerage services, with
online transactions representing the vast majority of our business.

Online Securities Brokerage Industry Overview

The number of client accounts in the online securities brokerage industry has grown rapidly over the past
five years. A number of factors have contributed to this growth, including:

 Increased consumer acceptance of and confidence in the Internet as a reliable, secure and cost-
effective medium for financial transactions;

e The availability of financial information online, including research, real-time quotes, charts, news and
company information;

e The appeal of online trading to investors based on lower commissions, greater range of investment
alternatives and greater control over investment decisions; and

e The growth in equity ownership by individual investors.

Operations

We are a provider of securities brokerage services and technology-based financial services to retail
investors and business partners, predominantly through the Internet. Our services appeal to a broad market of
independent, value conscious retail investors, traders, financial planners and institutions. We use our low-cost
platform to offer brokerage services to retail investors and institutions at commissions that are generally lower
than those charged by most of our major competitors.

We have been an innovator in electronic brokerage services. We were the first brokerage firm to offer the
following products and services to retail clients: touch-tone trading; trading over the Internet; unlimited,
streaming, free real-time quotes; real-time portfolio management tools; extended trading hours; direct access;
and commitment on the speed of execution. Since initiating online trading, we have dramatically increased our
number of brokerage accounts, average daily trading volume and total assets in client accounts. We have also
built and continue to invest in a proprietary trade processing platform that is both cost efficient and highly
scalable, significantly lowering our operating costs per trade. In addition, we have made significant and
effective investments in building the Ameritrade brand.

During fiscal 2002, we merged with Datek Online Holdings Corp. (“Datek’). The merger combines the
client service, technology, products, focus on execution quality and innovation of both companies to bring a
superior offering to our clients and enhanced value to our stockholders. Shortly after the merger with Datek,
we introduced a suite of new products, including Streamer®, Ameritrade Apex™, and the Ameritrade
command center.

We currently operate our brokerage business through several broker-dealer subsidiaries, including
Ameritrade, Inc., iClearing LLC (“iClearing”), iCapital Markets LLC, Ameritrade Canada, Inc. and
TradeCast Securities Ltd.

Business Strategy

Our business strategy is to continue to capitalize on the projected growth of the online brokerage industry
and leverage our low-cost infrastructure to grow market share and profitability. We strive to enhance the client
experience while delivering greater value to stockholders. The key elements of our strategy are as follows:

e Focus on Brokerage Services. We plan to maintain our focus on attracting independent investors to
our online brokerage services. We believe that this focus promotes efficiencies and capitalizes on
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projected growth in the industry. This focused strategy is designed to allow us to maintain our low
operating cost structure and still offer our clients outstanding products and services.

e Leverage Our Infrastructure to Add New Sources of Revenue. With the integration of Datek’s
proprietary technology, we are able to provide a very competitive online experience for active traders.
Our low-cost, scalable platform provides excellent speed, reliability and execution for clients. The
available capacity in our trading system allows us to add a significant number of transactions without
incurring additional fixed costs.

o Continue to be a Low-Cost Provider of Quality Services. Our operating expense per trade is among
the lowest of any of our publicly traded major competitors. We intend to continue to lower our
operating costs per trade by creating economies of scale, utilizing our single-platform proprietary
system, continuing to automate processes and locating our operations in low-cost geographical areas.
This low, fixed-cost infrastructure provides us with financial leverage.

e Continue to Strengthen Our Financial Position. Despite a sluggish economy, we reported record
earnings from ongoing operations of $26.2 million during fiscal 2002, excluding a $63.4 million non-
cash pre-tax charge related to the intended sale of our TradeCast operating subsidiaries. From the end
of fiscal 2000 to the end of fiscal 2002, we have reduced our debt from $275 million to approximately
$47.7 million. We intend to continue to strengthen our financial position by realizing synergies from our
merger with Datek.

» Continue to Offer Innovative Technologies and Service Enhancements to Our Clients. We have been
an innovator in our industry over our 27-year history. We continually strive to provide our clients with
choice and the ability to customize their trading experience. The merger of Ameritrade and Datek
brought together some of the most advanced technology in the online brokerage industry. By
integrating the best technology of Ameritrade and Datek, we believe that we are able to offer
independent investors a superior platform. In the past year, we have turned to clients to advise us on
what they wanted in terms of products and services. We then delivered on their wishes with the launch
of new products and pricing. Clients can “bundle” the products they want and pay only for what they
need. We provide greater choice by tailoring our features and functionality to meet the specific needs of
institutions and individual investors.

o Continue to Aggressively Pursue Growth Through Acquisitions. Following the Datek merger, we
became the leader in online equity trades per day, with the fastest growing account base, lowest cost
operations and highest operating margins among our publicly traded peers in the online brokerage
industry. During fiscal 2001, we purchased National Discount Brokers Corporation (“NDB”) and
TradeCast Inc. and its affiliates (““TradeCast”) and leveraged both to support our client segmentation
strategy. When evaluating potential acquisitions, we look for combinations that will give us financial
leverage, technology leverage or increased market share. We intend to continue to be an acquirer by
proactively searching for other firms that fit one or more of these criteria.

o Leverage the Ameritrade Brand. In October 2002, the Company amplified its image as a champion of
the individual investor with the launch of a new, aggressive advertising campaign. The new campaign
“What’s Your Share?” reflects pride in stock ownership by average Americans. By combining the best
products and services that both Ameritrade and Datek have to offer, we believe that we have a superior
brand identity and offering. Our past advertising has established Ameritrade as a strong brand in the
online brokerage market. We plan to leverage this strong brand awareness when advertising each of our
client offerings.

During 2001, the Company reorganized its corporate and management structure to meet the specific
needs of its growing and diverse client base. The new management structure created two principal business
units, a Private Client Division and an Institutional Client Division. Both divisions provide multiple service
offerings, each tailored to specific clients and their respective investing and trading preferences.



Private Client Division

The Company’s Private Client Division provides tiered levels of products and services to meet the varying
needs and investing patterns of different retail clients. We have developed strategies aimed at specific client
segments, matching tools, information and choices to investor priorities. The private client offerings include:

e Ameritrade® has historically been our core offering for retail clients. With the Datek merger, we
currently have two trading platforms for clients, both offering excellent tools, services and execution.
During fiscal 2003, we plan to combine the two platforms into one. Because many of our clients are
technologically savvy, we offer sophisticated tools and services, including Ameritrade Streamer,
Ameritrade command center and Ameritrade Advanced Analyzer™.

» Ameritrade Plus™ is designed for self-directed clients seeking long-term portfolio management tools
and a higher degree of personalized client service. Clients have access to a comprehensive suite of
portfolio management tools for long-term investing strategies. Ameritrade Plus leverages the features
and functionality obtained through the acquisition of NDB. Clients of Ameritrade Plus with an account
value over $5,000 have access to a dedicated account executive.

* Freetrade.com™ serves self-directed traders who are willing to forgo traditional support and service in
favor of a purely electronic brokerage experience.

Institutional Client Division

Through the Institutional Client Division, we seek to grow our account base and expand revenues by
targeting specific segments of the institutional client market with relevant products, tools and services, and by
leveraging our core competencies of trade execution, technology and client service. Our institutional client
offerings include:

» Ameritrade Advisor Services™ offers the Ameritrade Connection™ to independent financial advisors
and independent broker-dealer affiliated registered investment advisors to help manage their businesses
and their clients’ portfolios.

» Ameritrade Corporate Services™ provides self-directed brokerage services to employees and executives
of corporations, either directly or through joint marketing relationships with third-party administrators,
such as 401 (k) providers and employee benefit consultants.

» Ameritrade Clearing™ provides innovative clearing services for broker-dealers across the price and
service spectrum, including discount and full-service broker-dealers, banks, day trading firms and
registered investment advisors.

» Ameritrade Financial Services™ provides a co-branded or private-label trading brokerage platform for
distribution to our business partners’ customers, including banks, third-party providers and credit
unions.

The Private Client Division and Institutional Client Division are reportable business segments. See
Note 14 to Consolidated Financial Statements for financial information regarding these segments.
Products and Services

We strive to provide the best value of online brokerage services to our clients. Our products include:

o Common and Preferred Stock. Clients can purchase common and preferred stocks and American
Depository Receipts traded on any United States exchange or quotation system.

e Option Trades. We offer a full range of option trades, including spreads, straddles and strangles. All
option trades, including complex trades, are accessible on our Web site.

e Mutual Funds. Clients can compare and select from a portfolio of over 11,000 mutual funds. Clients
can also easily exchange funds within the same mutual fund family.

e Treasury, Corporate and Municipal Bonds. We offer our clients access to a variety of treasury,
corporate, government and municipal bonds as well as collateralized mortgage obligations.
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We provide our clients with an array of channels to access our products and services. These include
Internet, wireless telephone or Personal Digital Assistant, Interactive Voice Response and registered
representatives.

Client Service
We endeavor to optimize our highly rated client service by:

« Expanding our use of technology to provide automated responses to the most typical inquiries
generated in the course of clients’ securities trading and related activities;

» Ensuring prompt response to client service calls through adequate staffing with properly trained and
motivated personnel in our client service departments, many of whom have a Series 7 license; and

 Tailoring client service to the particular expectations of the clients of each of our client segments.
We provide client service support through a variety of access points, including:

o Web Sites. Web sites provide basic information on how to use our services and an in-depth education
center that includes a guide to online investing and an encyclopedia of finance.

e E-mail. Clients are encouraged to use e-mail to contact our client service representatives. Our
operating standards require a response within 24 hours of receipt of the e-mail; however, we strive to
respond within 4 hours of the original message.

 Client Service Representatives. For clients who choose to call or whose inquiries necessitate calling
one of our client service representatives, we provide a toll-free number that connects to advanced call
handling systems. These systems provide automated answering and directing of calls to the proper
department. Our systems also allow linkage between caller identification and the client database to give
the client service representative immediate access to the client’s account data at the time the call is
received. Client service representatives are available 24 hours a day, seven days a week.

We strive to provide the best client service in the industry as measured by: (1) speed of response time on
telephone calls; (2) turnaround time on responding to client inquiries; and (3) client satisfaction with the
account relationship.

Technology and Information Systems

Technology is the core of our business and is critical to our goal of providing the best execution at the best
value to our clients. Our operations require reliable, scalable systems that can handle complex financial
transactions for our clients with speed and accuracy. We maintain sophisticated and proprietary technology
that automates traditionally labor-intensive securities transactions. Our ability to effectively leverage and
adopt new technology to improve our services is a key component to our success.

We continue to make investments in technology and information systems. Since March 1999, we have
spent a significant amount of our resources to increase capacity and improve speed and reliability. To provide
for system continuity during potential power outages, we also have equipped our data centers with
uninterruptible power supply units, as well as back-up generators.

Our current capacity for trades is approximately 250,000 to 300,000 trades per day. Because of the
scalability of our system, we believe that we would be able to increase capacity to approximately 500,000
trades per day at an estimated cost of $10 million.

Advertising and Marketing

We intend to continue to grow and increase our market share by advertising through online avenues,
television, print, direct mail and our own Web sites. In October 1997, we launched a national marketing
campaign to promote the Ameritrade brand name. Since that date, we have invested approximately
$525 million in advertising programs designed to bring greater brand recognition to our services. During this
five-year period, we have added over 1.9 million accounts through internal growth. We intend to continue to
aggressively advertise our services during fiscal 2003 and currently have budgeted $115 to $150 million for
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advertising in fiscal 2003. From time to time, we may choose to increase our advertising to target specific
groups of investors or to decrease advertising in response to market conditions.

Growth of the Private Client Division is primarily driven through advertising and/or acquisitions.
Adpvertising for retail clients is generally conducted through Web sites, CNBC and other television and cable
networks. We also place print advertisements in a broad range of business publications, including The Wall
Street Journal, Barron’s and Investor’s Business Daily, and use direct mail advertising.

Growth of the Institutional Client Division is primarily driven through our sales force and/or acquisitions.
Advertising for institutional clients is significantly less than for private clients and is generally conducted
through highly targeted media.

To monitor the success of our various marketing efforts, we have installed a data gathering and tracking
system. This system enables us to determine the type of advertising that best appeals to our target market so
that we can invest future dollars in these programs and obtain a greater yield from our marketing dollars.
Additionally, through the use of our database tools, we are working to more efficiently determine the needs of
our various client segments and tailor our services to their individual needs. We intend to utilize this system to
strengthen relationships with our clients and support marketing campaigns to attract new clients. All of our
methods and uses of client information are disclosed in our privacy statement.

All of our brokerage-related communications with the public are regulated by the National Association of
Securities Dealers (“NASD”).

Ameritrade, Inc. and iClearing

Ameritrade, Inc. and iClearing provide clearing and execution services to each of our affiliated broker-
dealers, as well as a number of correspondent firms such as independent broker-dealers, depository
institutions, registered investment advisors and financial planners. Clearing services include the confirmation,
receipt, settlement, delivery and record-keeping functions involved in the processing of securities transactions.
The clearing function involves a sharing of responsibilities between the clearing broker and the introducing
broker. Our correspondents, as introducing brokers, are responsible for all client contact, including opening
client accounts, responding to client inquiries and placing client orders with the clearing broker. As a clearing
broker, we provide the following back office functions:

e Maintaining client accounts;
» Extending credit in a margin account to the client;

» Settling security transactions with clearing houses such as The Depository Trust & Clearing Corpora-
tion and The Options Clearing Corporation;

 Settling commissions and clearing fees;
e Preparing client trade confirmations and statements;

» Performing designated cashiering functions, including the delivery and receipt of funds and securities
to or from the client;

» Possession, control and safeguarding funds and securities in client accounts;
e Transmitting tax accounting information to the client and to the applicable tax authority; and
e Forwarding prospectuses, proxies and other shareholder information to clients.

We make margin loans to clients collateralized by client securities. Our margin lending is subject to the
margin rules of the Board of Governors of the Federal Reserve System (“Federal Reserve), the margin
requirements of NASD and our own internal policies. By permitting clients to purchase on margin, we take
the risk that a market decline could reduce the value of the collateral securing our loan to an amount that is
less than the clients’ indebtedness to us. Under applicable securities laws and regulations, we are obligated to
require the client to maintain net equity in the account equal to at least 25 percent of the value of the
securities in the account. Our current internal requirement, however, is that the client’s net equity not be
allowed to fall below 30 percent of the value of the securities in the account. If it does fall below 30 percent,
we require the client to increase the account’s net equity to 35 percent of the value of the securities in the
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account. These requirements can be, and often are, raised as we deem necessary for certain accounts, groups of
accounts, securities or groups of securities.

We intend to consolidate our two clearing platforms into the Ameritrade, Inc. platform during fiscal 2003.

Competition

We believe that the principal determinants of success in the online brokerage market are brand
recognition, size of client base, client trading activity, efficiency of operations, technology infrastructure and
access to financial resources. We also believe that the principal factors considered by clients in choosing a
broker are price, client service, quality of trade execution, delivery platform capabilities, convenience and ease
of use, breadth of services, innovation and overall value. Based on our experience, focus group research and the
success we have enjoyed to date, we believe that we presently compete successfully in each of these categories.

The market for brokerage services, particularly electronic brokerage services, is rapidly evolving and
intensely competitive. We have seen a dramatic increase in competition during the past five years and expect
this competitive environment to continue. We encounter direct competition from numerous other brokerage
firms, many of which provide online brokerage services. These competitors include such brokerage firms as
Charles Schwab & Co., Inc., TD Waterhouse Investor Services, Inc., E¥XTRADE Group, Inc., Harrisdirect
and Scottrade, Inc. We also encounter competition from established full-commission brokerage firms as well
as financial institutions, mutual fund sponsors and other organizations, some of which provide online brokerage
services.

Investments

Our investments consist primarily of approximately 7.9 million shares of Knight Trading Group, Inc.
(“Knight”) common stock, which represents approximately seven percent of Knight’s outstanding stock.
Knight is a publicly held company that is the largest wholesale market maker in U.S. equity securities. Knight
became a public company in 1998 and trades on the Nasdaq National Market under the symbol “NITE.” We
derive revenues from Knight in exchange for routing trade orders to it for execution. These amounts are
included in commissions and clearing fees in our Statements of Operations.

We also have investments in The Nasdaq Stock Market, Inc., Comprehensive Software Systems, Inc., a
software development firm for the brokerage industry, and Adirondack Trading Partners LLC, a development
stage company formed to trade listed equity and index options.

Regulation

The securities industry is subject to extensive regulation under federal and state law. In general, broker-
dealers are required to register with the Securities and Exchange Commission (“SEC”) and to be members of
NASD. As such, we are subject to the requirements of the Securities Exchange Act of 1934 and the rules
promulgated thereunder relating to broker-dealers and to the Rules of Fair Practice of NASD. These
regulations establish, among other things, minimum net capital requirements for our operating subsidiaries.
We are also subject to regulation under various state laws in all 50 states and the District of Columbia,
including registration requirements.

In their capacity as securities clearing firms, Ameritrade, Inc. and iClearing are members of the National
Securities Clearing Corporation, The Depository Trust & Clearing Corporation and The Options Clearing
Corporation, each of which is registered as a clearing agency with the SEC. As a member of these clearing
agencies, Ameritrade, Inc. and iClearing are required to comply with the rules of such clearing agencies,
including rules relating to possession and control of client funds and securities, margin lending and execution
and settlement of transactions.

Margin lending activities are subject to limitations imposed by the Federal Reserve and NASD. In
general, these regulations provide that in the event of a significant decline in the value of securities
collateralizing a margin account, we are required to obtain additional collateral from the borrower.
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Intellectual Property Rights

Our success and ability to compete are dependent to a significant degree on our intellectual property,
which includes our proprietary technology, trade secrets and client base. We rely on numerous methods of
intellectual property protection to protect our intellectual property, including copyright, trade secret,
trademark, domain name, patent and contract law and have utilized the various methods available to us,
including registrations with the Patent and Trademark office for various properties, as well as entry into written
licenses and other technology agreements with third parties. The source and object code for our proprietary
software is also protected using applicable methods of intellectual property protection. In addition, it is our
policy to enter into confidentiality, intellectual property ownership and/or non-competition agreements with
our associates, independent contractors and business partners, and to control access to and distribution of our
intellectual property.

Associates

As of September 27, 2002, we employed 2,150 full-time equivalent employees. The number of employees
has increased from 1,970 full-time equivalent employees as of the end of fiscal 2001 primarily as a result of our
merger with Datek. None of our employees is covered under a collective bargaining agreement. We believe
that our relations with our employees are good.

Internet Address

We maintain a Web site where additional information concerning our business can be found. The address
of that Web site is www.amtd.com. We make available free of charge on our Web site our annual report on
Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K and amendments to those reports,
as soon as reasonably practicable after we electronically file or furnish such materials to the SEC.

Item 2. Properties

Our corporate headquarters is located in Omaha, Nebraska, and occupies approximately 74,000 square
feet of leased space. The lease expires in April 2019. Also in Omaha, we lease approximately 134,000 square
feet for the operations center as well as several other locations totaling approximately 114,000 square feet. The
leases on these Omaha locations expire on various dates from 2003 through 2008. We lease approximately
140,000 square feet for a second operations center in Ft. Worth, Texas. The Ft. Worth lease expires in January
2015. We also lease approximately:

» 205,000 square feet in Jersey City, New Jersey with a lease that will be terminated by June 2003;
e 62,000 square feet in Baltimore, Maryland with a lease that expires in June 2010;
e 40,000 square feet in Seacaucus, New Jersey with leases that expire in 2010;

e 27,000 square feet in New York, New York with leases that expire on various dates from 2003 through
2010;

e 27,000 square feet in Houston, Texas with a lease that expires in August 2004;

e 13,000 square feet in Vienna, Virginia with a lease that expires in January 2005;

e 6,400 square feet in American Fork, Utah with a lease that expires in August 2003;

¢ 3,000 square feet in Toronto, Ontario with a lease that expires in September 2003; and
e 600 square feet in Chicago, Illinois with a lease that expires in August 2003.

We also own an 89,000 square foot facility in Kansas City, Missouri that serves as a backup data center.
We have executed a letter of intent to sell the Kansas City data center facility, but intend to lease back
approximately 40% of the facility that we currently occupy for a minimum five-year period. This will allow our
data center operations and backup capabilities to remain the same. We expect to complete the sale of the
Kansas City facility in early calendar 2003. We believe that our facilities are suitable and adequate to meet our
needs.



Item 3. Legal Proceedings

In September 1998, a putative class action complaint was filed against the Company by Zannini, et al. in
the District Court of Douglas County, Nebraska, claiming the Company was not able to handle the volume of
subscribers to its Internet brokerage services. The complaint, as amended, seeks injunctive relief enjoining
alleged deceptive, fraudulent and misleading practices, equitable relief compelling the Company to increase
capacity, and unspecified compensatory damages. In May 2001, the Company filed a motion for summary
judgment in the matter, which the plaintiffs opposed. The court granted summary judgment for the Company
on January 2, 2002. The plaintiffs have appealed.

The nature of the Company’s business subjects it to lawsuits, arbitrations, claims and other legal
proceedings. We cannot predict with certainty the outcome of pending legal proceedings. A substantial
adverse judgment or other resolution regarding these proceedings could have a material adverse effect on the
Company’s financial condition, results of operations and cash flows. However, in the opinion of management,
after consultation with legal counsel, the Company has adequate legal defenses with respect to the legal
proceedings to which it is a defendant or respondent and the outcome of these proceedings is not likely to have
a material adverse effect on the financial condition, results of operations or cash flows of the Company.

Item 4. Submission of Matters to a Vote of Security Holders

The Company held a special meeting of stockholders on September 5, 2002 to consider and vote upon a
proposal to adopt a merger agreement with Datek Online Holdings Corp. The stockholders approved the
proposal as follows:

Abstentions and
For Against Broker Non-Votes

Votes 140,671,064 476,641 89,026

PART II

Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters
Price Range of Common Stock

Since September 9, 2002, the date the Datek merger was completed, we have had a single class of
Common Stock, which trades on the Nasdaq National Market under the symbol “AMTD”. Prior to
September 9, 2002, we had two classes of Common Stock: Class A Common Stock (the “Class A Stock™)
and Class B Common Stock (the “Class B Stock™). The Class A Stock traded on the Nasdaq National
Market under the symbol “AMTD”. The Class B Stock was not listed on any exchange and was not traded
over the counter. In connection with our merger with Datek on September 9, 2002, each share of Class A
Stock and Class B Stock was converted into a single class of Common Stock of a new holding company, which
was formed for purposes of the Datek merger. The following table shows the high and low sales prices for the
Common Stock (or for the Class A Stock prior to September 9, 2002) for the periods indicated, as reported by
the Nasdaq National Market. The prices reflect inter-dealer prices and do not include retail markups,
markdowns or commissions and may not represent actual transactions.

