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FORM 10-Q
(Mark One)
  x QUARTERLY REPORT PURSUANT TO

SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF

1934

For the quarterly period ended September 30, 2006

OR

  o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934

For the transition period from                      to                     

Commission file number 001-13913

WADDELL & REED FINANCIAL, INC.
(Exact name of registrant as specified in its charter)

Delaware 51-0261715
(State or other jurisdiction (I.R.S. Employer

of incorporation or organization) Identification No.)

6300 Lamar Avenue
Overland Park, Kansas  66202

(Address, including zip code, of Registrant�s principal executive offices)

(913) 236-2000
(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.  Yes x No o.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer (as defined in Rule 12b-2
of the Exchange Act).
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Large accelerated filer   x Accelerated Filer   o Non-accelerated Filer   o

Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act).
Yes o No x.

Shares outstanding of each of the registrant�s classes of common stock as of the latest practicable date:

Class Outstanding as of October 20, 2006
Class A common stock, $.01 par value 84,144,329
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PART I.  FINANCIAL INFORMATION

ITEM 1.   FINANCIAL STATEMENTS

WADDELL & REED FINANCIAL, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

(in thousands)

September 30, December 31,
2006 2005
(unaudited)

Assets
Assets:
Cash and cash equivalents $ 158,464 162,775
Investment securities 45,184 51,701
Receivables:
Funds and separate accounts 35,977 33,405
Customers and other 42,616 43,261
Deferred income taxes � 1,978
Prepaid expenses and other current assets 7,205 6,602
Total current assets 289,446 299,722

Property and equipment, net 50,989 52,963
Deferred sales commissions, net 20,251 15,899
Goodwill 175,309 195,309
Intangible assets 54,999 54,999
Other assets 13,979 13,379

Total assets $ 604,973 632,271

Liabilities and Stockholders� Equity

Liabilities:
Accounts payable $ 72,024 60,930
Accrued sales force compensation 17,275 18,412
Accrued other compensation 18,987 14,536
Short-term notes payable � 1,746
Income taxes payable 1,252 11,975
Deferred income taxes 1,404 �
Other current liabilities 38,905 49,185
Total current liabilities 149,847 156,784

Long-term debt 199,939 198,230
Accrued pensions and post-retirement costs 13,391 8,303
Deferred income taxes 13,754 15,707
Other 6,113 5,873
Total liabilities 383,044 384,897
Commitments and contingencies (Note 9)

Stockholders� equity :
Common stock - $0.01 par value: 250,000 shares authorized; 99,701 shares issued; 84,078 shares
outstanding (83,804 at December 31, 2005) 997 997
Additional paid-in capital 189,118 195,315
Retained earnings 371,171 393,043
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Cost of 15,623 common shares in treasury (15,897 at December 31, 2005) (339,820 ) (343,100 )
Accumulated other comprehensive income 463 1,119
Total stockholders� equity 221,929 247,374

Total liabilities and stockholders� equity $ 604,973 632,271

See accompanying notes to unaudited consolidated financial statements.
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WADDELL & REED FINANCIAL, INC. AND SUBSIDIARIES

Consolidated Statements of Operations

(Unaudited, in thousands, except for per share data)

For the three months
ended September 30,

For the nine months
ended September 30,

2006 2005 2006 2005

Revenues:
Investment management fees $ 77,955 68,857 230,194 196,972
Underwriting and distribution fees 77,908 68,069 235,414 201,248
Shareholder service fees 22,719 20,587 67,355 60,717

Total revenues 178,582 157,513 532,963 458,937

Operating expenses:
Underwriting and distribution 87,927 75,957 264,225 223,673
Compensation and related costs (including share-based compensation of $4.9 million,
$4.3 million, $16.7 million and $13.3 million, respectively) 25,767 25,692 82,290 74,344
General and administrative 15,539 10,106 90,765 70,210
Subadvisory fees 7,960 4,953 22,108 12,619
Depreciation 2,970 2,651 8,780 7,435
Goodwill impairment � � 20,000 �

Total operating expenses 140,163 119,359 488,168 388,281

Operating income 38,419 38,154 44,795 70,656

Investment and other income 2,960 1,449 7,367 4,268
Interest expense (3,048 ) (3,659 ) (9,286 ) (10,598 )

Income before provision for income taxes 38,331 35,944 42,876 64,326

Provision for income taxes 13,740 11,412 27,036 24,131

Net income before cumulative effect of change in accounting principle 24,591 24,532 15,840 40,195

Cumulative effect of change in accounting principle, net of tax � � (321 ) �

Net income $ 24,591 24,532 16,161 40,195

Earnings per share before cumulative effect of change in accounting
principle:
- Basic $ 0.30 0.30 0.19 0.50
- Diluted $ 0.30 0.30 0.19 0.49
Earnings per share:
- Basic $ 0.30 0.30 0.20 0.50
- Diluted $ 0.30 0.30 0.19 0.49
Weighted average shares outstanding:
- Basic 81,595 80,914 81,458 80,881
- Diluted 83,171 81,891 83,162 81,916
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Dividends declared per common share $ 0.1500 0.1500 0.4500 0.4500

See accompanying notes to unaudited consolidated financial statements.
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WADDELL & REED FINANCIAL, INC. AND SUBSIDIARIES

Consolidated Statements of Comprehensive Income

(Unaudited, in thousands)

For the three months For the nine months
ended September 30, ended September 30,
2006 2005 2006 2005

Net income $ 24,591 24,532 16,161 40,195
Other comprehensive income:
Available-for sale investments:
Net unrealized appreciation of investments during the period, net of income taxes
of $251, $465, $552 and $676, respectively 429 791 940 1,150
Derivatives:
Net unrealized loss on derivatives, net of income taxes of $0, $(21), $(174) and
$(21), respectively � (36 ) (297 ) (36 )
Reclassification adjustment for amounts included in net income, net of income
taxes of $(636), $0, $(763) and $(381), respectively (1,083 ) � (1,299 ) (648 )

Comprehensive income $ 23,937 25,287 15,505 40,661

See accompanying notes to unaudited consolidated financial statements.

5

Edgar Filing: WADDELL & REED FINANCIAL INC - Form 10-Q

8



WADDELL & REED FINANCIAL, INC. AND SUBSIDIARIES

Consolidated Statement of  Stockholders� Equity

For the Nine Months Ended September 30, 2006
(Unaudited, in thousands)

Accumulated
Additional other Total

Common stock paid-in Retained Treasury comprehensive stockholders�
Shares Amount capital earnings stock income equity

Balance at December 31, 2005 99,701 $ 997 $ 195,315 $ 393,043 $ (343,100 ) $ 1,119 $ 247,374

Net income � � � 16,161 � � 16,161
Share-based compensationm � � 16,174 9 � � 16,183
Issuance of restricted shares � � (21,963 ) � 21,963 � �
Dividends accrued � � � (38,042 ) � � (38,042 )
Exercise of stock options � � (2,367 ) � 8,531 � 6,164
Tax benefit from equity awards � � 1,959 � � � 1,959
Other stock transactions � � � � (4,684 ) � (4,684 )
Treasury stock repurchases � � � � (22,530 ) � (22,530 )
Change in fair value of derivatives � � � � � (297 ) (297 )
Reclassification for amounts included
in net income � � � � � (1,299 ) (1,299 )
Unrealized gain on investment
securities � � � � � 940 940

Balance at September 30, 2006 99,701 $ 997 $ 189,118 $ 371,171 $ (339,820 ) $ 463 $ 221,929

See accompanying notes to unaudited consolidated financial statements.
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WADDELL & REED FINANCIAL, INC. AND SUBSIDIARIES

Consolidated Statements of Cash Flows

(Unaudited, in thousands)

For the nine months
ended September 30,
2006 2005

Cash flows from operating activities:
Net income $ 16,161 40,195
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 8,972 8,386
Share-based compensation 16,183 13,316
Gain on sale of available-for-sale investments (2,702 ) (1,029 )
Net purchases and sales of trading securities (852 ) 1,675
Gain on trading securities (156 ) (448 )
Goodwill impairment 20,000 �
Write down of investment securities 750 �
Loss on sale and retirement of property and equipment 163 136
Capital gains and dividends reinvested (157 ) (105 )
Deferred income taxes 1,812 1,604
Changes in assets and liabilities:
Receivables from funds and separate accounts (2,572 ) (4,819 )
Other receivables 693 3,514
Other assets (4,355 ) 1,161
Accounts payable 11,094 (8,900 )
Other liabilities (14,005 ) 16,091

Net cash provided by operating activities $ 51,029 70,777

Cash flows from investing activities:
Purchases of available-for-sale investment securities (3,350 ) �
Proceeds from sales of available-for-sale investment securities 11,774 66,464
Proceeds from maturity of available-for-sale investment securities 435 8,272
Additions to property and equipment (6,969 ) (7,786 )
Cash paid for acquisitions � (15 )

Net cash provided by investing activities $ 1,890 66,935

Cash flows from financing activities:
Proceeds from long term debt and interest rate swap termination 199,862 �
Repayment of long term debt (200,000 ) �
Net short-term borrowings (repayments) � (35,000 )
Cash dividends (38,001 ) (37,521 )
Purchase of treasury stock (22,530 ) (5,997 )
Exercise of stock options 6,164 1,232
Excess tax benefits from share-based payment arrangements 1,959 �
Other stock transactions (4,684 ) (1,823 )

Net cash used in financing activities $ (57,230 ) (79,109 )

Net increase (decrease) in cash and cash equivalents (4,311 ) 58,603

Cash and cash equivalents at beginning of period 162,775 83,900
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Cash and cash equivalents at end of period $ 158,464 142,503

See accompanying notes to unaudited consolidated financial statements.
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WADDELL & REED FINANCIAL, INC.

NOTES TO THE UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

1.  The Company and Significant Accounting Policies

Waddell & Reed Financial, Inc. and Subsidiaries

Waddell & Reed Financial, Inc. and subsidiaries (hereinafter referred to as the �Company,� �we,� �our� and �us�) derive revenues primarily from
investment management, investment product underwriting and distribution, and shareholder services administration provided to the Waddell &
Reed Advisors Group of Mutual Funds (the �Advisors Funds�), W&R Target Funds, Inc. (the �Target Funds�), Ivy Funds, Inc. and the Ivy Funds
portfolios (collectively, the �Ivy Funds�), and Waddell & Reed InvestEd Portfolios, Inc. (�InvestEd�) (collectively, the �Funds�), and institutional and
separately managed accounts.  The Funds and the institutional and separately managed accounts operate under various rules and regulations set
forth by the United States Securities and Exchange Commission (the �SEC�). Services to the Funds are provided under investment management
agreements that set forth the fees to be charged for these services. The majority of these agreements are subject to annual review and approval by
each Fund�s board of directors/trustees and shareholders. Our revenues are largely dependent on the total value and composition of assets under
management, which include mainly domestic equity securities, but also debt securities and international equities.  Accordingly, fluctuations in
financial markets and composition of assets under management impact revenues and results of operations.

