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The industry’s aims and ITG’s strengths converge 



In 2001, a difficult, turbulent year for our 
economy and our industry, ITG achieved
strong growth. Our trade volume, revenues,
and profits all rose by more than 20 percent
across every one of our product lines. In
short, our unyielding focus on the science of
best execution paid off.



ITG provides technology-based equity trading 
services and transaction research to institutional
investors and brokers. A technology firm structured
as an institutional broker/dealer, we profit by
adding value to client transactions and earning
commissions on each transaction we process. 
We offer four main product lines in the U.S. and
selected overseas markets. 



POSIT®

Provides clients:
A confidential, low-cost trading environment

A vast pool of alternative liquidity spanning 
the market spectrum

Provides ITG:
Commission revenue for each share transacted

A solid, steadily growing core for our business,
accounting for about 49% of total revenues

ITG Electronic Trading Desk
Provides clients:

Execution services (single stock 
and portfolio) on an agency basis 

A unique trading process taking full 
advantage of ITG’s proprietary technologies 

Significant transaction cost savings

Provides ITG: 
Commission-based revenues 

Hands-on trading expertise 

The ability to add value to any 
agency transaction

Analytical Products
TCA™, ITG ACE™, and ITG/Opt™

Provide clients:
Advanced tools for cost measurement, 
portfolio construction and decision support 

Information and insights that improve 
investment performance

Provide ITG: 
Added value for all commission-generating busi-
ness lines

Enhancements to client relationships 

ITG Research
The analytical capabilities and trading strategies developed by ITG Research provide essential compo-
nents of ITG’s revenue-generating products; some also evolve into stand-alone analytical products.

ITG Technology
Underlying all ITG capabilities is the extensive technical infrastructure—including communication 
networks, information systems, software, and support teams—built and maintained by ITG Technology.

Client-Site Trading Products
ITG Platform & QuantEX®

Provide clients:
Powerful desktop interfaces that centralize and
manage all electronic trading 

Easy access to all liquidity sources both within
and outside ITG 

Provide ITG: 
Electronic funnels for transmission of commis-
sion-generating orders to POSIT and the ITG
Trading Desk

Added commissions on all other transactions for
which ITG serves as broker

An ongoing daily presence on client desktops 



(Dollars in thousands, except per share amounts)

Year Ended December 31, 2001 2000 1999 1998 1997

Consolidated Statement of Income Data:
Total revenues $377,407 $310,405 $232,044 $212,205 $137,042
Total expenses 241,295 197,409 149,183 131,270 89,782
Income before income taxes 136,112 112,996 82,861 80,935 47,260
Income tax expense 57,217 49,403 37,435 37,541 20,343
Net income $ 78,895 $ 63,593 $ 45,426 $ 43,394 $ 26,917

Basic earnings per share $ 1.65 $ 1.37 $ 0.99 $ 0.99 $ 0.62

Diluted earnings per share $ 1.62 $ 1.34 $ 0.95 $ 0.94 $ 0.59

Basic weighted average number of common shares 
outstanding (in millions) 47.9 46.5 46.0 44.0 43.5

Diluted weighted average number of common shares 
outstanding (in millions) 48.7 47.3 47.9 46.2 45.3

Consolidated Statement of Financial Condition Data:
Total assets $418,478 $281,712 $179,488 $180,706 $113,641

Total stockholders’ equity $317,944 $210,416 $115,652 $143,709 $ 93,763
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Total Revenues
(Dollars in millions)

Pre-Tax Income
(Dollars in millions)

Financial Highlights
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All share and per share amounts have been retroactively restated to reflect our spin-off from Jefferies Group in 1999 and our  three-for-two stock split in

December 2001. 
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Not so many years ago, “best execution” was an 
elusive and rather nebulous goal. Everyone wanted
it, but no one knew exactly how to define or achieve it.
Then came ITG and its vision of using  technology 
to make equity trading more precise, more efficient,
and above all less costly. Over the next decade and a
half, ITG refined the business of measuring costs —
especially those hidden in market impact—from
every possible angle.
Of course, ITG wasn’t the only one seeking to improve
trading through technology. What set us apart was
the intensity and focus of our commitment. Step by
step, ITG was systematically creating the elements of
a disciplined, cohesive process for the pursuit of best
execution, along with the tools to implement it.
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In 2001, ITG’s efforts and the industry’s interests
moved into neat alignment. 
With better tools for measuring and comparing
trade results, the goal of best execution
became a tangible, attainable outcome, rather
than some vague ideal. 
In fact, the SEC mandated that all institutional
investors document the steps they and their 
brokers are taking to pursue best execution.
How to get closer to best execution became a 
top priority for the entire industry.  
ITG was there, ready with the most comprehen-
sive trading process and toolkit available for
the disciplined pursuit of best execution.  

Call it foresight, or call it good timing. Based on
ITG’s business performance, it seems that the
science of best execution is an endeavor whose
time has arrived.
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To say that 2001 was a difficult year on many different
levels can only be an understatement. But we have
seen that tough times can yield benefits too, giving us
the opportunity to learn what we’re really made of. For
ITG, as for the entire investment industry, this year was a
real test. 

So it is doubly gratifying to report that by every measure,
2001 was a successful year for our firm: 

Our revenues, net income, and earnings per share
(excluding one-time gains) all grew at rates above 
20 percent. 

This performance was achieved despite substantial
investment in our global subsidiaries, which also had a
chance to prove themselves. While our European and
Canadian operations are in the early stages of their
development, they are moving toward profitability.

Even though total institutional trading activity was
down, our average U.S. trading volume grew to 90.8
million shares per day—a 37 percent jump. 

Strong gains were made across all product lines. The
Electronic Trading Desk category was a stand-out,
partly because that was our first area of truly 
global capability. 