Common Stock Price

For the For the
Fiscal Year Ended Fiscal Year Ended
September 27, September 28,
2002 2001

High Low High Low
Fourth Quarter............ .. ... ... i, $4.58 $295 § 7.54 $3.33
Third QUarter . ... ....oottt e $6.87 $3.82  $10.02 $3.75
Second Quarter .............iiiiiii $6.93 $5.06 $12.50 $5.06
First Quarter. .. ... ...t $7.27 $3.80  $17.81 $6.81

The closing sale price of our Common Stock as reported on the Nasdaq National Market on December 6,
2002 was $4.95 per share. As of that date there were approximately 3,300 holders of record of our Common
Stock based on information provided by our transfer agent. The number of stockholders does not reflect the
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actual number of individual or institutional stockholders that own our stock because most stock is held in the
name of nominees. Based on information available to us, there are approximately 70,000 beneficial holders of
our Common Stock.

Dividends

We have not declared or paid cash dividends on our Common Stock. We currently intend to retain all of
our earnings, if any, for use in our business and do not anticipate paying any cash dividends in the foreseeable
future. Our revolving credit agreement prohibits the payment of cash dividends. The payment of any future
dividends will be at the discretion of our Board of Directors, subject to the provisions of the revolving credit
agreement, and will depend upon a number of factors, including future earnings, the success of our business
activities, capital requirements, the general financial condition and future prospects of our business, general
business conditions and such other factors as the Board of Directors may deem relevant.
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Item 6. Selected Financial Data
Fiscal Year Ended*

Sept. 27, Sept. 28, Sept. 29, Sept. 24, Sept. 25,
2002 2001 2000 1999 1998

(In thousands, except per share amounts and operating data)

Consolidated Statements of Operations

Data:
Revenues:
Commissions and clearing fees. . .. .. $ 252,526 $ 269,384 $ 389,742 $188,082 $ 84,509
Interest revenue .................. 116,345 191,530 242,819 116,162 66,716
Equity income from investments . . .. — — — — 5,083
Other............ciiiiiiiinn. 74,182 37,763 21,890 10,213 5,956
Total revenues ................. 443,053 498,677 654,451 314,457 162,264
Client interest expense ............ 12,260 43,947 74,019 42,435 28,373
Net revenues .................. 430,793 454,730 580,432 272,022 133,891
Operating expenses:
Employee compensation and benefits 133,897 144,820 144,883 74,353 36,083
Communications ................. 36,091 39,896 36,394 18,591 12,926
Occupancy and equipment costs .. .. 55,294 60,523 45,249 14,992 7,623
Depreciation and amortization . .. ... 27,945 36,033 21,624 6,753 3,362
Professional services .............. 36,512 54,992 71,478 40,644 11,530
Interest on borrowings............. 5,110 11,067 16,412 4,463 905
Other.......... ..., 30,008 28,363 34,110 34,401 18,112
Total operating expenses . ........ 324,857 375,694 370,150 194,197 90,541
Operating margin .. ............. 105,936 79,036 210,282 77,825 43,350
Advertising .......... ... ... 61,047 134,770 225,820 59,717 43,614
Gain on sale of investments .......... — (9,692) — — (795)
Restructuring and asset impairment
charges ............ ... ... ... ..., 63,406 38,268 4,726 — —
Debt conversion expense ... .......... — 62,082 — — —
Income (loss) before income taxes . ... (18,517) (146,392) (20,264) 18,108 531
Provision for (benefit from) income
TAXES ottt 10,446 (55,215) (6,638) 6,569 321
Net income (losS) .................. $ (28963) $ (OL177) $ (13,626) $ 11,539 § 210
Basic earnings (loss) per share ....... $ (0.13) $ (0.49) $ (0.08) $ 007 $ 0.00
Diluted earnings (loss) per share. .. ... $ (0.13) $ (0.49) $ (0.08) $ 0.07 $ 0.00
Weighted average shares outstanding —
basic ... 227,327 185,830 175,025 174,342 174,188
Weighted average shares outstanding —
diluted .......... ... ... ..., 227,327 185,830 175,025 175,745 174,444
Operating Data:
Average client trades per day ......... 83,890 101,998 114,332 49,305 18,407
Number of core accounts(1) ......... 2,842,000 1,794,000 1,233,000 560,000 306,000
Assets in client accounts (in billions) .. $ 339 % 26.1 $ 360 $§ 229 §$ 114
Net revenue per trade ............... $ 2046 $ 1805 § 1953 $§ 2198 $§ 28.98
Operating expense per trade .......... $ 1543  $ 1491  $ 1245 $§ 1569 $ 19.60
Operating margin percentage(2) ...... 25% 17% 36% 29% 32%
Return on average equity(3) ......... (5%) (38%) (6%) 8% 0%

*  Fiscal 2000 was a 53-week year. All other periods presented are 52-week years.

(1) Includes core brokerage account base only. Non-core accounts (primarily clearing accounts, stock option
administration accounts and bank referral accounts) are not included.

(2) Operating margin percentage is computed by dividing operating margin by net revenues.

(3) Return on average equity is computed by dividing net income (loss) by stockholders’ equity averaged on
a quarterly basis.
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As of

Sept. 27, Sept. 28, Sept. 29, Sept. 24, Sept. 25,
2002 2001 2000 1999 1998

Consolidated Balance Sheet Data:
Cash and segregated investments .. $5,863,507  $2,068,391 $ 338,307 $1,019,370 $ 527,982
Receivable from clients and

correspondents, net ........... 1,408,730 971,823 2,926,981 1,526,801 647,122
Total assets . ................... 9,800,841 3,653,871 3,798,236 3,037,083 1,290,402
Payable to clients and

correspondents ............... 6,350,207 2,777,916 2,618,157 2,057,346 1,136,082
Notes payable.................. 47,645 70,145 275,000 200,000 11,000
Stockholders’ equity............. 1,098,399 371,433 264,168 220,463 84,572

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations

This report contains forward-looking statements within the meaning of the federal securities laws. We
intend these forward-looking statements to be covered by the safe harbor provisions for forward-looking
statements in the federal securities laws. In particular, the following statements contained in this report are
forward-looking statements: our expectations regarding the significant trends that will affect our financial
condition and results of operations; our plans for the integration of Datek Online Holdings Corp. (“Datek™)
and anticipated synergies resulting from the Datek merger; our expectations regarding the effect of our new
pricing schedule on commissions and clearing fees per trade and client attrition; our expectations regarding the
effect on our revenues and profitability of restrictions by the National Association of Securities Dealers
(“NASD”) on specified trading in cash accounts; our expectations regarding growth of net interest revenue;
our estimation of annualized operating cash flow savings resulting from the disposal of TradeCast Inc. and its
affiliates (““TradeCast”); our expectation of reductions in the number of employees resulting from the Datek
merger integration; our expected amount of advertising expenses; our anticipated capital and liquidity needs
and our plans to finance such needs; our expectations regarding the modification and extension of our revolving
credit agreement; our expectations regarding our stock repurchase program; and our expectations regarding
the impact of recently issued accounting pronouncements. These statements only reflect our expectations and
are not guarantees of performance. These statements involve risks, uncertainties and assumptions that could
cause actual results or performance to differ materially from our expectations. Important factors that could
cause our actual results or performance to differ materially from our expectations are set forth under the
heading “Risk Factors”. The forward-looking statements contained in this report speak only as of the date on
which the statements were made. We undertake no obligation to publicly update or revise these statements,
whether as a result of new information, future events or otherwise.

Our significant accounting policies are disclosed in the Notes to Consolidated Financial Statements for
the fiscal year ended September 27, 2002. In the opinion of management, we do not have any critical
accounting policies which routinely involve unusually difficult, subjective or complex judgments. However, we
adopted Statement of Financial Accounting Standards (SFAS) No. 142, Goodwill and Other Intangible
Assets on September 29, 2001. SFAS No. 142 requires annual testing of goodwill and intangible assets for
impairment. Our impairment testing of goodwill and intangible assets requires us to estimate the fair value of
tangible and intangible assets within our reporting units. These estimates involve subjectivity due to lack of
observable market data at the reporting unit level. We completed our transitional goodwill impairment test
during the second fiscal quarter of 2002. No impairment charges resulted from the transitional impairment
test.

LEENT

Unless otherwise indicated, references to “we”, “us” or “Company” in this report mean Ameritrade
Holding Corporation and its subsidiaries.
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Overview

We provide securities brokerage and clearing execution services to our clients. Our principal operating
subsidiaries consist of introducing broker-dealer operating units and our wholly owned securities clearing
broker-dealers, Ameritrade, Inc. and iClearing LLC (“iClearing”). During fiscal 2002, substantially all of our
net revenues were derived from our brokerage activities and clearing and execution services.

Our primary focus is serving retail clients by providing services at prices that are generally lower than
most of our major competitors. Our brokerage clients are able to trade securities with us through a variety of
channels, principally the Internet. We provide our clients with investment news and information as well as
educational services. We also provide clearing and execution services to our brokerage operations as well as to
unaffiliated broker-dealers.

Our largest sources of revenue are commissions earned from our brokerage activities and associated
securities transaction clearing fees. Our other principal source of revenue is net interest revenue. Net interest
revenue is the difference between interest revenues and client interest expense. Interest revenues are generated
by charges to clients on margin balances maintained in brokerage accounts and the investment of cash from
operations and cash segregated in compliance with federal regulations in short-term marketable securities.
Client interest expense consists of amounts paid or payable to clients based on credit balances maintained in
brokerage accounts. We also receive payment for order flow, which results from arrangements we have with
many execution agents to receive cash payments in exchange for routing trade orders to these firms for
execution and is included in commissions and clearing fees on the Statement of Operations.

Our largest operating expense generally is employee compensation and benefits. Employee compensation
and benefits expense includes salaries, bonuses, group insurance, contributions to benefit programs, recruit-
ment and other related employee costs. Communications expense includes telecommunications, postage, news
and quote costs. Occupancy and equipment costs include the costs of leasing and maintaining our office spaces
and the lease expenses on computer and other equipment. Depreciation and amortization includes deprecia-
tion on property and equipment, as well as amortization of intangible assets. Professional services expense
includes costs paid to outside firms for assistance with legal, accounting, technology, marketing and general
management issues. Interest on borrowings consists of interest expense on our convertible subordinated notes
and other borrowings. Other operating expenses include commissions and clearance expenses, trade execution
fees, provision for losses, client execution price adjustments, travel expenses and other miscellaneous expenses.
In addition, our costs related to the processing of client confirmations, statements and other communications
are included in this category. Advertising costs are expensed as incurred and include production and
placement of advertisements in various media, including online, television, print and direct mail. Advertising
expenses may increase or decrease significantly from period to period.

We believe that the online securities brokerage market is currently impacted by four significant trends
that may affect our financial condition and results of operations. First, commissions charged to clients of online
brokerages have stabilized and begun to increase slightly over the past two years, after decreases over the past
several years. Second, technology has increased in importance, as delivery channels such as the Internet have
become more prevalent. The vast majority of our trades are now placed through electronic media, primarily
the Internet. This increased use of electronic media has helped to decrease operating expenses per trade over
the past several years and we believe this trend will continue. Third, the effects of price competition and
required investment in technology have resulted in some consolidation in the industry. Finally, we believe the
intense advertising and promotional efforts by our major competitors and us are making it increasingly difficult
for new entrants to make a competitive impact without substantial financial resources to invest in building a
brand.

Our fiscal year ends on the last Friday in September. References to fiscal year in this document or in the
information incorporated herein by reference are to the approximate twelve-month period ended on any such
Friday. For example, “fiscal 2002” refers to the fiscal year ended September 27, 2002.

Business Combination

On September 9, 2002, we completed our merger with Datek. Pursuant to the merger agreement,
Ameritrade Online Holdings Corp. (“AOH”) (formerly Ameritrade Holding Corporation) and Datek each
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became wholly owned subsidiaries of a newly formed holding company, which was renamed Ameritrade
Holding Corporation. Upon the closing of the transaction, stockholders of AOH and Datek each received
shares of a single class of common stock of the new holding company, with the stockholders of AOH and the
stockholders of Datek each receiving approximately 50 percent of the total outstanding common stock. In
connection with the transaction, the board of directors of the new holding company will consist of nine
members, including three directors designated by the principal stockholders of AOH, three directors
designated by the principal stockholders of Datek and three independent directors to be selected with the
agreement of the principal stockholders of AOH and the principal stockholders of Datek. Currently eight of
the nine board seats have been filled, with one remaining independent director to be named.

We are currently in the process of integrating Datek’s business with ours. As part of the integration
planning process, we have formed an integration planning organization comprised of representatives of both
companies and a former Datek stockholder. Integration planning teams were assigned to determine the
product and service features, functionality for clearing settlement services, call center organization and
services, technology platforms and order routing for the combined company. Website enhancements to both
our and Datek’s front-end websites, along with a new pricing schedule, were implemented on October 19,
2002. Several months after the completion of the merger, we intend to phase-in a combined website, which
will be a single point of entry on to the trading platform for both Ameritrade and Datek clients. During fiscal
2003, we plan to consolidate the clearing functions performed by Ameritrade and Datek using the Ameritrade,
Inc. clearing platform. Datek’s client call center function was moved to call centers in Omaha, Nebraska and
Ft. Worth, Texas shortly after completion of the merger. The integration plans for the operations of
Ameritrade and Datek are subject to change.

We anticipate synergies from the merger resulting from cost savings programs, estimated to be
approximately $100 million on an annualized, after-tax basis and which are expected to result from:

e Downsizing the workforce, resulting in estimated annualized after-tax savings of approximately
$35 million,

 Eliminating duplicate occupancy, equipment and depreciation expenses, resulting in estimated annual-
ized after-tax savings of approximately $25 million, and

 Eliminating duplicate advertising, communication, professional fees and other expenses, resulting in
estimated annualized after-tax savings of approximately $40 million.

Results of Operations
Fiscal Year Ended September 27, 2002 Compared to Fiscal Year Ended September 28, 2001
Net Revenues

Commissions and clearing fees decreased six percent to $252.5 million in fiscal 2002 from $269.4 million
in fiscal 2001. This decrease was primarily attributable to a decrease in the number of securities transactions
processed, as average trades per day decreased 18 percent to 83,890 in fiscal 2002 from 101,998 in fiscal 2001.
Clients averaged approximately 11 trades per account during fiscal 2002, compared to approximately 17 trades
per account during fiscal 2001. The decreased volume per account was partially offset by a significant increase
in client accounts. We added 215,000 core accounts during the fourth quarter of fiscal 2001 through our
acquisition of National Discount Brokers Corporation (“NDB”) and 876,000 core accounts during the fourth
quarter of fiscal 2002 through our merger with Datek. The substantial advertising expenditures made by us
during the past few years also contributed to account growth. Client accounts increased to approximately
2,842,000 at September 27, 2002 from approximately 1,794,000 at September 28, 2001. Commissions and
clearing fees per trade increased to $11.99 in fiscal 2002 from $10.69 in fiscal 2001. This increase was due
primarily to the addition of the NDB accounts, which became part of our Ameritrade Plus product offering,
the implementation of a commission structure for our Freetrade product offering effective February 28, 2002
for trades in excess of 25 per month and increased option trading by our clients, which generates higher
commissions than equity trades. These increases were partially offset by slightly lower payment for order flow
revenues.

14



On September 16, 2002, we announced a new suite of products and services that went into effect, along
with a new pricing schedule, on October 19, 2002. Under the new pricing schedule, commissions for online
equity trades are $10.99 for both market and limit orders, regardless of the number of shares bought or sold
with no additional order handling fees. Under the previous pricing schedule, commissions for online equity
market orders were $8.00, while online equity limit orders were $13.00. Flat commission pricing has also been
implemented for Interactive Voice Response system trades, at $14.99 per trade (previously $12 for market
orders and $17 for limit orders). Broker-assisted trades are now $24.99 for market orders, with an additional
$5.00 fee for limit orders. We expect the net effect of the new pricing schedule to result in an increase of
approximately 10 percent in commissions and clearing fees per trade during fiscal 2003. The incremental
increase in revenue per trade is expected to be offset somewhat by slightly higher account attrition in the
months following the implementation of the new pricing schedule.

In August 2002, NASD directed our broker-dealer subsidiaries, iClearing and Ameritrade, Inc., to cease
permitting specified trading in cash accounts that NASD believes violates Regulation T of the Board of
Governors of the Federal Reserve System. We are currently in the process of evaluating, designing, testing and
implementing necessary changes to our systems and procedures to address the NASD restriction. We expect
that this restriction on specified trades will result in a decrease in trading activity in some cash accounts, some
clients closing their cash accounts, some clients converting to margin accounts and a potential increase in
trading activity in some margin accounts. We cannot predict with any degree of certainty the impact of this
restriction on our revenues and profitability because we cannot adequately forecast the degree to which clients
that have engaged in specified trades will adjust their trading activity, close cash accounts or convert to margin
accounts, nor can we predict the impact of future prevailing market conditions and other factors over which we
have no control. Although its impact is dependent on many factors that we cannot predict, we believe that this
restriction on specified trades could have a material adverse effect on our revenues and profitability. See “Risk
Factors — Implementation of NASD’s Position Concerning Permissible Activity in Cash Accounts Will
Restrict Some Trading Activities of Some of Our Clients and Harm Our Business” below.

Net interest revenue (interest revenue less client interest expense) decreased 29 percent to $104.1 million
in fiscal 2002 from $147.6 million in fiscal 2001. This decrease was due primarily to a 29 percent decrease in
average client and correspondent receivables, a decrease of approximately 230 basis points in the average
interest rate charged on such receivables, a decrease of approximately 300 basis points in the average interest
rate earned on cash and investments, including cash and investments segregated in compliance with federal
regulations, and an increase of 25 percent in average amounts payable to clients and correspondents in fiscal
2002 from fiscal 2001. These factors were partially offset by an 89 percent increase in average cash and
investments, including cash and investments segregated in compliance with federal regulations, and a decrease
of approximately 130 basis points in the average interest rate paid on client and correspondent payables in
fiscal 2002 from fiscal 2001. We generally expect net interest revenue to grow as our account base grows;
however, it will also be affected significantly by changes in interest rates and fluctuations in the levels of client
margin borrowing and deposits.

Other revenues increased to $74.2 million in fiscal 2002 from $37.8 million in fiscal 2001, due primarily to
increased money market fee income, and the implementation during the second half of fiscal 2001 of a
transaction fee for paper confirmations and a quarterly fee on accounts that do not meet certain minimum
levels of trading activity or assets. In addition, fees charged to third party broker-dealers for orders placed
through the TradeCast licensed order entry software system also contributed to the increase. We acquired
TradeCast effective April 2, 2001. On September 9, 2002, we announced our decision to pursue a sale of
TradeCast, due to redundancies with Datek’s technology. Once the disposal of TradeCast is completed, it is
expected to result in approximately $8 million in annualized operating cash flow savings.

Expenses Excluding Client Interest

Employee compensation and benefits expense decreased eight percent to $133.9 million in fiscal 2002
from $144.8 million in fiscal 2001, due primarily to the effect of staff reductions during fiscal 2001. Although
full-time equivalent employees increased to 2,150 at the end of September 2002 from 1,970 at the end of
September 2001 primarily as a result of the Datek merger, the average number of full-time equivalent

15



employees was 22 percent lower in fiscal 2002 than fiscal 2001. We expect the number of employees to
decrease during the first half of fiscal 2003 as the Datek merger integration progresses.

Communications expense decreased 10 percent to $36.1 million in fiscal 2002 compared to $39.9 million
in fiscal 2001, due primarily to decreased expense for quotes, market information and postage due to lower
transaction processing volumes and the implementation of electronic trade confirmations and client statements
during fiscal 2001, partially offset by additional communications expenses for TradeCast.

Occupancy and equipment costs decreased nine percent to $55.3 million in fiscal 2002 from $60.5 million
in fiscal 2001. This decrease was due primarily to the effect of our facilities consolidation and related
restructuring charge in the fourth quarter of fiscal 2001, partially offset by additional occupancy and
equipment costs related to TradeCast.

Depreciation and amortization decreased 22 percent to $27.9 million in fiscal 2002 from $36.0 million in
fiscal 2001, due primarily to the discontinuation of goodwill amortization upon our adoption of SFAS No. 142,
Goodwill and Other Intangible Assets, on September 29, 2001, and the effect of the facilities consolidation and
resulting restructuring charge in the fourth quarter of fiscal 2001, partly offset by higher software amortization
expense.

Professional services expense decreased 34 percent to $36.5 million in fiscal 2002 from $55.0 million in
fiscal 2001. This decrease was primarily due to decreased usage of marketing and technology consulting
services during fiscal 2002 compared to fiscal 2001, partially offset by legal and accounting expenses incurred
in connection with the Datek merger in fiscal 2002.

Interest on borrowings decreased 54 percent to $5.1 million in fiscal 2002, from $11.1 million in fiscal
2001, due to the conversion of $152.4 million of convertible subordinated notes in February 2001 and lower
average interest rates and borrowings on our revolving credit agreements. The debt conversion resulted in
savings of approximately $8.8 million annually in cash interest payments on the convertible subordinated
notes.

Other operating expenses increased six percent to $30.0 million in fiscal 2002 from $28.4 million in fiscal
2001, primarily due to the accrual in fiscal 2002 of $2.5 million related to a patent infringement matter,
partially offset by lower transaction processing volumes and the implementation of electronic statements and
trade confirmations in fiscal 2001.

Advertising expenses decreased 55 percent to $61.0 million in fiscal 2002 from $134.8 million in fiscal
2001. The reduced level of advertising expenditures was principally due to adverse stock market conditions
and lower media costs. We expect to spend approximately $115 to $150 million for advertising for fiscal 2003,
depending on market conditions.

Gain on sale of investment in fiscal 2001 consists of a gain of approximately $9.7 million on the sale of
preferred stock of Epoch Partners, Inc. (“Epoch”). We sold our interest in Epoch for approximately
$16.4 million in cash.

Restructuring and asset impairment charges in fiscal 2002 consisted of a $63.4 million impairment charge
to reflect the amount by which the carrying value of the TradeCast subsidiaries exceeded its estimated fair
value. The impairment loss consisted of $53.5 million of goodwill and $9.9 million of property and equipment.
Restructuring and asset impairment charges of $38.3 million in fiscal 2001 consisted primarily of severance
pay and benefits for approximately 480 terminated employees and impairment charges related to a
comprehensive facilities consolidation in connection with a reorganization of our corporate and management
structure. Offices in Fort Worth, Texas; Omaha, Nebraska; Baltimore, Maryland; and Purchase, New York
were affected by the facilities consolidation.

