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KPMG LLP

Suite 2000

355 South Grand Avenue

Los Angeles, CA 90071-1568

Independent Auditors’ Report

The Administrative Committee
The Jefferies Group, Inc.
Employees’ Profit Sharing Plan:

We have audited the accompanying statements of net assets available for benefits of the Jefferies Group,
Inc. Employees’ Profit Sharing Plan as of November 30, 2003 and 2002 and the related statements of
changes in net assets available for benefits for the years then ended. These financial statements are the
responsibility of the Plan’s management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the net
assets available for benefits of the Jefferies Group, Inc. Employees’ Profit Sharing Plan as of
November 30, 2003 and 2002 and the changes in net assets available for benefits for the years then ended
in conformity with accounting principles generally accepted in the United States of America.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The supplemental schedule, schedule H, line 4i — schedule of assets (held at end of year) as of
November 30, 2003, is presented for purposes of additional analysis and is not a required part of the basic
financial statements but is supplementary information required by the Department of Labor Rules and
Regulations for Reporting and Disclosure under the Employee Retirement Income Security Act of 1974.
The supplemental schedule is the responsibility of the Plan’s management. The supplemental schedule has
been subjected to the auditing procedures applied in the audits of the basic financial statements and, in our
opinion, is fairly presented, in all material respects, in relation to the basic financial statements taken as a
whole.

KPMe LLP

Los Angeles, California
April 22, 2004

KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative.



JEFFERIES GROUP, INC.

EMPLOYEES’ PROFIT SHARING PLAN
Statements of Net Assets Available for Benefits

November 30, 2003 and 2002

Assets:
Investments, at fair value (note 3):
Cash A
Equity securities
Mutual funds
Participant loans

Total investments

Receivables:
Employer contributions
Other

Total receivables
Total assets
Liabilities:
Excess contributions refundable
Accrued expenses
Total liabilities

Net assets available for benefits $

See accompanying notes to financial statements.

2003 2002
694,569 334,871
41,378,300 35,594,908
101,909,871 94,497,384
3,288,758 2,822,802
147,271,498 133,249,965
— 237,531
2,716 2,210
2,716 239,741
147,274,214 133,489,706
— 6,035
29,774 32,499
29,774 38,534
147,244,440 133,451,172




JEFFERIES GROUP, INC.

EMPLOYEES’ PROFIT SHARING PLAN

Statements of Changes in Net Assets Available for Benefits

Years ended November 30, 2003 and 2002

Additions to net assets attributed to:
Investment income (loss):
Interest and dividends

Net appreciation (depreciation) in fair value of investments

{(note 3)
Total investment income (loss)

Contributions:
Employer
Participants
Transfers from related plan

Total contributions
Total additions

Deductions from net assets attributed to:
Benefits paid to participants
Administrative expenses

Total deductions
Net increase (decrease)

Net assets available for benefits:
Beginning of year

End of year

See accompanying notes to financial statements.

2003 2002
1,250,193 1,176,376
15,360,027 (9,493,785)
16,610,220 (8,317,409)
2,024,533 2,007,984
11,824,917 9,349,065
644,654 3,149,368
14,494,104 14,506,417
31,104,324 6,189,008
17,037,597 10,994,689
273,459 240,625
17,311,056 11,235,314
13,793,268 (5,046,306)
133,451,172 138,497,478
147,244,440 133,451,172
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JEFFERIES GROUP, INC.
EMPLOYEES’ PROFIT SHARING PLAN

Notes to Financial Statements
November 30, 2003 and 2002

Description of the Plan

The following description of the Jefferies Group, Inc. Employees’ Profit Sharing Plan (Plan) provides only
general information. Participants should refer to the Plan agreement for a more complete description of the
Plan’s provisions.

(a)

)

(¢)

General

The Plan is a defined contribution plan sponsored by Jefferies Group, Inc. (Company) covering all
employees of the Company who have completed 90 days of service. The Plan became effective in
December 1964 and is subject to the provisions of the Employee Retirement Income Security Act of
1974 (ERISA).

Effective December 1, 2002, the Administrative Committee of the Plan amended the Plan to be a
multiple-employer plan and designated Bonds Direct, Inc., a related company, as a participating
employer under the Plan.