Following the upheavals of the third quarter, including
the four-day market closure after the 9-11 disaster,
we had an excellent fourth quarter and entered
2002 on an upswing. 

This was ITG’s 11th consecutive year of revenue growth. I
believe our continuing success in an exceptionally diffi-
cult market environment validates the three-pronged
approach we’ve used to grow our business.  

Our first principle has always been to add value to insti-
tutional client transactions with cost-saving technolo-
gies. Thanks to our years of R&D, we are now able to
offer a uniquely broad and sophisticated set of ways to
lower costs, manage risk, and increase returns in the
trading process. 

To our shareholders, clients and employees
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The second key to our growth has been product diver-
sification. This allows us to meet client needs under
varying market conditions. It also provides 
ITG with multiple revenue streams, which have 
combined to produce consistent and reliable growth. 

Our third and most recent thrust is to export our busi-
ness model globally. As this report details, ITG Europe
and ITG Canada are growing at a satisfying clip, we are
rapidly rolling out global products, and 
we are quickly narrowing the profitability gap in our
global subsidiaries. By the end of 2002, ITG’s business
will span four continents and global operations will have
an important role in our growth.   

We look to 2002 with uncertainty as to what market con-
ditions will be, but confident that ITG will keep 
making positive strides. This year we will open a Hong
Kong office, introduce another crop of new products, 
and POSIT Canada will be launched as a facility of the
Toronto Stock Exchange.

The year 2002 will also be one of transition in ITG man-
agement. I have committed to remain in my role as chair-
man, president, and CEO through the end 
of 2002, by which time the board will be appointing 
a new president and CEO. To smooth this transition, we
have already tightened and reorganized our senior man-
agement so that day-to-day operating responsibilities
are delegated to five key managers reporting directly to
me. These are all people who have contributed enormous-
ly to ITG’s success, and they comprise an impressive
team.  

Particularly after all the travails of 2001, it is tremen-
dously gratifying to see ITG beginning another year as a
dynamic, well-positioned company. The credit for that is
widely shared by our 588 employees, our clients, and our
shareholders—I thank you all, and hope you join me in
looking forward to an exciting and profitable year ahead. 

Raymond L. Killian, Jr.
Chairman of the Board,
Chief Executive Officer and President

Client-Site 
Trading Products 25%

Electronic 
Trading Desk 24%

Other 2%

POSIT 49%

Revenue Breakdown by ProductRevenue Increases per Trading Day, from 2000-2001

POSIT +22%

Client-Site Trading Products +25%

Electronic Trading Desk             +36%
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“Exporting our model globally 
lets us leverage everything we’ve 
accomplished to date.”
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A Conversation 
with Ray Killian
Ask about ITG’s consistently robust business performance, 
and Ray Killian will tell you that ITG is “the right firm in the right
business space at the right time.” Here he explains why.

Why has ITG done so well in such a challenging business climate?
The key reason, I believe, is our unique package of technologies and analytical content, which enables
institutional investors to enhance returns by reducing trading costs while meeting their other objec tives. 
Useful as that is in good times, it’s doubly important in a declining market environment— that’s
when cost control becomes critical. For an investment manager, shaving as few as 5 or 10 basis
points can make the difference between winning and losing a major account.

At the same time, plan sponsors have become far more sophisticated about the performance gains
they can capture with the right execution techniques. More and more, they want to know exactly what 
managers are doing to get closer to best execution; they’re even writing their expectations into RFPs.
These days, if you’re soliciting business from major institutions, you’d better show what you’re doing to 
minimize execution costs.
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Why is ITG better able to help clients achieve “best execution” than other 
brokers or technology vendors? Aren’t others going down the same path?
If you look at our products individually, you’ll find that many of them have some fairly compelling 
advantages over competing technologies. Take POSIT, for instance. No other system provides the same
anonymous access to liquidity during the market day. With recent changes in market structure, which
have meant tighter spreads, thinner books, and rising market impact costs, POSIT’s zero- information
trading opportunities have become even more valuable.

Another example is TCA—the first system for real-time, global cost measurement. Now, instead 
of waiting weeks for reports, traders can review all their transactions the same day and have the
chance to make mid-course corrections. Nobody else delivers that.

But to answer the question, I have to point to the whole range of our technologies. Ultimately, what
gives ITG an edge is having a complete best execution toolkit. In effect, we’ve re-engineered the 
trading process and used technology to improve it at each point, allowing clients to measure and manage
costs across the entire spectrum. That’s why we call it “the science of best execution.” We’ve helped
make the pursuit of that goal a very precise and disciplined endeavor.

What does “best execution” mean, and why has 
it lately become such a major issue in the industry?
Like beauty, best execution is really in the eye of the beholder. That’s one reason it has been so hard to
pin down. The simple definition is “the best possible price.” But the best based on what? 
If it’s an especially illiquid trade, or the trader has been instructed to complete all transactions as
quickly as possible, or if market conditions are changing, that all has to be factored in. So it really
means “the best possible price considering all circumstances.” And that’s something you can’t
pinpoint before the fact.

Technology has, however, greatly advanced the ability to assess execution quality after the fact. It
has also given investors new ways to get closer to best execution. That’s why the SEC has begun issuing
regulations mandating that investors and managers document the steps they are taking. So while the 
concept of best execution is as old as the hills, the idea of measurable standards is new. To me,
best execution really means “How much execution cost did I capture as alpha for my client, instead of
wasting it?” No longer is that evaluated subjectively.
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So how do these advantages translate into shareholder value?
I think it’s evident from our performance that ITG is offering clients something they can’t get else-
where. That’s why our average U.S. daily trading volume was up 37 percent in 2001, against the
backdrop of a weak market and declining institutional trading volumes. It’s also why we have been
able to sustain our growth rate and profitability through a very rough period for the brokerage
industry as a whole. It comes down to having a suite of products that provide enough value to 
create recurring business consistently.