Debt conversion expense in fiscal 2001 consisted of $58.7 million of cash paid to holders of the
convertible subordinated notes in connection with the conversion of $152.4 million of the notes into 4.7 million
shares of Class A Common Stock, and $3.4 million of deferred note origination costs written off related to the
converted notes.
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Income tax expense was $10.4 million in fiscal 2002 compared to income tax benefit of $55.2 million in
fiscal 2001. We recorded income tax expense in fiscal 2002 despite having a pretax loss before income taxes,
due primarily to the nondeductible goodwill component of the TradeCast impairment charge.

Fiscal Year Ended September 28, 2001 Compared to Fiscal Year Ended September 29, 2000
Net Revenues

Commissions and clearing fees decreased 31 percent to $269.4 million in fiscal 2001 from $389.7 million
in fiscal 2000. This decrease was primarily attributable to an 18 percent decrease in commissions and clearing
fees per trade to $10.69 for fiscal 2001 from $13.11 for fiscal 2000, and an 11 percent decrease in the average
number of trades processed per day to 101,998 in fiscal 2001 from 114,339 in fiscal 2000. The decrease in
commissions per trade was due primarily to our clients increasingly using the Internet to place trades, as we
charge lower commissions for Internet trades than for trades placed through other means, growth in our
Freetrade.com™ client base, a lower commission structure for option trades and lower payment for order flow
revenue per trade. Payment for order flow revenue per trade decreased due primarily to regulatory changes,
including stock market decimalization. The decrease in transaction processing volume was primarily a result of
significantly lower client trading activity during fiscal 2001, compared to unusually high client trading activity
throughout much of fiscal 2000. Clients averaged approximately 17 trades per account during fiscal 2001,
compared to approximately 32 trades per account during fiscal 2000. In addition, there were fewer trading days
during fiscal 2001 than fiscal 2000 due to fiscal 2000 being a 53-week fiscal year and four days of market
closures in fiscal 2001 due to the September 11 terrorist attacks. The decreased volume per account was
partially offset by a significant increase in client accounts resulting primarily from the substantial advertising
expenditures made by us during the past few years, and 215,000 core accounts added through our acquisition
of NDB. Client accounts increased to approximately 1,794,000 at September 28, 2001, from approximately
1,233,000 at September 29, 2000.

Net interest revenue decreased 13 percent to $147.7 million in fiscal 2001 from $168.8 million in fiscal
2000. This decrease was due primarily to a decrease of 36 percent in average client and correspondent
receivables and a decrease of approximately 30 basis points in the average interest rate charged on client and
correspondent receivables, partially offset by a 109 percent increase in average cash and investments, including
cash and investments segregated in compliance with federal regulations, in fiscal 2001 compared to fiscal 2000.

Other revenues increased 73 percent to $37.8 million in fiscal 2001 from $21.9 million in fiscal 2000, due
primarily to the implementation of a $15 per quarter fee during the third quarter of fiscal 2001 on accounts
that do not meet certain minimum levels of trading activity or assets. In addition, fees charged to third party
broker-dealers for orders placed through the TradeCast licensed order entry software system also contributed
to the increase.

Expenses Excluding Client Interest

Employee compensation and benefits expense was virtually unchanged at $144.8 million in fiscal 2001
compared to $144.9 million in fiscal 2000. Full-time equivalent employees decreased 23 percent to 1,970 at the
end of fiscal 2001 from 2,573 at the end of fiscal 2000. Reductions in expense resulting from staff reductions
during fiscal 2001 were largely offset by costs associated with the hiring of our new Chief Executive Officer
during the second quarter of fiscal 2001.

Communications expense increased 10 percent to $39.9 million in fiscal 2001 compared to $36.4 million
in fiscal 2000, primarily due to higher quote and market information costs and additional communication
expenses for TradeCast.

Occupancy and equipment costs increased 34 percent to $60.5 million in fiscal 2001 from $45.2 million in
fiscal 2000. This increase was due primarily to the lease of equipment and additional office space. In fiscal
2000, we added approximately 150,000 square feet of additional space in Baltimore, Maryland; Ft. Worth,
Texas; Omaha, Nebraska; Chicago, Illinois; and American Fork, Utah. We also leased additional equipment
during fiscal 2000. Occupancy and equipment costs in Houston, Texas related to TradeCast also contributed to
the increase.
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Depreciation and amortization increased 67 percent to $36.0 million in fiscal 2001, from $21.6 million in
fiscal 2000, due primarily to depreciation on additional equipment, furniture and leasehold improvements
added during fiscal 2000 to accommodate growth and additional goodwill amortization resulting from the
TradeCast acquisition.

Professional services expense decreased 23 percent to $55.0 million in fiscal 2001 from $71.5 million in
fiscal 2000. This decrease was primarily due to higher usage of marketing and technology consulting services
during the first half of fiscal 2000, including consulting costs related to the development of OnMoney.com.

Interest on borrowings decreased 33 percent to $11.1 million in fiscal 2001 from $16.4 million in fiscal
2000, due to lower average interest rates and the conversion of $152.4 million of convertible subordinated
notes to Class A Common Stock in February 2001.

Other operating expenses decreased 17 percent to $28.4 million in fiscal 2001 compared to $34.1 million
in fiscal 2000, primarily due to the effect of lower transaction processing volumes.

Advertising expenses decreased 40 percent to $134.8 million in fiscal 2001 from $225.8 million in fiscal
2000. The continuing high level of advertising expenditures was principally related to our efforts to build and
maintain awareness of the Ameritrade brand and was primarily responsible for the significant increase in the
number of client accounts during the period. However, due to adverse stock market conditions and a
historically slow market for new accounts during the summer, we reduced our advertising expenditures during
the second half of fiscal 2001.

Gain on sale of investment consists of a gain of approximately $9.7 million on the sale of our preferred
stock of Epoch during fiscal 2001. We sold our interest in Epoch for approximately $16.4 million in cash.

Restructuring and asset impairment charges of $38.3 million in fiscal 2001 consisted primarily of
severance pay and benefits for approximately 480 terminated employees and impairment charges related to a
comprehensive facilities consolidation in connection with a reorganization of our corporate and management
structure. Offices in Fort Worth, Texas; Omaha, Nebraska; Baltimore, Maryland; and Purchase, New York
were affected by the facilities consolidation. We recorded asset impairment charges of $4.7 million during
fiscal 2000 related to specific software applications that were discontinued.

Debt conversion expense in fiscal 2001 consisted of $58.7 million of cash paid to holders of the
convertible subordinated notes in connection with the conversion of $152.4 million of the notes into 4.7 million
shares of Class A Common Stock, and $3.4 million of deferred note origination costs written off related to the
converted notes.

Income tax benefit was $55.2 million in fiscal 2001 compared to $6.6 million in fiscal 2000. The effective
income tax rate in fiscal 2001 increased to 38 percent compared to 33 percent in fiscal 2000, due in part to the
effect of state economic development tax credits in fiscal 2000.

Liquidity and Capital Resources

We have historically financed our liquidity and capital needs primarily through the use of funds generated
from operations and from borrowings under our credit agreements. Our liquidity needs during fiscal 2002 were
financed primarily from our operating cash flows. We also issued Common Stock to purchase Datek, as
described under “BUSINESS COMBINATION”. We plan to finance our capital and liquidity needs for
fiscal 2003 primarily from our operating cash flows and borrowings on our revolving credit facility. In addition,
we may issue other equity or debt securities. We may also consider selling, or entering into a forward contract
to sell, some or all of our 7.9 million shares of Knight Trading Group, Inc. (“Knight”) common stock. As of
September 27, 2002, approximately 4.1 million shares of our Knight common stock were pledged or subject to
pledge as collateral under an equity index swap agreement, as described under “Other Contractual
Obligations™.

If additional funds are raised through the issuance of equity securities, the percentage ownership of the
stockholders may be reduced, stockholders may experience additional dilution in net book value per share or
such equity securities may have rights, preferences or privileges senior to those of the holders of our common
stock. There can be no assurance that additional financing will be available when needed on terms favorable to
us, if at all. If adequate funds are not available on acceptable terms, we may be unable to develop or enhance
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our services and products, take advantage of future opportunities or respond to competitive pressures, any of
which could have a material adverse effect on our business, financial condition and operating results.

Dividends from our subsidiaries are another source of liquidity for the holding company. Some of our
subsidiaries are subject to requirements of the Securities and Exchange Commission (“SEC”) and the
National Association of Securities Dealers relating to liquidity, capital standards and the use of client funds
and securities, which limit funds available for the payment of dividends to the holding company.

Under the SEC’s Uniform Net Capital Rule (Rule 15¢3-1 under the Securities Exchange Act of 1934),
our broker-dealer subsidiaries are required to maintain at all times at least the minimum level of net capital
required under Rule 15¢3-1. This minimum net capital level is determined based upon an involved calculation
described in Rule 15¢3-1, but takes into account, among other things, each broker-dealer’s “net debit items”,
which primarily are a function of client margin receivables at our broker-dealer subsidiaries. Since our net
debit items can fluctuate significantly, our minimum net capital requirements can also fluctuate significantly
from period to period. Historically, we have utilized our revolving credit facility as a mechanism to provide
additional capital as needed to meet net capital requirements, and the balance on our revolving credit facility
often has fluctuated significantly from period to period due to changes in our net capital requirements.

Cash Flow

Cash provided by operating activities was $88.8 million in fiscal 2002, compared to cash used in
operations of $47.3 million in fiscal 2001. The increase in cash flows from operations was primarily due to a
substantial reduction in advertising expenditures compared to the previous year, and $37.2 million of debt
conversion expense (net of income taxes) in fiscal 2001.

Cash provided by investing activities was $110.1 million in fiscal 2002, compared to $1.2 million in fiscal
2001, due primarily to cash acquired in the Datek merger in fiscal 2002 and substantially lower capital
expenditures during fiscal 2002 compared to the previous year, partly offset by $16.4 million of proceeds from
the sale of Epoch in fiscal 2001.

Cash used in financing activities was $24.6 million in fiscal 2002, compared to $52.2 million in fiscal 2001.
The financing activities consisted mainly of net repayments on our revolving credit facility during both fiscal
2002 and fiscal 2001.

Loan Agreement

On December 28, 2001, we entered into an amended and restated revolving credit agreement. The
revolving credit agreement permits borrowings up to $20 million through December 27, 2002, and is secured
primarily by our stock in our subsidiaries. Prior to July 11, 2002, it was also secured by 4.0 million shares of
our Knight common stock, and we could borrow up to 70 percent of the fair market value of the pledged
Knight stock, subject to certain limitations. On July 11, 2002, the lender under our revolving credit agreement
agreed to amend the agreement to eliminate the Knight stock as collateral and to eliminate the requirement
that the borrowing availability under the agreement be limited based on the market value of the Knight stock.
The interest rate on borrowings, determined on a monthly basis, is equal to the greater of (i) the national
prime rate or (ii) 90-day LIBOR plus 2.5 percent, subject to a minimum rate of 5.0 percent. At
September 27, 2002, the interest rate on the revolving credit agreement would have been 5.0 percent. We also
pay a maintenance fee of 0.375 percent of the unused borrowings through the maturity date. We had no
outstanding indebtedness under the revolving credit agreement at September 27, 2002 and $22.5 million of
outstanding indebtedness under the prior revolving credit agreement at September 28, 2001. We were in
compliance with or have obtained waivers for all covenants under the revolving agreement for all periods
presented in the consolidated financial statements.

In December 2002, we agreed in principle to a modification and extension of the revolving credit
agreement. The amended agreement will permit borrowings up to $50 million through December 26, 2003,
bear interest initially at the lesser of (i) the prime rate or (ii) 30 day LIBOR plus 2.75 percent and will be
secured primarily by our stock in our subsidiaries. We will also pay a maintenance fee of 0.375 percent of the
unused borrowings through the maturity date. We expect to execute the amendment by December 27, 2002.
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Convertible Subordinated Notes

In August 1999, we issued $200 million of 5.75 percent convertible subordinated notes due August 1,
2004. The holders of the notes may convert the notes into shares of Common Stock at any time prior to the
close of business on the maturity date of the notes, unless previously redeemed or repurchased, at a conversion
rate of 30.7137 shares per $1,000 principal amount of notes (equivalent to an approximate conversion price of
$32.56 per share), subject to adjustment in certain circumstances. Interest on the notes is payable on
February 1 and August 1 of each year. The notes are subject to redemption after August 6, 2002, and we may,
at our option, redeem the notes at a premium on or after such date, in whole or in part, upon notice to each
holder not less than 30 days nor more than 60 days prior to the redemption date.

In February 2001, $152.4 million of our convertible subordinated notes were converted for approximately
4.7 million shares of Class A Common Stock and $58.7 million of cash. As of September 27, 2002, we had
approximately $47.6 million of the convertible subordinated notes outstanding. These notes are convertible
into approximately 1.5 million shares of Common Stock.

Stock Repurchase Program

On September 9, 2002, our Board of Directors authorized a program to repurchase up to 40 million
shares of our Common Stock from time to time over a two-year period beginning September 19, 2002. We
have funded our initial purchases with cash on hand and expect to fund any future purchases primarily with
operating profits. Through December 6, 2002, we have repurchased approximately 5.1 million shares at a
weighted average purchase price of $3.84 per share.

Other Contractual Obligations

We are obligated to pay our Chief Executive Officer (“CEO”) $15.6 million in deferred compensation,
adjusted for investment income or losses on the $15.6 million, pursuant to our employment agreement with the
CEO. This payment will be made not sooner than the day after the CEO’s employment with the Company
terminates. At September 27, 2002 and September 28, 2001, we had an equity index swap arrangement with a
notional amount of $15.6 million for the purpose of hedging our obligation under this deferred compensation
plan. Changes in the fair value of this instrument are offset by changes in our obligation to our CEO. As of
September 27, 2002, approximately 4.1 million shares of our Knight common stock were pledged or subject to
pledge as collateral under the equity index swap agreement.

We also have contractual obligations under operating leases for facilities and equipment. The following
table summarizes future payments under our contractual obligations. Amounts are in thousands.
Payments Due for Fiscal Years Ending:

Contractual Obligations Total 2003 2004-05 2006-07 After 2007
Operating leases, net of sublease

proceeds ... $101,954  $33,876  $23,118 $11,310  $33,650
Deferred compensation(1) ............ 15,550 15,550 — — —
Convertible subordinated notes ........ 47,645 — 47,645 — —
Total contractual cash obligations ... ... $165,149  $49,426  $70,763  $11,310  $33,650

(1) Our obligation to our CEO for deferred compensation will become payable not sooner than the day after
the CEO’s employment with the Company terminates. The obligation is presented in the fiscal 2003
column as that is the year in which the entire amount of the compensation will have been earned by the
CEO.

New Accounting Pronouncements

SFAS No. 143 — In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS
No. 143, Accounting for Asset Retirement Obligations. SFAS No. 143 addresses financial accounting and
reporting for obligations associated with the retirement of tangible long-lived assets and the associated asset
retirement costs and is effective for fiscal years beginning after June 15, 2002. We do not expect the impact of
SFAS No. 143 to be material to our consolidated financial statements.
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SFAS No. 146 — In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with
Exit or Disposal Activities. SFAS No. 146 is effective for exit or disposal activities that are initiated after
December 31, 2002 and requires that a liability for a cost associated with an exit or disposal activity be
recognized when the liability is incurred, rather than at the date of commitment to an exit plan.

Risk Factors
Stock Market Volatility and Other Securities Industry Risks Have Adversely Affected Our Business.

Substantially all of our revenues are derived from securities brokerage and clearing and execution
services. Like other securities brokerage businesses, we are directly affected by economic and political
conditions, broad trends in business and finance and changes in volume and price levels of securities
transactions. We are particularly affected by volatility in technology and Internet-related stocks because
significant numbers of our clients invest in these types of stocks. Since May 2000, the U.S. securities markets
have been very volatile, which has reduced trading volume and net revenues. The terrorist attacks in the
United States on September 11, 2001 also resulted in substantial market volatility and accompanying
reductions in trading volume and net revenues. In addition, the general economic downturn has adversely
affected trading volumes and net revenues. For fiscal 2002, our average client trades per day were 83,890
compared to 101,998 and 114,339 for fiscal 2001 and fiscal 2000, respectively. For fiscal 2002, our net revenues
were $430.8 million compared to $454.7 million and $580.4 million for fiscal 2001 and fiscal 2000,
respectively. These reductions in trading volumes and net revenues have adversely affected our profitability.
Severe market fluctuations in the future or the continuation of current economic conditions could further
reduce our trading volume and net revenues and adversely affect our profitability.

The Market Price of Our Common Stock Will Fluctuate and Could Fluctuate Significantly.

Our Common Stock, and the U.S. securities markets in general, have experienced significant price
fluctuations in recent years. The market prices of securities of Internet-related companies, in particular, have
been especially volatile. The price of our Common Stock could decrease substantially. In addition, because the
market price of our Common Stock tends to fluctuate significantly, we may become the object of securities
class action litigation. Securities class action litigation may result in substantial costs and a diversion of
management’s attention and resources.

Substantial Competition Could Reduce Our Market Share and Harm Our Financial Performance.

The market for electronic brokerage services is young, rapidly evolving and intensely competitive. We
expect the competitive environment to continue in the future. We face direct competition from numerous
online brokerage firms, including Charles Schwab & Co., Inc., E¥XTRADE Group, Inc., TD Waterhouse
Investor Services, Inc., Harrisdirect and Scottrade, Inc. We also encounter competition from the broker-dealer
affiliates of established full-commission brokerage firms as well as from financial institutions, mutual fund
sponsors and other organizations, some of which provide online brokerage services. Some of our competitors
have greater financial, technical, marketing and other resources, offer a wider range of services and financial
products, and have greater name recognition and a more extensive client base than we do. We believe that the
general financial success of companies within the online securities industry will continue to attract new
competitors to the industry, such as banks, software development companies, insurance companies, providers
of online financial information and others. These companies may provide a more comprehensive suite of
services than we do. In addition, our clearing operations compete with numerous firms that provide clearing
and execution services to the securities industry. We may not be able to compete effectively with current or
future competitors.

Datek May be Subject to Claims That Could Affect Our Results of Operations.

In January 2002, the SEC issued an order (the “SEC order”) against iCapital Markets LLC, a
subsidiary of Datek (“iCapital”). The SEC order was based upon alleged improper activities by the day
trading business that was conducted by iCapital’s predecessor, Datek Securities Corporation, until March
1998 when that business was sold to another broker-dealer. In the SEC order, the SEC charged iCapital with
securities fraud and violations of the broker-dealer books and records and reporting provisions. The SEC
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censured iCapital and ordered it to pay a $6.3 million civil penalty. iCapital consented to the issuance of the
order without admitting or denying the findings contained in it and paid the penalty. The United States
Attorney’s Office for the Southern District of New York simultaneously entered into a non-prosecution
agreement with Datek and iCapital for matters concerning the alleged improper activities.

Through iCapital, we may be subject to additional claims relating to the allegations contained in the SEC
order, including claims by governmental bodies, regulatory authorities or any other person for taxes, damages,
indemnification, penalties and fines. Other than the SEC order, no claims have been asserted against Datek,
iCapital or any of their respective predecessors, successors or affiliates that relate in any manner to the
allegations, facts, events, transactions, acts, occurrences or any other matter in the SEC order. If any such
claims were to be asserted and to the extent that a determination were to be made that we were obligated to
satisfy these claims, our results of operations could be materially adversely affected.

We May Not be Able to Successfully Integrate Datek’s Operations.

The integration of Datek will be complex and time-consuming, and will require management to dedicate
substantial effort to it. These efforts could divert management’s focus and resources from other strategic
opportunities and from operations during the integration process. Difficulties may occur during the integration
process, including

e a loss of key officers, employees and clients,
* a loss of revenues and
* an increase in operating or other costs.

Even if the integration of Datek is successful, it may not result in the realization of the full benefits of the
synergies and growth opportunities that we currently expect or these benefits may not be achieved within the
anticipated time frame. Any failure to timely realize these anticipated benefits could have a material adverse
effect on our revenues, expenses and operating results.

The Estimates of Operational Cost Savings Resulting From the Datek Merger Are Inherently Uncertain
and May Not be Accurate.

We estimate that the merger with Datek will result in operational cost savings of approximately
$100 million on an annualized, after-tax basis. These operational cost savings estimates are based on a number
of assumptions, including that we will be able to implement cost saving programs such as personnel reductions,
consolidation of operations, facilities and technologies, and elimination of duplicative administrative functions.
In addition, the operational cost savings estimates assume that the integration of the operations of Datek will
be successful. Failure to successfully implement cost saving programs or to successfully integrate the
operations of Datek on a timely basis will result in lower than expected cost savings in connection with the
merger and could have a material adverse effect on our operating results.

Systems Failures and Delays Could Harm Our Business.

We receive and process trade orders through a variety of electronic channels, including the Internet,
wireless web, personal digital assistants and our interactive voice response system. These methods of trading
are heavily dependent on the integrity of the electronic systems supporting them. Our systems and operations
are vulnerable to damage or interruption from human error, natural disasters, power loss, computer viruses,
intentional acts of vandalism and similar events. Prior to the Datek merger, all of our core computer systems
and applications were fully redundant and were replicated at a secondary site that is substantially complete.
Datek’s core computer systems and applications, however, are not fully redundant and are not replicated at a
secondary site. Extraordinary trading volumes could cause our computer systems to operate at an unaccept-
ably low speed or even fail. While we have invested significant amounts in the last few years to upgrade the
reliability and scalability of our systems, there can be no assurance that our systems will be sufficient to handle
such extraordinary trading volumes. In the past, we experienced periods of extremely high trading volume that
caused individual system components or processes to fail, resulting in the temporary unavailability of our Web
site for online trading and delays in our telephone systems. On some other occasions, high trading volume
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caused significant delays in executing trading orders, resulting in some clients’ orders being executed at prices
they did not anticipate. From time to time, we have reimbursed our clients for losses incurred in connection
with systems failures and delays. We are also subject to an appeal of summary judgment granted in our favor
in a putative class action lawsuit regarding claimed systems failures and delays. Systems failures and delays
may occur again in the future and could cause, among other things, unanticipated disruptions in service to our
clients, slower system response time resulting in transactions not being processed as quickly as our clients
desire, decreased levels of client service and client satisfaction, and harm to our reputation. If any of these
events were to occur, we could suffer

e a loss of clients or a reduction in the growth of our client base,
e increased operating expenses,

e financial losses,

« additional litigation or other client claims, and

 regulatory sanctions or additional regulatory burdens.

Capacity Constraints of Our Systems Could Harm Our Business.

