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OATH OR AFFIRMATION

1, Denis McAuley TIITI swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Edgewood Services, Inc.

, as of

December 31 ¥%2001 are true and correct. I further swear (or affirm) that neither the company »

nor any partner, proprietor, principal officer or director has any proprietary interest in any account classified soley as that of
a customer, except as follows:

&w\/\x% _

Slgnanu'e
Treasurer
Title
Q Notarial Seal -
@,Lk Susan B. Hill, Notary Public

Pittsburgh, Aileghen Count
Notary Public My Commission Expires j’une 10y2002

Member, Pennsylvania Association of Nolaries

This report** contains (check all applicable boxes):
(a) Facing page.
(b) Statement of Financial Condition.
(c) Statement of Income (Loss).
. (d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners or Sole Propnetor s Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(g) Computation of Net Capital
(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(1) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.
(i) A Reconciliation, including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation.

() An Oath or Affirmation.
(m) A icopy of the SIPC Supplemental Report.
(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

ROR 0O DO0O0OKRKERKRK

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




EDGEWOOD SERVICES, INC,
BALANCE SHEET
DECEMBER 31, 2001
(dollars in thousands, except per share data)

Assets:

Cash and cash eqUIVAIENLS........covciiiieiiiiiri e s $ 1,647
Receivable from affilIates, T ...coooii ittt ettt s et ee et e e ere e s e sareesens s snaresennensaes 998
Accounts receivable, Net 0F TESETVE OF $3..uiiiiiiiiiii et et 200
ALCCTUERH TEVEIMUES. ... vveeeeeeeveeeieeertreeeeeresemses s reseetsee s e anseasabesessreeeaastsearnseeeesbsaeaeeastsassaseseosnnes sateasnnses 9
CUITENT dETEITEA LAX ASSET..uvieiiieeerieereiiteeriteetteaneerir e areteestessaessesssrsenasssesbeeon sbeseasaenseesnsasssanssennsens 10
OURET CUITENE ASSEIS. .utieeeieeieuiieeeitveeerveeeeseeerasteeea ittt s searaeeentasaeanatesabesesaasseesstnnesasanseaassseessaeranssesasees 30
Property and eqQUIPIMENT, MEL.......coiiriieeriiirin ettt ees b st s 64
TOLAL ASSEES.cvvervrurirererererrerieesrestesrasrassessrsessasesse st aasesaessas estassasses st ensesseseaasanssssensersassansenansaivees $ 2,958

Liabilities:
ACCOUNLS PAYADLE...c.ceeieren ettt bbb b e s $ 131
ACCTUEA EXPEISES. c.erviirieitiitiiret ittt st st ettt e e sr e s b s R b eas e sa e ra s sae b an e s ss 133
INCOME tAXES PAYADIE. ...eoiiiiiiie ettt e s 24
Other CUITENE HADITILIES ..vviiviiiiiecie et ecte e e rve ettt bbessee e seaeeaeesese e sraectbeaseesarestneansaserres 33
Long-term deferred tax Hability, NEt .....ccccoovveiiiiiiiiiiiiiicriescrtc e 12
TOLAL HADIIITIES. .ot eeeiiitii et ectis e ettt reetb e e e ste s e e st a bt e ebasesssestneeassesrsesstsbesateesseesabessnnenseessnas 333

Shareholder’s Equity:
Capital stock, par value $.01 per share-

20,000 shares authorized, 12,309 shares issued and outstanding.........cooceevevvieeresecrnrvecenenene 0
Additional paid-in CAPItAl......c.eviiierrirrie et e e . 2,421
RELAINEA CAIMINZS. c.c vt rvrverrierreeirieeeerenteeereae st semeb s e s s eb e seen s e st st s s re e secabssesresaenesb e en e snescabencanes 204

Total Shareholder'S BQUILY . .vevevrirrirrircicit et et 2,625

Total liabilities and shareholder's EQUILY.... ..ot e $ 2,958

(The accompanying notes are an integral part of these financial statements)



EDGEWOOD SERVICES, INC.
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2001
(dollars in thousands)

Revenue:

COMITISSION TNCOIMIE, NMEL....vvie. eeeeeeeteeerrrrseereeeeieeeeerssssatseeaessesesaneeessseeaasesasesseeeseesseeeesseeseasteesssseeeanns
TruStCONNECE TEVEIIUE, TIEL. .. .eiouvveeeerrreeaeteeeitiaeeireeanseaeaaseeaessseeearsserassstasassssasssseseassnseassnseesssssssasseeas

Dividends

Total re

2 ¢ L1

Operating Expenses:

Allocated

expenses from affiliates.........ciii

Compensation and Telated ........ccvvvimviiiiiiice e e
Systems and COMMUNICATIONS ....eveerrverreeeieiiiiiirit s st st bbb saoren
Advertising and Promotional..............ccciiiininii s
OFfice and OCCUPANCY ..evvereireirrieire ittt ettt sttt et eb et r et ns st e s en e s b eaneaeans
Travel and T€lAted........c..ceoereriiere e e e

Operating Income

Nonoperating Expenses:

DIEDE EXPEISE 1.verveeeeetiitereetere ettt et ceee ettt it e et b st e bt st a e et b e es bbbt e eae s

Total NONOPETALNGE EXPEIISES....crviiririiiereitesiirirssrereereererts et sbentsstssre st sas st ste s b see e ensessesesreesaerrenees

TNCOIMNE DEIOTE INCOIMIE LAXES. ... eeoieresserenrirnerereerererreteeseeteseseresiosessrsreresersessessereiaseseseeserssessssssssntesssnen

Income tax

Net income

PIOVISION. .c.tttttereirinrisie st ert et st s st et rae st sa et s b b et s s sa s e st e bt n b st eanssn s rnen e e

(The accompanying notes are an integral part of these financial statements)

7,881
1,508
67

9,456

4,818
2,269
802
443
161
154
285

8,932

524

12

12

512

204
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EDGEWOOD SERVICES, INC.
STATEMENT OF CHANGES IN SHAREHOLDER'’S EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2001
(dollars in thousands)

Total
Additional Retained Shareholder’s
Capital Stock Paid-In Capital Earnings Equity
Balance at January 1, 2001 ..o $ 0 3 2421 § (104) % 2,317
............................................................ 0 0 308 308
Balance at December 31, 2001......c...coveniinenennnne $ 0 3 2,421 $ 204 % 2,625

(The accompanying notes are an integral part of these financial statements)




EDGEWOOD SERVICES, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2001
(dollars in thousands)

Operating Activities:
INCE INCOMIC. ...t treeevreteteerteeaueeesereassbaesss e e aes e eseretoabaeasbaes se e aemete eretesse s e e beaesnaassaeassansssarsssneeseesvasbesonsesesansnnssnasen
Adjustments to Reconcile Net Income to Net Cash Used by
Operating Activities:
DIEPTECIALION. .. vt teaee et se st sk bbb bbb b s b sm et s et eh et etk es et enen e e .
L0388 0N dISPOSAL OF ASSELS....eveviviriciiieiie ettt ettt et e e s bk e s as e et et ene
Provision for deferred INCOME LAXES.....cviviriiirerrcriiiniieniiiei ittt st sere et reeereaaseensesee e eseaesseaen
Changes in assets and liabilities:
Increase in receivable from affiHiates, NEt ...t
Increase in accounts reCeivable, MEL. ...t
Increase in ACCTUEA TBVENUE.....c.coove ittt ittt st et s n et et eneantessesseesanbereenen e s
Decrease iN Oher CUITENE ASSEES....c..oruitriaitiriertieetteritietresrreeetabeteantesteeseeeseasbe e mee st eatesanesenssreeasessssenes
Decrease in accounts payable and acCrued EXPENSES.........cvvviiivreriinc e se st s e sesaeee e
Increase in iNCOME (AXES PAYADIE... ..ot e eenes
Decrease N Other HABIIIEES. ... .viviveiiierieieie ettt ettt ee et seaste e enaras et e seesrenaesseeseesnestesaasss e e

Net cash used by Operating aCtivities. ..o et e

Investing Activities:
Additions to property and EQUIPIMENL........c.iriivriirtetierren ettt rtetest e seesreessaeesteeteaaessasseseseesseseessen

Net cash used by INVESHNE ACHVILES......oviriiiiiiiiitire e e s
Net decrease in cash and cash eqUIVAIENLS .........cccoriicieriiini et cre et aee s s b sees
Cash and cash equivalents, beginning of PEriod.........ccooiriiiiiiiiiic et ees