What are you doing to maintain that edge going forward? 
Several things. We’re continuing to innovate with new enhancements to the toolkit. For instance, we’ve
recently introduced a suite of risk control models that are outperforming the competition in side-by-side
client evaluations. Risk control is a huge concern for many investors and a major new area of busines
for us. Performance attribution is something else we’re getting into.

In the coming year, we’ll be releasing new versions of our desktop interfaces, not only adding new 
features but also migrating some of our most powerful tools from a Unix to a Windows environment. We’re
also looking at some ways to further automate the execution process, which could spawn one or more
major new products. So as usual, we have many irons in the fire.

“Instead of waiting weeks for 
reports, TCA lets traders review
all their transactions the same
day. Nobody else delivers that.”



INVESTMENT TECHNOLOGY GROUP,  INC.10

Just how important is ITG’s international thrust in the scheme of things? 
Global expansion is fundamental to our strategy for a couple of reasons. First, exporting our model lets
us leverage everything we’ve accomplished to date. Europe’s market cap is substantial, so that’s fertile
ground for us. In Canada, POSIT will be launched as a facility of the Toronto exchange, which is a new
and, we think, quite promising model for POSIT offshoots. We are also opening a Hong Kong office this
year. We’re going to take our time expanding into Asia, because many of those markets are still devel-
oping. Overall, we expect global operations to account for a substantial share of our total revenue
within the next three years. 

Being global also helps us serve our U.S. clients. The vast majority of large investors are global, so
their concerns transcend international borders. Am I meeting my benchmarks? What are my costs?  How
can I minimize taxes? When we can address those concerns across clients’ entire global trading lists,
they can use our cost-saving technologies without having to break up their lists. Our key analytical
products already cover a significant portion of the world’s equity markets, and we’ll continue to
expand our global reach. 

It’s interesting…when you look at our global operations, the business patterns vary. In the U.K., 
for example, crossing and analytical tools have both done extremely well, while on the continent, the
analytical components have been the bigger draw. That underscores the validity of wanting to comple-
ment POSIT with other products. Crossing is part of the answer, but not the whole answer. The beauty
comes in having the research pieces and the analytical content too. 
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Aside from global expansion, what will be the main sources of ITG’s future growth? 
There’s certainly plenty of room for growth in our target market, which is quite concentrated in that
the 400 or so top institutions account for the vast majority of equity trading commissions. ITG currently
does business with over 550 institutional clients, and we can already see that our strategy of diversifying
and cross-selling within our core client base is working. In major accounts where we’ve installed analytical
products like TCA, ITG ACE, and ITG/Opt, execution volume is up. It’s exciting to deliver a customized
product installation and see the dramatic impact on client returns.

At the same time, our market is expanding. Active investors and smaller shops are finding that they,
too, can profit from some of the same techniques large quantitative investors use. Hedge funds, for
instance, typically run lean operations, but may move huge trading volumes. A QuantEX system 
running a strategy like pairs or risk arbitrage lets them automate most of their trading, which is a 
huge benefit. 

As for POSIT, it’s almost a self-perpetuating phenomenon. You can see why. Because liquidity naturally
attracts liquidity, POSIT is now heading toward volume of 10 billion shares per year. POSIT also has a
broader market than our other services since it’s open to broker/dealers as well as the buyside.

How vulnerable are POSIT and other ITG products to competition, 
which surely must be growing? 
It’s always a mistake to dismiss or underestimate competitors, so we’ve worked hard to stay ahead of the
curve. ITG was one of the first in trading technology—without taking too much credit, I think we helped
fuel the trend by raising awareness of transaction costs. That may sometimes make us seem less intrigu-
ing than the new guys in town. But it also means we’ve had the time to develop a broad range of products
in an integrated and thoughtful way. We’ve gained a lot by working interactively with clients on product
development. We have also enlisted some of the best minds in the industry to serve on our Scientific Adviso-
ry Board. All this helps us build products, like TCA, that truly are state of the art.

Where POSIT is concerned, at root it’s all about the liquidity and anonymity. If someone came in with a new
intra-day crossing system offering the same anonymity, why would users want to go there and frag-
ment the pool of liquidity they’re already accessing? Still, we continue to add features, such as order
constraints, that add value to the basic crossing function. 

Boiling it all down, what will be the key to ITG’s business in the future? 
We’ve never made money telling clients what to do, but we’ve been successful by listening to what 
they need to do. ITG is really in the business of recognizing and delivering what institutional investors
need. 
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Profiting From 
Our Lead
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By fulfilling our commitment to the science of best
execution, ITG has kept a firm hold on our position 
of technological leadership in our industry. But 
as we have all seen, excellent technology doesn’t
equate to a thriving enterprise, and in our high-octane
business there is no time to bask in past success. 
The question is, how can ITG maximize the business
value of our commitment and our leadership? Having
come this far, how can we continue to build on our
competitive advantages and extend our firm’s growth
trajectory for years to come? While our timetables and
tactics may shift, our strategies for growth are longterm
and well defined. 
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Expand globally 
Since ITG has developed a complete “best execution” toolkit, it only
makes sense for us to think globally. Not only does this strategy let us
leverage our products in vast new markets abroad, where adoption
of technology is o n the upswing and competition isn’t entrenched, it
also equips us to handle global portfolios traded by U.S. investors.

ITG has been growing across international borders since
1995, initially testing our business model in Australia
and the United Kingdom and then moving rapidly to
establish full-fledged trading capabilities in Europe and
operations in Canada. ITG is steadily broadening both
our geographic coverage and our global product lines.