If our business increases, we may need to expand and upgrade our transaction processing systems,
network infrastructure and other aspects of our technology. Many of our systems are, and much of our
infrastructure is, designed to accommodate additional growth without redesign or replacement; however, we
may need to continue to make significant investments in additional hardware and software to accommodate
growth. We may not be able to project accurately the rate, timing or cost of any increases in our business, or to
expand and upgrade our systems and infrastructure to accommodate any increases in a timely manner. Failure
to make necessary expansions and upgrades to our systems and infrastructure could lead to failures and delays,
which could cause a loss of clients or a reduction in the growth of the client base, increased operating
expenses, financial losses, additional litigation or client claims, and regulatory sanctions or additional
regulatory burdens.

Regulatory and Legal Uncertainties Could Harm Our Business.

The securities industry in the United States is subject to extensive regulation under both federal and state
laws. Broker-dealers are subject to regulations covering all aspects of the securities business. The SEC, NASD
and other self-regulatory organizations and state securities commissions can censure, fine, issue cease-and-
desist orders to, suspend or expel a broker-dealer or any of its officers or employees. Our ability to comply with
applicable laws and rules is largely dependent on our internal system to ensure compliance, as well as our
ability to attract and retain qualified compliance personnel. We could be subject to disciplinary or other
actions in the future due to claimed noncompliance, which could have a material adverse effect on our
operations and profitability.

Recently, various regulatory and enforcement agencies have been reviewing systems capacity, client
access, best execution practices, other service issues and advertising claims as they relate to the online
brokerage industry. These reviews could result in enforcement actions or new regulations, which could
adversely affect our operations.

In addition, we use the Internet as a major distribution channel to provide services to our clients. A
number of regulatory agencies have recently adopted regulations regarding client privacy and the use of client
information by service providers. Additional laws and regulations relating to the Internet may be adopted in
the future, including regulations regarding the pricing, taxation, content and quality of products and services
delivered over the Internet. Complying with these laws and regulations is expensive and time consuming and
could limit our ability to use the Internet as a distribution channel.

Implementation of NASD’S Position Concerning Permissible Activity in Cash Accounts Will Restrict
Some Trading Activities of Some of Our Clients and Harm Our Business.

Our broker-dealer subsidiaries, iClearing and Ameritrade, Inc., permit cash account clients to utilize the
proceeds from the sale of fully-paid for securities to purchase other securities on the same day and in advance
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of the actual receipt of proceeds from the settlement of the sale of the fully-paid for securities (the “specified
trades”). iClearing and Ameritrade, Inc. require the client to fund its cash account in advance with fully-paid
for securities or an amount of cash sufficient to cover the cost of any new purchase of securities. Upon a sale of
the securities so purchased, the amount of the sale proceeds is recorded in the client’s account on a real-time
basis on the trade date. The sale proceeds recorded are then available to purchase other securities, and this
sequence of trading may be repeated prior to the settlement date.

In October 2001, NASD made an oral inquiry to iClearing regarding specified trades. In August 2002,
NASD made a similar oral inquiry to Ameritrade, Inc. NASD’s inquiries focused on whether permitting
specified trades in cash accounts was consistent with Staff Opinions 5-616.15 and 5-616.16 of the Board of
Governors of the Federal Reserve System (the “January 2000 interpretations’), which are interpretations of
Regulation T related to permissible activities in cash accounts. In response to NASD’s request, in July 2002
iClearing explained to NASD in writing, among other things, the reasons for its belief that permitting specified
trades in cash accounts is common in the securities industry, posed no risk to investors and violated no
applicable laws or rules, including the January 2000 interpretations. In August 2002, NASD concluded that
permitting specified trades in cash accounts was prohibited by the January 2000 interpretations, and directed
iClearing and Ameritrade, Inc. to cease permitting this activity.

In August 2002, Ameritrade, Inc. informed NASD that it intended to comply with NASD’s direction,
but requested further information to make the necessary changes to its systems and procedures. Since that
time, we have been engaged in a dialogue with NASD to obtain the necessary information. Beginning in
September 2002, we have sent notices to clients most likely to be affected explaining how the January 2000
interpretations may impact their trading.

In December 2002, NASD informed Ameritrade, Inc. that the January 2000 interpretations should be
applied for the entire three-day settlement cycle, rather than just to intra-day trading on the trade date. We are
currently in the process of evaluating, designing, testing and implementing necessary changes to our systems
and procedures to address this restriction. Due to the ongoing integration of iClearing and Ameritrade, Inc.,
and the differences in their respective systems and technologies, iClearing and Ameritrade, Inc. may complete
the necessary changes to their respective systems and procedures at different times, while making efforts to
minimize disruption to clients.

We expect that this restriction on specified trades will result in a decrease in trading activity in some cash
accounts, some clients closing their cash accounts, some clients converting to margin accounts and a potential
increase in trading activity in some margin accounts. We cannot predict with any degree of certainty the
impact of this restriction on our revenues and profitability because we cannot adequately forecast the degree to
which clients that have engaged in specified trades will adjust their trading activity, close cash accounts or
convert to margin accounts, nor can we predict the impact of future prevailing market conditions and other
factors over which we have no control. Although its impact is dependent on many factors that we cannot
predict, we believe that this restriction on specified trades could have a material adverse effect on our revenues
and profitability.

We intend to conduct our business in conformity with all applicable laws, rules and regulations and
expect to continue working cooperatively with NASD to address any future issues of interpretation or
implementation that may arise. However, NASD may elect to bring disciplinary proceedings against iClearing
and Ameritrade, Inc. If iClearing or Ameritrade, Inc. does not prevail in any such proceeding, NASD may
seek censures, fines, suspensions or other sanctions. We may seek a ruling or interpretation by the Board of
Governors of the Federal Reserve System or its staff to obtain relief from this restriction, though no assurance
can be given that such relief would be granted.

The Success of Our Business Will Depend on Continued Development and Maintenance of the Internet
Infrastructure.

The Internet has experienced, and is expected to continue to experience, significant growth in the number
of users and amount of traffic. Our success will depend upon the development and maintenance of the
Internet’s infrastructure to cope with this increased traffic. The Internet has experienced a variety of outages
and other delays as a result of damage to portions of its infrastructure and could face similar outages and
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delays in the future. Outages and delays are likely to affect the level of Internet usage and the processing of
transactions on our Web site. In addition, the Internet could lose its viability due to delays in the development
or adoption of new standards to handle increased levels of activity.

Our Principal Stockholders Own a Significant Percentage of Our Common Stock, Which Limits the
Ability of Other Stockholders to Influence Corporate Matters.

J. Joe Ricketts, our Chairman and Founder, members of his family and trusts held for their benefit
(collectively, the “Ricketts holders”) own approximately 25.7% of our Common Stock. Investment funds
affiliated with Bain Capital, Silver Lake Partners and TA Associates (collectively, the “Datek holders”)
collectively own approximately 29.6% of our Common Stock. The Ricketts holders and the Datek holders
have entered into a stockholders agreement that obligates the parties to vote their shares in favor of a board of
directors consisting of nine members, of which three are designated by the Ricketts holders, three are
designated by the Datek holders and three are independent directors selected with the agreement of the
parties. The agreement also obligates the parties to vote in favor of specified merger and sale of the company
transactions that are approved by the requisite directors and to vote against specified merger and sale of the
company transactions unless they are approved by the requisite directors. Accordingly, these stockholders have
significant influence over the outcome of any corporate transaction or other matters submitted to our
stockholders for approval, including the election of directors, mergers, consolidations and the sale of all or
substantially all of our assets, and also could prevent or cause a change in control. The interests of these
stockholders may differ from the interests of other stockholders. In addition, third parties may be discouraged
from making a tender offer or bid to acquire the Company because of this concentration of ownership or the
provisions of the stockholders agreement.

The Terms of the Stockholders Agreement, Our Charter Documents and Delaware Law May Inhibit a
Takeover That Stockholders May Consider Favorable.

Provisions in the stockholders agreement among the Ricketts holders and the Datek holders, our
certificate of incorporation and bylaws and Delaware law will make it difficult for any party to acquire control
of the Company in a transaction not approved by the requisite number of directors. These provisions include

« the presence of a classified board of directors,

« the ability of the board of directors to issue and determine the terms of preferred stock,

» advance notice requirements for inclusion of stockholder proposals at stockholder meetings, and
 the anti-takeover provisions of Delaware law.

These provisions could delay or prevent a change of control or change in management that might provide
stockholders with a premium to the market price of their Common Stock.

We Will Need to Introduce New Products and Services to Remain Competitive.

Our future success depends in part on our ability to develop and enhance our products and services. There
are significant technical and financial risks in the development of new or enhanced products and services,
including the risk that we will be unable to effectively use new technologies or adapt our services to emerging
industry standards, or develop, introduce and market enhanced or new products and services. In addition, the
adoption of new Internet, networking or telecommunications technologies or other technological changes
could require us to incur substantial expenditures to modify or adapt our services or infrastructure.

Changes in Payments for Routing Our Clients’ Orders Could Adversely Affect Our Business.

We have arrangements with several execution agents to receive cash payments in exchange for routing
trade orders to these firms for execution. Competition between execution agents and the implementation of
order handling rules and decimalization of stock prices has made it less profitable for execution agents to offer
order flow payments to broker-dealers. On a per trade basis, our payment for order flow revenue has decreased
significantly over the past several years. These payments may continue to decrease on a per trade basis, which
could have a material adverse effect on our revenues and profitability.
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Our Networks May be Vulnerable to Security Risks.

The secure transmission of confidential information over public networks is a critical element of our
operations. We have not experienced significant network security problems in the past. However, our networks
may in the future be vulnerable to unauthorized access, computer viruses and other security problems. Persons
who circumvent security measures could wrongfully use our confidential information or our clients’ confiden-
tial information or cause interruptions or malfunctions in our operations. We may be required to expend
significant additional resources to protect against the threat of security breaches or to alleviate problems
caused by any breaches. We may not be able to implement security measures that will protect against all
security risks.

Failure to Comply With Net Capital Requirements Could Adversely Affect Our Business.

The SEC, NASD and various other regulatory agencies have stringent rules with respect to the
maintenance of specific levels of net capital by securities broker-dealers. Net capital is a measure, defined by
the SEC, of a broker-dealer’s readily available liquid assets, reduced by its total liabilities other than approved
subordinated debt. All of our broker-dealer subsidiaries are required to comply with the net capital
requirements. If we fail to maintain the required net capital, the SEC could suspend or revoke our registration,
or NASD could expel us from membership, which could ultimately lead to our liquidation. If the net capital
rules are changed or expanded, or if there is an unusually large charge against net capital, operations that
require the intensive use of capital would be limited. A large operating loss or charge against net capital could
adversely affect our ability to maintain or expand our business.

Our Clearing Operations Expose Us to Liability for Errors in Clearing Functions.

Ameritrade, Inc. and iClearing provide clearing and execution services to each of our brokerage
businesses, as well as to independent broker-dealers, depository institutions, registered investment advisors and
financial planners. Clearing and execution services include the confirmation, receipt, settlement and delivery
functions involved in securities transactions. Clearing brokers also assume direct responsibility for the
possession and control of client securities and other assets and the clearance of client securities transactions.
Self-clearing securities firms are subject to substantially more regulatory control and examination than brokers
that rely on others to perform those functions. Errors in performing clearing functions, including clerical and
other errors related to the handling of funds and securities held by us on behalf of clients and introducing
brokers, could lead to civil penalties imposed by applicable authorities as well as losses and liability in related
lawsuits brought by clients and others.

We Are Exposed to Credit Risk.

We make margin loans to clients collateralized by client securities and periodically borrow and lend
securities to cover trades. A significant portion of our net revenues is derived from interest on margin loans. To
the extent that these margin loans exceed client cash balances maintained with us, we must obtain financing
from third parties. We may not be able to obtain this financing on favorable terms or in sufficient amounts. By
permitting clients to purchase securities on margin, we are subject to risks inherent in extending credit,
especially during periods of rapidly declining markets in which the value of the collateral held by us could fall
below the amount of a client’s indebtedness. In addition, in accordance with regulatory guidelines, we
collateralize borrowings of securities by depositing cash or securities with lenders. Sharp changes in market
values of substantial amounts of securities and the failure by parties to the borrowing transactions to honor
their commitments could have a material adverse effect on our revenues and profitability.

Acquisitions Involve Certain Risks That Could Adversely Affect Our Business.

We intend to pursue strategic acquisitions of businesses and technologies. Acquisitions may entail
numerous risks, including

« difficulties in the integration of acquired operations, services and products,
e diversion of management’s attention from other business concerns,

 assumption of unknown material liabilities of acquired companies,
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» amortization of acquired intangible assets, which could reduce future reported earnings, and
 potential loss of clients or key employees of acquired companies.

These risks could cause the failure of any anticipated benefits of an acquisition to be realized, which could
have a material adverse effect on our revenues and profitability.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Market risk generally represents the risk of loss that may result from the potential change in the value of
a financial instrument as a result of fluctuations in interest rates and market prices. We have established
policies, procedures and internal processes governing our management of market risks in the normal course of
our business operations.

We seek to control the risks associated with our client activities by requiring clients to maintain margin
collateral in compliance with regulatory and internal guidelines. We monitor required margin levels daily and,
pursuant to such guidelines, require our clients to deposit additional collateral, or to reduce positions, when
necessary.

As a fundamental part of our brokerage business, we hold short-term interest earning assets, mainly funds
required to be segregated in compliance with federal regulations for clients. These funds totaled $5.7 billion at
September 27, 2002 and $2.0 billion at September 28, 2001. We invest these funds primarily in short-term
fixed-rate U.S. Treasury Bills and repurchase agreements. Our interest earning assets are financed primarily
by short-term interest bearing liabilities, totaling $6.4 billion at September 27, 2002 and $2.8 billion at
September 28, 2001, in the form of client cash balances. We earn a net interest spread on the difference
between amounts earned on client margin loans and amounts paid on client credit balances. Since we establish
the rate paid on client cash balances, a substantial portion of our interest rate risk is under our direct
management.

At September 27, 2002, we had $47.6 million of convertible subordinated notes outstanding, which bear
interest at a fixed rate of 5.75 percent. At September 28, 2001, we had $70.1 million of interest bearing
indebtedness outstanding, consisting of $47.6 million of convertible subordinated notes and $22.5 million
under our revolving credit agreement, which bears interest at a floating rate.

We hold a marketable equity security, which is recorded at fair value of $31.9 million ($19.4 million net
of tax) at September 27, 2002 and has exposure to market price risk. The same security was recorded at fair
value of $61.0 million ($36.9 million net of tax) at September 28, 2001. The potential loss in fair value
resulting from a hypothetical 10 percent adverse change in prices quoted by the stock exchanges was
approximately $3.2 million at September 27, 2002. Actual results may differ.

Our revenues and financial instruments are denominated in U.S. dollars, and we generally do not invest in
derivative financial instruments or derivative commodity instruments. At September 27, 2002 and Septem-
ber 28, 2001, we had an equity index swap arrangement with a notional amount of $15.6 million for the
purpose of hedging our obligation under our deferred compensation plan for our CEO. Changes in the fair
value of this instrument are offset by changes in our obligation to our CEO.
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REPORT OF MANAGEMENT

To the Board of Directors and Stockholders of
Ameritrade Holding Corporation and Subsidiaries
Omaha, Nebraska

Management of Ameritrade Holding Corporation and its subsidiaries (the “Company’’) is responsible for
the preparation, consistency, integrity and fair presentation of the consolidated financial statements. The
consolidated financial statements have been prepared in accordance with accounting principles generally
accepted in the United States of America applied on a consistent basis and, in management’s opinion, are
fairly presented. The financial statements include amounts that are based on management’s informed
judgments and best estimates.

Management has established and maintains comprehensive systems of internal control that provide
reasonable assurance as to the consistency, integrity, and reliability of the preparation and presentation of
financial statements; the safeguarding of assets; the effectiveness and efficiency of operations; and compliance
with applicable laws and regulations. The concept of reasonable assurance is based upon the recognition that
the cost of the controls should not exceed the benefit derived. Management monitors the systems of internal
control and maintains an independent internal auditing program that assesses the effectiveness of internal
controls. Management assessed the Company’s internal control over financial reporting for financial presenta-
tions in conformity with accounting principles generally accepted in the United States of America. This
assessment was based on criteria for effective internal control over financial reporting established in Internal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO Report). Based on this assessment, management believes that the Company
maintained effective internal control over financial reporting for financial presentations in conformity with
accounting principles generally accepted in the United States of America as of September 27, 2002.

The Board of Directors exercises its oversight role with respect to the Company’s systems of internal
control primarily through its Audit Committee, which is comprised solely of outside directors. The Audit
Committee oversees the Company’s systems of internal control and financial reporting to assess whether their
quality, integrity, and objectivity are sufficient to protect shareholders’ investments.

The Company’s consolidated financial statements have been audited by Deloitte & Touche LLP
(“Deloitte & Touche”), independent auditors. As part of its audit, Deloitte & Touche considers the
Company’s internal controls to establish a basis for reliance thereon in determining the nature, timing, and
extent of auditing procedures considered necessary to render its opinion as to the fair presentation, in all
material respects, of the consolidated financial statements, which is based on independent audits made in
accordance with auditing standards generally accepted in the United States of America. Management’s
assertion that the Company maintained effective internal control over financial reporting for financial
presentations in conformity with accounting principles generally accepted in the United States of America has
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been examined by Deloitte & Touche. Management has made available to Deloitte & Touche all the
Company’s financial records and related data, and information concerning the Company’s internal control over
financial reporting, and believes that all representations made to Deloitte & Touche during its audits and
examination were valid and appropriate.

/s/  JosepH H. MoGLIA

Joseph H. Moglia
Chief Executive Olfficer

/s/  JOHN R. MACDONALD

John R. MacDonald
Executive Vice President,
Chief Financial Officer and Treasurer

October 24, 2002
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INDEPENDENT ACCOUNTANTS’ REPORT

To the Board of Directors
Ameritrade Holding Corporation
Omaha, Nebraska

We have examined management’s assertion, included in the accompanying Report of Management, that
Ameritrade Holding Corporation and its subsidiaries (collectively, the “Company”’) maintained effective
internal control over financial reporting for financial presentations in conformity with accounting principles
generally accepted in the United States of America, as of September 27, 2002 based on criteria for effective
control over financial reporting established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission (the COSO Report). The Company’s
management is responsible for maintaining effective internal control over financial reporting. Our responsibil-
ity is to express an opinion on management’s assertion based on our examination.

Our examination was conducted in accordance with attestation standards established by the American
Institute of Certified Public Accountants and, accordingly, included obtaining an understanding of the internal
control over financial reporting, testing, and evaluating the design and operating effectiveness of the internal
control and performing such other procedures as we considered necessary in the circumstances. We believe
that our examination provides a reasonable basis for our opinion.

Because of inherent limitations in any internal control, misstatements due to error or fraud may occur and
not be detected. Also, projections of any evaluation of the internal control over financial reporting to future
periods are subject to the risk that the internal control may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management’s assertion that the Company maintained effective internal control over
financial reporting for financial presentations in conformity with accounting principles generally accepted in
the United States of America, as of September 27, 2002, is fairly stated, in all material respects, based on
criteria established in the COSO Report.

/s/  DELOITTE & ToOUCHE LLP

Omaha, Nebraska
October 24, 2002
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INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
Ameritrade Holding Corporation and Subsidiaries
Omaha, Nebraska

We have audited the accompanying consolidated balance sheets of Ameritrade Holding Corporation and
its subsidiaries (collectively, the “Company”) as of September 27, 2002 and September 28, 2001, and the
related consolidated statements of operations, stockholders’ equity and cash flows for each of the three years in
the period ended September 27, 2002. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits 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. 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 audits provide a reasonable basis for our
opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of Ameritrade Holding Corporation and its subsidiaries as of September 27, 2002 and September 28,
2001, and the results of their operations and their cash flows for each of the three years in the period ended
September 27, 2002 in conformity with accounting principles generally accepted in the United States of
America.

/s/  DELOITTE & ToUucHE LLP

Omaha, Nebraska
October 24, 2002
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AMERITRADE HOLDING CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
As of September 27, 2002 and September 28, 2001

ASSETS
Cash and cash equivalents ............ ...
Cash and investments segregated in compliance with federal regulations . . ... ..
Receivable from brokers, dealers and clearing organizations .................

Receivable from clients and correspondents — net of allowance for doubtful
accounts: 2002 — $13.8 million; 2001 — $3.8 million .....................

Property and equipment — net of accumulated depreciation and amortization:
2002 — $51.6 million; 2001 — $34.4 million ............................
Goodwill .. ..
Acquired intangible assets — net of accumulated amortization: 2002 —
$1.8 million; 2001 — $0.1 million .......... ... it
Investments. ... ..o
Other @ssetS ...ttt

Total aSSEtS . . oottt

LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:

Payable to brokers, dealers and clearing organizations ....................
Payable to clients and correspondents . ........... ... ...
Accounts payable and accrued liabilities................ ... ... ... ......
Notes payable . . ... ...
Convertible subordinated notes. . ............ ... i i
Income taxes payable .......... ... ...
Deferred inCOME taXes . . ..o vvvttit ettt

Total liabilities .. ... ...

Commitments and contingencies
Stockholders’ equity:
Preferred Stock, 2002 — $.01 par value, 100,000,000 shares authorized;
2001 — $1 par value, 3,000,000 shares authorized; none issued...........
Common Stock, $0.01 par value:
Common Stock: 2002 — 650,000,000 shares authorized; 433,598,239 shares
ISSUCA . . ot
Class A: 2001 — 270,000,000 shares authorized; 198,922,132 shares issued . . .
Convertible Class B: 2001 — 18,000,000 shares authorized; 16,372,800
shares issued and outstanding .. ......... ... ... .. i
Total Common Stock . ... ... ..
Additional paid-in capital .. ........ ... ...
Accumulated deficit. . ... ... . .
Treasury stock: 2002 — 1,491,747 Common shares at cost; 2001 — 116,821
Class A Common shares at CoSt .. ............ it
Deferred compensation . .............o it
Accumulated other comprehensive income. . ............viiinenerninan...

Total stockholders’” equity . ... ...ttt
Total liabilities and stockholders’ equity ................ ... ... .......