Basis of Presentation

We have prepared the accompanying unaudited consolidated financial statements included herein pursuant to the rules and regulations of the
SEC.  Certain information and footnote disclosures normally included in financial statements prepared in accordance with accounting principles
generally accepted in the United States have been condensed or omitted pursuant to such rules and regulations, although we believe that the
disclosures are adequate to enable a reasonable understanding of the information presented.  The information in this Quarterly Report on Form
10-Q should be read in conjunction with Part I, Item 2 �Management�s Discussion and Analysis of Financial Condition and Results of Operations�
and our audited financial statements and notes thereto included in our Annual Report on Form 10-K for the year ended December 31, 2005 (the
�2005 Form 10-K�). Certain amounts in the prior years� financial statements have been reclassified for consistent presentation.

The accompanying unaudited consolidated financial statements have been prepared consistently with the accounting policies described in Note 2
to the consolidated financial statements included in our 2005 Form 10-K, which include the following: use of estimates, cash and cash
equivalents, disclosures about fair value of financial instruments, investment securities and investments in affiliated mutual funds, property and
equipment, software developed for internal use, goodwill and intangible assets, deferred sales commissions, revenue recognition, advertising and
promotion, stock-based compensation, income taxes, and derivatives and hedging activities.

In our opinion, the accompanying unaudited consolidated financial statements reflect all adjustments (consisting of only a normal and recurring
nature) necessary to present fairly our financial position at September 30, 2006 and December 31, 2005, the results of operations for the three
and nine months ended September 30, 2006 and 2005 and cash flows for the nine months ended September 30, 2006 and 2005 in conformity
with accounting principles generally accepted in the United States.
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2.  Cash and Cash Equivalents

Cash and cash equivalents include cash on hand and short-term investments.  We consider all highly liquid investments with original or
remaining maturities of 90 days or less at the date of purchase to be cash equivalents.  Cash and cash equivalents at September 30, 2006 and
December 31, 2005 include amounts of $34.3 million and $26.1 million, respectively, for the benefit of customers segregated in compliance with
federal and other regulations.  Substantially all cash balances are in excess of federal deposit insurance limits.

3.  Indebtedness

On January 13, 2006, the Company issued $200 million in principal amount 5.6% senior notes due in 2011 (the �New Notes�) resulting in
proceeds of approximately $198.2 million (net of discounts, commissions and estimated expenses). The Company used the net proceeds,
together with cash on hand, to repay the entire $200 million aggregate principal amount outstanding of its 7.5% senior notes due January 18,
2006 (the �7.5% Notes�).  In 2002,the 7.5% Notes were effectively converted to variable rate debt by entering into an interest rate swap
agreement.  We accounted for the interest rate swap as a fair value hedge of the 7.5% Notes. The swap was considered 100% effective in
hedging the changes in the fair value of the 7.5% Notes arising from changes in interest rates, and accordingly, there was no impact on earnings
resulting from any ineffectiveness associated with the transaction throughout its term.

The New Notes represent senior unsecured obligations and are rated �Baa2� by Moody�s and �BBB� by Standard & Poor�s. Interest is payable
semi-annually on January 15 and July 15 at a rate of 5.6% per annum. The Company may, at its option, call the New Notes at any time pursuant
to a make whole redemption provision, which would compensate holders for any changes in interest rate levels of the notes upon early
extinguishment. The Company currently has no intention to call the New Notes.

During 2005, the Company entered into two forward starting interest rate swap agreements with five-year fixed swap rates of 4.57% and 4.84%,
respectively, on notional amounts of $100 million for each swap. The swaps were put in place to hedge against changes in forecasted interest
payments on the 7.5% Notes attributable to changes in the LIBOR swap rate prior to the time we anticipated refinancing the 7.5% Notes in
January 2006. We assessed the effectiveness of the swaps as hedges at their inception and in subsequent periods, and considered these swaps to
be completely effective cash flow hedges under Statement of Financial Accounting Standards (�SFAS�) No. 133, �Accounting for Derivative
Instruments and Hedging Activities.�  As of December 31, 2005, net unrealized gains attributed to the forward swap cash flow hedges were
approximately $1.6 million and were included as a component of other comprehensive income.

On January 10, 2006, the Company terminated the two 2005 forward interest rate swap agreements upon the closing of the New Notes. In
connection with those terminations, the Company received a net cash settlement of $1.1 million. Such amount has been recorded in accumulated
other comprehensive income and is being amortized into earnings as a reduction of interest expense over the five-year term of the New Notes.

9
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4.     Investment Securities

Investment Securities are as follows:

Fair Value
September 30, December 31,
2006 2005
(in thousands)

Available-for-sale securities:
United States government-backed mortgage securities $ 13 214
Municipal bonds 7,180 12,134
Corporate bonds � 719
Affiliated mutual funds 26,951 29,927

$ 34,144 42,994

Trading securities:
United States government-backed mortgage securities 129 �
Municipal bonds 511 �
Corporate bonds 416 �
Affiliated mutual funds 9,984 8,707

$ 11,040 8,707

Total Investment Securities $ 45,184 51,701

Certain information related to our available-for-sale securities is as follows:

September 30, December 31,
2006 2005
(in thousands)

Cost�available-for-sale securities $ 26,202 34,654
Gross unrealized gains 8,099 8,937
Gross unrealized losses (157 ) (597 )

Market value�available-for-sale securities $ 34,144 42,994

Purchases and sales of trading securities for the nine months ended September 30, 2006 were $1,118 thousand and $201 thousand, respectively.

In the first quarter of 2006, the Company recorded a $750 thousand write-down for other-than-temporary impairment of a municipal bond
classified as available-for-sale.  In the third quarter of 2006, the Company sold the same bond and recognized a gain on the sale of $183
thousand.
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5.     Stockholders� Equity

Earnings per Share

The components of basic and diluted earnings per share were as follows:

Three months ended
September 30,

Nine months ended
September 30,

2006 2005 2006 2005
(in thousands, except per share data)

Net income, as reported $ 24,591 24,532 16,161 40,195

Weighted average shares outstanding�basic 81,595 80,914 81,458 80,881

Dilutive potential shares from stock options and restricted stock
awards, computed under the treasury stock method 1,576 977 1,704 1,035
Weighted average shares outstanding�diluted 83,171 81,891 83,162 81,916

Earnings per share before cumulative effect of change in
accounting principle
Basic $ 0.30 0.30 0.19 0.50
Diluted $ 0.30 0.30 0.19 0.49

Earnings per share
Basic $ 0.30 0.30 0.20 0.50
Diluted $ 0.30 0.30 0.19 0.49

Anti-dilutive Securities

Options to purchase 2.8 million shares of common stock were excluded from the dilutive earnings per share calculation for the three and nine
months ended September 30, 2006 and options to purchase 3.2 million shares and 2.8 million shares of common stock were excluded from the
dilutive earnings per share calculation for the three and nine months ended September 30, 2005, respectively because they were anti-dilutive. 
Excluded from the diluted earnings per share calculation were 1,944 shares of anti-dilutive unvested restricted stock for the nine months ended
September 30, 2006 and 33,466 shares and 33,641 shares for the three and nine months ended September 30, 2005, respectively.

Dividends

On July 13, 2006, the Board of Directors (the �Board�) approved a dividend in the amount of $0.15 per share to stockholders of record as of
October 6, 2006 to be paid on November 1, 2006.  The total dividend to be paid is approximately $12.6 million.

Common Stock Repurchases

The Board has authorized the repurchase of our common stock in the open market and/or private purchases. The acquired shares may be used for
corporate purposes, including shares issued to employees in our stock-based compensation programs.  There were 933,229 common shares
repurchased in the open market and in private purchases for the three and nine months ended September 30, 2006.  No common shares were
repurchased for the three months ended September 30, 2005.  A total of 292,600 common shares were repurchased in the open market for the
nine months ended September 30, 2005.
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6.     Share-Based Compensation

The Company has three stock-based compensation plans:  the Company 1998 Stock Incentive Plan, as amended and restated (the �SI Plan�), the
Company 1998 Executive Stock Award Plan, as amended and restated (the �ESA Plan�) and the Company 1998
Non-Employee Director Stock Award Plan, as amended and restated (the �NED Plan�) (collectively, the �Stock Plans�).

The SI Plan allows us to grant equity compensation awards, including, among other awards, non-qualified stock options and restricted stock as
part of our overall compensation program to attract and retain key personnel and encourage a greater personal financial investment in the
Company. A maximum of 30,000,000 shares of common stock are authorized for issuance under the SI Plan. The Stock Plans also allow us to
grant non-qualified stock options and/or restricted stock to promote the long-term growth of the Company. A maximum of 3,750,000 and
1,200,000 shares of common stock are authorized for issuance under the ESA Plan and NED Plan, respectively. In addition, we make incentive
payments under the Company 2003 Executive Incentive Plan, as amended and restated (the �EIP�) in the form of cash, stock options,
restricted stock or a combination thereof. Incentive awards paid under the EIP in the form of stock options or
restricted stock are issued out of shares reserved for issuance under the SI and ESA Plans. Generally, shares of
common stock covered by terminated, surrendered or cancelled options, by forfeited restricted stock, or by the
forfeiture of other awards that do not result in issuance of shares of common stock are again available for awards
under the plan from which they were terminated, surrendered, cancelled or forfeited.

Under our Stock Plans, the exercise price of a stock option is equal to the closing market price of the stock on the date of grant. The maximum
term of non-qualified options granted under the SI Plan is ten years and two days and the options generally vest in 331⁄3% increments on the
second, third and fourth anniversaries of the grant date. The maximum term of non-qualified options granted under the
ESA Plan and NED Plan is 11 years and the options generally vest 10% each year, beginning on the first anniversary
of the grant date. Our Stock Plans include a Stock Option Restoration Program feature (the �SORP�) that allows, on the
first trading day of August, an employee to pay the exercise price on vested in-the-money options by surrendering
common stock of the Company that has been owned for at least six months. This feature also permits an employee
exercising an option to be granted new options in an amount equal to the number of common shares used to satisfy
both the exercise price and withholding taxes due upon exercise. New options are granted with an expiration date
equal to that of the original option and vest six months after the grant date. The SORP, which facilitates ownership of
our common stock by management and key employees, results in a net issuance of shares of common stock and fewer
stock options outstanding. We receive a current income tax benefit for stock option exercises.