Europe. In 2001, after three years of operation, 
ITG Europe grew revenues by 62 percent over 
2000. At mid-year we began offering our analytical
products in Europe and saw an immediate response, as
revenues in the second half of the year jumped by
more than 50 percent over the first half. Since the
capitalization of European markets is expanding, we
foresee a continuation of this growth trend. 

Canada. Our new Canadian venture had a strong 
first full year of operation in 2001. It offers electronic
access to the Toronto Stock Exchange, available
through the Trading Desk and a new version of the
ITG Platform interface. Planned by mid-2002 is the
launch of POSIT Canada as a facility of the Toronto
Stock Exchange, which has promise as a model 
for certain other markets.

Australia. While in a relatively small market, ITG Aus-
tralia has been operating profitably since 1999. The
majority of its revenue is from non-POSIT services, and it
should benefit from the globalization of more analyti-
cal capabilities.

In 2001, we completed the acquisition of ITG Europe,
buying out the last of our international joint venture
partners and ful filling our intent to achieve full owner-
ship of all global operations. 

One major push for 2002 will be in Asia, where we are
planning to open ITG Hong Kong Ltd. By mid-year, we
expect to offer Trading Desk services and analytical
products covering the Hong Kong and Singapore mar-
kets plus POSIT matching of Hong Kong stocks. Clearly,
global operations will play a major role in ITG’s future.
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Global Capabilities and Revenues

TCA 
ITG ACE
ITG/Opt

TCA 
ITG ACE
ITG/Opt

TCA 
ITG ACE
ITG/Opt

Launch 
mid-2002 with
TCA, ITG ACE, 

ITG/Opt

*Reflecting 100% ownership of ITG Europe subsequent to May 1; total 2001 revenues were $16.2 million.
**As a facility of the Toronto Stock Exchange

POSIT
Electronic 

Trading Desk
Analytical 
Products

In Development
All Regions 

2001
Revenues

Open 2002

2001
$4.8 million

2001
$8.4 million

2001
$13.2 million*

Europe 10 countries,
6 daily matches

16 MSCI 
countries
includes 

portfolio trading

Canada
Expected 

launch 
Q2 2002**

Includes 
portfolio trading

Australia 3 daily matches Includes 
portfolio trading

Expected 
launch 2002
(Hong Kong)

Expected 
launch 2002
(Hong Kong)

TCA & ITG ACE
expansion to 
30 countries 

ITG/Opt tax 
optimization 

Risk Models
SmartServers™

Asia
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Continue growing POSIT 
While ITG has greatly diversified its product line, POSIT remains our
flagship product, accounting for 49 percent of total 2001 revenue.
The POSIT equity-crossing system gives us a solid, steadily growing
core revenue stream based on a standard commission rate of two
cents per share. Over the past 10 years, POSIT volume has risen at a
compound annual rate of 32 percent, reaching a record 9.3 billion
shares in 2001. 

The prospects for continued growth are strong: 

POSIT remains one of a kind, despite the evolution of
ECNs and other trading alternatives. No other trading
system offers the same blend of anonymity, broad
market coverage, pricing features, and easy access.
With an order pool averaging $3.6 billion per match in
2001, POSIT remains a magnet for investors seeking liq-
uidity. 

Through the years we have preserved the simplicity of
POSIT’s operating principle while adding sophisticat-
ed features enhancing the system’s utility. The system
accommodates single-stock and portfolio submis-
sions; user-defined order constraints (including execu-
tion size, cash, and sector balance); short sales; and
trading based on security characteristics.

Marketplace trends are only increasing the value 
of POSIT’s attributes. For example, market impact
costs are rising, due to narrowing spreads and declin-
ing market depths. POSIT’s zero-information environ-
ment virtually eliminates the cost of market impact,
making the system an ideal place to transactblock
trades. In 2001 POSIT executions averaged 4,563
shares vs. the market average of 815 shares.

For all these reasons, we expect POSIT to remain one of
the drivers of ITG’s growth.
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Leverage ITG’s superior market access 
The first firm to offer electronic access to a full range of trading venues,
ITG has maintained its commitment to leadership and ongoing innovation
in electronic trading. Our connectivity systems are distinguished first of all
by their reach; beyond one-click access to POSIT, we provide electronic
access to more exchanges, ECNs, brokers, and other trading destinations
than any other firm. Equally important, we have compounded the value of
our order routing capabilities by linking them with all the other steps in the
trading process, adding features of intelligent automation and allowing
for customization wherever possible.

These advantages give ITG a competitive edge in two
fast-growing businesses:

Direct access trading. Institutional traders increasingly
find that they can’t do without the speed, control, and
efficiency gained by routing orders directly from their
own desktops. An estimated 58 percent of all Nasdaq
trades and 77 percent of NYSE trades were executed
through direct access systems in 2000, and those
percentages continue to rise. Once used mainly by
large quantitative and index investors, direct access sys-
tems are now gaining popularity among active and small-
er investors as well. 

ITG’s QuantEX and Platform interfaces provide a
choice of solutions for direct access trading, each
combining full market connectivity with access to
trade data and analytical tools. The Platform is a PC-
based solution useful to any single-stock or list trader;
QuantEX is for those who want to run one of ITG’s
library of automated trading strategies or to automate a
custom strategy of their own. Commission revenues from
trades executed through the Platform and QuantEX rose
23 percent in 2001, accounting for about one-fourth
of total ITG revenues. Additionally, 37percent of 

2001 POSIT volume was channeled through QuantEX or
the Platform. With a new Platform version recently intro-
duced and a major new QuantEX release slated for
2002, both systems are poised for further market pene-
tration as the direct access trend continues to gain
steam.