Cash and cash equivalents, end of PETIOQ.......cccccovimiiimiiiiii et

(The accompanying notes are an integral part of these financial statements)

308

14
28
(476)
(106)
)]
(303)

(48)

(553)

60)

(60)

(613)

2,260

1,647




EDGEWOOD SERVICES, INC.
STATEMENT OF CHANGES IN LTIABILITIES SUBORDINATED TO CLAIMS OF CREDITORS
FOR THE YEAR ENDED DECEMBER 31, 2001
(dollars in thousands) g

Balance at January 1, 2001.......ceeeoeeeeoeeee oo $ 0
Additions and/OT TEAUCHIONS. .....uuveiiureerireeeerrreesteeeeerreeesressesreasataeeeenreeeeenreessreeeennressenrees 0
Balance at December 31, 2001 ...ttt et e, $ 0

(The accompanying notes are an integral part of these financial statements)




EDGEWOOD SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001

)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a)

(b)

(©)

(d)

(e)

Nature of Operations

Edgewood Services, Inc. (the “Company”) is an indirect, wholly-owned subsidiary of Federated
Investors, Inc. The Company is registered as a broker/dealer primarily for the clearance of mutual
fund trades with bank trust departments. As such, the Company promptly transmits all funds and
promptly delivers all securities received in connection with its activities as a broker/dealer. The
Company may not hold funds or securities on behalf of customers.

Basis of Presentation

The financial statements include the accounts of the Company. Such statements have been
prepared in accordance with accounting principles generally accepted in the United States. In
preparing the financial statements, management is required to make estimates and assumptions that
affect the amounts reported in the financial statements. Actual results may differ from those
estimates, and such differences may be material to the financial statements.

Cash and Cash Equivalents

Cash and cash equivalents include cash on hand and investments in money market funds which are
managed by another affiliate of Federated Investors, Inc..

Property and Equipment

Property and equipment are depreciated over their estimated useful lives ranging from three to ten
years using the straight-line method. All additions are recorded at cost.

In August 2001, the Financial Accounting Standards Board issued Statement of Financial
Accounting Standards No. 144, “Accounting for the Impairment or Disposal of Long-Lived
Assets.” One of the primary objectives of this statement was to establish a single accounting
model for long-lived assets to be disposed of by sale, whether previously held and used or newly
acquired. The Company adopted Statement 144 on January 1, 2002, and does not expect this
statement to have a material impact on its financial condition or results of operations. The
Company continuously evaluates the remaining useful lives and carrying values of long-lived
assets to determine whether a change in useful life or impairment in value may have occurred. The
adoption of this statement will not result in a change to this practice.

Revenue Recognition

Revenue is recognized during the period in which services are performed. Commission income is
shown net of third-party distribution costs. TrustConnect revenue is shown net of fee waivers.




EDGEWOOD SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001

)

3)

“)

63 Income Taxes

The operating results of the Company are included in the consolidated federal income tax return
filed by Federated Investors, Inc. The Company is subject to a consolidated tax sharing policy and
computes its federal income tax provision on a separate company basis, except that tax benefits of
losses and any tax carry-forward benefit are recorded by the subsidiary incurring such losses, to the
extent they can be used to reduce consolidated tax expense. The Company files and computes
state taxes on a separate company basis in compliance with the respective state tax law.

The Company uses the liability method to account for deferred income taxes. Under this method,
deferred tax assets and liabilities are determined based on differences between financial reporting
and tax bases of assets and liabilities and are measured using enacted rates expected to be applied
to taxable income in the years in which those temporary differences are expected to be recovered
or settled.

PROPERTY AND EQUIPMENT

Property and equipment consisted of the following at December 31, 2001:

(in thousands)
Capitalized software development $45
Office furniture and equipment 24
Computer equipment _23
92
Accumulated depreciation _(28)
Property and equipment, net $64

Depreciation expense was approximately $14,000 for the year ended December 31, 2001.
DISCRETIONARY LINE OF CREDIT

The Company has a discretionary line of credit agreement with a bank under which it can borrow up to
345,000,000 for the payment of obligations associated with the daily net settlements of mutual funds
processed through the National Securities Clearing Corporation. Borrowings under this agreement bear
interest at a rate defined by the bank at the time of the borrowing and are payable on demand. At
December 31, 2001, the outstanding balance under this agreement was zero.