Prior to January 1, 2006, the Company used the intrinsic value method as described in Accounting Principles Board Opinion No. 25,
�Accounting for Stock Issued to Employees� (�APB 25�) to measure employee stock-based compensation as permitted by
SFAS No. 123, �Accounting for Stock-Based Compensation� (�SFAS No. 123�).  Under this method, compensation
expense related to stock options was measured as the difference between the exercise price and the fair value of the
shares on the grant date, if any, and was recognized over the vesting period, which approximated the anticipated
service period.

Restricted stock awards are valued on the date of grant, have no purchase price and, with the exception of those issued in the stock option tender
in 2003, vest over four years in 331/3% increments on the second, third and fourth anniversaries of the grant date. Under the
Stock Plans, unvested shares of restricted stock may be forfeited upon the termination of employment with the
Company or service on the Board, dependent upon the circumstances of termination. Except for restrictions placed on
the transferability of restricted stock, holders of restricted stock have full stockholders� rights during the term of
restriction, including voting rights and the rights to receive cash dividends. Restricted shares issued in the stock option
tender offer were fully vested
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upon issuance, but remain subject to transfer restrictions that lapse in 331⁄3% increments annually beginning March 14, 2005.

Had compensation cost for the Company�s stock-based compensation plans been determined using the fair value method as described in SFAS
No. 123, the Company�s net income and earnings per share for the three and nine months ended September 30, 2005 would have approximated
the pro forma amounts indicated below:

Three months ended Nine months ended
September 30, 2005 September 30, 2005
(in thousands, except per share data)

Net income, as reported $ 24,532 40,195
Add:
Total stock-based employee compensation expense included in reported net
income, net of related tax effects � 910
Deduct:
Total stock-based employee compensation expense determined under fair-value
based method for all awards, net of related tax effects (174 ) (1,332 )

Pro forma net income $ 24,358 39,773

Basic earnings per share
As reported $ 0.30 0.50
Pro forma $ 0.30 0.49
Diluted earnings per share
As reported $ 0.30 0.49
Pro forma $ 0.30 0.49

The weighted-average fair value of each stock option included in the preceding pro forma amounts was estimated using a Black-Scholes
option-pricing model and was amortized over the vesting period of the underlying options.

A summary of stock option activity and related information for the nine months ended September 30, 2006 follows:

Options

Weighted
average
exercise price

Outstanding, December 31, 2005 7,115,837 $ 22.27
Granted 7,410 21.20
Exercised (402,610 ) 15.68
Terminated/Cancelled (6,200 ) 31.30
Outstanding, September 30, 2006 6,714,437 $ 22.65
Exercisable, September 30, 2006 6,707,027 $ 22.66
SORP options with vesting periods of six months were the only options granted for the nine months ended September 30, 2006.  Share-based
compensation expense related to the options issued under the SORP totaling $7 thousand was recorded for the three months ended September
30, 2006.  The expense was calculated using a Black-Scholes option-pricing model assuming 22.5% expected volatility, a risk-free interest rate
of 4.92%, a 2.8% expected dividend yield and an expected life of 2.09 years.  Share-based compensation expense recorded in the first quarter
2006 related to 2005 SORP grants was $138 thousand and those grants are now fully amortized.
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Following is a summary of options outstanding and exercisable at September 30, 2006:

Outstanding Options Exercisable Options

Exercise Price Range Number

Weighted Average
Remaining
Contractual Life
(in years)

Weighted Average
Exercise Price Number

Weighted Average
Exercise Price

$  5.95 to $9.99 59,299 0.30 $ 7.77 59,299 $ 7.77
$10.00 to $14.99 639,274 2.27 14.31 639,274 14.31
$15.00 to $19.99 3,204,993 2.48 17.26 3,204,993 17.26
$20.00 to $29.99 913,743 2.79 25.88 906,333 25.92
$30.00 to $34.19 1,897,128 2.59 33.50 1,897,128 33.50

6,714,437 2.51 $ 22.65 6,707,027 $ 22.66
The aggregate intrinsic value of outstanding options and exercisable options as of September 30, 2006 was $31,825,988 and $31,799,683,
respectively.  The total intrinsic value of options exercised during the nine months ended September 30, 2006 and 2005 was $3.1 million and
$1.6 million, respectively.

On April 25, 2005, the Compensation Committee of the Board approved the accelerated vesting of all then outstanding unvested options
previously awarded to employees, financial advisors, officers and directors.  This resulted in the accelerated vesting of 624,267 options.  Of
these options, 447,497 were �in-the-money� options having an exercise price less than the then current market price of the Company�s common
stock and a weighted average exercise price of $13.90 per share.  In order to prevent unintended personal benefits to directors and executive
officers with such options, the Board imposed restrictions on any shares received through the exercise of accelerated options held by those
individuals.  These restrictions prevent the sale of any stock obtained through exercise of an accelerated option prior to its original vesting date,
other than the disposition of stock as payment for the exercise price of options and associated income taxes, if any.

The Board approved the accelerated vesting of these options based on the belief that it was in the best interest of the stockholders to reduce
future compensation expense that the Company would otherwise be required to report in its statement of operations upon adoption of SFAS No.
123R, �Share-Based Payment, (revised 2004)� (�SFAS No. 123R�) in the first quarter of 2006.  We anticipate that holders of �in-the-money�
accelerated options will remain employed with the Company throughout the original vesting term of such options, and therefore, no expense will
be recorded for these options unless option holders are able to exercise an option that would have expired unexercisable pursuant to its original
terms.

Effective January 1, 2006, the Company adopted SFAS No. 123R.  The revised standard eliminated the intrinsic value method of accounting
required under APB 25. The Company adopted SFAS No. 123R using the modified prospective transition method of adoption, which does not
require restatement of prior periods.  Under that transition method, compensation expense recognized in 2006 for all share-based awards granted
after December 31, 2005 is based on the grant date fair value of the awards, net of estimated forfeitures.

In its computation of stock-based compensation expense under APB 25, the Company recognized actual forfeitures when they occurred.  Under
SFAS No. 123R, the Company is required to estimate forfeitures at the grant date.  The Company recognized a cumulative effect of change in
accounting principle of $503 thousand ($321 thousand increase to net income after-tax) on January 1, 2006, the SFAS No. 123R adoption date,
in order to adjust for expected forfeitures on all restricted awards made before December 31, 2005.

Prior to adopting SFAS No. 123R, the Company presented all tax benefits of deductions resulting from the exercise of share-based awards as
operating cash flows in the consolidated statement of cash flows.  SFAS No. 123R requires that the cash flows resulting from the tax benefits
generated from tax deductions in excess of the compensation costs recognized for the share-based awards (excess tax benefits) be classified as
financing cash flows.  The excess tax benefit of $2.0 million recorded for the nine months ended September
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30, 2006, classified as a financing tax inflow, would have been classified as an operating cash flow prior to the Company�s adoption of SFAS No.
123R.

The Board approved grants of restricted shares of the Company�s Class A common stock in lieu of stock options beginning in 2002.  As of
September 30, 2006, a total of 3,085,772 shares of unvested restricted stock were outstanding.  A summary of restricted share activity and
related fair value for the nine months ended September 30, 2006 follows:

Shares
Grant Date
Fair Value

Unvested at January 1, 2006 2,686,569 $ 21.71
Granted 1,093,517 23.04
Vested (616,958 ) 22.61
Forfeited (77,356 ) 21.83
Unvested at September 30, 2006 3,085,772 $ 21.99

The total fair value of shares vested during the nine months ended September 30, 2006 and 2005 was $14.1 million and $4.3 million,
respectively.

Consistent with the provisions of APB 25, the Company recorded the fair value of restricted stock grants and an offsetting deferred
compensation amount within stockholders� equity for unearned stock compensation cost.  Under SFAS No. 123R guidance, the Company has
reclassified its deferred compensation balance to additional paid-in capital on the consolidated balance sheet.  As of September 30, 2006, there
was $45.2 million of unamortized restricted stock compensation related to unvested restricted stock grants awarded under the Company�s Stock
Plans.  As of September 30, 2006, the remaining unamortized expense is expected to be recognized over a weighted average period of 2.45
years.  For the three and nine months ended September 30, 2006, share-based compensation totaled $4.9 million and $16.7 million, respectively
(excluding the cumulative effect of change in accounting principle). Share-based compensation totaled $4.3 million and $13.3 million,
respectively, for the three and nine months ended September 30, 2005.

For restricted stock awards granted prior to the adoption of SFAS No. 123R, the Company will continue to recognize compensation expense
over the full vesting period.  Had compensation expense for restricted stock awards issued prior to January 1, 2006 been determined based on the
date a participant first becomes eligible for retirement, the Company�s net income in the three month periods ended September 30, 2006 and 2005
would have decreased by $26 thousand and increased by $72 thousand, respectively, and net income in the nine month periods ended September
30, 2006 and 2005 would have increased by $301 thousand and decreased by $217 thousand, respectively.
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7.     Goodwill and Identifiable Intangible Assets

Goodwill

Goodwill represents the excess of the purchase price over the tangible assets and identifiable intangible assets of an acquired business. Goodwill
is not amortized, but instead is reviewed annually and when events or circumstances occur which indicate that goodwill might be impaired.
Impairment of goodwill is tested at the Company�s reporting unit level.  To determine fair value, our review process uses the income and market
approaches. In performing the analysis, we use the best information available under the circumstances, including reasonable and supportable
assumptions and projections. If the carrying amount of the reporting unit exceeds its implied fair value, goodwill is considered impaired and a
second step is performed to measure the amount of impairment loss, if any.

Based on our annual review of goodwill in the second quarter of 2006, in accordance with SFAS No. 142, �Goodwill and Other Intangible
Assets,�we recorded an impairment charge of $20.0 million related to our subsidiary, Austin Calvert & Flavin, Inc. (�ACF�). Factors that led to this
conclusion included, but were not limited to, the negative impact of the continued decline in ACF�s asset under management and diminished
involvement of ACF�s investment staff in mutual fund advisory responsibilities during the second quarter of 2006.  Continued asset redemptions
place significant risk on ACF�s ability to achieve and maintain profitability, and therefore have adversely impacted its earnings potential.