Portfolio trading. Transactions involving an entire basket 
of stocks are another growth area in which ITG excels. Not
only does portfolio trading come into play when
investors rebalance portfolios or change managers, it
is increasingly used to manage risk and increase trad-
ing efficiency. As a share of total NYSE volume, portfo-
lio trades rose from 13 percent in 1996 to 27 percent in
2001. 

ITG offers a portfolio trading process drawing on our
proprietary tools in a uniquely disciplined approach to
targeting best execution. In an independent survey* of
institutions regularly using portfolio trading services, ITG
was named number one in execution quality. Our results
and our reputation have made portfolio trading a driving
force in ITG’s Electronic Trading Desk business, helping to
fuel a 34 percent increase in Trading Desk revenues in
2001.

*Greenwich Associates Quality Index
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Growing Activity in ITG Client-Site Trading Products 

QuantEX
Installations

103

ITG Platform
Installations

296

118

362 443

148  

51
Client-Site Trading
Product Revenues

($ millions)
76

99 00 01

94
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Keep advancing in transaction cost control 
Since 1993, furthering investors’ abilities to measure, predict,
and control the costs of trading has been a major thrust for ITG.
Spearheaded by ITG Research, our R&D effort has produced an
extensive and continually evolvinganalytical toolkit. Some of our
pre-trade (ITG ACE, ITG/Opt) and post-trade (TCA) products are
directly available for client use; others are offered as research
services or are embedded in ITG systems. They add up to an
integrated set of cost-saving tools unmatched anywhere.

In the context of ITG’s commission-based business mod-
el, these analytical capabilities are no mere sideline, but
a driving force behind our growth because they:

Add value and dimension to our commission-
generating products—POSIT, our QuantEX and 
Platform interfaces, and the ITG Trading Desk. 

Distinguish ITG products, taking them from 
the arena of mere transaction-processing into 
the realm of sophisticated investment and trading 
productivity tools. 

Create incentives for clients to establish 
and strengthen working relationships with ITG.

Expand ITG’s contacts and installations within client
firms, as our products become important to portfolio
managers, compliance officers, and CIOs as well as
traders and IT administrators.

Help cement ITG’s position of leadership in the 
technology of equity trading.

At this point, the payoff from our commitment to inno-
vation is evident in 2001 patterns of client revenue
growth, which were significantly higher in firms where
our analytical products were installed. Based on recent
and planned product launches, we expect analytical
products to make an even greater contribution to our
revenue growth going forward. 
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How R&D in Cost Control Contributes to ITG’s Growth

Advanced 
Tools for Cost 
Measurement 

and Control

Increased 
Flow of 

Commission 
Revenues

Potential 
to Increase 

Market Share 

POSIT

Client-Site 
Trading Products

Trading Desk

Technological 
Leadership

Competitive 
Edge

TCA

ITG ACE

ITG/Opt

Incentive 
for New and 

Expanded Client
Relationships

Value Added to
ITG Products

ITG
Positioning

Cost-Saving
Tools for Direct

Client Use 
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Ongoing Innovation
ITG’s 2001 product introductions spanned all product lines and all
elements of the trading process, with more in the pipeline for 2002.

Post-trade  Analysis
2001

TCA expansion to 10 countries

Planned 2002
TCA expansion to 30 countries 

Performance Attribution

Trade Execution
2001

ITG Canada Electronic Trading Desk
QuantEX 3.8

ITG Platform 2.9 with ECN access

Planned 2002
Major QuantEX upgrade (version 4.0) 

Commence migration of QuantEX 
technology to Windows environment

New ITG SmartServers
POSIT Canada

(as a facility of the Toronto Stock Exchange)

ITG Hong Kong Trading Desk & POSIT 
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Pre-trade Analysis
2001

ITG ACE upgrade & expansion to 10 countries

Planned 2002
ITG ACE expansion to 30 countries

Portfolio Creation
2001

U.S. Equity Risk Models
(Daily, Weekly, Monthly)

Planned 2002
ITG PRIME™ risk management access 

& reporting tool
Global Equity Risk Models
Global tax-optimization through ITG/Opt
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Guiding Principles 
While ITG must always adapt its strategies to a changing marketplace
the fundamental drivers of our growth are enduring.

Commission-based business model  
If ITG were a technology vendor, we couldn’t even begin to capitalize on the true power and value of our trading tools.
Structured as a technology-focused broker/dealer, we gain revenue from each transaction we enhance. 
The more clients use and rely on our tools, the more financial reward we derive.  

Product diversification 
While POSIT remains at the core of ITG, product diversification has always been our strategy. As we expand our product
line, we also expand our base of prospective clients, appealing to portfolio managers and plan sponsors as well as
traders. We create multiple profit centers, cushioning our business against market shifts that could affect POSIT vol-
ume. And we continue to improve the investment process by applying technology at every step. 

Client-driven capabilities 
While we try to lead our clients toward more cost-effective trading whenever possible, ultimately we follow their lead.
In what ways do institutional investors and traders need to advance their capabilities, and how can ITG help fulfill those
needs? It is this thought process that, for example, led us to develop the farthest-reaching trade routing networks and
most comprehensive cost-measurement tools in the industry.      

Adding value to execution 
As the number of trading destinations grows, it becomes increasingly difficult to compete simply by providing access to liq-
uidity. Those who want to be a magnet for orders must offer something more. This is why ITG has put so much effort into
developing unique execution services and analytical tools that add measurable value to transactions. 