TRANSACTIONS WITH RELATED PARTIES

Federated Investors, Inc. and/or its subsidiaries charge certain operating expenses, including compensation
and related benefits, occupancy and other support services to the Company.

The “Receivable from affiliates, net,” represents the amount of fees collected by another affiliate of
Federated Investors, Inc. on behalf of the Company in excess of operating expenses paid by this affiliate on
behalf of the Company. “Receivable from affiliates, net” is not settled in cash.




EDGEWOOD SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001

3)

(6)

)

401(k) PLAN

The Company’s employees participate in the Federated Investors, Inc. Employees Profit Sharing/401(k)
Plan. Under this plan, employees can make salary deferral contributions at a rate of 1% to 15% of their
annual compensation, subject to Internal Revenue Code limitations. Federated Investors, Inc. makes a
matching contribution in an amount equal to 100% of the first 2% that each participant defers and 50% of
the next 4% of deferred contributions. Contributions for the plan charged to the Company by Federated
Investors, Inc. were $54,000 for the year ended December 31, 2001. Beginning on January 1, 2002, among
other revisions to the 401(k) plan, non-highly compensated employees will be able to contribute as much as
25% of their annual compensation to the 401(k) plan and the employees’ vesting schedule will accelerate.
Upon completion of two years of service, 20% of the employer’s contribution included in a participant’s
account will vest and 20% will vest each year of the subsequent four years of service.

INCOME TAXES

Income tax expense for the year ended December 31, 2001, consists of the following:

(in thousands) Current Expense Deferred Provision Total

Federal $150 $28 $178
State _26 — 26
Total $176 $28 204

The temporary differences that give rise to the significant portion of the deferred tax assets and liabilities
consisted of the following as of December 31, 2001:

(in thousands)

Deferred tax assets:
Reserve for clearing reclaims $ 9
Fixed assets
Reserve for bad debt

Total gross deferred tax asset

Deferred tax liabilities:

Capitalized software development costs _ 14
Total gross deferred tax liability __14
Net deferred tax liability ‘ 3 2

The Company’s effective tax rate for the year ended December 31, 2001, was 39.8%. This rate was higher
than the Company’s federal statutory income tax rate of 35.0% due primarily to meals and entertainment
expense incurred during 2001, 50% of which is non-deductible for tax purposes, and state income taxes.

REGULATORY REQUIREMENTS

The Company, as a registered broker and dealer in securities, is subject to the Securities and Exchange
Commission Uniform Net Capital Rule (Rule 15¢3-1) and is required to maintain net capital, as defined,
equal to the greater of $25,000 or 6-2/3% of aggregate indebtedness. At December 31, 2001, the Company
had net capital of $1,445,000, which is $1,420,000 in excess of its required capital of $25,000.




EDGEWOOD SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001

&

©

MAJOR CUSTOMERS

The Company did not have any major customers for the year ended December 31, 2001.

PLEDGED SHARES

At December 31, 2001, the outstanding shares of the Company’s capital stock had been pledged as
collateral for certain borrowings incurred by Federated Investors, Inc. As of January 22, 2002 however, the

Company’s capital stock is no longer pledged as collateral for the aforementioned borrowings incurred by
Federated Investors, Inc.




EDGEWOOD SERVICES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2001

Statement Regarding Rule 15¢3-3

The Company is exempt from Rule 15¢3-3 of the Securities and Exchange Commission under paragraph
(K)(2)(i) of that rule.




EDGEWOOD SERVICES, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1

DECEMBER 31, 2001
(dollars in thousands)

Computation of net capital:

SHATENOIAEI™S EQUILY. ... errvevsvreeereetrseresetre et eier ettt sr bbb ea st ettt se bt s et b s s eeasse b b s et $ 2,625

Deductions and/or changes:

NONALOWADIE @SSELS. ... ...ttt ittt $ 1,147

Haircut on securities OWNE.......ccvviivivierieeeet it ee e e ee e srteeees s 33 1,180
NEE CAPTEAL ... ettt e b st s sttt b et $ 1,445
Aggregate INAEDIEANESS ... ceceereciiirc ettt bbbt $ 333

