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A. REGISTRANT IDENTIFICATION
NAME OF BROKER-DEALER: Federated Financial Services, Inc.

OFFICIAL USE ONLY
FIRM ID. NO.
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.)
Federated Investors Tower, 100l Liberty Avenue
(No. and Street) ) ’ |
Pittsburgh _ PA 15222-3779
(City) (State) (Zip Code)

_ NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

. Denis McAuley IIT 412 / 288-7712
N (Area Code — Tetephone No.)

B. ACCOUNTANT IDENTIFICATION
INDEPENDENT PUBLIC ACCOUNTANT whose opinion-is contained in this Report*

Ernst & Young, LLP , Certified Public Accountants
(Name — if individual, state last, first, middle name)

One Oxford Centre : Pittsburgh PA 15219
(Address) (City)  (State) Zip Code)
CHECK ONE:
Kl Certified Public Accountant PROCESSEB
3 Public Accountant
13 Accountant not resident in United States or any of its possessions.’ P MAR 22 2002
FOR OFFICIAL USE ONLY i TH ON
FINANCIF\L

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See section 240.1 7a-5(e)2).

SEC 1410 (3_91) Jlotential persons who are to respond to the collection of information 4) 7

contained in this form are not required to respond unless the form displans




- OATH OR AFFIRMATION

I, _Denis McAuley IIT ‘ swear (or affirm) that, to the
best of my knowledge and belief the accdmpanying financial statement and supporting schedules pertaining to the firm of
Federated Financial Services, Inc.

as of

, 4%2001 are true and correct. I further swear (or affirm) that neither the company

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

December 31

[N
W sh@e
Treasurer
O ! - ‘ Title

Notary Public Notarial Seal
o ) Susan B. Hill, Notary Public
- . Pittsburgh, Allegheny County

My Commission Expires June 10, 2002

Member, Pennsylvania Association of Notaries
This report** contains (check all applicable boxes):

X (a) Facing page.

K (b) Statement of Financial Condition.

B (c) Statement of Income (Loss).

. (d) Statement of Changes in Financial Condition. :

X (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

O (b) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

O (i) Information Relating to the Possession or control Requirements Under Rule 15¢3-3.

O (@) 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.

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

®,.-(1) .An Oath or Affirmation.

.25 (f)’A copy:6f the SIPC Supplemental Report.

X. 5\({1)_»A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

onidi ons of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




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

Assets:
Cash and Cash QUIVAIENLS. .........cecvuiiieereirecie ettt et r st es e b b snensens $ 74
Receivable from affiliates, TEt..........oioieiriiiiee et ctteeeette e st ere e eete e eaeavae s ereeessateeeeennseseeesann 101
(OUhET CUITENT ASSEES. . eeevirrereiiieeirreeeeieritreeseeaiiastaseaesinrsnrttasaestbeeeseensrnreesenssmnirersenssssierenssssssissnes 1
TOUAL ASSEES.veervriaerereereitieererstesseereseesets e bt ssreeseerteesesassenssebssatesaeesaesmeessbessenntsentssaeeneeaneesaseaneneensns $ 176

Shareholder’s Equity:
Capital stock, par value $1.00 per share-

50,000 shares authorized, issued and OUtStANAINg.........ccuevveiiriireriiriee e $ 50
Additional paid-in CAPILAL.......ccovririrreiiic ettt e e 1,000
AcCUMUIALE GEIICIL....eeveieiiiiiee ettt e bt st bess e s ermsearaesreessessnessessnnss (874)

Total ShareNOIAEI’ S EQUILY......ccvveurtereorrieiestereteterreeset et nsserese s rs s e sseresessesassasesssessssaseseneen 3 176

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




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

Revenue:

COMIMISSION INCOMMIC. 1.eeereeeeeeeseeiereeeeesiteresesessreresessesassberssesaraseseessesasanteeesssessos abeeeessraneaeessseannnnes
DHVIAEIAS ettt et aecet bbbt e s s st bn e e e e e e s eabaae e sestarbebeees et baber s e sen s e b beaesesatrtateeseenne

Total

) 1 N

Operating Expenses:

Allocated

expenses from affiliates. ... e

BT BAK S oot eeeeeeiiieeicieir it errrrrr e brereteses et et sae st aeatannaneeesaaessassaeeeaeaasessesesssanssssnsstsnsnsssnsrssssneenneenee,

Total

OPETALINE EXPENSES. .ovuvsriesiiiiieesiserisis e se s st b eesb bbb s bbb e e se etk etesbesesarabe

TNCOME DELOTE INCOIME LAXES...ceeireeeriiieiereieeirrrrirrrresreseateetetreeeeetsssteeseseassssssssssasesensssesssesaneeeeeeeseeeesens