See notes to consolidated financial statements.
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2002

2001

(In thousands,
except share amounts)

$ 198,398 $ 24,134
5,665,109 2,044,257
1,397,862 198,535
1,408,730 971,823

57,219 83,671
708,030 210,794
256,949 15,067

34,684 62,717

73,860 42,873

$9,800,841  $3,653,871

$1,917,482 $ 304,301
6,350,207 2,777,916

252,833 121,933
— 22,500
47,645 47,645
78,481 —
55,794 8,143
8,702,442 3282438
4,336 —
— 1,990
— 164
4,336 2,154
1,160,200 384,175
(78,470) (49,507)
(7,317) (1,746)
967 215
18,683 36,142
1,098,399 371,433
$9,800,841  $3,653,871




AMERITRADE HOLDING CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
For the Years Ended September 27, 2002, September 28, 2001 and September 29, 2000

2002 2001 2000

(In thousands,
except per share amounts)

Revenues:
Commissions and clearing fees ................. ... ... ... $252,526  $269,384  $389,742
Interest revenue. .. ...t 116,345 191,530 242819
Other .o 74,182 37,763 21,890
Total TEVENUES . . . .ot 443,053 498,677 654,451
Client interest EXPEeNSE . .. v oottt et ittt e 12,260 43,947 74,019
NEt TEVENUES . . . oottt et e e e e e e 430,793 454,730 580,432
Operating expenses:
Employee compensation and benefits . .......................... 133,897 144,820 144,883
CommuUNICAtIONS . . ..ottt et e 36,091 39,896 36,394
Occupancy and equipment COStS . . ... vvuuneinnen .. 55,294 60,523 45,249
Depreciation and amortization. .. ...t 27,945 36,033 21,624
Professional SEIviCes . ... ... ..ot 36,512 54,992 71,478
Interest on borrowings .............o i 5,110 11,067 16,412
Other .. 30,008 28,363 34,110
Total operating €XpPenses . ... ......uuuererneneneenenenennnn. 324,857 375,694 370,150
Operating margin .. ........oouniiiine .. 105,936 79,036 210,282
AdVeTtISING . . . et 61,047 134,770 225,820
Gain on sale of investment ................cc.iiiiiiiiii. — (9,692) —
Restructuring and asset impairment charges ....................... 63,406 38,268 4,726
Debt conversion €Xpense . ... .......ouiiniterer — 62,082 —
Loss before income taxes . .........ouuiiniiienn .. (18,517) (146,392)  (20,264)
Provision for (benefit from) income taxes......................... 10,446 (55,215) (6,638)
Nt 108S .« .ot $(28,963) $(91,177) $(13,626)
Basic and diluted net loss per share ................ ... ou... $ (0.13) $ (049) $ (0.08)
Weighted average shares outstanding . ............................ 227,327 185,830 175,025

See notes to consolidated financial statements.

34



"SJUQTUSIE]S [RIOUBUY PIJBPI[OSUOD O} SAJ0U 99S

€89°81 $ L96$ (L1€°L)$  (OL¥'8L)$  00T'091°1$ 9€€v$ — $ — § 66€860°1$ 90ICEY " e T00T ‘LT toquusydag ‘ooueleq
— th AWN@V — @mon~ _ _ Z WN@ i e i i e i i e COENMEOQEOO UthO%OQ
o o o _ Ommwhﬁ _ _ . Omw»ﬁ T %HT/EON HH.NOM hDﬂlOQ&OOum
— — 19 — 913 9 — — €16 619 "' J1youaq Xe} Surpnjour ‘pasioIoxd suondp
- — — - 89TTLL o’y (P91)  (T66°1)  THYVLL weLic SOLIEIpISqns Jo uonismboy
— (or) €Tl — S — — — 33 09 0 e 001G UOWWIO)) JO SIOUBNSS]
— — (0£8%) — — — — — (0£8%) (o1g°r) §001§ Uowwo)) jo saseyoInday
(ter'or) e ss0[ aaTsUayaIdwos [e10L
(6S¥°LT) - - - — — — — (6S¥°LT) — e SSO[ JUQWIISAUT PAZI[BAIUN JON
— - - AMQOAWNV — R — - AM@QnWNV R NIRRT mmoﬁ HOZ
Tr1°9¢ SIc (ovL1)  (LOS6F) SLI'V8E — ¥91 0661 €EVILE S6T’SIc 100T ‘8T 1oquiaidag ‘eoueeg
i WMN Amwﬁv - mwﬁ _ _ — mﬁN T i i it e COENmCDQEOO UD.HHD.%OQ
— — — — 01T — — € SOP'T SI¢E '+ Jgeueq Xe} Jurpnour ‘pasioroxe suondp
- - - - €87°601 - - Ly 0€5°601 6L9% UOISISATOD dj0U pajeuIpIoqng
- - - — 911%CT — — ove 9S¥ YT gee'ce SOLIBIPISQNS JO uonismboy
— - Y4 — LTI — — — 51 | B 3001S UOWWO)) JO SAOUBNSS]
— — (LsT'1) — — — — — (LsT'1) (¥8) }001S uoWwo)) Jo saseyoIndoy
(ogz’scy) e Sso[ aarsuayaIduwod [ejo],
(6S0°LET) — — — — — — — (6S0°LET) — e $SO[ TUQWI]SOAUI PAZI[BAIUN JON
I _ — Ahhﬁnﬁov I I I — Aﬁhﬁnﬁmv J R NN mwOﬁ HOZ
10T°€LT — (1€¢) 0L9'T¥ ¥98°LYy — ¥91 009°T 89149 9EV'9LT T 000¢ ‘6T tequioydog ‘ooueleq
- = j— - 61T — — 5 L61C IS¢ **1gouaq Xe} Jurpnpour ‘pasroroxe suondp
- - — — 09€°1¢C — — L1 LLETT OSLT o SaLIRIPISqNS JO uonismboy
- - I€ - 1€¢ - — — 9T [S) S 001§ UOWIWOY) JO SOUBNSS]
— — (692) — — — — — (692) (Lr)y e 001§ Uowwo)) jo saseyoIndoy
gc1r'oc e Qwooul 9AISuayaIdwod [e10],
Y9LEE - - - - - - - Y9L€E - ures JUQWIISOAUT PAZI[BAIUN 1N
— — — A@NGAMﬁv — - — - A@N@»Mﬂv R NIRRT mmoﬁ H@Z
LEV'6EL $ — 9 (¢6) $ 96T'SS$ 6L0YC $ — $ P9I $ 08ST$ €9¥0CC $  LevHLT 6661 ‘vC Joquaideg ‘douereqg
(spuesnoy) uy)
dwoduy uonesudduio) b RIUIN Oy rende) b RIUIN q ssep) Vv sse[) Lymby Surpue)sinQ
arsudydrdwo)) paiRpPq AInsear], paje[nunddy) ug-preq uowuwo)) g SIdPIOYYI0IS sareys
nyYO /sSunureyy [euonIppy [e10], uowruio))
pArenNuUINIIY paure)oy 1el10],

0002 ‘6T 1dquaydag pue 10T ‘8T 12quNddS ‘TOT ‘LT 19qWaYdaS papuy SIedX YY) 104
ALINOA SYAATOHIDOLS A0 SINANWALVLS AALVATTOSNOD

SHIAVIAISANS ANV NOLLVIOddO0D HNIA'TOH HAVILIIANY

35



AMERITRADE HOLDING CORPORATION AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended September 27, 2002, September 28, 2001 and September 29, 2000

2002 2001 2000
(In thousands)
Cash flows from operating activities:
Net 10SS .« .ot $(28,963) $ (91,177) $ (13,626)
Adjustments to reconcile net loss to net cash from operating
activities:
Depreciation and amortization. .. ....................... 26,170 29,245 19,987
Deferred income taxes . ........... ... ..., 6,125 (53,393) (10,782)
Loss on impairment and disposal of property ............. 63,809 16,581 4,174
Gain on sale of investment ............................ — (9,692) —
Amortization of intangible assets ....................... 1,775 6,788 1,637
Changes in operating assets and liabilities:
Cash and investments segregated in compliance with
federal regulations . .......... ... ... ... .. ... (896,204)  (1,828,301) 683,871
Receivable from brokers, dealers and clearing
OTZANIZATIONS . . .\ v vttt ettt (490,776) (134,371) 65,311
Receivable from clients and correspondents ............ 81,913 1,955,158 (1,400,179)
Refundable income taxes .. ............ ..., — 5,082 11,839
Other assets .. ..ot (8,764) 21,402 (5,871)
Payable to brokers, dealers and clearing organizations . . . . 692,781 (129,405) 48,746
Payable to clients and correspondents ................. 616,982 159,759 560,811
Accounts payable and accrued liabilities ............... 28,082 5,042 15,809
Income taxes payable ............... ... ... ... ...... (4,167) — —
Net cash flows from operating activities ............. 88,763 (47,282) (18,273)
Cash flows from investing activities:
Purchase of property and equipment ...................... (1,871) (23,929) (41,512)
Proceeds from sale of property and equipment .............. 692 4,967 —
Cash acquired (paid) in business combinations, net ......... 111,230 4,018 (5,995)
Proceeds from sale of investment ......................... — 16,359 —
Purchase of investments............... ... ... .. .. ... ... — (176) (6,936)
Net cash flows from investing activities . ............. 110,051 1,239 (54,443)
Cash flows from financing activities:
Proceeds from notes payable ............................. — 74,900 160,000
Principal payments on notes payable ...................... (22,500) (127,400) (85,000)
Proceeds from exercise of stock options and other ........... 2,692 1,431 531
Repurchase of Common Stock ........................... (4,830) (1,257) (269)
Issuance of Common Stock............. ... ... ... ... .... 88 152 262
Net cash flows from financing activities.............. (24,550) (52,174) 75,524
Net increase (decrease) in cash and cash equivalents .......... 174,264 (98,217) 2,808
Cash and cash equivalents at beginning of period.............. 24,134 122,351 119,543
Cash and cash equivalents at end of period................... $198,398 $ 24134 $ 122,351
Supplemental cash flow information:
Interest paid. .. ... ... ... $ 16,623 $ 62455 $ 101,793
Income taxes paid (refunds received) ..................... $ 8,489 §$ (6,904) $ (9,361)
Noncash investing and financing activities:
Tax benefit on exercise of stock options. ................... $ 654 § 974 $ 1,666
Issuance of Common Stock in acquisition of subsidiaries . .. .. $770,112 § 224456 $ 21,377
Conversion of convertible notes to Class A Common Stock ... $ — $ 152,355 § —
Deferred income taxes on debt conversion.................. $ — $ (42825 $ —

See notes to consolidated financial statements.
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AMERITRADE HOLDING CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Years Ended September 27, 2002, September 28, 2001 and September 29, 2000
(Columnar amounts in thousands, except per share amounts)

1. Nature of Operations and Summary of Significant Accounting Policies

Basis of Presentation — The consolidated financial statements include the accounts of Ameritrade
Holding Corporation, a Delaware corporation (formerly Arrow Stock Holding Corporation), and its wholly
owned subsidiaries (collectively, the “Company”). Intercompany balances and transactions have been
eliminated.

The Company reports on a fifty-two/fifty-three week year. Each fiscal year ends on the last Friday of the
month of September. Fiscal years 2002 and 2001 were each fifty-two week years. Fiscal year 2000 was a fifty-
three week year.

Nature of Operations — The Company provides securities brokerage services through its broker-dealer
subsidiaries. The Company also provides trading execution and clearing services for its own broker-dealer
operations and for unaffiliated broker-dealers through its subsidiaries, Ameritrade, Inc. and iClearing LLC
(“iClearing”). The Company’s broker-dealer subsidiaries are subject to regulation by the Securities and
Exchange Commission (“SEC”), the National Association of Securities Dealers, Inc. and the various
exchanges in which they maintain membership.

Capital Stock — Prior to September 9, 2002, the authorized capital stock of the Company consisted of
Class A Common Stock, Class B Common Stock and Preferred Stock. Each share of Class A and Class B
Common Stock was entitled to one vote on all matters, except that the Class B Common Stock was entitled to
elect a majority of the directors of the Company and the Class A Common Stock was entitled to elect the
remainder of the directors. Each class of Common Stock was equally entitled to dividends if, as and when
declared by the Board of Directors. Shares of Class A Common Stock were not convertible, while each share
of Class B Common Stock was convertible into one share of Class A Common Stock at the option of the
Class B holder or upon the occurrence of certain events. Effective September 9, 2002, the authorized capital
stock of the Company consists of a single class of Common Stock and one or more series of Preferred Stock as
may be authorized for issuance by the Company’s Board of Directors.

Voting, dividend, conversion and liquidation rights of the Preferred Stock would be established by the
Board of Directors upon issuance of such Preferred Stock.

Use of Estimates — The preparation of consolidated 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 amount of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the consolidated financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from those estimates.

Securities Transactions — Client securities transactions are recorded on a settlement date basis with such
transactions generally settling three business days after the trade date. Revenues and expenses related to
securities transactions, including revenues from execution agents, are recorded on a trade date basis. Securities
owned by clients, including those that collateralize margin or similar transactions, are not reflected in the
accompanying consolidated financial statements.

Depreciation and Amortization — Depreciation is provided on a straight-line basis using estimated useful
service lives of three to seven years. Leasehold improvements are amortized over the lesser of the economic
useful life of the improvement or the term of the lease. Acquired intangible assets are amortized on a straight-
line basis over their estimated useful lives, ranging from one to 23 years.

Long-Lived Assets — The Company adopted Statement of Financial Accounting Standards (“SFAS”)
No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets, effective September 29, 2001. The
Company reviews its long-lived assets for impairment whenever events or changes in circumstances indicate
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that the carrying amount of such asset may not be recoverable. The Company evaluates recoverability by
comparing the undiscounted cash flows associated with the asset to the asset’s carrying amount. Long-lived
assets classified as “held for sale” (see Note 2) are reported at the lesser of carrying amount or fair value less
cost to sell.

Cash and Cash Equivalents — The Company considers temporary, highly liquid investments with an
original maturity of three months or less to be cash equivalents, except for amounts required to be segregated
in compliance with federal regulations.

Segregated Cash and Investments — Cash and investments, consisting primarily of U.S. Treasury Bills
and repurchase agreements, at the Company’s clearing subsidiaries of $5.7 billion and $2.0 billion as of
September 27, 2002 and September 28, 2001, respectively, have been segregated in special reserve bank
accounts for the benefit of clients under Rule 15¢3-3 of the Securities Exchange Act of 1934 and other
regulations.

Fair Value of Financial Instruments — The Company considers the amounts presented for financial
instruments on the consolidated balance sheets, except for the convertible subordinated notes, to be reasonable
estimates of fair value based on maturity dates and repricing characteristics. The estimated fair value of the
convertible subordinated notes was approximately $37.8 and $31.1 million at September 27, 2002 and
September 28, 2001, respectively. The Company has determined the estimated fair value of the notes using
available market information.

Goodwill and Acquired Intangible Assets — The Company has recorded goodwill for purchase business
combinations to the extent the purchase price of each acquisition exceeded the net identifiable assets of the
acquired company. The Company adopted SFAS No. 142, Goodwill and Other Intangible Assets, on
September 29, 2001. The Company completed its transitional impairment test of goodwill under SFAS
No. 142 during the Company’s second fiscal quarter of 2002. In performing the transitional impairment test,
the Company utilized quoted market prices of the Company’s Class A Common Stock to estimate the fair
value of the Company as a whole. The estimated fair value was then allocated to the Company’s reporting
units based on operating revenues, and was compared with the carrying value of the reporting units. No
impairment charges resulted from the transitional impairment test.

Investments — Investments are accounted for under the equity method when the Company has the
ability to exercise significant influence over the investee’s operating and financial policies. The cost method is
used for investments that do not meet equity method criteria. Declines in fair value of cost method
investments that are considered other than temporary are accounted for as realized losses. The Company’s
investments in marketable equity securities are carried at fair value and are designated as available-for-sale.
Unrealized gains and losses, net of deferred income taxes, are reflected as accumulated other comprehensive
income. Realized gains and losses are determined on the specific identification method and are reflected in the
statements of operations.

Software Development — Software development costs are capitalized and included in property and
equipment at the point technological feasibility has been established until beta testing is complete. Once the
product is fully functional, such costs are amortized in accordance with the Company’s normal accounting
policies. Software development costs incurred in the development and enhancement of software used in
connection with services provided by the Company that do not meet capitalization criteria are expensed as
incurred.

Deferred Compensation — Company Common Stock held in a rabbi trust pursuant to a Company
deferred compensation plan is recorded at the fair value of the stock at the time it is transferred to the rabbi
trust and is classified as treasury stock. The corresponding deferred compensation liability is recorded as a
component of stockholders’ equity at the current fair value of the Common Stock.
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Adbvertising — The Company expenses advertising costs as they are incurred.

Income Taxes — The Company files a consolidated income tax return with its subsidiaries on a calendar
year basis. Deferred tax liabilities and assets are determined based on the differences between the financial
statement carrying amounts and tax bases of assets and liabilities using enacted tax rates.

Earnings (Loss) Per Share — Basic earnings (loss) per share (“EPS”) is computed by dividing net
income (loss) by the weighted average common shares outstanding for the period. Diluted EPS reflects the
potential dilution that could occur if securities or other contracts to issue Common Stock were exercised or
converted into Common Stock, except when such assumed exercise or conversion would have an antidilutive
effect on EPS. Because the Company reported a net loss in fiscal years 2002, 2001 and 2000, the calculation of
diluted loss per share for those years does not include potential common shares resulting from stock options, as
they are antidilutive, resulting in a reduction of loss per share. In addition, the convertible subordinated notes
are not included in the diluted EPS calculations because the effect would also be antidilutive.

Stock Based Compensation — As permitted by SFAS No. 123, Accounting for Stock Based Compensa-
tion, the Company accounts for its stock-based compensation on the intrinsic-value method in accordance
with Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, and related
interpretations. The Company provides pro forma disclosures of net income (loss) and earnings (loss) per
share as required under SFAS No. 123.

Comprehensive Income (Loss) — Comprehensive income (loss) for all periods presented consists of net
income (loss) and unrealized gains (losses) on securities available-for-sale, net of related income taxes. These
results are incorporated into the consolidated statements of stockholders’ equity.

Derivatives and Hedging Activities — The Company adopted SFAS No. 133, Accounting for Derivative
Instruments and Hedging Activities, as amended by SFAS No. 137 and SFAS No. 138, on September 30,
2000. There was no impact to the consolidated financial statements as a result of adopting this standard. In
fiscal 2001, the Company entered into an equity index swap arrangement with a notional amount of
approximately $15.6 million for the purpose of hedging its obligation under its deferred compensation plan for
its Chief Executive Officer. This arrangement is accounted for as a cash flow hedge in accordance with SFAS
No. 133. Unrealized gains or losses on the swap arrangement are treated as an adjustment to employee
compensation and benefits expense in the statements of operations, offsetting changes to the related deferred
compensation liability, which is included in accounts payable and accrued liabilities in the balance sheets. As
of September 27, 2002, approximately 4.1 million shares of the Company’s Knight Trading Group, Inc.
(“Knight”) (see Note 5) common stock were pledged or subject to pledge as collateral under the equity index
swap arrangement.

Related Party Loans — Certain Company directors and employees maintain margin accounts with the
Company’s clearing subsidiaries. The Company had margin loans, secured primarily by Company Common
Stock, to Company directors and employees totaling $31.5 million and $21.7 million as of September 27, 2002
and September 28, 2001, respectively. These loans are made in the ordinary course of the Company’s business
on terms no more favorable than those available on comparable transactions with other parties.

Reclassifications — Certain items in prior years’ consolidated financial statements have been reclassified
to conform to the current year presentation.
Recently Issued Accounting Pronouncements

SFAS No. 143 — In June 2001, the Financial Accounting Standards Board (“FASB”) issued SFAS
No. 143, Accounting for Asset Retirement Obligations. SFAS No. 143 addresses financial accounting and
reporting for obligations associated with the retirement of tangible long-lived assets and the associated asset
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retirement costs and is effective for fiscal years beginning after June 15, 2002. Management does not expect
the impact of SFAS No. 143 to be material to the Company’s consolidated financial statements.

SFAS No. 146 — In June 2002, the FASB issued SFAS No. 146, Accounting for Costs Associated with
Exit or Disposal Activities. SFAS No. 146 is effective for exit or disposal activities that are initiated after
December 31, 2002 and requires that a liability for a cost associated with an exit or disposal activity be
recognized when the liability is incurred, rather than at the date of commitment to an exit plan.

2. Business Combinations, Goodwill and Acquired Intangible Assets

On September 9, 2002, the merger of Ameritrade Online Holdings Corp. (“AOH”) (formerly
Ameritrade Holding Corporation), a Delaware corporation, and Datek Online Holdings Corp. (“Datek™), a
Delaware corporation, was completed. The merger was accomplished through corporate reorganizations
whereby AOH became a wholly owned subsidiary of the Company, then Datek was acquired and became a
wholly owned subsidiary of the Company. Pursuant to the terms of the merger agreement, each share of
Common Stock of AOH was automatically converted into one share of Common Stock of the Company, and
the stockholders of Datek in the aggregate received 216,341,375 shares of Common Stock of the Company
and approximately $235 million in cash of Datek, which was distributed concurrently with the closing of the
merger.

AOH’s Board of Directors considered various factors in approving the Datek merger and the merger
agreement, including anticipated synergies from the merger, increased market liquidity expected to result from
the issuance of a single class of common stock to AOH and Datek stockholders, the strategic fit between AOH
and Datek and the complementary nature of their client bases, including increased access to the active trader
segment of the market and the opportunity of AOH’s stockholders to become stockholders of a company with
greater financial and market strength than AOH on its own.

Pursuant to SFAS No. 141, Business Combinations, one of the existing combining entities is determined
to be the acquiring entity on the basis of the evidence available. AOH was determined to be the acquiring
entity based on the following facts: (1) the holders of AOH Common Stock received a slightly larger portion
of the voting rights of the Company because of payments in lieu of fractional shares to Datek stockholders,
(2) AOH’s Chairman, members of his family and related trusts, who in the aggregate held a majority voting
interest in AOH, now in the aggregate hold the largest voting interest in the Company and (3) the senior
management of the Company consists primarily of the senior management of AOH, including AOH’s
Chairman, Chief Executive Officer and Chief Financial Officer, who now serve in the same positions for the
Company.