Contributions

Each year, participants may voluntarily contribute up to 15% of pretax annual compensation, as
defined in the Plan. Participants may also make voluntary after-tax contributions up to $12,000, with
the total annual amount contributed, either on a pretax or after-tax basis, not exceeding 15% of the
participant’s compensation for a Plan year. Participants may also contribute amounts representing
distributions from other qualified defined benefit plans, defined contribution plans, or Individual
Retirement Accounts (IRAs) that held contributions under a previous employer’s tax-qualified plan.
Participants direct the investment of their contributions into various investment options offered by
the Plan. The Plan currently offers 2 equity investments, 14 mutual funds (including 2 money market
funds), and a self-directed brokerage account (that invests in interest-bearing cash accounts and
income-oriented and growth-oriented mutual funds), as investment options for participants. The
Company provides a fixed matching contribution at a rate of 25% for each dollar contributed by the
employee on a pretax basis. The Plan also enables employees to share in the profits of the Company
by means of the Company’s discretionary contributions that can only be made out of profits and are
allocated on the basis of their compensation as defined in the Plan. Additional discretionary
matching contributions are allocated to participant accounts based on the level of employee
contributions made to the Plan. Other discretionary contributions are allocated to participants’ profit
sharing accounts on the basis of their compensation, as defined in the Plan. Contributions are subject
to certain limitations.

Participant Accounts

Each participant’s account is credited with the participant’s contribution and allocations of
(a) the Company’s contributions and (b) Plan earnings, and charged with an allocation of
administrative expenses. Allocations are based on participant earnings or account balances, as
defined. The benefit to which a participant is entitled is the benefit that can be provided from the
participant’s vested account.

4 (Continued)
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JEFFERIES GROUP, INC.
EMPLOYEES’ PROFIT SHARING PLAN

Notes to Financial Statements
November 30, 2003 and 2002

Vesting

Participants are vested immediately in their contributions plus actual earnings thereon. Vesting in the
Company’s contribution portion of their accounts is based on years of continuous service as follows:

Vested
Years of vesting service percentage
Fewer than two years None
Two years 33%
Three years 67
Four years 100

Participant Loans

Participants may borrow from their fund accounts up to a maximum equal to the lesser of
(1) $50,000 less the highest outstanding loan balance for the participant during the prior
12-month period or (2) 50% of their account balance, whichever is less. The loans are secured by the
balance in the participant’s account and bear interest at market rates that remain unchanged for the
duration of the loan. The term of the loan may not exceed five years except for loans for the purchase
of a primary residence, in which case the repayment period is over ten years. Principal and interest
are paid ratably through monthly payroll deductions.

Payment of Benefits

On termination of service for any reason, a participant with an account balance greater than $5,000
may elect to (1) receive a lump-sum distribution in an amount equal to the value of the participant’s
vested interest in his or her account, (2) elect a rollover distribution to an eligible retirement plan or
eligible individual retirement account in an amount equal to the value of the participant’s vested
interest in his or her account, or (3) elect to retain the amount of the vested balance in the Plan until
the attainment of age 65. To the extent that a participant’s account is less than $5,000, the Company
will distribute the vested interest in the participant’s account to the participant in the form of a
lump-sum payment. To the extent that a participant’s account is less than $5,000 and invested in
Company stock, the distribution will be made in the form of whole shares of Company stock or cash.

Forfeited Accounts

At November 30, 2003 and 2002, forfeited nonvested accounts totaled $75,476 and $57,990,
respectively. These accounts are normally reallocated among the active participants on the last day of
the Plan year based on the level of the active participants’ compensation.

Transfers from Related Plan

The Company also maintains an Employee Stock Ownership Plan (ESOP). The ESOP has a
provision which allows eligible participants to transfer up to 25% of their ESOP holdings into the
Plan. To be eligible to make such a transfer under the ESOP, the participant must be at least 55 years
of age and must have completed at least 10 years of participation in the ESOP. Transfers from the

5 (Continued)
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JEFFERIES GROUP, INC.
EMPLOYEES’ PROFIT SHARING PLAN

Notes to Financial Statements
November 30, 2003 and 2002

ESOP into the Plan are done through transfers of Jefferies Group, Inc. stock into the Plan at the
current market rate. There were a total of 15,685 and 85,195 shares of Jefferies Group, Inc. stock
with a market value of $644,654 and $3,149,368 that were transferred from the ESOP to the Plan
during the years ended November 30, 2003 and 2002, respectively.