The goodwill impairment is not deductible for income tax purposes and represents a permanent book-tax difference. As a result, no tax benefit
has been recognized for the goodwill impairment charge.

At September 30, 2006 and December 31, 2005, consolidated gross goodwill was $213.9 million and $233.9 million, respectively, and
consolidated accumulated amortization was $38.6 million and $38.6 million, respectively.  ACF�s remaining unamortized goodwill balance at
September 30, 2006 was $7.2 million.

Identifiable Intangible Assets

Identifiable intangible assets (all considered indefinite lived) are summarized as follows:

September 30, December 31,
2006 2005
(in thousands)

Unamortized intangible assets:
Mutual fund management advisory contracts $ 38,699 $ 38,699
Mutual fund subadvisory management contracts 16,300 16,300

Total $ 54,999 $ 54,999
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8.     Pension Plan and Postretirement Benefits Other Than Pension

We provide a non-contributory retirement plan that covers substantially all employees and certain vested employees of our former parent
company (the �Pension Plan�).  Benefits payable under the Pension Plan are based on employees� years of service and compensation during the
final ten years of employment.  We also sponsor an unfunded defined benefit postretirement medical plan that covers substantially all
employees, including Waddell & Reed and Legend advisors.  The medical plan is contributory with retiree contributions adjusted annually.  The
following table presents the components of net periodic benefit cost related to these plans.

Other Postretirement
Other
Postretirement

Pension Benefits Benefits Pension Benefits Benefits
Three months ended 
September 30,

Three months ended 
September 30,

Nine months ended 
September 30,

Nine months ended 
September 30,

2006 2005 2006 2005 2006 2005 2006 2005
(in thousands) (in thousands)

Components of net periodic
benefit cost:
Service cost $ 1,362 1,400 75 106 4,085 4,199 224 317
Interest cost 1,187 1,206 52 77 3,561 3,618 156 230
Expected return on plan assets (1,405 ) (1,302 ) � � (4,216 ) (3,906 ) � �
Actuarial loss (gain) amortization 208 358 (10 ) 22 625 1,075 (27 ) 66
Prior service costs amortization 109 109 6 6 327 327 17 17
Transition obligation
amortization 1 1 � � 4 4 � �

Total $ 1,462 1,772 123 211 4,386 5,317 370 630

We anticipate that our contribution to the Pension Plan for 2006 will range from $5 to $7 million.  During the nine month period ended
September 30, 2006, we did not make any contribution to the Pension Plan.

9.     Contingencies

The Company is involved from time to time in various legal proceedings, regulatory investigations and claims incident to the normal conduct of
business. Our pending legal and regulatory actions include proceedings that are specific to us and others generally applicable to business
practices within the industries in which we operate. A substantial legal liability or a significant regulatory action against us could have an
adverse effect on our business, financial condition and on the results of operations in a particular quarter or year.

SEC/New York Attorney General/Kansas Securities Commission

See Note 17 of the Notes to the Consolidated Financial Statements of the Company�s 2005 Form 10-K and Note 9 of the Notes to the Unaudited
Consolidated Financial Statements of the Company�s Quarterly Report on Form 10-Q for the quarterly period ended June 30, 2006 for the
background, description and discussion of this matter.   In addition, please see the Company�s Current Report on Form 8-K dated July 24, 2006. 
During the quarter, the Company paid $50 million to the SEC and $2 million to the State of Kansas pursuant to the terms of the settlement
documents.  The Company recorded both of these charges in the second quarter of 2006.  In addition, effective October 1, 2006, the Company
instituted its annual $5 million investment management fee waiver pursuant to the New York Attorney General settlement.
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Williams Excessive Fee Litigation

See Note 17 of the Notes to the Consolidated Financial Statements of the Company�s 2005 Form 10-K and Note 9 of the Notes to the Unaudited
Consolidated Financial Statements of the Company�s Quarterly Reports on Form 10-Q for the quarterly periods ended March 31, 2006 and June
30, 2006 for the background, description and discussion of this matter.  On May 30, 2006, the investment advisor and underwriter subsidiaries of
the Company for the Ivy Funds were dismissed from the case with prejudice.  On September 25, 2006 the remainder of this case was dismissed
with prejudice.  The negotiations and discussions leading up to, and the terms of, the dismissal are confidential.

Waddell & Reed Financial, Inc. vs. Torchmark Corporation

See Note 17 of the Notes to the Consolidated Financial Statements of the 2005 Form 10-K and Note 9 of the Notes to the Unaudited
Consolidated Financial Statements of the Company�s Quarterly Reports on Form 10-Q for the quarterly periods ended March 31, 2006 and June
30, 2006 for the background, description and discussion of this matter.

As previously disclosed in the third quarter, the Arbitration Panel adjudicating this matter ruled against the Company and determined that the
Company owed Torchmark $7.4 million.  The Company paid the award in the third quarter.  A reserve previously established for this matter
largely covered this exposure.  The remaining amount was immaterial to the Company�s earnings.
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Item 2.     Management�s Discussion and Analysis of Financial Condition and Results of Operations

Certain statements contained in this Quarterly Report on Form 10-Q constitute �forward-looking statements� within the meaning of
Section 27A of the Securities Act of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as
amended, including statements regarding our expectations, hopes, beliefs, intentions or strategies regarding the
future.  All statements, other than statements of historical fact included in this Form 10-Q regarding our financial
position, business strategy and other plans and objectives for future operations are forward-looking statements.  All
forward-looking statements included in this Form 10-Q are based on information available to us on the date hereof,
and we assume no obligation to update such forward-looking statements, whether as a result of new information,
future events or otherwise.  Although we believe that the assumptions and expectations reflected in such
forward-looking statements are reasonable, we can give no assurance that such expectations will prove to have been
correct or that we will take any actions that may presently be planned and neither us nor any other person will be
responsible for the accuracy or completeness of any such forward-looking statements.  Certain important factors that
could cause actual results to differ materially from our expectations are disclosed in the �Risk Factors� section of our
Annual Report on Form 10-K for the year ended December 31, 2005, which include, without limitation, the adverse
effect from a decline in securities markets or a decline in our products� performance, regulatory settlements,
reduction of investment management fees, failure to renew investment management agreements, adverse results of
litigation and/or arbitration, acts of terrorism and/or war, competition, changes in government regulation, and
availability and terms of capital. Should one or more of these risks materialize or should the underlying assumptions
prove incorrect, actual results could differ materially from those forecasted or expected.  All subsequent written or
oral forward-looking statements attributable to us, or persons acting on our behalf, are expressly qualified in their
entirety by such factors.

The information contained in this Management�s Discussion and Analysis of Financial Condition and Results of Operations should be read in
conjunction with the Consolidated Financial Statements and Notes thereto included in this Form 10-Q and the audited financial statements and
notes thereto in our 2005 Annual Report on Form 10-K, as well as a more detailed explanation of risk factors at the end of this Item 2 under the
heading entitled �Forward Looking Information.�
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Our earnings and cash flows are heavily dependent on financial market conditions.  Significant increases or decreases in the various securities
markets, particularly United States equity markets, can have a material impact on our results of operations, financial condition and cash flows. 
We derive our revenues primarily from providing investment management, distribution and administrative services to the Funds and institutional
and separately managed accounts.  Investment management fees, a substantial source of revenues, are based on the amount of average assets
under management and are affected by sales levels, financial market conditions, redemptions and the composition of assets.  Underwriting and
distribution revenues, another substantial source of revenues, consist of commissions derived from sales of investment and insurance products,
distribution fees on certain variable products, and fees earned on fee-based asset allocation products, as well as advisory services.  The products
sold have various commission structures and the revenues received from product sales vary based on the type and amount sold.  Our products are
distributed through either our sales force of registered financial advisors (the �Advisors channel�) or third-party distribution methods such as other
broker-dealers and other registered investment advisors (including the retirement advisors of the Legend group of subsidiaries (�Legend�)) (the
�Wholesale channel�).  Our institutional efforts include defined benefit plans, pension plans, endowments, subadvisory relationships and high net
worth clients (the �Institutional channel�).  Rule 12b-1 service and distribution fees earned for servicing and/or distributing certain mutual fund
shares are based upon a percentage of assets and fluctuate based on sales, redemptions and financial market conditions.  Other service fees
include transfer agency fees, custodian fees for retirement plan accounts and portfolio accounting.
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Recent Accounting Developments

In December 2004, the Financial Accounting Standards Board (the �FASB�) issued Statement of Financial Accounting Standards (�SFAS�) No.
123R, �Share-Based Payment, (revised 2004)� (�SFAS No. 123R�) which the Company adopted effective January 1, 2006.  The revised standard
eliminated the intrinsic value method of accounting required under APB 25 and requires entities to measure the cost of employee services
received in exchange for an award of equity instruments based on the grant-date fair value of the award. The Company adopted SFAS No. 123R
using the modified prospective transition method of adoption, which does not require restatement of prior periods.  Under that transition method,
compensation expense recognized in 2006, for all share-based payments granted after December 31, 2005, is based on the grant date fair value
of the stock grants less estimated forfeitures.

In June 2006, the FASB issued Interpretation No. 48, �Accounting for Uncertainty in Income Taxes � an interpretation of FASB Statement No. 109�
(�FIN 48�), to clarify certain aspects of accounting for uncertain tax positions, including issues related to the recognition and measurement of
those tax positions. FIN 48 is effective for fiscal years beginning after December 15, 2006. We are in the process of evaluating the impact of the
adoption of this interpretation on our results of operations and financial condition.

In September 2006, the SEC released Staff Accounting Bulletin No. 108, �Considering the Effects of Prior Year Misstatements when Quantifying
Misstatements in Current Year Financial Statements� (�SAB 108�).  SAB 108 provides guidance on how the effects of prior-year uncorrected
financial statement misstatements should be considered in quantifying a current year misstatement.  SAB 108 requires registrants to quantify
misstatements using both an income statement (�rollover�) and balance sheet (�iron curtain�) approach and evaluate whether either approach results
in a misstatement that, when all relevant quantitative and qualitative factors are considered, is material.  If prior year errors that had been
previously considered immaterial now are considered material based on either approach, no restatement is required so long as management
properly applied its previous approach and all relevant facts and circumstances were considered.  If prior years are not restated, the cumulative
effect adjustment is recorded in opening accumulated earnings as of the beginning of the fiscal year of adoption.  SAB 108 is effective for fiscal
years ending on or after November 15, 2006.  We are in the process of evaluating the impact the adoption of SAB 108 might have on our results
of operations and financial condition.