The purchase price for Datek was comprised of the following:

Common Stock issued, net of registration Costs . ...............viiiiineenon.. $ 754,204
Cash acquired . ... ... (133,819)
ACQUISTHION COSES .+ . o vttt et e e e e e e e e 16,134
Exit and involuntary termination COstS .. ... ...ttt 47,287
Fair value of stock options granted to employees of acquired company ............ 25,933
Intrinsic value of stock appreciation rights granted to employees of acquired
COMIPAILY & & v et et et e e e e et e e e e e e e e e e e e e e e e e e e e 3,971

Total PUTChaSE PIiCE . ..\ vttt ettt e ettt e e e ettt $ 713,710
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The preliminary purchase price allocation for Datek is summarized as follows:

Cash and investments segregated in compliance with federal regulations......... $ 2,724,648
Receivable from brokers, dealers and clearing organizations ................... 708,551
Receivable from clients and correspondents, net ............................. 518,820
Property and equipment, net. .. .......... .ttt e 11,526
GoodWill .« ..o 541,688
Acquired intangible assets, net .. .......... .. 243,655
InvesStmentS . . . .o e 1,066
Other ASSEtS . o\ttt e 23,991
Total assets acquired . ...... ...ttt 4,773,945
Payable to brokers, dealers and clearing organizations ........................ (920,400)
Payable to clients and correspondents . .............. i (2,955,309)
Accounts payable and accrued liabilities. ............. ... ... . i (60,486)
Income taxes payable ......... ... i (83,302)
Deferred income taxes. .. ....oo ittt (53,582)
Total liabilities assumed . ......... ... i (4,073,079)
Net assets acquired . ... ..ottt e 700,866
Stockholder 10ans . . ... ... 12,844
Total purchase price allocated ........... ... ..., $ 713,710

None of the goodwill associated with the Datek acquisition is expected to be deductible for income tax
purposes. The purchase price allocation is preliminary due to estimates included in the purchase price for exit
and involuntary termination costs. Differences between these estimates and actual results may result in
adjustments to the purchase price allocation. Exit and involuntary termination costs consist primarily of
severance and other involuntary termination costs for approximately 900 Datek employees and costs
associated with closing Datek facilities in New Jersey and New York. Amounts assigned to acquired
intangible assets and their amortization periods were based on an independent valuation.

The following table summarizes the major classes of Datek acquired intangible assets and the respective
amortization periods:

Amortization

Amount Period (Years)
Client relationships . ...........o it $231,087 23
Noncompete agreements ... ....v vttt 7,583 1
Contract — Watcher Technologies. .. ........ ... ... ..., 4,985 None

$243,655

The weighted average amortization period of the acquired intangible assets subject to amortization is
22 years. Watcher Technologies LLC (“Watcher”) is a wholly owned subsidiary of Datek that develops high-
speed, direct access trading systems for active traders. The acquired intangible asset associated with Watcher
is not subject to amortization because the Company intends to sell Watcher.

On September 6, 2001, the Company acquired all of the shares of common stock of National Discount
Brokers Corporation (“NDB”), a New York corporation, and all of the outstanding subordinated promissory
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notes issued by NDB to its former parent. In connection with the acquisition, the Company paid aggregate
consideration of $154 million, consisting of $20,000 in cash and 26,027,282 shares of the Company’s Class A
Common Stock. The number of shares of Common Stock was determined based on the average closing stock
price of the Class A Common Stock on the Nasdaq National Market for the ten consecutive trading days
ending on the business day prior to the closing date.

On April 2, 2001, the Company acquired TradeCast Inc. (“TradeCast”), a Delaware corporation, and all
of the ownership interests in TradeCast Investments Ltd. (“TradeCast Ltd.”), a Texas limited partnership.
TradeCast Ltd., through its subsidiaries, is a leading provider of direct access trade execution and software
designed for the active trader. In connection with the acquisition, the Company issued 7,500,000 shares of its
Class A Common Stock in exchange for the outstanding shares of TradeCast common stock and the
ownership interests of TradeCast Ltd., including 375,000 shares which were held in escrow pursuant to the
indemnification provisions of the transaction documents. The Company also issued an additional 712,500
shares of its Class A Common Stock in connection with the acquisition which were held in escrow to be
released based on the earn-out provisions of the transaction documents. Effective April 3, 2002, the Company
released all 375,000 of the indemnity shares and 26,838 of the earn-out shares, which were recorded at an
aggregate value of $3.6 million based on the average market price of approximately $8.95 per share at the time
the TradeCast acquisition was announced. The remaining 685,662 earn-out shares held in escrow were not
earned by the sellers and were cancelled.

The following unaudited pro forma financial information sets forth the results of operations of the
Company as if the Datek merger had occurred on September 30, 2000 and the acquisitions of TradeCast and
NDB had occurred on September 25, 1999. The pro forma results for periods prior to the acquisition dates do
not reflect any potential operating cost savings that may result from the consolidation of operations of the
Company with the acquired companies and are not necessarily indicative of the results of future operations.

Pro forma financial information (unaudited) for the fiscal years ended:

2002 2001 2000
NEt TEVENUES . . o v oot ettt e e e e e e $744,085  $917,983  $695,140
Net income (10SS) . ...t $ 8791  $(88,083) $(27,863)
Basic and diluted earnings (loss) per share................ $ 002 $ (0.20) $ (0.13)

On May 25, 2000, the Company issued 267,000 shares of its Class A Common Stock to the stockholders
of Ten Bagger, the corporation that developed the stock analysis tool, the BigEasy Investor™, in connection
with the acquisition by the Company of all the issued and outstanding shares of common stock of Ten Bagger.
On December 1, 2000, May 25, 2001 and December 5, 2001, the Company issued 316,818 shares, 468,686
shares and 599,264 shares, respectively, of its Class A Common Stock, which represent the three post-closing
payments required under the purchase agreement during the 18-month period following the acquisition date.
The fair value of the Common Stock issued on December 1, 2000, May 25, 2001 and December 5, 2001 was
approximately $2.7 million, $3.6 million and $3.6 million, respectively.

On July 21, 2000, the Company acquired Financial Passport, Inc., an Internet-based provider of financial
planning services and an online marketplace for a wide range of financial products and services. Under the
terms of the merger agreement, the Company issued 1,482,548 shares of its Class A Common Stock (and paid
cash of $136,921 in lieu of small stockholders and fractional shares) in exchange for the outstanding shares of
Financial Passport, Inc. common stock.
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The following table summarizes changes in the carrying amount of goodwill by operating segment for the
fiscal year ended September 27, 2002:

Private Institutional
Client Client Total
Balance as of September 28, 2001 ...................... $205,474 $ 5,320 $210,794
Reclassification of intangible assets that do not meet the
criteria for recognition apart from goodwill ........... 1,668 201 1,869
Goodwill acquired during period . ..................... 548,398 451 548,849
TradeCast impairment (see Note 6) .................. (47,599) (5,883) (53,482)
Balance as of September 27, 2002 ...................... $707,941 $ 89 $708,030

In accordance with SFAS No. 142, the Company discontinued goodwill amortization effective Septem-
ber 29, 2001. The following table presents pro forma financial information assuming that amortization expense
associated with goodwill was excluded for the periods indicated:

2002 2001 2000

Net loss:

Net loss, as reported . . ...t $(28,963) $(91,177) $(13,626)
Goodwill amortization ...............c.coiiirininiianan.. — 6,626 1,634
Tax benefit of goodwill amortization ..................... — (338) (144)
Adjusted Nt 10SS . .« .o\t $(28,963) $(84,889) $(12,136)
Basic and diluted loss per share:

Net loss per share, as reported .......................... $ (0.13) $ (0.49) $ (0.08)
Adjusted net loss per share ............................. $ (0.13) $ (0.46) $ (0.07)

Amortization expense on acquired intangible assets was $1.8 million for fiscal 2002. The Company
estimates amortization expense on acquired intangible assets will be $18.0 million for fiscal 2003 and
$10.8 million for each of the four succeeding fiscal years.
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3. Receivable from and Payable to Brokers, Dealers and Clearing Organizations

Amounts receivable from and payable to brokers, dealers and clearing organizations consist of the
following as of the fiscal years ended:

2002 2001

Receivable:

Deposits paid for securities borrowed ............................ $1,353,118  $140,980

Clearing organizations ... .............ouueuneineeneennennenn.n 43,438 39,435

Securities failed to deliver . ....... ... .. ... .. .. .. . 1,306 18,120

Total . oo $1,397,862  $198,535

Payable:

Deposits received for securities loaned .. ......................... $1,869,933  $275,734

Clearing organizations . ...............ouueuneineennennennenn.n 44243 5,254

Securities failed tO receiVe . ... ..ot 3,306 23,313

Total . oo $1,917,482  $304,301
4. Property and Equipment
Property and equipment consists of the following as of the fiscal years ended:
2002 2001
Land and buildings ......... ... .. $ 14,152 $ 14,020
Leasehold improvements . .. ......couut i 15,146 15,692
SOftWare . .o 47,797 49,868
Computer EqUIPIMENT . . .. vttt ettt e e e 16,899 17,102
Other equipment, furniture and fixtures ............... ... ... ..... 14,867 21,344
108,861 118,026

Less accumulated depreciation and amortization . ..................... (51,642)  (34,355)
Property and equipment — net................ ... . .o $ 57,219 $ 83,671

5. Investments

Knight Trading Group, Inc. — The Company owns approximately 7.9 million shares of Knight,
representing approximately seven percent of Knight’s outstanding common shares as of September 27, 2002.
The Company accounts for its investment in Knight as a marketable equity security available-for-sale. On
September 27, 2002 and September 28, 2001, the Company’s investment in Knight was valued at
$31.9 million and $61.0 million, respectively. The Company’s cost basis is $0.7 million, therefore the gross
unrealized gain was $31.2 million and $60.3 million at September 27, 2002 and September 28, 2001,
respectively. As of September 27, 2002, the Company had pledged approximately 4.1 million shares of Knight
as collateral under an equity index swap arrangement related to the Company’s deferred compensation plan for
its Chief Executive Officer.

Comprehensive Software Systems, Inc. (“CSS”) — As of September 27, 2002 and September 28, 2001,
the Company owned approximately seven percent of CSS, a joint venture formed for the purpose of
developing software for securities broker-dealers, banks and other financial institutions. The Company
accounts for its investment in CSS under the cost method.
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Adirondack Trading Partners, LLC (“Adirondack’) — As of September 27, 2002 and September 28,
2001, the Company owned a minority interest in Adirondack, a development-stage company formed to trade
listed equity and index options. The Company accounts for its investment in Adirondack under the cost
method.

Epoch Partners, Inc. (“Epoch”) — Prior to July 19, 2001, the Company owned approximately 10 percent
of the preferred stock of Epoch, a privately held investment bank that acts as an underwriter on initial public
offerings and secondary offerings of securities with a focus on distributing these shares to retail, online
investors. The Company accounted for its ownership in Epoch under the cost method. On July 19, 2001, the
Company completed the sale of its investment in Epoch for approximately $16.4 million in cash. The
Company recorded a gain on the sale of the Epoch investment of approximately $9.7 million during fiscal
2001.

6. Restructuring and Asset Impairment Charges

On September 9, 2002, the Company announced plans to sell its TradeCast subsidiaries, which provide
direct access trade execution and software designed for active traders, due to redundancies with Datek’s
technology. An impairment loss of $63.4 million was recorded during fiscal 2002 to reflect the amount by
which the carrying value of the TradeCast subsidiaries, including goodwill, exceeded its estimated fair value.
The impairment loss consisted of $53.5 million of goodwill and $9.9 million of property and equipment. The
Company has not classified the TradeCast business as “held for sale” pursuant to SFAS No. 144 because, as
of September 27, 2002, a sale was not considered probable within one year.

During the first six months of fiscal 2001, due to unfavorable market and economic conditions, the
Company terminated approximately 450 employees, primarily at its Omaha, Nebraska and Fort Worth, Texas
call centers, and consolidated office space in certain facilities. On June 27, 2001, the Company announced a
reorganization of its corporate and management structure (see Note 14). In connection with the reorganiza-
tion, a comprehensive facilities consolidation began and approximately 30 additional employees were
terminated. Offices in Fort Worth, Texas; Omaha, Nebraska; Baltimore, Maryland; and Purchase, New York
were affected by the consolidation. The following is a summary of restructuring charges related to the facilities
consolidation and staff reductions during fiscal 2001:

Employee compensation and benefits:

Severance pay and benefits ......... ... ... . $ 2,836
Occupancy and equipment costs:

Non-cancelable lease costs, net of estimated sublease income ................... 12,926
Professional services:

Estimated tenant improvement, commission and other costs on subleases ......... 2,430
Other:

Losses on impairment and abandonment of property and equipment .............. 15,581

Losses on impairment of leasehold improvements related to non-cancelable leases . . 4,113

Losses on impairment of prepaid assets .. ............iitiineneinean... 382
Total restructuring charges .. ... ... ... ottt $38,268
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The following is a summary of the activity in the Company’s restructuring and acquisition exit liabilities:

Employee Occupancy and Professional
Compensation Equipment Services Other Total
Restructuring liabilities:
Fiscal 2001 activity:

Restructuring charges. . ... $ 2,836 $12,926 $2,430 $ 20,076 $ 38,268

Utilized ................ (1,861) (1,603) — (15,837)  (19,301)
Balance, September 28, 2001 975 11,323 2,430 4,239 18,967
Fiscal 2002 activity:

Utilized ................ (975) (5,604) (595) (439) (7,613)
Balance, September 27, 2002 $ — $ 5,719 $1,835 $ 3,800 $ 11,354
NDB exit liabilities:

Fiscal 2001 activity:

Exit costs incurred . ...... $ 6,399 $ 1,366 $§ — $ 3,720 $ 11,485

Utilized ................ — (202) — (159) (361)
Balance, September 28, 2001 6,399 1,164 — 3,561 11,124
Fiscal 2002 activity:

Utilized ................ (6,399) (1,164) — (3,561)  (11,124)
Balance, September 27, 2002 A A § — $ — 3 —
Datek exit liabilities:

Fiscal 2002 activity:

Exit costs incurred . ...... $27,663 $14,128 $ — $ 5496 $ 47,287

Utilized ................ (2,044) — — (389) (2,433)
Balance, September 27, 2002 $25,619 $14,128 $§ — $ 5,107 $ 44,854

The Company expects to utilize the remaining restructuring liabilities over the respective lease periods
through fiscal 2005. Most Datek employee compensation and other costs are expected to be paid in fiscal 2003,
with any remaining amounts paid in fiscal 2004. Remaining Datek occupancy and equipment exit liabilities
are expected to be utilized over the respective lease periods through fiscal 2011.

The Company recorded impairment charges of approximately $4.7 million during fiscal 2000 related to
specific software applications discontinued.

7. Notes Payable

On December 28, 2001, the Company entered into an amended and restated revolving credit agreement.
The revolving credit agreement permits borrowings of up to $20 million through December 27, 2002, and is
secured primarily by the Company’s stock in its subsidiaries. The interest rate on borrowings, determined on a
monthly basis, is equal to the greater of (i) the national prime rate or (ii) 90-day LIBOR plus 2.5 percent,
subject to a minimum rate of 5.0 percent. At September 27, 2002, the interest rate on the revolving credit
agreement would have been 5.0 percent. The Company also pays a maintenance fee of 0.375 percent of the
unused borrowings through the maturity date. The Company had no outstanding indebtedness under the
revolving credit agreement at September 27, 2002 and $22.5 million of outstanding indebtedness under the
prior revolving credit agreement at September 28, 2001. The revolving credit agreement contains certain
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covenants and restrictions, including a minimum net worth requirement, and prohibits the payment of cash
dividends. The Company was in compliance with or has obtained waivers for all covenants under the revolving
agreement for all periods presented in the consolidated financial statements.

Ameritrade, Inc. and iClearing, wholly owned subsidiaries of the Company which act as securities
clearing firms, have access to credit facilities with financial institutions of up to $245 million. The financial
institutions may make loans under line of credit arrangements or, in some cases, issue letters of credit under
these facilities. Letters of credit in the amount of $40 million and $105 million as of September 27, 2002 and
September 28, 2001, respectively, have been issued on behalf of the Company by several financial institutions
and reduce the amount available under these credit facilities. The letters of credit, which are for the benefit of
a securities clearinghouse, have been issued for the contingent purpose of financing and supporting margin
requirements. As of September 27, 2002, no amounts were outstanding under line of credit arrangements and
approximately $205 million was available to the Company for either loans or, in some cases, letters of credit.
The Company is generally required to pledge client securities to secure outstanding obligations under these
credit facilities.

8. Convertible Subordinated Notes

In August 1999, the Company issued $200 million of 5.75 percent convertible subordinated notes due
August 1, 2004. The notes were convertible into 6,142,740 shares of Class A Common Stock. The holders of
the notes may convert the notes into shares of Common Stock at any time prior to the close of business on the
maturity date of the notes, August 1, 2004, unless previously redeemed or repurchased, at a conversion rate of
30.7137 shares per $1,000 principal amount of notes (equivalent to an approximate conversion price of $32.56
per share), subject to adjustment in certain circumstances. Interest on the notes is payable on February 1 and
August 1 of each year. The notes were not subject to redemption prior to August 6, 2002, and the Company
may, at its option, redeem the notes on or after such date, in whole or in part, upon not less than 30 days or
more than 60 days prior notice to each holder.

In February 2001, $152.4 million of the Company’s convertible subordinated notes were converted for
approximately 4.7 million shares of Class A Common Stock and $58.7 million of cash. Including $3.4 million
of deferred note origination costs written off, this resulted in debt conversion expense of $62.1 million and an
increase in stockholders’ equity of $71.7 million (net of income taxes) during fiscal 2001. As of September 27,
2002 and September 28, 2001, the Company had approximately $47.6 million of the 5.75 percent convertible
subordinated notes outstanding. These notes are convertible into approximately 1.5 million shares of Common
Stock.
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9. Income Taxes

Provision for (benefit from) income taxes is comprised of the following for fiscal years ended:

2002 2001 2000
Current expense (benefit):
Federal ... .. . $ 4286 $ (2,151) $ 4,144
Sate . ot 35 329 —

4,321 (1,822) 4,144

Deferred expense (benefit):

Federal .. ... ... .. 4,152 (46,238) (9,974)
St .« ot 1,973 (7,155) (808)
6,125 (53,393)  (10,782)

Provision for (benefit from) income taxes.................. $10,446  $(55,215) $ (6,638)

A reconciliation of the federal statutory tax rate to the effective tax rate applicable to income (loss)
before provision for (benefit from) income taxes follows for the fiscal years ended:

2002 2001 2000

Federal statutory rate .. ... ...ttt (35)% (35)% (35)%
State taxes, net of federal tax effect.............. ... ... .. ... ......... 7 (5) 3)
Goodwill impairment charge ........... ... 80 — —
Amortization of goodwill .. ... ... ... ... .. .. — 1 2
Other ... ... 4 1 3
_56%  (38)% (33)%
Deferred tax assets (liabilities) are comprised of the following as of the fiscal years ended:
2002 2001

Deferred tax assets:

Accrued liabilities ... ... . $ 33,448 $ 15,745

State incentive credits and operating loss carryforwards .............. 7,382 8,546

Other deferred tax assetS. .. ...ttt 4,462 2,388

Total deferred tax assets . ........... .. 45,292 26,679

Deferred tax liabilities:

Depreciation and amortization, net ..................iiiieiaa... (78,842) (503)

Unrealized investment gain. ..............c.uininirnrninennnnen.. (12,455)  (24,095)

Prepaid eXpenses ... ... (4,523) (5,990)

Total deferred tax liabilities ............. ... ... ... (95,820)  (30,588)

Less: Valuation allowance .. ...........oiuiiniinin e, (5,266) (4,234)
Net deferred tax liabilities ........... ... . ... ... $(55,794) $ (8,143)

A valuation allowance has been provided against certain state incentive credit and state net operating loss
carryforwards because realization of these amounts is dependent on generating sufficient state taxable income
in future periods. At the present time, realization of these amounts is not considered more likely than not. At
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September 27, 2002, state incentive credit carryforwards totaled approximately $10.1 million. Of this amount,
approximately $6.0 million expire December 31, 2007 and $4.1 million expire December 31, 2014. At
September 27, 2002, state net operating loss carryforwards totaled approximately $10.9 million and expire
beginning December 31, 2004. Additionally, the Company has approximately $4.1 million of federal net
operating loss carryforwards, which expire beginning December 31, 2018 and are subject to annual limitations
on utilization in future periods.

10. Net Capital

The Company’s broker-dealer subsidiaries are subject to the SEC Uniform Net Capital Rule
(Rule 15¢3-1 under the Securities Exchange Act of 1934), which requires the maintenance of minimum net
capital, as defined. Net capital and the related net capital requirement may fluctuate on a daily basis.

The Company’s broker-dealer subsidiaries had net capital, in the aggregate, of $183.2 million and
$60.2 million as of September 27, 2002 and September 28, 2001, respectively, which exceeded aggregate
minimum net capital requirements by $150.3 million and $38.8 million, respectively. Subsidiary net capital in
the amount of $32.9 million and $21.4 million as of September 27, 2002 and September 28, 2001, respectively,
was not available for transfer to the Company.

11. Stock Option and Incentive Plans

The Company has four stock incentive plans. The Ameritrade Holding Corporation 1996 Long-Term
Incentive Plan (the “Long-Term Incentive Plan”) and the 1996 Directors Incentive Plan (the “Directors
Plan”) were established by the Company. The Datek Online Holdings Corp. 1998 Stock Option Plan (the
“Datek 1998 Plan”) and 2001 Stock Incentive Plan (the “Datek 2001 Plan) were established by Datek and
amended and restated by the Company effective September 9, 2002 in connection with the Datek merger.

The Long-Term Incentive Plan authorizes the award of options to purchase Common Stock, Common
Stock appreciation rights, shares of Common Stock and performance units. The Long-Term Incentive Plan
reserves 20,000,000 shares of the Company’s Common Stock for issuance to eligible employees. The Directors
Plan authorizes the award of options to purchase Common Stock and shares of Common Stock. The Directors
Plan reserves 960,000 shares of the Company’s Common Stock for issuance to non-employee directors.
Options are generally granted by the Company at not less than the fair market value at grant date, vest over a
one to four year period, and expire 10 years after the grant date.

The Datek 1998 Plan and Datek 2001 Plan authorize the award of options to purchase Common Stock.
The Datek 1998 Plan reserves 35,502,818 shares of the Company’s Common Stock for issuance to employees
or consultants of the Company; non-employee directors of the Company; or employees of a corporation or
other business enterprise which has been acquired by the Company, who hold options to purchase the acquired
company’s stock, if the Company has agreed to assume those options. The Datek 2001 Plan reserves
15,976,268 shares of the Company’s Common Stock for issuance to directors or non-voting observers to the
Board of Directors, officers and employees of the Company. In connection with the Datek merger, on
September 9, 2002 the Company granted 14,179,898 replacement options pursuant to the Datek 1998 Plan,
9,618,010 replacement options pursuant to the Datek 2001 Plan and 1,399,873 replacement options pursuant
to individual compensation arrangements.