Winning desktops 
Operating from a short-term perspective, letting clients use our tools to manage and analyze orders traded elsewhere
would seem to be counterproductive. But we see things differently. We believe that whatever we can do to win a place on
client desktops—to become an essential part of their toolkit and their workday—will serve us in the long run. 
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Board of Directors
Investment Technology Group, Inc. and Subsidiaries: 

We have audited the accompanying consolidated statements of
financial condition of Investment Technology Group, Inc. and
subsidiaries (the “Company”) as of December 31, 2001 and
2000, and the related consolidated statements of income,
changes in stockholders’ equity, and cash flows for each of the
years in the three-year period ended December 31, 2001. These
consolidated financial statements are the responsibility of the
Company’s management. Our responsibility is to express an
opinion on these consolidated financial statements based on our
audits. 

We conducted our audits in accordance with auditing standards
generally accepted in the United States of America. Those stan-
dards require that we plan and perform the audit to obtain reason-
able assurance about whether the consolidated financial
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the consolidated financial statements. An audit
also includes assessing the accounting principles used and sig-
nificant estimates made by management, as well as evaluating the
overall consolidated financialstatement presentation. We believe
that our audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred
to above present fairly, in all material respects, the financial
position of Investment Technology Group, Inc. and subsidiaries
as of December 31, 2001 and 2000, and the results of their
operations and their cash flows for each of the years in the
three-year period ended December 31, 2001, in conformity with
accounting principles generally accepted in the United States of
America.

KPMG LLP 
New York, New York
January 17, 2002

Independent Auditors’ Report
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December 31, 2001 2000

Assets
Cash and cash equivalents $236,607 $135,533
Securities owned, at fair value 62,758 51,761
Receivables from brokers, dealers and other, net 21,435 23,892
Investments in limited partnerships 25,607 16,702
Premises and equipment 28,083 24,330
Capitalized software 4,097 4,544
Goodwill and other intangibles 24,392 4,408
Deferred taxes 9,959 4,499
Other assets 5,540 16,043
Total assets $418,478 $281,712

Liabilities and Stockholders’ Equity
Accounts payable and accrued expenses $ 57,333 $ 39,510
Payables to brokers, dealers and other 7,893 7,303
Software royalties payable 6,435 4,151
Securities sold, not yet purchased, at fair value 4,787 11,402
Income taxes payable 24,086 8,930
Total liabilities 100,534 71,296

Commitments and contingencies 
Stockholders’ Equity:
Preferred stock, par value $0.01; shares authorized: 

1,000,000; shares issued: none — —
Common stock, par value $0.01; shares authorized: 100,000,000; shares issued: 

51,184,489 and 51,144,771 at December 31, 2001 and 2000, respectively 512 511
Additional paid-in capital 146,131 138,127
Retained earnings 218,215 139,320
Common stock held in treasury, at cost; shares: 2,543,312 and 3,719,352 at 

December 31, 2001 and 2000, respectively (45,939) (67,186)
Accumulated other comprehensive income (loss):
Currency translation adjustment (975) (356)
Total stockholders’ equity 317,944 210,416
Total liabilities and stockholders’ equity $418,478 $281,712

Condensed Consolidated Statements of Financial Condition
In thousands, except share amounts

These financial statements should be read in conjunction with the Notes to Investment Technology Group, Inc.’s Financial Statements which are included in its annual report on Form 10-K.
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Year Ended December 31, 2001 2000 1999

Revenues:
Commissions

POSIT $186,101 $154,578 $129,364
Electronic Trading Desk 89,748 66,911 47,577
Client Site 93,993 76,186 51,019

Other 7,565 12,730 4,084
Total revenues 377,407 310,405 232,044

Expenses:
Compensation and employee benefits 103,745 77,177 51,717
Transaction processing 49,531 43,978 32,282
Software royalties 23,726 20,187 16,851
Occupancy and equipment 20,638 16,953 13,295
Telecommunications and data processing services 15,086 12,319 9,428
Net (gain) loss on long-term investments (309) 5,263 2,674
Spin-off costs —      — 6,516
Other general and administrative 28,878 21,532 16,420

Total expenses 241,295 197,409 149,183
Income before income tax expense 136,112 112,996 82,861
Income tax expense 57,217 49,403 37,435
Net income $ 78,895 $ 63,593 $ 45,426
Earnings per share (1) :

Basic $ 1.65 $ 1.37 $ 0.99
Diluted $ 1.62 $ 1.34 $ 0.95

Basic weighted average number of common shares outstanding 47,886 46,489 46,037

Diluted weighted average number of common shares outstanding 48,689 47,328 47,921

Condensed Consolidated Statements of Income
In thousands, except per share amounts

(1) Earnings per share have been retroactively restated to reflect a three-for-two stock split in December 2001.

These financial statements should be read in conjunction with the Notes to Investment Technology Group, Inc.’s Financial Statements which are included in its annual report on Form 10-K.
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Accumulated
Common Other

Additional Stock Comprehensive Total
Preferred Common Paid-In Retained Held in Income Stockholders’

Stock Stock Capital Earnings Treasury (Loss) Equity

Balance at December 31, 1998 $ — $ 465 $ 51,240 $104,925 $(12,760) $ (161) $143,709
Retirement of common stock held 

in treasury (1,950,500 shares) — (20) (12,740) — 12,760 — —
Purchase of common stock for treasury 

(3,320,582 shares) — — — — (58,052) — (58,052)
Payment of special cash dividend — — — (74,624) — — (74,624)
Issuance of common stock in connection with 

the employee stock option plan (3,726,998 shares) — 37 57,011 — — — 57,048
Issuance of common stock in connection with the 

employee stock purchase plan (51,309 shares) — 1 862 — — — 863
Comprehensive income:

Net income — — — 45,426 — — 45,426
Other comprehensive income:
Currency translation adjustment — — — — — 154 154
Unrealized holding gain on securities 

available-for-sale, net of tax ($895) — — — — — 1,128 1,128
Comprehensive income 46,708
Balance at December 31, 1999 — 483 96,373 75,727 (58,052) 1,121 115,652
Issuance of common stock from treasury for 

Australian subsidiary purchase (29,030 shares) — — 177 — 524 — 701
Purchase of common stock for treasury 

(427,800 shares) — — — — (9,658) — (9,658)
Issuance of common stock in connection with the 

employee stock option plan (2,822,364 shares) — 28 40,465 — — — 40,493
Issuance of common stock in connection with the 

employee stock purchase plan (53,748 shares) — — 1,112 — — — 1,112
Comprehensive income:

Net income — — — 63,593 — — 63,593
Other comprehensive income (loss):
Currency translation adjustment — — — — — (349) (349)
Unrealized holding gain on securities 

available-for-sale, net of tax ($895) — — — — — (1,128) (1,128)
Comprehensive income 62,116
Balance at December 31, 2000 — 511 138,127 139,320 (67,186) (356) 210,416
Issuance of common stock in connection 

with the employee stock option plan 
(1,176,040 shares) — — 6,902 — 21,247 — 28,149

Issuance of common stock in connection with the 
employee stock purchase plan (40,470 shares) — 1 1,147 — — — 1,148

Effect of the 3-for-2 stock split payout of fractional shares— — (45) — — — (45)
Comprehensive income:

Net income — — — 78,895 — — 78,895
Other comprehensive income (loss):
Currency translation adjustment — — — — — (619) (619)

Comprehensive income 78,276
Balance at December 31, 2001 $ — $ 512 $146,131 $218,215 $(45,939) $ (975) $317,944

Condensed Consolidated Statements of Changes in Stockholders’ Equity
For the Years Ended December 31, 2001, 2000, and 1999
In thousands, except share amounts

These financial statements should be read in conjunction with the Notes to Investment Technology Group, Inc.’s Financial Statements which are included in its annual report on Form 10-K.
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Year Ended December 31, 2001 2000 1999

Operating Activities:
Net income $ 78,895 $ 63,593 $ 45,426
Adjustments to reconcile net income to net cash provided by operating activities

Depreciation and amortization 16,581 13,567 12,835
Deferred income tax (benefit) expense (5,460) 9,878 (11,435)
Tax benefit from employee stock options 8,473 24,586 28,484
Gain on sale of investments, including available-for-sale securities (1,157) (4,258) —
Undistributed (gain) loss of affiliates (309) 6,009 2,985
Write-down of investment in limited partnership 2,415 — —
Provision for doubtful receivables 1,406 169 228
Stock-based compensation 801 645 405

Changes in operating assets and liabilities
Securities owned, at fair value (10,424) (8,054) (3,997)
Receivables from brokers, dealers and other, net 1,788 (2,274) 4,718
Accounts payable and accrued expenses 13,671 4,323 7,383
Payables to brokers, dealers and other (72) 3,371 917
Securities sold, not yet purchased, at fair value (6,615) 5,539 5,573
Income taxes payable 15,021 (6,806) 15,710
Other, net 10,228 (13,651) (3,146)
Net cash provided by operating activities 125,242 96,637 106,086

Investing Activities:
Acquisitions of subsidiaries, net of cash acquired (17,793) (4,646) —
Purchase of premises and equipment (13,553) (13,500) (8,792)
Purchase of investments in limited partnerships (11,000) (1,200) (12,500)
Proceeds from sale of investments, including available-for-sale securities 1,295 4,263 —
Investment in joint venture — (4,613) (2,897)
Capitalization of software development costs (3,277) (2,202) (3,239)

Net cash used in investing activities (44,328) (21,898) (27,428)

Financing Activities:
Common stock issued 20,824 17,720 29,427
Common stock repurchased — (9,658) (58,052)
Payout of fractional shares in connection with stock split (45) — —
Dividends paid — — (74,624)

Net cash provided by (used in) financing activities 20,779 8,062 (103,249)
Effect of foreign currency translation on cash and cash equivalents (619) (349) 154
Net increase (decrease) in cash and cash equivalents 101,074 82,452 (24,437)
Cash and cash equivalents–beginning of year 135,533 53,081 77,518
Cash and cash equivalents–end of year $236,607 $135,533 $ 53,081
Supplemental cash flow information

Interest paid $ 2,734 $ 6,312 $ 2,449
Income taxes paid to non-affiliate $ 38,894 $ 23,620 $ 248
Income taxes paid to affiliate $ — $ — $ 6,538

Condensed Consolidated Statements of Cash Flows
Dollars In thousands

These financial statements should be read in conjunction with the Notes to Investment Technology Group, Inc.’s Financial Statements which are included in its annual report on Form 10-K.
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Unaudited
Year Ended December 31, 2001

Fourth Third Second First
Quarter Quarter Quarter Quarter

Total Revenues $100,012 $ 90,805 $ 94,851 $ 91,739

Expenses:
Compensation and employee benefits 27,222 26,980 25,710 23,833
Transaction processing 11,752 11,904 12,920 12,955
Software royalties 6,228 5,868 6,011 5,619
Occupancy and equipment 4,981 5,836 5,141 4,680
Telecommunications and data processing services 3,997 3,958 3,356 3,775
Net (gain) loss on long-term investments — — 719 (1,028)
Spin-off costs — — — —
Other general and administrative 7,366 7,884 7,035 6,593

Total expenses 61,546 62,430 60,892 56,427
Income before income tax expense 38,466 28,375 33,959 35,312
Income tax expense 15,641 12,427 14,886 14,263
Net income $ 22,825 $ 15,948 $ 19,073 $ 21,049

Basic earnings per share $ 0.47 $ 0.33 $ 0.40 $ 0.44
Diluted earnings per share $ 0.46 $ 0.33 $ 0.39 $ 0.44

Basic weighed average number of common shares outstanding 48,473 47,921 47,666 47,476

Diluted weighted average number of common shares outstanding 49,278 48,635 48,405 48,218

Unaudited Supplementary Financial Information
In thousands, except per share amounts

Earnings per share for quarterly periods are based on average common shares outstanding in individual quarters; 
thus, the sum of earnings per share of the quarters may not equal the amounts reported for the full year. All share 
and per share amounts have been retroactively restated to reflect our spin-off from Jefferies Group in 1999 and our 
three-for-two stock split in December 2001. 