In June 2006 the Emerging Issues Task Force (the �EITF�) reached a consensus on EITF Issue No. 06-4, �Accounting for Deferred Compensation
and Postretirement Benefit Aspects of Endorsement Split-Dollar Life Insurance Arrangements� (�EITF 06-4�) which requires the application of the
provisions of Statement of Financial Accounting Standards No. 106, �Employers� Accounting for Postretirement Benefits Other Than Pensions�
(�SFAS No. 106�) to split-dollar life insurance arrangements.  SFAS No. 106 would require the Company to recognize a liability for the
discounted future benefit obligation that the Company will have to pay upon the death of the underlying insured employee.  EITF 06-4 is
effective for fiscal years beginning after December 15, 2007.  We currently have certain policies subject to the provisions of this new
pronouncement and are evaluating the impact of the adoption of EITF 06-4 might have on our results of operations and financial condition.

In September 2006, the FASB issued SFAS No. 158, �Employers� Accounting for Defined Benefit Pension and Other Retirement Plans � an
amendment of FASB Statements No. 87, 88, 106 and 132(R)� (�SFAS No. 158�).   SFAS No. 158 requires employers to recognize the overfunded or
underfunded status of a defined benefit post-retirement plan as an asset or liability in its statement of financial position, measured as the
difference between the fair value of plan assets and the benefit obligation.  Further, this statement requires employers to recognize changes in
that funded status in the year in which the changes occur through comprehensive income.  SFAS No. 158 is effective for the fiscal year ending
after December 15, 2006.  We currently estimate that this pronouncement will result in an increase to accrued pensions and post-retirement costs
and a reduction to equity of approximately $8 million.

In September 2006, the FASB issued SFAS No. 157, �Fair Value Measurements� (�SFAS No. 157�).  This Statement defines fair value, establishes
a framework for measuring fair value and expands disclosure
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of fair value measurements.  SFAS No. 157 applies under other accounting pronouncements that require or permit fair value measurements and
accordingly, does not require any new fair value measurements.  SFAS No. 157 is effective for financial statements issued for fiscal years
beginning after November 15, 2007.  We are in the process of evaluating the impact of the adoption of SFAS No. 157 will have on our results of
operations and financial condition.

Third Quarter Highlights
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Highlights for the current quarter compared to the third quarter of 2005:

•  Gross sales increased 66% to $2.2 billion.

•  Total assets under management increased $4.9 billion.

•  Total revenues increased 13% or $21.1 million.

•  Underwriting and distribution revenues in the Wholesale channel grew by $6.7 million.

•  Operating expenses increased $20.8 million.

•  The redemption rate dropped from 16.0% to 13.7%.

Additionally, we repurchased over 930,000 shares of our common stock during the quarter.
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Results of Operations � Three and Nine Months Ended September 30, 2006 as Compared with Three and Nine Months Ended September
30, 2005

Net Income

Net income for the third quarter of 2006 was $24.6 million, or $0.30 per diluted share, compared to net income of $24.5 million, or $0.30 per
diluted share, for the same period in 2005.

Three months ended
September 30,
2006

September 30,
2005

(in thousands)

Net Income $ 24,591 24,532
Earnings per share:
Basic $ .30 .30
Diluted $ .30 .30

Net income for the nine months ended September 30, 2006 was $16.2 million, or $0.19 per diluted share, compared to net income of
$40.2 million, or $0.49 per diluted share, for the nine months ended September 30, 2005. The lower net income in 2006 is primarily attributable
to the settlement with the SEC, the New York Attorney General and the Kansas Securities Commission related to market timing investigations
which resulted in a charge of $55 million, $12 million of which represented non-deductible penalties.  The settlement with the SEC totaled $50
million, to be distributed to certain Funds pursuant to a plan to be developed by an independent consultant and approved by the Funds� boards of
directors.  We are also required to engage independent consultants to develop the distribution plan and review supervisory, compliance and other
policies and procedures, at a projected cost of $3 million accrued as part of the charge.  We agreed to a $2 million penalty to be designated for
investor education in the State of Kansas, and to reduce management fees by $5 million per year for each of the next five years in the Advisors
Funds and the Target Funds.  The fee concessions are separate from the amounts paid to the SEC and the Kansas Securities Commission and
were not part of the $55 million charge.  Net income was also impacted by a non-deductible goodwill impairment charge of $20 million related
to our subsidiary, August Calvert & Flavin, Inc. (�ACF�) and employee separation costs of $1.9 million at ACF in response to performance issues
and related loss of assets under management. The nine month period ended September 30, 2005 was impacted by legal and regulatory
settlements of $35.0 million, $6.3 million in costs related to the separation of employment of our former chief executive officer, and severance
and restructuring costs in our Advisors channel. 

Nine months ended
September 30,
2006

September 30,
2005

(in thousands)

Net Income $ 16,161 40,195
Earnings per share:
Basic $ .20 .50
Diluted $ .19 .49

In connection with the adoption of SFAS No. 123R in the first quarter 2006, we recognized a cumulative effect of change in accounting
principle.  In prior periods, we chose to record forfeitures of restricted stock when they occurred rather than estimate their impact on the date of
grant.  Upon implementation of SFAS No. 123R, we recognized expected forfeitures on awards granted prior thereto as an adjustment to
compensation cost.  The cumulative effect of this adjustment, net of tax, was income of $0.3 million.
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Total Revenues

Total revenues increased 13% to $178.6 million and 16% to $533.0 million for the three and nine months ended September 30, 2006,
respectively, compared to the same periods in 2005.  Increases in both periods can be attributed to growth in average assets under management
of 11% and 14% and an increase in gross sales of 66% and 68% for the three and nine months ended September 30, 2006, respectively,
compared to the same periods in the prior year. 

Three months ended
September 30,
2006

September 30,
2005 Variance

(in thousands, except percentage data)

Investment management fees $ 77,955 68,857 13 %
Underwriting and distribution fees 77,908 68,069 14 %
Shareholder service fees 22,719 20,587 10 %
Total revenues $ 178,582 157,513 13 %

Nine months ended
September 30,
2006

September 30,
2005 Variance

(in thousands, except percentage data)

Investment management fees $ 230,194 196,972 17 %
Underwriting and distribution fees 235,414 201,248 17 %
Shareholder service fees 67,355 60,717 11 %
Total revenues $ 532,963 458,937 16 %

Investment Management Fee Revenues

Investment management fee revenues were $78.0 million for the quarter ended September 30, 2006, representing an increase of $9.1 million, or
13%, from last year�s third quarter.  Total average assets under management for the current quarter were $44.7 billion compared to $40.2 billion
for the third quarter of 2005.   For the nine months ended September 30, 2006, investment management fee revenues were $230.2 million, an
increase of $33.2 million, or 17%, from the comparable period in 2005.  Total average assets under management for the first nine months of
2006 were $44.4 billion compared to $38.9 billion for the same period in 2005.

Revenues from investment management services provided to our retail mutual funds, which are distributed through the Advisors and the
Wholesale channels, increased $10.0 million, or 17%, for the quarter ended September 30, 2006 compared to the same quarter in the prior year,
while the related retail average assets increased 17% to $37.2 billion.  For the nine months ended September 30, 2006, revenues from investment
management services provided to our retail mutual funds increased $35.1 million, or 21%, compared to the first nine months of 2005, while the
related retail average assets increased 20% to $36.7 billion. Retail sales in the third quarter of 2006 were $1.8 billion, a 55% increase over sales
in the third quarter of 2005, and were $5.9 billion for the nine months ended September 30, 2006, a 70% increase over the same period in 2005.

Institutional and separate account revenues were $10.0 million for the quarter ended September 30, 2006, representing a decrease of $900
thousand, or 8%, from last year�s third quarter.  The decrease is attributable to ACF, based on a decline in their average assets by 52% over the
same period.  Year-to-date institutional and separate account revenues decreased 6% to $31.1 million in 2006 compared to the same period in
2005 primarily due to ACF�s reduced management fee revenues.
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Effective October 1, 2006, the Company instituted its annual $5 million investment management fee waiver pursuant to the New York Attorney
General settlement as described in Note 9 of the Notes to the Unaudited Consolidated Financial Statements.

The following tables provide information regarding the composition of our average assets under management by asset class and distribution
channel.

Third Quarter 2006
Advisors Wholesale Institutional Total
(in millions)

Asset Class:
Equity $ 23,288 8,752 6,865 $ 38,905
Fixed Income 3,887 340 627 4,854
Money Market 839 88 � 927
Total $ 28,014 9,180 7,492 $ 44,686

Third Quarter 2005
Advisors Wholesale Institutional Total
(in millions)

Asset Class:
Equity $ 21,531 5,387 7,626 $ 34,544
Fixed Income 3,963 320 610 4,893
Money Market 678 59 � 737
Total $ 26,172 5,766 8,236 $ 40,174

Year to Date 2006
Advisors Wholesale Institutional Total
(in millions)

Asset Class:
Equity $ 23,573 8,070 7,137 $ 38,780
Fixed Income 3,874 339 619 4,832
Money Market 763 68 � 831
Total $ 28,210 8,477 7,756 $ 44,443

Year to Date 2005
Advisors Wholesale Institutional Total
(in millions)

Asset Class:
Equity $ 20,717 4,880 7,696 $ 33,293
Fixed Income 3,962 319 624 4,905
Money Market 681 56 � 737
Total $ 25,360 5,255 8,320 $ 38,935
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Change in Assets Under Management

The following tables summarize changes in our assets under management by distribution channel.  All sales are net of commissions.  The
activity includes all Funds and institutional business, including money market funds and net asset value accounts for which we receive no
commissions.