Computation of basic net capital requirement:

Minimum net capital required (greater of $25,000 or

6-2/3% of aggregate INAEDIEANESS)....ccoiuiirrrereririieces ittt rcere e eee st seseens $ 25
EXCESS NEL CAPILAL...eeureiieiirirei ettt ettt ebe st bbb e e $ 1,420
Ratio of aggregate indebtedness to Net Capital............ccovciiiiiiiviniii 23101

Note: The above computation does not differ materially from the
computation included in the Company’s corresponding unaudited
Form X-17A-5-Part IIA filing.




i’l ERNST& YOUNG LLP # One Oxford Centre @& Phone: 412 644 7800

Pittsburgh, Pennsylvania 15219

Report of Independent Auditors

Board of Directors
Edgewood Services, Inc.

We have audited the accompanying balance sheet of Edgewood Services, Inc. (the Company) as
of December 31, 2001, and the related statements of income, changes in shareholder’s equity,
and cash flows for the year then ended. These financial statements are the responsibility of the
Company's management. OQur responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the 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 audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Edgewood Services, Inc. at December 31, 2001, and the results of its
operations and its cash flows for the year then ended in conformity with accounting principles
generally accepted in the United States.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The accompanying supplementary information is presented for purposes of additional
analysis and is not a required part of the basic financial statements, but is supplementary
information required by Rule 17a-5 of the Securities Exchange Act of 1934. Such information
has been subjected to the auditing procedures applied in our audit of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic
financial statements taken as a whole.

St + LLP

January 31, 2002

Ernst & Young LLP is a member of Ernst & Young International, Ltd.




--'-'I ERNST& YOUNG LLP # One Oxford Centre & Phone: 412 644 7800

Pittsburgh, Pennsylvania 15219

Independent Auditors’ Supplementary
Report on Internal Control

Board of Directors of
Edgewood Services, Inc.

In planning and performing our audit of the financial statements and supplemental schedule of
Edgewood Services, Inc. (the “Company”™) for the year ended December 31, 2001, we considered
its internal control, including control activities for safeguarding securities, to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not
to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company, including tests of
such practices and procedures that we considered relevant to the criteria stated in Rule 17a-5(g)
in making the periodic computations of aggregate indebtedness and net capital under rule 17a-
3(a)(11) and for determining compliance with exemptive provisions of rule 15¢3-3. Because the
Company does not carry securities accounts for customers or perform custodial functions relating
to customer securities, we did not review the practices and procedures followed by the Company
in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons,
2. Recordation of differences required by Rule 17a-13, and

3. Complying with the requirements for prompt payment for securities under Section § of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of internal controls and of the practices and procedures referred to in
the preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC's above-mentioned criteria. Two of the criteria of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of financial
statements in accordance with accounting principles generally accepted in the United States. Rule
17a-5(g) lists additional criteria of the practices and procedures listed in the precedingparagraph.

Ernst & Young LLp is a member of Ernst & Young International, Ltd.




Because of inherent limitations in any internal control or the practices and procedures referred to
above, misstatements due to errors or fraud may occur and not be detected. Also, projections of
any evaluation of internal control to future periods are subject to the risk that internal control may
become inadequate because of changes in conditions, or that the effectiveness of its design and
operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or
operation of one or more of the specific internal control components does not reduce to a
relatively low level the risk that errors or fraud in amounts that would be material in relation to
the financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, we noted no
matters involving internal control, including control activities for safeguarding securities, and its
operation that we consider to be material weaknesses as defined above.

We understand that practices and procedures that meet the criteria referred to in the second
paragraph of this report are considered by the SEC to be adequate for its purposes in accordance
with the Securities Exchange Act of 1934 and related regulations, and that practices and
procedures that do not meet such criteria in all material respects indicate a material inadequacy
for such purposes. Based on this understanding and on our study, we believe that the Company's
practices and procedures were adequate at December 31, 2000 to meet the SECS criteria.

This report is intended solely for the information and use of the Board of Directors, management,
the SEC, the National Association of Securities Dealers, Inc. and other regulatory agencies that
rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered
brokers and dealers, and is not intended to be and should not be used by anyone other than these
specified parties.

Gt ¥ LLP

January 31, 2002