These financial statements should be read in conjunction with the Notes to Investment Technology Group, Inc.’s Financial Statements which are included in its annual report on Form 10-K.
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Unaudited Unaudited
Year Ended December 31, 2000 Year Ended December 31, 1999

Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

$ 76,153 $ 75,679 $ 82,961 $ 75,612 $ 68,540 $ 54,564 $ 56,312 $ 52,628

19,030 19,388 20,319 18,440 14,400 11,402 13,667 12,248
11,828 10,496 10,945 10,709 9,248 7,677 7,821 7,536

4,475 4,914 5,810 4,988 4,742 4,083 4,274 3,752
4,433 4,317 4,307 3,896 3,685 3,201 3,296 3,113
3,267 2,754 3,265 3,033 2,423 2,701 2,384 1,920
1,437 1,233 1,811 782 1,184 275 329 886

— — — — (158) (85) 4,505 2,254
6,134 5,058 5,182 5,158 4,834 4,170 3,734 3,682

50,604 48,160 51,639 47,006 40,358 33,424 40,010 35,391
25,549 27,519 31,322 28,606 28,182 21,140 16,302 17,237
10,984 12,075 13,642 12,702 10,610 10,039 7,908 8,878

$ 14,565 $ 15,444 $ 17,680 $ 15,904 $ 17,572 $ 11,101 $ 8,394 $ 8,359

$ 0.31 $ 0.33 $ 0.38 $ 0.35 $ 0.38 $ 0.23 $ 0.18 $ 0.19
$ 0.31 $ 0.32 $ 0.37 $ 0.34 $ 0.37 $ 0.23 $ 0.17 $ 0.18

47,225 46,585 46,395 45,743 46,022 47,528 46,005 44,561

47,627 47,594 47,289 46,866 47,292 48,998 48,060 47,345
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Unaudited
Year Ended December 31, 2001

Fourth Third Second First
Quarter Quarter Quarter Quarter

Total Revenues 100.0% 100.0% 100.0% 100.0%
Expenses:

Compensation and employee benefits 27.2 29.7 27.1 26.0
Transaction processing 11.7 13.1 13.6 14.1
Software royalties 6.2 6.5 6.3 6.1
Occupancy and equipment 5.0 6.4 5.4 5.1
Telecommunications and data processing services 4.0 4.4 3.5 4.1
Net (gain) loss on investments 0.0 0.0 0.8 (1.1)
Spin-off costs 0.0 0.0 0.0 0.0
Other general and administrative 7.4 8.7 7.5 7.2

Total expenses 61.5 68.8 64.2 61.5
Income before income tax expense 38.5 31.2 35.8 38.5
Income tax expense 15.7 13.6 15.7 15.5
Net income 22.8% 17.6% 20.1% 23.0%

As a Percentage of Total Revenues

These financial statements should be read in conjunction with the Notes to Investment Technology Group, Inc.’s Financial Statements which are included in its annual report on Form 10-K.
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Unaudited Unaudited
Year Ended December 31, 2000 Year Ended December 31, 1999

Fourth Third Second First Fourth Third Second First
Quarter Quarter Quarter Quarter Quarter Quarter Quarter Quarter

100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

25.0 25.6 24.5 24.4 21.0 20.9 24.3 23.3
15.5 13.9 13.2 14.2 13.5 14.1 13.9 14.3

5.9 6.5 7.0 6.6 6.9 7.5 7.6 7.1
5.8 5.7 5.2 5.2 5.4 5.9 5.9 5.9
4.3 3.6 3.9 4.0 3.5 5.0 4.2 3.6
1.9 1.6 2.2 1.0 1.7 0.5 0.6 1.7
0.0 0.0 0.0 0.0 (0.2) (0.2) 8.0 4.3
8.1 6.7 6.2 6.8 7.1 7.6 6.6 7.0

66.5 63.6 62.2 62.2 58.9 61.3 71.1 67.2
33.5 36.4 37.8 37.8 41.1 38.7 28.9 32.8

14.4 14.4 16.0 16.4 16.8 15.5 18.4 14.0 16.9
19.1% 20.4% 21.4% 21.0% 25.6% 20.3% 14.9% 15.9%
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General Corporate Information

Forward-Looking Statements
This Annual Report contains forward-looking statements within the meaning of the U.S. securities laws.
All statements regarding our expected future financial position, results of operations, competitive
positions, plans, strategies and objectives of management, and concerning securities markets and
economic trends are forward-looking statements.  Although we believe our expectations reflected in
such forward-looking statements are basedon reasonable assumptions, there can be no assurance that
such expectations will prove to have been correct. Important factors that could cause actual results to
differ materially from the expectations reflected in the forward-looking statements herein include, among
others, the actions of both current and potential new competitors, rapid changes in technology, fluctu-
ations in market trading volumes, changes in the regulatory environment, as well as general economic,
business and financial market conditions. For additional factors which may cause results to differ
materially from the forward-looking statements herein, please refer to our 2001 Annual Report on
Form 10-K on file with the Securities and Exchange Commission.
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