Pursuant to the Company’s employment agreement with its Chief Executive Officer (the “CEQO”), the
Company is required to grant stock options to the CEO on March 2, 2003 equal to two percent of the then
outstanding shares of Company Common Stock. The options would be granted with an exercise price equal to
the fair market value of the Common Stock on the grant date. The CEO must be employed by the Company
on March 2, 2003 in order to receive this grant.
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The following is a summary of the status of the Company’s outstanding stock options as of the fiscal years
ended:

2002 2001 2000
Weighted Weighted Weighted
Average Average Average
Number of Exercise =~ Number of Exercise Number of Exercise
Options Price Options Price Options Price
Outstanding at beginning of year 6,810 $9.67 3,689  $12.59 2,171 $ 8.39
Granted:
Exercise price equal to
market value . ........... 2,610 5.41 4,975 8.71 2,147 16.95
Exercise price below market
value(l) ............... 5,943 1.70 — — — —
Exercise price above market
value(l) ............... 19,255 4.71 — — — —
Exercised................... (619) 1.36 (315) 4.54 (251) 2.11
Canceled ................... (2,527) 6.37 (1,539) 14.62 (378) 20.22
Outstanding at end of year ...... 31,472 $5.20 6,810 $ 9.67 3,689 $12.59
Exercisable at end of year. ...... 22,954 $4.72 2,147 $ 7.96 874 $ 5.96
Available for future grant at end
ofyear ........ ... ... ... ... 40,493 2,793 6,358
Weighted average fair value of
options granted during the year:
Exercise price equal to market
value ... $3.66 $ 6.13 $12.68
Exercise price below market
value(1) ................. $2.03 — —
Exercise price above market
value(l) ................. $0.72 — —

(1) Options granted with exercise prices above and below market value during fiscal 2002 consist of
replacement options granted in connection with the Datek merger.
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The following table summarizes information about the stock options outstanding at September 27, 2002:

Options Outstanding Options Exercisable
Weighted

Average Weighted- Weighted

Remaining Average Average
Number of Contractual Exercise =~ Number of Exercise

Range of Exercise Prices Options Life (in years) Price Options Price
$099 —$4.00. ... ... 6,484 3.6 $ 1.85 6,364 $ 1.82
$4.00 —$8.00...................... 20,626 6.5 4.85 14,020 471
$8.01 —$12.00..................... 3,133 8.3 9.03 1,839 8.66
$12.01 —$16.00 .................... 20 7.6 15.19 10 15.19
$16.01 —$20.00 .................... 1,019 7.0 16.80 531 16.80
$20.01 —$30.00 .................... 87 7.5 23.19 87 23.19
$30.01 —$40.00 .................... 103 6.1 36.50 103 36.50
$0.99 —$40.00 . ....... ... ......... 31,472 6.1 5.20 22,954 4.72

Pro forma information regarding the net income (loss) and earnings (loss) per share is required by SFAS
No. 123. This information is required as if the Company had accounted for its stock-based awards to
employees under the fair value method. The fair value of options was estimated at the date of the grant using
the Black-Scholes option pricing model with the following weighted average assumptions for fiscal 2002, 2001
and 2000, respectively: risk-free interest rate of 4.0 percent, 5.0 percent and 6.0 percent; dividend yield of zero
for all years; expected volatility of 82 percent, 90 percent and 85 percent; and an expected option life of five
years for all years. Pro forma net loss and net loss per share are as follows for the fiscal years ended:

2002 2001 2000
Net loss
Asreported ... ... ... $(28,963) $(91,177) $(13,626)
Pro forma. .. ... $(42,178) $(99,182) $(18,135)
Basic and diluted net loss per share
As reported . ... $ (0.13) $ (0.49) $ (0.08)
Pro forma. ... ... $ (0.19) $ (0.53) $ (0.10)

From February 2001 to February 2002, Datek issued to certain employees of a former subsidiary, The
Island Holding Company, Inc. (“Island”), Stock Appreciation Rights (“SARs”) indexed to the value of
Datek’s common shares. The Company issued replacement SARs in connection with the Datek merger. Upon
exercise of these SARs, the Company must deliver cash in an amount equal to the excess, if any, of the
market value of the Company’s shares over the exercise price. The Company includes the market value of
SARs in accrued expenses in the consolidated balance sheet. The Company recognized compensation expense
of $0.9 million during fiscal 2002 for changes in the market value of these SARs after the grant date. The
following table summarizes SAR activity for fiscal 2002:

Number Weighted Average
of SARs Exercise Price

Granted . .. ..o 5,600 $3.59
Exercised . ... (1,715) $1.32
Cancelled ... ... (115) $1.78
Outstanding at end of year . .......... ... ... it 3,770 $4.68
Exercisable at end of year ........... ... . ... . i 2,792 $4.62
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During 2001, Datek issued to certain of its employees SARs that are indexed to the value of Island’s
Class A Shares (“Island SARs”). Upon exercise of an Island SAR, the Company must deliver to the
employee cash in an amount equal to the excess, if any, of the market value of an Island Class A Share over
the Island SAR exercise price. To hedge its exposure under the Island SAR obligations, Datek purchased
from Island options (the “Island Hedge Options™) to buy from Island Class A Shares at prices equivalent to
the exercise prices of the Island SARs. The Island Hedge Options have exercise, forfeiture and expiration
terms that are equivalent to the Island SARs. In September 2002, Island was acquired by Instinet Group
Incorporated (“Instinet”), which resulted in the Island SARs and Island Hedge Options converting to SARs
and options, respectively, based on the stock price of Instinet and the Island Hedge Options becoming
exercisable for Instinet shares. The Company has elected to accelerate the Island SARs in accordance with
the terms of the Island SAR plan, and accordingly will exercise the Island Hedge Options and sell the Instinet
shares acquired under the options over a 30 day period beginning November 6, 2002, pursuant to a resale shelf
registration statement. The Company’s obligation to a holder of an Island SAR will be equal to the excess of
the weighted average sale price from the sale of the Instinet shares acquired upon exercise of the Island Hedge
Options, over the exercise price of the Island SAR. At September 27, 2002, there were 1,424,055 Island SARs
outstanding with a weighted average exercise price of $0.91 per share.

Included as a reduction of additional paid-in capital are limited recourse notes from stockholders of
$9.3 million and related accrued interest of $1.7 million as of September 27, 2002. These notes are secured by
the Common Stock issued pursuant to each note, mature in five years from execution and accrue interest at
the prime rate.

12. Employee Benefit Plans

The Company has a 401 (k) and profit-sharing plan under which the annual and matching contributions
are determined at the discretion of the Board of Directors. Profit-sharing expense was $0, $1.5 million and $0
for fiscal years 2002, 2001 and 2000, respectively. No 401 (k) matching contributions were made during fiscal
years 2002, 2001 and 2000.

The Company had an executive bonus plan that was designed to allow designated executive participants
the opportunity to earn bonus awards with current and deferred components. The value of each component
was based on the annual increase, if any, in the book value per share of the Common Stock. Executive bonus
plan expense was $0 for fiscal year 2000. The executive bonus plan was terminated at the end of fiscal 2000.

13. Commitments and Contingencies

Lease Commitments — The Company and its subsidiaries have various non-cancelable operating leases
on facilities and certain computer and office equipment requiring annual payments as follows:

Minimum Lease Sublease Net Lease
Fiscal Year Ending Payments Proceeds Commitments
2003 L $ 35,096 $(1,220) $ 33,876
2004 e 15,652 (883) 14,769
2005 e 9,118 (769) 8,349
2006 .. 6,347 (619) 5,728
2007 6,201 (619) 5,582
Thereafter (to April 2019) ....... ... ... ... ... ..... 35,470 (1,820) 33,650
Total oo oo $107,884 $(5,930)  $101,954

Rental expense was approximately $36.2 million, $55.4 million and $31.5 million for fiscal years 2002,
2001 and 2000, respectively.
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Legal — In September 1998, a putative class action complaint was filed against the Company by Zannini,
et al. in the District Court of Douglas County, Nebraska, claiming the Company was not able to handle the
volume of subscribers to its Internet brokerage services. The complaint, as amended, seeks injunctive relief
enjoining alleged deceptive, fraudulent and misleading practices, equitable relief compelling the Company to
increase capacity, and unspecified compensatory damages. In May 2001, the Company filed a motion for
summary judgment in the matter, which the plaintiffs opposed. The court granted summary judgment for the
Company on January 2, 2002. The plaintiffs have appealed.

The nature of the Company’s business subjects it to lawsuits, arbitrations, claims and other legal
proceedings. Management cannot predict with certainty the outcome of pending legal proceedings. A
substantial adverse judgment or other resolution regarding these proceedings could have a material adverse
effect on the Company’s financial condition, results of operations and cash flows. However, in the opinion of
management, after consultation with legal counsel, the Company has adequate legal defenses with respect to
the legal proceedings to which it is a defendant or respondent and the outcome of these proceedings is not
likely to have a material adverse effect on the financial condition, results of operations or cash flows of the
Company.

Patent Matter — An owner of a large patent portfolio relating to interactive voice response systems has
sent correspondence to the Company in which he alleges infringement of one of his patents. The Company has
not admitted any infringement. In July 2002, the Company commenced negotiations with the patent owner to
resolve this issue. If an agreement is reached, it is probable that the Company would be required to pay a fee
for the past use of this technology, which, based on Company estimates, is expected to be approximately
$2.5 million. This estimate is not precise and actual results could differ materially. If an agreement is not
reached and the patent owner succeeds in establishing infringement in a lawsuit, the Company may be liable
to pay damages in the amount of the value of the use of the technology. If the Company were found to have
engaged in willful infringement, a court would have the discretion to increase damages by up to three times,
and to award attorneys’ fees. The Company has accrued $2.5 million for this matter as of September 27, 2002.

General Contingencies — In the ordinary course of business, there are various contingencies which are
not reflected in the financial statements. These include Ameritrade, Inc. and iClearing client activities
involving the execution, settlement and financing of various client securities transactions. These activities may
expose the Company to off-balance-sheet credit risk in the event the clients are unable to fulfill their
contracted obligations.

Client securities activities are transacted on either a cash or margin basis. In margin transactions, the
Company extends credit to the client, subject to various regulatory and internal margin requirements,
collateralized by cash and securities in the client’s account. In connection with these activities, the Company
also executes and clears client transactions involving the sale of securities not yet purchased (“short sales”).
Such margin related transactions may expose the Company to off-balance-sheet risk in the event margin
requirements are not sufficient to fully cover losses which clients may incur. In the event the client fails to
satisfy its obligations, the Company may be required to purchase or sell financial instruments at prevailing
market prices in order to fulfill the client’s obligations.

The Company seeks to control the risks associated with its client activities by requiring clients to
maintain margin collateral in compliance with various regulatory and internal guidelines. The Company
monitors required margin levels daily and, pursuant to such guidelines, requires the clients to deposit
additional collateral, or to reduce positions, when necessary.

The Company borrows and loans securities both to cover short sales and to complete client transactions in
the event that a client fails to deliver or receive securities by the required date. Securities borrowed and
securities loaned transactions are reported as collateralized financings except where other securities are used as
collateral. Securities borrowed transactions require the Company to deposit cash or other collateral with the
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lender. With respect to securities loaned, the Company receives cash or other collateral in an amount generally
in excess of the market value of securities loaned. Failure to maintain levels of cash deposits or pledged
securities at all times at least equal to the value of the related securities can subject the Company to risk of
loss. The Company monitors the market value of securities borrowed and loaned on a daily basis with
additional collateral obtained or refunded as necessary.

As of September 27, 2002, client margin securities of approximately $1.9 billion and stock borrowings of
approximately $1.4 billion were available to the Company to utilize as collateral on various borrowings or for
other purposes. The Company had sold or repledged approximately $2.2 billion of that collateral as of
September 27, 2002.

Employment Agreements — The Company has entered into employment agreements with several of its
key executive officers. These employment agreements generally provide for annual base salary compensation,
stock option acceleration and severance payments in the event of termination of employment under certain
defined circumstances or changes in the control of the Company. Salaries are subject to adjustments according
to the Company’s financial performance and other factors.

14. Segment Information

On June 27, 2001, the Company announced a reorganization of its corporate and management structure.
The new structure created two principal business units, a Private Client Division and an Institutional Client
Division. Both divisions provide multiple service offerings tailored to specific clients and their respective
investing and trading preferences. The Private Client Division provides brokerage services directly to
individual investors. The Institutional Client Division provides clearing services, brokerage capabilities and
advisor tools as co-branded or private-label products to business partners and their customers. During the
fourth quarter of fiscal 2001 and first quarter of fiscal 2002, the Company operated in one reportable business
segment as the new organizational structure was implemented and the management financial reporting
structure was developed. During the second fiscal quarter of 2002, the Company substantially completed
development of its new management financial reporting structure. The Company reevaluated its segment
reporting in light of the new financial reporting structure, and determined that the Company’s Private Client
and Institutional Client divisions are reportable business segments. Client segments within the Private Client
and Institutional Client divisions have been aggregated due to similarities in economic characteristics, types of
services provided, types of clients, distribution channels and regulatory environment.

The Company evaluates the performance of its segments based on both segment contribution (net
revenues less direct expenses) and pretax income (segment contribution less allocated expenses). Identifiable
assets are not disclosed, as they are not used in evaluating segment performance or in allocating resources to
segments. Financial information for the Company’s reportable segments is presented in the following table for
fiscal 2002. The totals are equal to the Company’s consolidated amounts as reported in the condensed
consolidated statements of operations. Certain corporate overhead and administrative costs not specifically
identifiable to a particular segment are not allocated to the operating segments and remain in the Corporate
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column. Information for fiscal years 2001 and 2000 is not presented, as it would be impracticable to restate

those periods to reflect the new reporting structure.

Private Institutional

Client Client Corporate Total
Non-interest revenues . .................... $313,935 $12,773 $ —  $326,708
Interest revenue, net ...................... 101,583 2,502 — 104,085
Netrevenues. . ........oooiiiiinnnn... 415,518 15,275 — 430,793
Direct eXpenses ............oeiieiiainn... 58,121 11,917 315,866 385,904
Segment contribution...................... 357,397 3,358 (315,866) 44,889
Allocated expenses .. ...........coovvvnen... 260,665 3,658 (264,323) —
TradeCast impairment (see Note 6) ......... 56,431 6,975 — 63,406
Income (loss) before income taxes .......... $ 40,301 $(7,275) $ (51,543) $(18,517)

15. Quarterly Data (Unaudited)

For the Fiscal Year Ended September 27, 2002

First Second Third Fourth
Quarter Quarter Quarter Quarter
(In thousands, except per share amounts)
Revenues........ ... $111,285  $109,309  $102,843  $119,616
Client interest eXPense . .........oevvernernennennnnn. 3,095 2,573 2,580 4,012
Net reVeNUES. . . ottt e 108,190 106,736 100,263 115,604
Operating €XPensSes . .. ..vvu vt et et 78,370 80,966 76,279 89,243
Operating margin . ...........vereernernennennnnnnnn. 29,820 25,770 23,984 26,361
Advertising .. ... 14,580 22,342 13,922 10,203
Restructuring and asset impairment charges............. — — — 63,406
Income (loss) before income taxes .................... 15,240 3,428 10,062 (47,248)
Net income (10SS) ...t $ 9,003 $ 1947 § 5774 $(45,688)
Basic earnings (loss) per share ....................... $ 004 $ 001 $ 003 $ (0.17)
Diluted earnings (loss) per share...................... $ 004 $ 001 $ 003 $ (0.17)
Stock price data
High ... $ 727 $ 693 $ 687 $§ 458
LOW oo $ 38 $ 506 $ 382 § 295
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For the Fiscal Year Ended September 28, 2001

First Second Third Fourth
Quarter Quarter Quarter Quarter
Revenues........ ... $148,446  $133,806 $119,972 $ 96,453
Client interest eXpense ... .........oouerernenenennnnnn 17,524 14,819 7,385 4,218
Net reVeNnUEeS. . ..t v e 130,922 118,987 112,587 92,235
Operating EXPenSes . ... .vuvvt et e 101,595 100,182 91,430 82,488
Operating margin . .. .........oeuieuneeneeneennenn.n. 29,327 18,805 21,157 9,747
Advertising . ... 63,489 44,343 18,688 8,250
Gain on sale of investment . .......................... — — — (9,692)
Restructuring and asset impairment charges............. 3,000 3,200 — 32,068
Debt conversion €Xpense . .. .....oviereininnnan. — 62,082 — —
Income (loss) before income taxes .................... (37,162)  (90,820) 2,469 (20,879)
Net income (10SS) ... .ottt $(23,032) $(54,191) $ 70 $(14,024)
Basic earnings (loss) per share ....................... $ (0.13) $ (0.30) $ 000 $ (0.07)
Diluted earnings (loss) pershare...................... $ (0.13) $ (030) $§ 000 $ (0.07)
Stock price data
High ... $ 1781 $ 1250 $ 1002 $ 7.54
LOW oo $ 681 $§ 506 $ 375 $§ 333

Quarterly amounts may not sum to year end totals due to rounding.

56



Item 9. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure

None

PART III

Item 10. Directors and Executive Officers of the Registrant

The information about Directors and Executive Officers required to be furnished pursuant to this item is
incorporated by reference from portions of our definitive proxy statement for our 2003 annual meeting of
stockholders, to be held February 12, 2003, to be filed with the SEC pursuant to Regulation 14A within
120 days after September 27, 2002 (the “Proxy Statement”).

Item 11. Executive Compensation

The information required to be furnished pursuant to this item is incorporated by reference from portions
of the Proxy Statement.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required to be furnished pursuant to this item, with the exception of the equity
compensation plan information presented below, is incorporated by reference from portions of the Proxy
Statement.

Securities Authorized for Issuance Under Equity Compensation Plans

The following table summarizes, as of September 27, 2002, information about compensation plans under
which equity securities of the Company are authorized for issuance:

Number of Securities
Remaining Available

Weighted-average for Future Issuance
Number of Securities to Exercise Price of under Equity
be Issued Upon Exercise Outstanding Compensation Plans
of Outstanding Options, Options, Warrants (Excluding Securities
Warrants and Rights and Rights Reflected in Column(a))
Plan Category (a) (b) (c)
Equity compensation
plans approved by
security holders . . . ... 30,466,438 $5.22 40,493,215(1)
Individual equity
compensation
arrangements
(aggregated) ........ 1,005,794 $4.51 N/A
Total............. 31,472,232 $5.20 40,493,215

(1) The Ameritrade Holding Corporation 1996 Long-Term Incentive Plan (the “Long-Term Incentive
Plan”) and the 1996 Directors Incentive Plan (the “Directors Plan’) authorize the issuance of shares of
Common Stock as well as options. As of September 27, 2002, there were, in the aggregate,
11,256,804 shares remaining available for issuance pursuant to the Long-Term Incentive Plan and the
Directors Plan.
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The table above includes the following options assumed in connection with the Company’s merger with
Datek in fiscal 2002:

Number of Securities to Weighted-Average
be Issued Upon Exercise Exercise Price of
of Outstanding Options, Outstanding Options,
Warrants and Rights Warrants and Rights
Plan Category (a) (b)
Equity compensation plans approved by security
holders ....... ... 22,001,346 $3.99
Individual equity compensation arrangements
(aggregated) ...... ...t 1,005,794 $4.51
Total. ... ... 23,007,140 $4.01

The Company does not have any equity compensation plans that were not previously approved by
stockholders. At September 27, 2002, the Company had in place individual compensation arrangements
assumed in the Datek merger that were not approved by Datek’s stockholders as follows:

e Moishe Zelcer, a former employee of Datek, has an option to purchase 532,542 shares of Company
Common Stock under a stock option agreement dated December 30, 1999. This option is fully vested
and exercisable at an exercise price of $4.51 per share. This option expires on December 29, 2009.

o Stern Investment Management LLC, a New Jersey limited liability company leasing premises to
Datek, has an option to purchase 355,028 shares of Company Common Stock under a non-qualified
stock option agreement dated April 25, 2000. This option is fully vested and exercisable at an exercise
price of $4.51 per share. This option expires on April 24, 2010.

e TMP Worldwide Executive Search, a Delaware company that has provided executive search services
to Datek, has an option to purchase 118,224 shares of Company Common Stock under a nonqualified
stock option agreement dated April 17, 2000. This option is fully vested and exercisable at an exercise
price of $4.51 per share. This option expires on April 17, 2010.

Item 13. Certain Relationships and Related Transactions

The information required to be furnished pursuant to this item is incorporated by reference from portions
of the Proxy Statement.

Item 14. Controls and Procedures

Management, including the Chief Executive Officer and Chief Financial Officer, within 90 days before
the filing date of the annual report on Form 10-K for the fiscal year ended September 27, 2002, performed an
evaluation of the effectiveness of the Company’s disclosure controls and procedures. Based on that evaluation,
management, including the Chief Executive Officer and Chief Financial Officer, have concluded that the
Company’s disclosure controls and procedures were effective to ensure that information required to be
disclosed by the Company in its periodic reports is recorded, processed, summarized and reported within the
time periods specified in the rules and forms of the SEC. There have been no significant changes in the
Company’s internal controls or in other factors that could significantly affect internal controls subsequent to
the date of their evaluation, including any corrective actions with regard to significant deficiencies and
material weaknesses.
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PART IV

Item 15. Exhibits, Financial Statement Schedules and Reports on Form 8-K

(a) Documents filed as part of this Report

1.

Financial Statements
See “Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA”

Financial Statement Schedules

Schedule I — Condensed Financial Information of Registrant (Parent Company Information)
is included in 15(d) below.

Schedule IT — Valuation and Qualifying Accounts is included in 15(d) below.

Exhibits
See Item 15(c) below.

(b) Reports on Form 8-K

1.

3.

On August 30, 2002, a Form 8-K was filed with the SEC under Item 5.

2. On September 5, 2002, a Form 8-K was filed with the SEC under Item 5.

On September 16, 2002, a Form 8-K was filed with the SEC under Items 1, 2, 5 and 7.