Third Quarter 2006
Advisors Wholesale Institutional Total
(in millions)

Beginning Assets $ 28,361 8,952 7,688 $ 45,001

Sales (net of commissions) 759 1,088 345 2,192
Redemptions (806 ) (513 ) (404 ) (1,723 )
Net Sales (47 ) 575 (59 ) 469

Net Exchanges (38 ) 37 � (1 )
Reinvested Dividends & Capital Gains 64 10 28 102
Net Flows (21 ) 622 (31 ) 570

Market Appreciation (Depreciation) 212 (91 ) (79 ) 42
Ending Assets $ 28,552 9,483 7,578 $ 45,613

Third Quarter 2005
Advisors Wholesale Institutional Total
(in millions)

Beginning Assets $ 25,392 5,367 8,315 $ 39,074

Sales (net of commissions) 628 564 127 1,319
Redemptions (745 ) (274 ) (744 ) (1,763 )
Net Sales (117 ) 290 (617 ) (444 )

Net Exchanges (26 ) 23 � (3 )
Reinvested Dividends & Capital Gains 36 4 27 67
Net Flows (107 ) 317 (590 ) (380 )

Market Appreciation 1,294 454 279 2,027
Ending Assets $ 26,579 6,138 8,004 $ 40,721
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Year to Date 2006
Advisors Wholesale Institutional Total
(in millions)

Beginning Assets $ 27,188 6,729 7,947 $ 41,864

Sales (net of commissions) 2,449 3,414 739 6,602
Redemptions (2,465 ) (1,367 ) (1,223 ) (5,055 )
Net Sales (16 ) 2,047 (484 ) 1,547

Net Exchanges (142 ) 135 � (7 )
Reinvested Dividends & Capital Gains 224 47 87 358
Net Flows 66 2,229 (397 ) 1,898

Market Appreciation 1,298 525 28 1,851
Ending Assets $ 28,552 9,483 7,578 $ 45,613

Year to Date 2005
Advisors Wholesale Institutional Total
(in millions)

Beginning Assets $ 25,297 4,702 8,659 $ 38,658

Sales (net of commissions) 1,769 1,679 488 3,936
Redemptions (2,303 ) (862 ) (1,599 ) (4,764 )
Net Sales (534 ) 817 (1,111 ) (828 )

Net Exchanges (56 ) 48 � (8 )
Reinvested Dividends & Capital Gains 128 21 90 239
Net Flows (462 ) 886 (1,021 ) (597 )

Market Appreciation 1,744 550 366 2,660
Ending Assets $ 26,579 6,138 8,004 $ 40,721

The third quarter of 2006 yielded overall gross sales of $2.2 billion, an increase of $0.9 billion, or 66%, over the same period in 2005.  Gross
sales of the Advisors, Wholesale and Institutional channels improved 21%, 93% and 172% to $0.8 billion, $1.1 billion and $0.3 billion,
respectively, over the same quarter last year.  Gross sales of $6.6 billion were recorded for the nine months ended September 30, 2006, an
increase of $2.7 billion, or 68%, over the same period in 2005.  Gross sales of the Advisors, Wholesale and Institutional channels improved
38%, 103% and 51% to $2.4 billion, $3.4 billion and $0.7 billion, respectively, over the first nine months of last year.  Gross sales of subadvised
funds were $0.5 billion and $2.1 billion for the three and nine months ended September 30, 2006.

Long-term redemption rates (which exclude money market fund redemptions) in the Advisors channel improved to 9.0% in this year�s third
quarter and 9.3% year-to-date, compared to 9.2% in the third quarter of 2005 and 9.8% for the first nine months of 2005. In the Wholesale
channel, long-term redemption rates were higher in this year�s third quarter, at 21.5%, compared to 18.3% in the same period last year. The third
quarter rate of 21.5% has increased this year primarily due to higher redemptions in one of our specialty funds. For the nine months ended
September 30, 2006, however, the Wholesale channel�s long-term redemption rates decreased to 21.1% compared to 21.4% for the comparable
period in 2005. During the
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third quarter of 2006, the long-term redemption rate for our institutional business decreased to 21.4% from 35.8% compared to the third quarter
of 2005 and decreased to 21.1% from 25.7%, for the nine month period ended September 30, 2006 compared to 2005.  During the third quarter
of 2005, redemptions in our institutional business increased due to the withdrawal of nearly $380 million in pension business by a large state
plan due to their global reallocation of assets away from traditional pension managers and were unrelated to performance.

Underwriting and Distribution Fee Revenues and Expenses

The following tables illustrate our underwriting and distribution fee revenues and expenses segregated by the method of distribution within the
respective Advisors or Wholesale channel:

Third Quarter 2006
Wholesale

Advisors Third-Party Legend Total
(in thousands)

Revenue $ 54,398 10,465 13,045 $ 77,908
Expenses
Direct 37,323 14,722 8,855 60,900
Indirect 19,899 4,222 2,906 27,027

57,222 18,944 11,761 87,927
Net Underwriting & Distribution $ (2,824 ) (8,479 ) 1,284 $ (10,019 )

Third Quarter 2005
Wholesale

Advisors Third-Party Legend Total
(in thousands)

Revenue $ 51,296 5,145 11,628 $ 68,069
Expenses
Direct 34,795 7,293 7,902 49,990
Indirect 19,678 3,370 2,919 25,967

54,473 10,663 10,821 75,957
Net Underwriting & Distribution $ (3,177 ) (5,518 ) 807 $ (7,888 )

Year to Date 2006
Wholesale

Advisors Third-Party Legend Total
(in thousands)

Revenue $ 168,402 27,842 39,170 $ 235,414
Expenses
Direct 116,525 38,520 26,502 181,547
Indirect 61,288 12,972 8,418 82,678

177,813 51,492 34,920 264,225
Net Underwriting & Distribution $ (9,411 ) (23,650 ) 4,250 $ (28,811 )
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Year to Date 2005
Wholesale

Advisors Third-Party Legend Total
(in thousands)

Revenue $ 153,565 13,823 33,860 $ 201,248
Expenses
Direct 104,373 20,864 22,952 148,189
Indirect 56,681 10,156 8,647 75,484

161,054 31,020 31,599 223,673
Net Underwriting & Distribution $ (7,489 ) (17,197 ) 2,261 $ (22,425 )

Advisors Channel

Underwriting and distribution revenues earned in our Advisors channel in this year�s third quarter increased $3.1 million, or 6%, from the
comparative period last year to $54.4 million mainly due to:

•  higher Rule 12b-1 asset-based service and distribution fees of $1.9 million; and

•  increased commissions on front-load products of $1.4 million on a 12% increase in related sales.

Underwriting and distribution revenues earned in our Advisors channel for the nine months ended September 30, 2006 increased $14.8 million,
or 10%, from the comparative period last year to $168.4 million mainly due to:

•  increased commissions on front-load products of $9.5 million on a 28% increase in related sales and a shift
towards lower sales load rates; and

•  higher Rule 12b-1 asset-based service and distribution fees of $5.8 million. This was due to an increase of
$8.7 million in fees as average assets under management increased 11% over the first nine months of the prior year,
offset by a $2.9 million true-up adjustment to increase Rule 12b-1 revenues recorded in the first quarter of 2005.

28

Edgar Filing: WADDELL & REED FINANCIAL INC - Form 10-Q

Third Quarter Highlights 34



The following tables illustrate commissionable investment product sales by our financial advisors, including sales of our InvestEd portfolios. 
Sales are shown gross of commissions and exclude sales by Legend retirement advisors, money market funds, other mutual funds, insurance
products, and mutual funds sold at net asset value for which we receive no commission.

Variance
3Q 2006 3Q 2005 Amount Percentage
(in millions, except percentage data)

Front-end load sales (Class A) $ 386 350 36 10 %
Variable annuity products 89 74 15 20 %
Front-load product total 475 424 51 12 %

Deferred-load sales (Class B & C) 40 43 (3 ) -7 %
Allocation products 14 7 7 100 %
Total advisor sales $ 529 474 55 12 %

Variance
YTD 2006 YTD 2005 Amount Percentage
(in millions, except percentage data)

Front-end load sales (Class A) $ 1,322 989 333 34 %
Variable annuity products 236 232 4 2 %
Front-load product total 1,558 1,221 337 28 %

Deferred-load sales (Class B & C) 148 157 (9 ) -6 %
Allocation products 43 22 21 95 %
Total advisor sales $ 1,749 1,400 349 25 %

Total underwriting and distribution expenses in our Advisors channel increased $2.7 million, or 5%, to $57.2 million for the third quarter of
2006 and increased $16.8 million, or 10%, to $177.8 million for the nine months ended September 30, 2006.

•  Direct expenses increased $2.5 million during the current quarter compared to last year�s third quarter mainly
due to:

•  higher point-of-sale commissions of $1.8 million resulting from increased front-load product sales; and

•  higher service and distribution costs of $1.0 million.

•  Direct expenses increased $12.2 million during the nine months ended September 30, 2006 compared to the
same period in the prior year mainly due to:

•  higher point-of-sale commissions of $8.5 million resulting from increased front-load product sales; and

•  higher service and distribution costs of $3.4 million. This was due to an increase of $6.3 million in expenses
for servicing and distributing select share classes in line with the increase to average assets under management, offset
by a $2.9 million true-up adjustment in the first quarter of 2005 to increase service and distribution costs.

29

Edgar Filing: WADDELL & REED FINANCIAL INC - Form 10-Q

Third Quarter Highlights 35



•  Indirect expenses increased $0.2 million, or 1%, from last year�s third quarter to $19.9 million, due to higher
costs associated with support of the Advisors� sales efforts. Indirect expenses increased $4.6 million, or 8%, for the
nine months ended September 30, 2006 compared to the same period in 2005 primarily due to additional computer
services of $3.3 million and an increase in sales convention expense of $1.4 million.

Wholesale Channel

Underwriting and distribution revenues earned in the Wholesale channel increased by $6.7 million in the current quarter compared to the third
quarter of 2005 mainly due to:

•  increased third-party revenue of $5.3 million earned primarily from higher Rule 12b-1 asset-based service
and distribution fees due to an increase in average assets under management; and

•  higher point-of-sale commissions and Rule 12b-1 service fee revenue of $1.4 million earned by Legend
during the third quarter of 2006.

Underwriting and distribution revenues earned in the Wholesale channel increased by $19.3 million for the nine months ended September 30,
2006 compared to the same period in 2005 mainly due to:

•  increased third-party revenue of $14.0 million earned primarily from higher Rule 12b-1 asset-based service
and distribution fees due to an increase in average assets under management; and

•  higher point-of-sale commissions and Rule 12b-1 service fee revenue of $5.3 million earned by Legend
during the current year period.

Underwriting and distribution expenses in the Wholesale channel increased by $9.2 million in the third quarter of 2006 compared to last year�s
third quarter.  Direct expenses accounted for $8.4 million of the increase.  The increase in direct expenses was the result of the following:

•  higher costs for service and distribution and point of sale commissions of $4.7 million;

•  higher deferred acquisition amortization expense of $1.5 million;

•  higher commissions paid by Legend of $1.0 million due to an increase in assets under administration; and

•  higher commissions paid to wholesalers of $1.3 million due to increased sales volume.