Administrative Expenses

All reasonable expenses of administering the Plan are charged to participants and paid out of Plan
assets. Expenses are charged to each participant’s account on a pro rata basis.

Excess Contribution Refundable

Excess contribution refundable as of November 30, 2002 represents an amount withheld from
various participants in excess of the statutory limits set by the Internal Revenue Code. Such amount
was refunded to the applicable participants during 2003.

Summary of Significant Accounting Policies

(@)

(®)

(©)

Basis of Accounting

The financial statements of the Plan are prepared under the accrual method of accounting.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted
in the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and changes therein, and disclosure of contingent assets
and liabilities. Actual results could differ from those estimates.

p

Investment Valuation and Income Recognition

The Plan’s investments are stated at fair value. Quoted market prices are used to value all
investments. Shares of mutual funds other than the Tukman Equity Fund, which is nonreadily
marketable, are valued at the net asset value of shares held by the Plan at year-end. Loans are valued
at their outstanding balance, which approximates fair value.

The Plan invests in the Tukman Equity Fund, a nonreadily marketable mutual fund. The Tukman
Equity Fund is stated at fair value, based on the value of its underlying investments, as reported to
the Plan by Fidelity Management Trust Company, the Plan’s trustee.

Purchases and sales of securities are recorded on a trade-date basis. Dividends are recorded on the
ex-dividend date.

6 (Continued)
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JEFFERIES GROUP, INC.
EMPLOYEES’ PROFIT SHARING PLAN

Notes to Financial Statements
November 30, 2003 and 2002

(d) Concentration of Investments

Included in the Plan’s net assets available for benefits at November 30, 2003 and 2002 is an
investment in the Tukman Equity Fund, a nonreadily marketable mutual fund comprising of
approximately 19% and 21% of the Plan’s investments, respectively. Investment in the common
stock of Jefferies Group, Inc. comprises approximately 24% and 18% of the Plan’s investments as of
November 30, 2003 and 2002, respectively.

(e)  Risks and Uncertainties

The Plan provides for various investment options in mutual funds, equity securities, and a
self-directed brokerage account. The equity security investment options consist of the common stock
of Jefferies Group, Inc. and ITG, Inc. Investment securities are exposed to various risks such as
interest rate, market, and credit. Due to the level of risk associated with certain investment securities
and the level of uncertainty related to changes in the value of investment securities, it is at least
reasonably possible that changes in risk in the near term would materially affect the amount reported
in the accompanying statements of net assets available for benefits and the statements of changes in
net assets available for benefits.

()  Payment of Benefits

Benefits are recorded when paid.

(g) Reclassification

Certain amounts for prior period’s presentation have been reclassified to conform to the current
year’s presentation.

Investments

The following présents investments, with those that represent 5% or more of the Plan’s net assets
separately identified:

2003 2002
Equity securities:
Jefferies Group, Inc. Common Stock $ 35,678,288 24,444,693
ITG, Inc. Common Stock 5,700,012 * 11,150,215
Mutual funds:
Tukman Equity Fund 28,077,567 28,480,521
Fidelity Magellan Fund 13,141,940 10,583,392
Fidelity Growth and Income Fund 11,703,461 9,853,168
Fidelity OTC Portfolio Fund 8,837,042 6,711,585
Fidelity Retirement Money Market Fund 11,746,831 14,015,462
Fidelity Spartan U.S. Equity Index Fund 8,276,926 5,852,705 *
All other investments less than 5% 24,109,431 22,158,224
Total investments § 147,271,498 133,249,965
* Less than 5% of Plan net assets, included for comparative purposes.
7 (Continued)
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JEFFERIES GROUP, INC.
EMPLOYEES’ PROFIT SHARING PLAN

Notes to Financial Statements
November 30, 2003 and 2002

During 2003 and 2002, the Plan’s investments (including gains and losses on investments bought and sold,
as well as held during the year) appreciated (depreciated) in value by investment type, as follows:

2003 2002
Equity securities S 6,197,515 1,920,108
Mutual funds 9,162,512 (11,413,893)
$ 15,360,027 (9,493,785)

Party-In-Interest Transactions

Certain Plan investments are shares of mutual funds managed by Fidelity Management Trust Company.
Fidelity Management Trust Company is the trustee as defined by the Plan, and therefore, these transactions
qualify as party-in-interest transactions. Fees paid by the Plan for the investment management services for
the years ended November 30, 2003 and 2002 amounted to $273,459 and $240,625, respectively.