Income tax

Net income

PIOVISION. 1.ttt st b e bbb s e n e bt e n ettt e b st

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

23

26

[\

19

11




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

Total
Additional Accumulated Shareholder’s
Capital Stock Paid-In Capital Deficit Equity
Balance at January 1, 2001............... $ 50 $ 1,000 3 (885) § 165
NEL INCOMIE. ..oieceercneiaeiaeicenreaeseesnnnens 0 0 11 11
Balance at December 31, 2001.......... $ 50 % 1,000 $ (874) § 176

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




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

Operating Activities:
INEE IICOMIE ... ettt ettt bt sttt e s e st b et ee ekt st st s aeace s ek seere R st st et e e emebe stk et ne b emesbenseteseo $ 11

Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities:

Changes in assets and liabilities:

Increase in receivable fTOm affllIAtES, NEL........ioiiiiieir ittt et e s e ae s e sesereeae s nnees (10)

Increase in Other CUITENE @SSELS........ciiiiiiiieciiiiiici ettt et e e naesnee (1)
Net cash provided by OPErating aCtiVItIES......ocvevueoiivriiiinriorinieiietieiieese et ererieere s nesbesseeearesieeenresaes s e 0
Cash and cash equivalents, beginning of Period........c..cccoiiieireniiiiinieet et 74
Cash and cash equivalents, end of PEriod........ccvvveireieiiiiei et $ 74

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




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

Balance at January 1, 2001....cc...ouiiiii e $
Additions and/Or TEAUCHIONS. cccovuveviieee ittt et rrr et e et reee s e sttt e e s sessas e seeer s ranbeaeeesenes
Balance at December 31, 2001.....coiiuiiiiieeeeetee et ee et cene et erre et en e $

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



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

D

2)

3)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a)

(b)

(©)

(d)

(e

Nature of Operations

Federated Financial 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 retail
distribution of variable annuity contracts.

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 represent an investment in a money market fund which is managed by
another affiliate of Federated Investors, Inc..

Revenue Recognition
Revenue is recognized during the period in which services are performed.
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.

TRANSACTIONS WITH RELATED PARTIES

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.

INCOME TAXES

The Company’s effective tax rate for the year ended December 31, 2001, was 40.5%. This rate was higher
than the Company’s federal statutory income tax rate of 35.0% due to state income taxes incurred during

2001.

The Company did not have any temporary differences as of December 31, 2001.




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

)

&)

(6)

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 $5,000 or 6-2/3% of aggregate indebtedness. At December 31, 2001, the Company
had net capital of $73,000, which was $68,000 in excess of its required capital of $5,000.

MAJOR CUSTOMERS

The Company derived $22,000 or 85% of its total revenues for the year ended December 31, 2001, from
one customer.

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.




FEDERATED FINANCIAL 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)(1) of
that rule.




FEDERATED FINANCIAL SERVICES, INC.
COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1
DECEMBER 31, 2001
(dollars in thousands)

Computation of net capital:

SHATENOLACT"S EQUILY ..t evreeetiereitirreier it ieerietes b arer s ee s bbb b b e s bt se bbb b E e eb e R e s eet b nae s atnmcan e ee e snens

Deductions and/or charges:

176

103

INONALLOWEDIE GSSELS. ... cvverereeisiieeseseeesceetseeeessvseessreetesereeeestsrenestsseresessesese et ereesanans $ 102

Haircut on securities OWNEd.........voviiiiiiiiiec ettt e s 1
NEE CAPILAL ...ttt e h e bR e et e s ha e
ALEregate INAEDtEANESS. ..ot e

Computation of basic net capital requirement:

Minimum net capital required (greater of $5,000 or
6-2/3% of aggregate indebtedness).. ... e

EXCESS NEL CAPIHAL ...vovrieireiieiiires ettt ss e bt s b b b sbse b s b s bbb b h s sma s b n s s e na st sann s nnn s

Ratio of aggregate indebtedness to net capital. ...

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

73

68




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

Pittsburgh, Pennsylvania 15219

Report of Independent Auditors

Board of Directors
Federated Financial Services, Inc.

We have audited the accompanying balance sheet of Federated Financial 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. Our 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 Federated Financial 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 the 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.

Ennct ¥ LLP

January 31, 2002

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




-E—’I ERNST& YOUNG LLP 2 One Oxford Centre = Phone: 412 644 7800

Pittsburgh, Pennsylvania 15219

Independent Auditors’ Supplementary
Report on Internal Control

Board of Directors of
Federated Financial Services, Inc.

In planning and performing our audit of the financial statements and supplemental schedule of
Federated Financial 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 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company 1is 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 preceding paragraph.

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.

Ganet ¥ LLP

January 31, 2002