Indirect expenses in the Wholesale channel increased $0.8 million in the third quarter of 2006 compared to 2005 due to higher wholesaling
support costs.

Underwriting and distribution expenses in the Wholesale channel increased by $23.8 million for the first nine months of 2006 compared to the
first nine months of last year.  Direct expenses accounted for $21.2 million of the increase.  The increases in direct expenses resulted from the
following:

•  higher costs for service and distribution fees and point of sale commissions of $10.4 million;

•  higher deferred acquisition amortization expense of $3.7 million;

•  higher commissions paid by Legend of $3.5 million due to an increase in assets under administration; and
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•  higher commissions paid to wholesalers of $3.5 million due to increased sales volume.

Indirect expenses in the Wholesale channel increased $2.6 million for the first nine months of 2006 compared to 2005 due to additional
headcount and higher wholesaling support costs.

Shareholder Service Fee Revenue

Shareholder service fee revenues for the quarter from transfer agency, custodian and accounting services were $22.7 million, an increase of $2.1
million, or 10%, from the third quarter of 2005.  The average number of shareholder accounts, one of the primary drivers of service fee revenue,
increased 11% to 2.85 million at September 30, 2006, compared with 2.56 million at September 30, 2005.  Shareholder service fee revenues for
the nine months ended September 30, 2006 were $67.4 million, an increase of $6.6 million, or 11%, from the comparable period in 2005.  The
average number of shareholder accounts for the nine month period increased 10% to 2.77 million at September 30, 2006, compared with 2.51
million at September 30, 2005.

Compensation and Related Costs

In the third quarter of 2006, compensation and related costs increased slightly compared to the same period in 2005.  Share-based
compensation accounted for a $600 thousand increase because of higher amortization expense associated with our
current year grant of restricted stock, offset by lower amortization due to a change that occurred in the third quarter of
2006 in our estimates for future vesting of awards.  There was also an increase in salaries, wages and related payroll
taxes of $600 thousand; however these net increases were offset by lower incentive compensation accruals of
approximately $1.4 million.

In the first nine months of 2006, compensation and related costs increased by $7.9 million, or 11%, to $82.3 million compared to the same
period in 2005.  During 2006, we incurred charges of $1.9 million (which included $1.5 million of share-based compensation expense) at ACF
in response to performance issues and related loss of assets under management.  Additionally, the nine month period ended September 30, 2005
included $2.7 million in charges associated with the resignation of our former CEO.  Excluding these charges, compensation and related costs
increased $8.7 million.  Share-based compensation accounted for $3.7 million of this increase primarily due to higher
amortization expense associated with our current year grant of restricted stock.  Additionally, salaries, wages and
related payroll taxes increased $3.1 million.  Other increases in compensation and related costs were due to headcount
increases and higher accruals for incentive compensation.  Average employee headcount increased 3.5%.

Share-based compensation, previously reported as a separate line item in the consolidated statement of operations, has been included in
compensation expense for both periods presented.
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Subadvisory Fees

Subadvisory fees represent fees paid to other asset managers for providing advisory services for certain Ivy and Target mutual fund portfolios. 
These subadvisory relationships were in place when we acquired certain businesses, and are with asset managers who specialize in certain
investment styles not offered by the Company.  Subadvisory fees for the three and nine months ended September 30, 2006 were $8.0 million and
$22.1 million, respectively, representing increases of $3.0 million and $9.5 million, respectively, from last year�s comparable periods.  The
increases are due to an increase from $4.3 billion to $7.3 billion in the average assets under management of subadvised funds from the third
quarter of 2005 to the third quarter of 2006, and an increase from $3.7 billion to $6.8 billion from the first nine months of 2005 to the same
period in 2006.

General and Administrative Costs

General and administrative expenses increased by $5.4 million to $15.5 million for the third quarter of 2006 compared to the same quarter in the
prior year.  The Arbitration Panel adjudicating the remaining matter between the Company and Torchmark ruled against the Company and
determined that the Company owed Torchmark $7.4 million.  The award was paid in the third quarter and a reserve previously established for
this matter largely covered this exposure.  On September 25, 2006, the remainder of the Williams excessive fee litigation was dismissed.  The
increase in general and administrative expenses is due in large part to legal and related expenses associated with the resolution of legal matters
and prior regulatory settlements.

General and administrative expenses increased by $20.6 million to $90.8 million for the nine months ended September 30, 2006 compared to the
same period in the prior year.  In addition to the increase in general and administrative expenses described above for the three months ended
September 30, 2006, the nine month periods in the respective years included the following charges: $55.0 million in 2006 for the settlement with
the SEC and state regulators, $35.0 million in 2005 for the settlement of outstanding legal matters with Torchmark Corporation for various
actions and the NASD and a consortium of states relating to variable annuity sales practices, and $3.2 million in 2005 for expenses related to our
former CEO associated with his resignation.

Investment and Other Income, Interest Expense and Taxes

Investment and other income increased $1.5 million from last year�s third quarter to $3.0 million for the third quarter of 2006.  The increase was
due to gains from the sale of available-for-sale securities of $1.5 million and increased earnings from higher average balances and interest rates
on commercial paper holdings of $900 thousand, offset by a write-down of other investments in the current quarter and a decrease in mutual
fund trading portfolio returns.  Investment and other income increased $3.1 million to $7.4 million for the nine months ended September 30,
2006 compared to the same period in the prior year. The increase was due to increased earnings from higher average balances and interest rates
on commercial paper holdings of $2.9 million and gains from the sale of available-for-sale securities of $2.5 million.  Offsetting these increases
was a decrease in mutual fund trading portfolio returns and write-downs on investments in the current year.

Interest expense decreased $600 thousand to $3.0 million compared to last year�s third quarter.  The decrease was due to interest incurred on
short-term borrowings in the prior year.  There have been no outstanding short-term borrowings during the current year. We also refinanced
$200 million in senior notes that matured in January 2006 (described below) at a rate of 5.6% and therefore accrued interest at a lower rate on
our senior notes during the current quarter compared to last year.  Interest expense decreased $1.3 million to $9.3 million for the nine months
ended September 30, 2006 compared to the same period in the prior year due primarily to interest paid on short-term borrowings in the prior
year.

32

Edgar Filing: WADDELL & REED FINANCIAL INC - Form 10-Q

Third Quarter Highlights 39



The lower effective tax rate of 35.8% for the third quarter of 2006 is due to state incentives recognized in the quarter.  The higher effective tax
rate in the current year reflects the impact of non-deductible charges recorded in connection with a portion of the settlement of litigation with the
SEC and state regulators and a non-deductible goodwill impairment charge for ACF.  In 2005, the effective tax rate reflects non-deductible
charges recorded in connection with the settlement of litigation with the NASD and a consortium of states related to variable annuity sales
practices in 2005.  We expect our normalized effective income tax rate to be approximately 36.5%.

Liquidity and Capital Resources

Our primary source of liquidity is cash provided by operations.  Cash and cash equivalents were $158.5 million at September 30, 2006, a
decrease of $4.3 million from December 31, 2005.  Cash and cash equivalents at September 30, 2006 and December 31, 2005 include reserves of
$34.3 million and $26.1 million, respectively, for the benefit of customers in compliance with securities regulations.

Cash flow from operations is our primary source of funds, and totaled $51.0 million for the first nine months of 2006 compared to $70.8 million
for the same period in 2005. Timing of settlement payments and litigation insurance recoveries between periods and an increase in customer
cash contributed to the increase in operating cash flows during the current year.  We made cash payments during the third quarter of 2006 of
$59.4 million related to settlements with regulatory authorities discussed earlier.

Cash flow provided by investing activities was $1.9 million for the nine months ended September 30, 2006 compared to $66.9 million for the
same period in 2005. During the current year, proceeds from the sale or maturity of available-for-sale securities of $12.2 million were offset by
$3.4 million of purchases of available-for-sale securities and $7.0 million in capital expenditures, mainly for home office expansion, data
processing equipment, software development and computer software. In 2005, the Company received proceeds from the sale or maturity of
available-for-sale securities of $74.7 million and expended $7.8 million for capital additions.

Cash flow used in financing activities for the nine months ended September 30, 2006 was $57.2 million compared to $79.1 million for the same
period in 2005.  On January 13, 2006, the Company issued $200 million in principal amount 5.6% senior notes resulting in net proceeds of
approximately $199.9 million.  The Company used the net proceeds, together with cash on hand, to repay the entire $200 million aggregate
principal amount outstanding of its existing 7.5% variable rate debt.  The Company paid dividends in 2006 and 2005 of $38.0 million and $37.5
million, respectively, and received cash from the exercise of stock options of $6.2 million and $1.2 million in the respective periods.  Cash
used to repurchase our common stock was $22.5 million for the nine months ended September 30, 2006 compared to
$6.0 million for the same period in 2005.  The Company also repurchased common stock in connection with the
vesting of employee restricted stock to cover their minimum tax withholdings of $4.7 million and $1.8 million in 2006
and 2005, respectively.  In the first nine months of 2005, we had net short-term debt repayments of $35.0 million.

We entered into a three-year revolving credit facility effective October 7, 2005, which initially provides for borrowings of up to $200.0 million. 
At September 30, 2006, there was no balance outstanding under the facility.  In addition, there were no outstanding balances on money market
loans at September 30, 2006.

Future Capital Requirements

We expect significant uses of cash in 2006 to include expected dividend payments, interest payments on outstanding debt, share repurchases,
legal settlements, pension funding, home office leasehold improvements and potential acquisitions.  Management believes its available cash,
marketable securities, and expected cash flow from operations will be sufficient to fund its operating and capital requirements for 2006.  We
may
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continue to repurchase shares of our common stock from time to time, as management deems appropriate. Share repurchases should be financed
by our available cash and investments and/or cash from operations.

Long-term capital requirements include capital expenditures primarily for enhancement of technology infrastructure, strategic acquisitions,
payment of dividends, repayment and servicing of the Company�s debt obligations and repurchases of the Company�s stock.

Critical Accounting Policies and Estimates

Management believes certain critical accounting policies affect its more significant judgments and estimates used in the preparation of its
consolidated financial statements.  Due to the implementation of SFAS No. 123R, we identified a new critical accounting policy related to
share-based compensation, which is listed below.  The Company�s other critical accounting policies and estimates are disclosed in the �Critical
Accounting Policies and Estimates� section of our 2005 Form 10-K.