Plan Termination

Although it has not expressed any intent to do so, the Company has the right under the Plan to discontinue
its contributions at any time and to terminate the Plan subject to the provisions of ERISA. In the event of
Plan termination, participants would become 100% vested in their employer contributions.

Tax Status

The Internal Revenue Service has determined and informed the Company by a letter dated March 12, 2004
that the Plan and related trust are designed in accordance with applicable sections of the Internal Revenue
Code (IRC). As the Plan has not been amended since receiving the determination letter, the
plan administrator and the Plan’s tax counsel believe that the Plan is designed and is currently being
operated in compliance with the applicable requirements of the IRC.

[



JEFFERIES GROUP, INC.

EMPLOYEES’ PROFIT SHARING PLAN
Schedule H, Line 4i — Schedule of Assets (Held at End of Year)

Identity of issuer

November 30, 2003

Description of asset

Schedule

Current value

Fidelity Management Trust Company*

Jefferies Group, Inc.*

ITG, Inc.*

Tukman Capital Management Inc.

Fidelity Management Trust Company*
Fidelity Management Trust Company*
Fidelity Management Trust Company*
Fidelity Management Trust Company*
Fidelity Management Trust Company*
Fidelity Management Trust Company*
Fidelity Management Trust Company*
Fidelity Management Trust Company*
Fidelity Management Trust Company*
Fidelity Management Trust Company*

Fidelity Management Trust Company*
Fidelity Management Trust Company*

Fidelity Management Trust Company*

Participant loans*

Totals

* Party-in-interest investment.

Cash:

Brokeragelink Fund (694,569 shares)

Equity securities:

Jefferies Group, Inc. Common Stock
(1,140,610 shares)
ITG, Inc. Common Stock (322,035 shares)

Mutual funds:

Tukman Equity Fund (8,258,108 shares)
Fidelity Magellan Fund (140,616 shares)
Fidelity Growth and Income Fund (344,118 shares)
Fidelity Intermediate Bond Fund (493,729 shares)
Fidelity OTC Portfolio Fund (277,720 shares)
Fidelity Overseas Fund (191,899 shares)
Fidelity Asset Manager Fund (89,017 shares)
Fidelity Asset Manager Growth Fund (120,396 shares)
Fidelity Asset Manager Income Fund (49,156 shares)
Fidelity Strategic Income Fund (85,210 shares)
Fidelity Retirement Money Market Fund
(11,746,831 shares)
Fidelity Retirement Government Money Market Fund
(2,935,730 shares)
Fidelity Spartan U.S. Equity Index Fund
(220,014 shares)
Brokeragelink Fund (1,718,701 shares)

Participant loans:

764 loans, various maturities; balance collateralized by
212 participant accounts, interest rates range from
3.75% to 9.00%

See accompanying independent auditors’ report.

b 694,569

35,678,288
5,700,012

28,077,567
13,141,940
11,703,461
5,263,153
8,837,042
5,695,572
1,360,181
1,673,504
594,784
884,479

11,746,831
2,935,730

8,276,926
1,718,701

3,288,758
$ 147,271,498
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KPMG LLP

Suite 2000

355 South Grand Avenue

Los Angeles, CA 80071-1568

Exhibit 1

Independent Auditors’ Consent

The Administrative Committee
The Jefferies Group, Inc.
Employees’ Profit Sharing Plan:

We consent to the incorporation by reference in the registration statement (No. 333-32075), dated July 25,
1997, on Form S-8 of Jefferies Group, Inc. of our report dated April 22, 2004 with respect to the statements
of net assets available for benefits of the Jefferies Group, Inc. Employees’ Profit Sharing Plan as of
November 30, 2003 and 2002 and the related statements of changes in net assets available for benefits for
the years then ended, and the related supplemental schedule of schedule H, line 4i — schedule of assets
(held at end of year) as of November 30, 2003, which report appears in the November 30, 2003 annual
report on Form 11-K of the Jefferies Group, Inc. Employees’ Profit Sharing Plan.

KPre UP

Los Angeles, California
May 27, 2004

...I KPMG LLP, a U.S. limited liability partnership, is the U.S.
member firm of KPMG International, a Swiss cooperative. ( :‘ f