(c) Exhibits

2.1

2.2

2.3

2.4

2.5

2.6

2.7

2.8

Merger Agreement, dated as of June 30, 2000, among Ameritrade Holding Corporation,
Financial Passport, Inc., OM Acquisition Sub I, Inc. and OnMoney Financial Services
Corporation (incorporated by reference to Exhibit 2.1 to the Company’s Current Report on
Form 8-K filed on August 11, 2000)

Agreement and Plan of Merger, dated as of February 13, 2001, among Ameritrade Holding
Corporation, TradeCast Inc., TC Merger Sub, Inc. and the Stockholders of TradeCast Inc.
(incorporated by reference to Exhibit 2.1 of the Company’s Current Report on Form 8-K filed
April 12, 2001)

Amendment No. 1 to Agreement and Plan of Merger, dated as of March 30, 2001
(incorporated by reference to Exhibit 2.2 to the Company’s Current Report on Form 8-K filed
April 12, 2001)

Amendment No. 2 to Agreement and Plan of Merger, dated as of March 30, 2001
(incorporated by reference to Exhibit 2.3 to the Company’s Current Report on Form 8-K filed
April 12, 2001)

Interest Purchase Agreement, dated as of February 13, 2001, among Ameritrade Holding
Corporation, ForTradeCast L Partners, L.P. and ForTradeCast S Partners, L.P. (incorporated
by reference to Exhibit 2.4 to the Company’s Current Report on Form 8-K filed April 12,
2001)

Amendment No. 1 to Interest Purchase Agreement, dated as of March 30, 2001 (incorporated
by reference to Exhibit 2.5 to the Company’s Current Report on Form 8-K filed April 12,
2001)

Amendment No. 2 to Interest Purchase Agreement, dated as of March 30, 2001 (incorporated
by reference to Exhibit 2.6 to the Company’s Current Report on Form 8-K filed April 12,
2001)

Purchase Agreement, dated as of July 30, 2001, between National Discount Brokers Group,
Inc. and Ameritrade Holding Corporation (incorporated by reference to Exhibit 2.1 to the
Company’s Current Report on Form 8-K filed September 21, 2001)
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3.1

3.2

4.1

4.2

4.3

4.4

4.5

10.1

10.2

10.3

10.4

10.5

10.6

10.7

Second Amended and Restated Agreement and Plan of Merger, dated as of July 26, 2002, by
and between Datek Online Holdings Corp., Ameritrade Holding Corporation, Arrow Stock
Holding Corporation, Arrow Merger Corp. and Dart Merger Corp. (incorporated by reference
to Exhibit 2.1 of the Company’s Registration Statement on Form S-4, File No. 333-88632,
filed on August 5, 2002)

Restated Certificate of Incorporation of Ameritrade Holding Corporation (incorporated by
reference to Exhibit 3.1 of the Company’s Form 8-A filed on September 5, 2002)

By-Laws of Ameritrade Holding Corporation (incorporated by reference to Exhibit 3.2 of the
Company’s Form 8-A filed on September 5, 2002)

Form of Certificate for Common Stock (incorporated by reference to Exhibit 4.1 of the
Company’s Form 8-A filed on September 5, 2002)

Form of Note for the Company’s 5.75% Convertible Subordinated Note due August 1, 2004
(incorporated by reference to Exhibit 4.2 of the Company’s Annual Report on Form 10-K and
amendments thereto filed on December 23, 1999)

Indenture dated August 4, 1999, between Ameritrade Holding Corporation and The Bank of
New York, as trustee (incorporated by reference to Exhibit 4.3 of the Company’s Registration
Statement on Form S-3, File No. 333-87999, filed on September 28, 1999)

First Supplemental Indenture dated August 4, 1999, between Ameritrade Holding Corporation
and The Bank of New York, as trustee (incorporated by reference to Exhibit 4.4 of the
Company’s Registration Statement on Form S-3, File No. 333-87999, filed on September 28,
1999)

Second Supplemental Indenture dated August 30, 2002, between Ameritrade Holding
Corporation, Arrow Stock Holding Corporation and The Bank of New York, as trustee

Broker Loan Pledge and Security Agreement, dated as of December 22, 1998, made by
Advanced Clearing, Inc. (now known as Ameritrade, Inc.) in favor of The First National Bank
of Chicago (incorporated by reference to Exhibit 10.1 of the Company’s Annual Report on
Form 10-K filed on December 24, 2001)

Master Broker Loan Note, dated as of December 22, 1998, made by Advanced Clearing, Inc.
(now known as Ameritrade, Inc.) in favor of The First National Bank of Chicago
(incorporated by reference to Exhibit 10.2 of the Company’s Annual Report on Form 10-K
filed on December 24, 2001)

First Amendment to Broker Loan Pledge and Security Agreement, dated as of January 14,
1999, made by Advanced Clearing, Inc. (now known as Ameritrade, Inc.) in favor of The
First National Bank of Chicago (incorporated by reference to Exhibit 10.3 of the Company’s
Annual Report on Form 10-K filed on December 24, 2001)

Securities Clearing Agreement, dated as of January 28, 1997, between The Bank of New York
and Ameritrade Clearing, Inc. (now known as Ameritrade, Inc.) (incorporated by reference to
Exhibit 10.4 of the Company’s Annual Report on Form 10-K filed on December 24, 2001)

Lease, dated as of January 19, 1998, between United Investment Joint Venture d/b/a
Southroads Mall and Ameritrade Holding Corporation (incorporated by reference to
Exhibit 10.23 of the Company’s quarterly report on Form 10-Q filed on May 12, 1998)

Lease, dated as of March 19, 1999, between Alliance Gateway No. 17, Ltd. and Ameritrade
Holding Corporation (incorporated by reference to Exhibit 10.10 of the Company’s quarterly
report on Form 10-Q filed on August 9, 1999)

Lease, dated as of April 9, 1999, between IRET Properties and Ameritrade Holding
Corporation (incorporated by reference to Exhibit 10.11 of the Company’s quarterly report on
Form 10-Q filed on August 9, 1999)
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10.8

10.9

10.10

10.11%*

10.12%*

10.13*

10.14*

10.15%

10.16*

10.17*

10.18*

10.19%*

10.20*

10.21*

10.22%*

10.23*

10.24*

Agreement of Lease, dated July 28, 1999, between NBP 132, LLC and Ameritrade Holding
Corporation (incorporated by reference to Exhibit 10.13 of the Company’s Annual Report on
Form 10-K and amendments thereto filed on December 23, 1999)

First Amendment to Lease, dated September 27, 1999 between NBP 132, LLC and
Ameritrade Holding Corporation (incorporated by reference to Exhibit 10.14 of the Company’s
Annual Report on Form 10-K and amendments thereto filed on December 23, 1999)

Addendum to Lease, dated July 28, 1999 between NBP 132, LLC and Ameritrade Holding
Corporation (incorporated by reference to Exhibit 10.15 of the Company’s Annual Report on
Form 10-K and amendments thereto filed on December 23, 1999)

Employment Agreement, dated as of March 1, 2001, between Joseph H. Moglia and
Ameritrade Holding Corporation (incorporated by reference to Exhibit 10.1 of the Company’s
quarterly report on Form 10-Q filed on May 14, 2001)

Letter Agreement and Promissory Note, dated as of September 13, 2001, between Joseph H.
Moglia and Ameritrade Holding Corporation (incorporated by reference to Exhibit 10.14 of
the Company’s Annual Report on Form 10-K filed on December 24, 2001)

Employment Agreement Addendum, Waiver of Change of Control, dated June 25, 2002,
between Joseph H. Moglia and Ameritrade Holding Corporation (incorporated by reference to
Exhibit 10.3 of the Company’s quarterly report on Form 10-Q filed on August 12, 2002)

Employment Agreement, dated as of October 1, 2001, between J. Joe Ricketts and Ameritrade
Holding Corporation (incorporated by reference to Exhibit 10.1 of the Company’s quarterly
report on Form 10-Q filed on August 12, 2002)

Executive Employment Agreement, dated as of February 1, 2002, between Phylis M. Esposito
and Ameritrade Holding Corporation (incorporated by reference to Exhibit 10.1 of the
Company’s quarterly report on Form 10-Q filed on May 6, 2002)

Employment Agreement Addendum, Waiver of Change of Control, dated June 25, 2002,
between Phylis M. Esposito and Ameritrade Holding Corporation (incorporated by reference to
Exhibit 10.2 of the Company’s quarterly report on Form 10-Q filed on August 12, 2002)

Executive Employment Agreement, dated as of February 1, 2002, between Vincent Passione
and Ameritrade Holding Corporation (incorporated by reference to Exhibit 10.2 of the
Company’s quarterly report on Form 10-Q filed on May 6, 2002)

Employment Agreement Addendum, Waiver of Change of Control, dated July 15, 2002,
between Vincent Passione and Ameritrade Holding Corporation (incorporated by reference to
Exhibit 10.4 of the Company’s quarterly report on Form 10-Q filed on August 12, 2002)

Executive Employment Agreement, dated as of September 9, 2002, between Kurt D.
Halvorson and Ameritrade Holding Corporation

Executive Employment Agreement, dated as of September 9, 2002, between Ellen L.S.
Koplow and Ameritrade Holding Corporation

Executive Employment Agreement, dated as of September 9, 2002, between John R.
MacDonald and Ameritrade Holding Corporation

Executive Employment Agreement, dated as of September 9, 2002, between John P. Ricketts
and Ameritrade Holding Corporation

1996 Long-Term Incentive Plan, as amended and restated effective September 9, 2002
(incorporated by reference to Exhibit 4.2 of Post-Effective Amendment No. 1 to the
Company’s Registration Statement on Form S-8, File No. 333-86164, filed on September 10,
2002)

1996 Directors Incentive Plan, as amended and restated effective September 9, 2002
(incorporated by reference to Exhibit 4.2 of Post-Effective Amendment No. 1 to the
Company’s Registration Statement on Form S-8, File No. 333-40631, filed on September 10,
2002)
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10.25%*

10.26*

10.27*

10.28*

10.29

10.30

10.31

10.32

10.33

10.34

10.35

21.1
23.1
99.1

Executive Deferred Compensation Program, dated as of October 1, 2000 and As Further
Amended Through February 2001 (incorporated by reference to Exhibit 10.17 of the
Company’s Annual Report on Form 10-K filed on December 24, 2001)

2002 Management Incentive Plan (incorporated by reference to Exhibit 10.4 of the Company’s
quarterly report on Form 10-Q filed on May 6, 2002)

Datek 1998 Stock Option Plan, as amended and restated effective as of September 9, 2002
(incorporated by reference to Exhibit 4.2 of the Company’s Registration Statement on
Form S-8, File No. 333-99481, filed on September 13, 2002)

Datek 2001 Stock Incentive Plan, as amended and restated effective as of September 9, 2002
(incorporated by reference to Exhibit 4.2 of the Company’s Registration Statement on
Form S-8, File No. 333-99353, filed on September 10, 2002)

Amended and Restated Revolving Credit Agreement dated as of December 28, 2001, among
Ameritrade Holding Corporation and First National Bank of Omaha (incorporated by
reference to Exhibit 10.1 of the Company’s quarterly report on Form 10-Q filed February 13,
2002)

First Amendment to Amended and Restated Revolving Credit Agreement dated as of July 11,
2002

Amended and Restated Stock Pledge Agreement dated as of December 28, 2001, among
Ameritrade Holding Corporation and First National Bank of Omaha (incorporated by
reference to Exhibit 10.2 of the Company’s quarterly report on Form 10-Q filed February 13,
2002)

First Amendment to Amended and Restated Stock Pledge Agreement dated as of July 11,
2002

Consent, Waiver and Amendment to Amended and Restated Revolving Credit Agreement
dated as of September 9, 2002

Stockholders Agreement, dated April 6, 2002, by and among Arrow Stock Holding
Corporation, the principal stockholders of Datek Online Holdings Corp. named therein and the
principal stockholders of Ameritrade Holding Corporation named therein (incorporated by
reference to Exhibit 10.1 of the Company’s Registration Statement on Form S-4, File

No. 333-88632, filed on May 17, 2002)

Registration Rights Agreement, dated July 26, 2002, by and among Arrow Stock Holding
Corporation, the principal stockholders of Datek Online Holdings Corp. named therein and the
principal stockholders of Ameritrade Holding Corporation named therein

Subsidiaries of the Registrant
Independent Auditors” Consent

Written Statement of Certification of Chief Executive Officer and Chief Financial Officer
Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

Management contracts and compensatory plans and arrangements required to be filed as exhibits under
Item 15(c) of this report.
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(d) Financial Statement Schedules

INDEPENDENT AUDITORS’ REPORT

To the Board of Directors and Stockholders of
Ameritrade Holding Corporation and Subsidiaries
Omaha, Nebraska

We have audited the consolidated financial statements of Ameritrade Holding Corporation and its
subsidiaries (collectively, the “Company’) as of September 27, 2002 and September 28, 2001 and for each of
the three years in the period ended September 27, 2002 and have issued our report thereon dated October 24,
2002; such report is included elsewhere in this Form 10-K. Our audits also included the financial statement
schedules of Ameritrade Holding Corporation, listed in Item 15. These financial statement schedules are the
responsibility of the Company’s management. Our responsibility is to express an opinion based on our audits.
In our opinion, such financial statement schedules, when considered in relation to the basic consolidated
financial statements taken as a whole, present fairly in all material respects the information set forth therein.

/s/ Deloitte & Touche LLP

Omaha, Nebraska
October 24, 2002
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SCHEDULE I — CONDENSED FINANCIAL INFORMATION OF REGISTRANT

AMERITRADE HOLDING CORPORATION (PARENT COMPANY ONLY)

CONDENSED BALANCE SHEETS
As of September 27, 2002 and September 28, 2001

2002

2001

(In thousands, except
share amounts)

ASSETS
Cash and cash equivalents .. ....... ... ... ... it $ 11,607 $ 757
Investments in subsidiaries. .. ......... . .. 1,134,529 410,079
Investments ... ... 33,618 62,717
Other ASSEtS . o vttt 6,809 6,226
Total ASSELS . ..ottt $1,186,563  $479,779
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:
Accounts payable and accrued liabilities ................................. $ 29,957 $ 19,831
Notes payable . ... ... 47,645 70,145
Income taxes payable .. ...... ... 2,888 —
Deferred inCOme taxes . ... ..ottt e 7,674 18,370
Total lHabilities. . . ... oo 88,164 108,346
Commitments and contingencies
Stockholders’ equity:
Preferred Stock, 2002 — $.01 par value, 100,000,000 shares authorized; 2001 —
$1 par value, 3,000,000 shares authorized; none issued ................... — —
Common Stock, $0.01 par value:
Common Stock: 2002 — 650,000,000 shares authorized; 433,598,239 shares
ISSUEA . oo 4,336 —
Class A: 2001 — 270,000,000 shares authorized; 198,922,132 shares issued . . — 1,990
Convertible Class B: 2001 — 18,000,000 shares authorized; 16,372,800 shares
issued and outstanding . .......... ... — 164
Total Common StoCK . . ... .. 4,336 2,154
Additional paid in capital . ....... ... ... 1,160,200 384,175
Accumulated deficit . ... ... . (78,470)  (49,507)
Treasury stock: 2002 — 1,491,747 Common shares at cost; 2001 — 116,821
Class A Common shares at Cost ...t (7,317) (1,746)
Deferred compensation .. ...ttt e 967 215
Accumulated other comprehensive income ............ ... ... ... .. ... 18,683 36,142
Total stockholders’ equity .......... ...t 1,098,399 371,433
Total liabilities and stockholders” equity................. ... . .......... $1,186,563  $479,779
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AMERITRADE HOLDING CORPORATION (PARENT COMPANY ONLY)

CONDENSED STATEMENTS OF OPERATIONS
For the Years Ended September 27, 2002, September 28, 2001 and September 29, 2000

2002 2001 2000
(In thousands)
Revenues:
Interest TeVeNUE . . . .. .o i e $ 286 $ 5615 $ 999
Management fee .......... .. . 1,330 44,607 49,554
Other ..o 790 2 43
Total TEeVENUES . . . ottt 2,148 50,224 50,596
Expenses:
Employee compensation and benefits ................ ... .. ... ... 9,075 15,864 13,718
Professional SEIviCes . ... ...t 407 7,088 10,930
Interest on bOTTOWINGS ... ... oottt 4,489 10,223 16,417
Other o 5,333 15,526 13,211
Total Operating eXpenses . ... ......uueeuuneernneennneennnnnn 19,304 48,701 54,276
Operating income (l0SS) . ....... .ot (17,156) 1,523 (3,680)
Gain on sale of investment ............. ... ... ... . ... — (9,692) —
Debt conversion €Xpense . ... .......ouiinitere — 62,082 —
Loss before income taxes and equity in loss of subsidiaries........... (17,156)  (50,867) (3,680)
Income tax benefit ....... ... ... .. . (6,372)  (19,660) (1,271)
Loss before equity in loss of subsidiaries .......................... (10,784)  (31,207) (2,409)
Equity in loss of subsidiaries . ........... ... ... ... .. (18,179)  (59,970)  (11,217)
Nt 108S .« vt $(28,963) $(91,177) $(13,626)
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AMERITRADE HOLDING CORPORATION (PARENT COMPANY ONLY)

CONDENSED STATEMENTS OF CASH FLOWS

For the Years Ended September 27, 2002, September 28, 2001 and September 29, 2000

2002 2001 2000
(In thousands)
Cash flows from operating activities:
Nt 10SS .« .ottt $(28,963) $(91,177) $(13,626)
Adjustments to reconcile net loss to net cash flows from operating
activities:
Equity in loss of subsidiaries . ........... ... ... ... .. .. ..., 18,179 59,970 11,217
Depreciation and amortization. .. ............couiiiiiaan... — 4,635 6,687
Deferred income taxes .........cooviiinineiii i 944 (48,407) (554)
Loss on disposal of property .............. ... ... — 973 —
Gain on sale of investment ................. .. .. ... ... — (9,692) —
Changes in operating assets and liabilities:
Other assets .. ..ot (583) 7,117 (3,061)
Accounts payable and accrued liabilities .................... 13,716 (4,589) 14,366
Income taxes payable ............ ... ... ... i 3,542 — —
Net cash flows from operating activities .................. 6,835 (81,170) 15,029
Cash flows from investing activities:
Investment in subsidiaries ............ ... .. (5,185) (1,545) (269,976)
Dividends from subsidiaries . ........... ... .. .. 33,750 121,534 152,153
Purchase of property and equipment ........................... — (2,319)  (17,487)
Proceeds from sale of investment .............. ... .. ... ....... — 16,359 —
Purchase of investments............. ... .. ... ... — (176) (6,936)
Net cash flows from investing activities . .................. 28,565 133,853  (142,246)
Cash flows from financing activities:
Proceeds from notes payable ........... . ... .. i, — 74,900 160,000
Principal payments on notes payable ........................... (22,500) (127,400)  (85,000)
Proceeds from exercise of stock options and other ................ 2,692 1,431 531
Repurchase of Common Stock ................................ (4,830) (1,257) (269)
Issuance of Common Stock.......... ... .. .. .. ... .. 88 152 262
Net cash flows from financing activities................... (24,550)  (52,174) 75,524
Net increase (decrease) in cash and cash equivalents ............... 10,850 509 (51,693)
Cash and cash equivalents at beginning of period................... 757 248 51,941
Cash and cash equivalents at end of period........................ $ 11,607 $ 757 $§ 248
Supplemental cash flow information:
Interest paid. .. ... ... i $ 3,628 $ 12,250 $ 14,292
Income taxes paid (refunds received) .......................... $ 1,293 $ (7,134) $ (9,361)
Noncash investing and financing activities:
Property and equipment transferred to subsidiaries, net............ $ —  $(43,704) $ —
Tax benefit on exercise of stock options. ........................ $ 654 $ 974 $ 1,666
Issuance of Common Stock in acquisition of subsidiaries .......... $770,112  $224,456 $ 21,377
Conversion of convertible notes to Class A Common Stock ........ $ —  $152355 $ —
Deferred income taxes on debt conversion....................... $ —  $(42,825) $ —
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SCHEDULE II
AMERITRADE HOLDING CORPORATION AND SUBSIDIARIES

VALUATION AND QUALIFYING ACCOUNTS
For the Years Ended September 27, 2002, September 28, 2001 and September 29, 2000

Balance at Charged to Acquired in Write-off Balance at
Beginning of Costs and Business of Doubtful End of
Period Expenses Combinations Accounts Period
(In thousands)
Fiscal year ended September 27, 2002
Allowance for doubtful accounts ... ... $3,822 $ 870 $10,490 $(1,367)  $13.815
Fiscal year ended September 28, 2001
Allowance for doubtful accounts ... ... $4,017 $ 711 $  — $ (906) $ 3,822
Fiscal year ended September 29, 2000
Allowance for doubtful accounts . ... .. $2,916 $3,637 $ — $(2,536) $ 4,017
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SIGNATURES

Pursuant to the requirements of the Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized,
in the city of Omaha, State of Nebraska, on this 13th day of December, 2002.

AMERITRADE HOLDING CORPORATION

By: /s/ _JosepH H. MoGLIA
Joseph H. Moglia
Chief Executive Olfficer
(Principal Executive Officer)

By: /s/ _JoHN R. MACDONALD

John R. MacDonald
Executive Vice President,
Chief Financial Officer and Treasurer
(Principal Financial and Accounting Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below
by the following persons on behalf of the registrant and in the capacities indicated on this 13th day of
December, 2002.

/s/ J. JOE RICKETTS /s/  C. KEVIN LANDRY
J. Joe Ricketts C. Kevin Landry
Chairman of the Board Director
/s/ J. PETER RICKETTS /s/  MARK L. MITCHELL
J. Peter Ricketts Mark L. Mitchell
President — Private Client Division, Director

Vice Chairman and Secretary

/s/ MICHAEL D. FLEISHER /s/  STEPHEN PAGLIUCA
Michael D. Fleisher Stephen Pagliuca
Director Director
/s/  GLENN H. HUTCHINS /s/  THOMAS S. RICKETTS
Glenn H. Hutchins Thomas S. Ricketts
Director Director
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CERTIFICATION
I, Joseph H. Moglia, certify that:
1. I have reviewed this annual report on Form 10-K of Ameritrade Holding Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this annual
report;

3. Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and 1 have disclosed, based on our most recent
evaluation, to the registrant’s auditors and the audit committee of registrant’s board of directors (or
persons performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize and report financial data and
have identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether there
were significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.

Date: December 13, 2002

/s/  JOSEPH H. MOGLIA

Joseph H. Moglia
Chief Executive Officer
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CERTIFICATION
I, John R. MacDonald, certify that:
1. I have reviewed this annual report on Form 10-K of Ameritrade Holding Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material
fact or omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this annual
report;

3. Based on my knowledge, the financial statements, and other financial information included in
this annual report, fairly present in all material respects the financial condition, results of operations and
cash flows of the registrant as of, and for, the periods presented in this annual report;

4. The registrant’s other certifying officers and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the
registrant and have:

a) designed such disclosure controls and procedures to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this annual report is being prepared;

b) evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date
within 90 days prior to the filing date of this annual report (the “Evaluation Date”); and

c) presented in this annual report our conclusions about the effectiveness of the disclosure
controls and procedures based on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and I have disclosed, based on our most recent
evaluation, to the registrant’s auditors and the audit committee of registrant’s board of directors (or
persons performing the equivalent functions):

a) all significant deficiencies in the design or operation of internal controls which could
adversely affect the registrant’s ability to record, process, summarize and report financial data and
have identified for the registrant’s auditors any material weaknesses in internal controls; and

b) any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal controls; and

6. The registrant’s other certifying officers and I have indicated in this annual report whether there
were significant changes in internal controls or in other factors that could significantly affect internal
controls subsequent to the date of our most recent evaluation, including any corrective actions with regard
to significant deficiencies and material weaknesses.

Date: December 13, 2002

/s/ JOHN R. MAcCDONALD

John R. MacDonald
Executive Vice President,
Chief Financial Officer and Treasurer
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