Share-Based Compensation

We account for share-based compensation in accordance with SFAS No. 123R. Under the fair value recognition provisions of this statement,
share-based compensation cost is measured at the grant date and is recognized as expense on a straight-line basis over the four year vesting
period.  Determining the fair value of share-based awards at grant date requires judgment, including estimating the amount of share-based
awards expected to be forfeited.  If actual results differ significantly from these estimates, our results of operations could be materially impacted.
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Third Third Year-to- Year-to-
Quarter Quarter Date Date
2006 2005 Change 2006 2005 Change

Redemption rates�long term (annualized)
Advisors 9.0 % 9.2 % 9.3 % 9.8 %
Wholesale 21.5 % 18.3 % 21.1 % 21.4 %
Institutional 21.4 % 35.8 % 21.1 % 25.7 %
Total 13.7 % 16.0 % 13.6 % 14.8 %

Sales per advisor (000�s) (1)
Total 233 195 19.5 % 760 570 33.3 %
2+ Years (2) 327 278 17.6 % 1,116 848 31.6 %
0 to 2 Years (3) 72 63 14.3 % 194 145 33.8 %

Gross production per advisor 16.9 13.3 27.1 % 48.7 39.6 23.0 %

Number of financial advisors (1) 2,276 2,443 -6.8 % 2,276 2,443 -6.8 %
Average number of financial advisors (1) 2,272 2,439 -6.8 % 2,301 2,455 -6.3 %

Number of shareholder accounts (000�s) 2,833 2,579 9.8 % 2,833 2,579 9.8 %

Number of shareholders 653,810 639,675 2.2 % 653,810 639,675 2.2 %

(1) Excludes Legend retirement advisors

(2) Financial advisors licensed with the Company for two or more years

(3) Financial advisors licensed with the Company less than two years

Forward Looking Information

From time-to-time, information or statements provided by or on behalf of the Company, including those within this Quarterly Report on Form
10-Q may contain certain �forward-looking information,� including information relating to anticipated growth in our revenues or earnings,
anticipated changes in the amount and composition of assets under management, our anticipated expense levels, and our expectations regarding
financial markets and other conditions.  Readers are cautioned that any forward-looking information provided by or on behalf of the Company is
not a guarantee of future performance.  Actual results may differ materially from those contained in these forward-looking statements as a result
of various factors, including but not limited to those discussed below.  Further, such forward-looking statements speak only as of the date on
which such statements are made, and the Company undertakes no obligation to update or revise any forward-looking statement to reflect events
or circumstances after the date on which such statement is made or to reflect the occurrence of unanticipated events, whether as a result of new
information, future developments or otherwise.

Our future revenues will fluctuate due to many factors, such as the total value and composition of assets under our management and related cash
inflows or outflows in the Funds and other investment portfolios; fluctuations in national and worldwide financial markets resulting in
appreciation or depreciation of assets under our management; the relative investment performance of the Funds and other investment portfolios
as compared to competing offerings; the expense ratios of the Funds; investor sentiment and investor confidence; the ability to maintain our
investment management and administrative fees at current levels; competitive conditions in the mutual fund, asset management, and broader
financial services sectors; our introduction of new mutual funds and investment portfolios; our ability to contract with the Funds for payment for
investment advisory-related administrative services provided to the Funds and their
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shareholders; the continuation of trends in the retirement plan marketplace favoring defined contribution plans and participant-directed
investments; potential misuse of client funds and information in the possession of our financial advisors; and the development of additional
distribution channels may not be successful.  Our revenues are substantially dependent on fees earned under contracts with the Funds and could
be adversely affected if the independent directors of one or more of the Funds determined to terminate or significantly alter the terms of the
investment management or related administrative services agreements.

Our future operating results are also dependent upon the level of our operating expenses, which are subject to fluctuation for the following or
other reasons: variations in the level of compensation expense due to, among other things, performance-based bonuses, changes in our employee
count and mix, and competitive factors; unanticipated costs that may be incurred to protect investor accounts and the goodwill of our clients;
legal expenses; and disruptions of services, including those provided by third parties such as communications, power, and the mutual fund
transfer agent system.  In addition, our future operating results may also be impacted by our ability to incur additional debt, by adverse litigation
and/or arbitration judgments or settlements, failure to retain key personnel and financial advisors, regulatory enforcement exams, actions or
settlements and acts of terrorism and/or war.  The Company�s business is also subject to substantial governmental regulation, and changes in
legal, regulatory, accounting, tax, and compliance requirements may have a substantial effect on our operations and results, including but not
limited to effects on costs we incur and effects on investor interest in mutual funds and investing in general or in particular classes of mutual
funds or other investments.

Item 3.  Quantitative and Qualitative Disclosures About Market Risk

The Company has had no significant changes in its Quantitative and Qualitative Disclosures About Market Risk from that previously reported in
the Company�s 2005 Form 10-K.

Item 4.  Controls and Procedures

The Company maintains a system of disclosure controls and procedures that is designed to provide reasonable assurance that information, which
is required to be timely disclosed, is accumulated and communicated to management in a timely fashion.  A control system, no matter how well
conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are met.  The Company�s
Chief Executive Officer and Chief Financial Officer, after evaluating the effectiveness of the Company�s disclosure controls and procedures (as
defined in Rule 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934, as amended (the �Exchange Act�)) as of the end of the period
covered by this quarterly report, have concluded that the Company�s disclosure controls and procedures are effective to provide reasonable
assurance that information required to be disclosed by the Company in the reports that it files or submits under the Exchange Act is accumulated
and communicated to the Company�s management, including its principal executive officer and principal financial officer, as appropriate to allow
timely decisions regarding required disclosure and are effective to provide reasonable assurance that such information is recorded, processed,
summarized and reported within the time periods specified in the SEC�s rules and forms.

The Company�s internal control over financial reporting (as defined in Exchange Act Rule 13a-15(f) and 15d-15(f)) is designed to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles.  There were no changes in the Company�s internal control over financial reporting that
occurred during the Company�s most recent fiscal quarter that have materially affected, or are reasonably likely to materially affect, the
Company�s internal control over financial reporting.  However, because of the inherent limitations in all control systems, no evaluation of
controls can provide absolute assurance that all control issues and instances of fraud, if any, within the Company have been detected.
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Part II.  Other Information

Item 1.  Legal Proceedings

See the Notes to the Unaudited Consolidated Financial Statements, Note 9 �Contingencies� beginning on page 17 of this Quarterly Report on Form
10-Q regarding the status of the SEC/New York Attorney General/Kansas Securities Commission investigation, Williams excessive fee
litigation and Torchmark Corporation litigation. Information required by this Item 1 is incorporated herein by reference to the disclosure
contained in Note 9 of the Notes to the Unaudited Consolidated Financial Statements.

Item 1A.  Risk Factors

The Company has had no significant changes to its Risk Factors from those previously reported in the Company�s 2005 Form 10-K.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds

The following table sets forth certain information about the shares of Class A common stock we repurchased during the third quarter of 2006.

Period

Total Number
of Shares
Purchased (1)

Average
Price Paid
Per Share

Total Number of
Shares Purchased as
Part of Publicly
Announced Program

Maximum Number (or
Approximate Dollar
Value) of Shares that
May Yet Be Purchased
Under the Program

July 1 - July 31 � � � n/a (1)
August 1 - August 31 97,410 22.64 97,410 n/a (1)
September 1 - September 30 843,229 24.29 843,229 n/a (1)

Total 940,639 24.12 940,639

(1) On August 31, 1998, we announced that our Board of Directors approved a program to repurchase shares of our Class A common stock
on the open market.  Under the repurchase program, we are authorized to repurchase, in any seven-day period, the greater of (i) 3% of our
outstanding Class A common stock or (ii) $50 million of our Class A common stock.  We may repurchase our Class A common stock through
the New York Stock Exchange, other national or regional market systems, electronic communication networks or alternative trading systems
such as POSIT, during regular or after-hours trading sessions.  POSIT is an alternative trading system that uses passive pricing to anonymously
match buy and sell orders.  To date, we have not used electronic communication networks or alternative trading systems to repurchase any of our
Class A common stock and do not intend to use such networks or systems in the foreseeable future. Our stock repurchase program does not have
an expiration date or an aggregate maximum number or dollar value of shares that may be repurchased.  During the third quarter of 2006, all
stock repurchases were made pursuant to this repurchase program.  Of the total number of share repurchases in the third quarter of 2006,
933,229 were repurchased in the open market or in private repurchases and 6,933 were mature shares from stock incentive plan participants to
cover the strike price of options exercised in connection with a Stock Option Restoration Program (the �SORP�).  In addition, 477 newly issued
shares from the SORP exercise were repurchased from the participants to cover their statutory minimum tax withholdings.
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Item 6.  Exhibits and Reports on Form 8-K

(a)  Exhibits:

10.1 Offer of Settlement. Filed as Exhibit 10.1 to the Company�s Current Report on Form 8-K on July 24,
2006 and incorporated herein by reference.

10.2 Assurance of Discontinuance. Filed as Exhibit 10.2 to the Company�s Current Report on Form 8-K
on July 24, 2006 and incorporated herein by reference.

10.3 Stipulation for Consent Order. Filed as Exhibit 10.3 to the Company�s Current Report on Form 8-K
on July 24, 2006 and incorporated herein by reference.

31.1 Section 302 Certification of Chief Executive Officer

31.2 Section 302 Certification of Chief Financial Officer

32.1 Section 906 Certification of Chief Executive Officer

32.2 Section 906 Certification of Chief Financial Officer

(b)  Reports on Form 8-K:

Current Report on Form 8-K Items 1.01 and 9.01 dated July 24, 2006.  No financial statements were required to be filed.

Current Report on Form 8-K/A Items 7.01 and 9.01 dated July 24, 2006.  No financial statements were required to be filed.

Current Report on Form 8-K Items 2.02 and 9.01 dated July 26, 2006.  Furnished not filed.  No financial statements were required to be filed.

Current Report on Form 8-K Item 7.01 dated August 17, 2006.  No financial statements were required to be filed.
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SIGNATURES

Pursuant to the requirements 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, this 24th day of October 2006.

WADDELL & REED FINANCIAL, INC.

By: /s/ Henry J. Herrmann
Chief Executive Officer
(Principal Executive Officer)

By: /s/ Daniel P. Connealy
Senior Vice President and
Chief Financial Officer
(Principal Financial Officer)

By: /s/ Mark A. Schieber
Vice President and
Controller
(Principal Accounting Officer)
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