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St. Petersburg, Florida 33716-1202
727-299-1800

AEGON

Transamerica

fund| advisers

R
AT

» 2004 04005114

Office of Applications and Report Services
Securities and Exchange Commission

450 Fifth Street, NW

Judiciary Plaza

Washington, DC 20549

Dear Sir or Madam:

On behalf of IDEX Mutual Funds (the “Fund”), enclosed are copies of three separate Class Action
Complaints (the “Complaints”) as filed in the U.S. District Court, Western District of Pennsylvania, which list
IDEX Federated Tax Exempt, a separate series of the Fund, as a defendant in the Complaints. Copies of the
Complaints are being filed pursuant to Section 33 of the Investment Company Act of 1940. The Complaints are
listed below:

» Diane Ruchka, individually and on behalf of all others similarly situated, vs. American Skandia
Advisor Funds, Inc., et al. (Civil Action No. 03-1639 W.D.Pa.)

e Resa J. Jannett and Herman Stein, on behalf of themselves and all others similarly situated, vs.
American Skandia Advisor Funds, Inc., et al. (Civil Action No. 03-1659 W.D.Pa.)

¢ Robert Steinberg, Donald LeBeau and Virginia M. LeBeau, on behalf of themselves and all others
similarly situated, vs. American Skandia Advisor Funds, Inc., et al. (Civil Action No. 03-1737
W.D.Pa.)

Please acknowledge receipt of this filing by date-stamping the enclosed copy of this letter and returning
it in the envelope provided.

If you have any questions regarding this filing, please contact me at 727.299.1824.
Sincerely,

P f—

John K. Carter
General Counsel, Senior Vice President and Secretary

Enclosures
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UNITED STATES DISTRICT COURT ‘ ‘53 8
WESTERN DISTRICT OF PENNSYLVANIA

RESA J. JANNETT and HERMAN STEIN, On

Behalf of Themselves and All Others Similarly

Situated, '
Plamntiffs,

VS.

AMERICAN SKANDIA ADVISOR FUNDS

X

INC.-FEDERATED HIGH YIELD BOND FUND,; :

FEDERATED ADJUSTABLE RATE US
GOVERNMENT FUND; FEDERATED
ADJUSTABLE RATE SECURITIES FUND,

FEDERATED ALABAMA MUNICIPAL CASH

| "TRUST, FEDERATED AMERICAN LEADERS
"FUND INC., FEDERATED ARMS FUND,

FEDERATED ASIA PACIFIC GROWTH FUND:

. FEDERATED AUTOMATED CASH

MANAGEMENT TRUST,; FEDERATED |
AUTOMATED GOVERNMENT CASH
RESERVES; FEDERATED AUTOMATED
TREASURY CASH RESERVES; FEDERATED
BOND FUND; FEDERATED BOND INDEX
FUND; FEDERATED CALIFORNIA ‘
MUNICIPAL INCOME FUND; FEDERATED
CAPITAL APPRECIATION FUND; -
FEDERATED CAPITAL GROWTH FUND,;
FEDERATED CAPITAL INCOME FUND;
FEDERATED COMMUNICATIONS
TECHNOLOGY FUND,; FEDERATED
CONNECTICUT MUNICIPAL CASH TRUST;

. FEDERATED AGGRESSIVE GROWTH FUND: -

FEDERATED CONSERVATIVE ALLOCATION

FUND; FEDERATED EMERGING MARKETS

FUND; FEDERATED EQUITY INCOME FUND;

FEDERATED EQUITY INCOME FUND INC;
FEDERATED EUROPEAN EQUITY FUND,;
FEDERATED EUROPEAN GROWTH FUND;
FEDERATED EXCHANGE FUND;
FEDERATED FLORIDA MUNICIPAL CASH
TRUST; ,

[Caption continued on following page]
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FEDERATED FUND FOR US GOVERNMENT
SECURITIES; FEDERATED FUND FOR US
GOVERNMENT SECURITIES INC.;
FEDERATED GECRGIA MUNICIPAL CASH
TRUST,; FEDERATED GLOBAL EQUITY
FUND, FEDERATED GLOBAL FINANCIAL
SERVICES FUND; FEDERATED GLOBAL
VALUE FUND; FEDERATED GNMA TRUST,
FEDERATED GOVERNMENT FUND;
FEDERATED GOVERNMENT INCOME
SECURITIES FUND; FEDERATED
GOVERNMENT OBLIGATIONS FUND;
FEDERATED GOVERNMENT OBLIGATIONS
TAX-MANAGED FUND; FEDERATED
GOVERNMENT ULTRASHORT DURATION
FUND; FEDERATED GOVERNMENT
ULTRASHORT FUND; FEDERATED

-GROWTH ALLOCATION FUND; FEDERATED

GROWTH STRATEGIES FUND; FEDERATED

HIGH INCOME BOND FUND INC;

FEDERATED INCOME TRUST; FEDERATED
INSTITUTIONAL HIGH-YIELD BOND FUND:;
FEDERATED INSTITUTIONAL SHORT
DURATION GOVERNMENT FUND;
FEDERATED INTERMEDIATE
GOVERNMENT FUND; FEDERATED
INTERMEDIATE INCOME FUND;
FEDERATED INTERMEDIATE MUNICIPAL
TRUST; FEDERATED INTERNATIONAL
BOND FUND; FEDERATED
INTERNATIONAL CAPITAL APPRECIATION
FUND; FEDERATED INTERNATIONAL
EQUITY FUND; FEDERATED
INTERNATIONAL FUNDS PLC - HIGH
INCOME ADVANTAGE FUND; FEDERATED
INTERNATIONAL FUNDS PLC - SHORT-
TERM EURO FUND; FEDERATED
INTERNATIONAL FUNDS PLC - SHORT-
TERM US GOVERNMENT SECURITIES
FUND, FEDERATED INTERNATIONAL
FUNDS PLC - SHORT-TERM US PRIME
FUND; FEDERATED INTERNATIONAL
FUNDS PLC - SHORT-TERM US TREASURY
SECURITIES FUND; :

{Caption continued o foliowing page]



FEDERATED INTERNATIONAL GROWTH
FUND; FEDERATED INTERNATIONAL HIGH
INCOME FUND; FEDERATED
INTERNATIONAL INCOME FUND;
FEDERATED INTERNATIONAL SMALL
COMPANY FUND; FEDERATED
INTERNATIONAL VALUE FUND;
FEDERATED KAUFMANN FUND,
FEDERATED KAUFMANN SMALL CAP
FUND; FEDERATED KAUFMANN SMALL
CAP FUND; FEDERATED LARGE CAP
GROWTH FUND; FEDERATED LARGE CAP
INDEX FUND; FEDERATED LARGE CAP
TECH FUND; FEDERATED LATIN
AMERICAN GROWTH FUND; FEDERATED
LIBERTY FUND; FEDERATED LIBERTY US
GOVERNMENT MONEY MARKET TRUST; ;
FEDERATED LIMITED DURATION FUND;
FEDERATED LIMITED DURATION
GOVERNMENT FUND, FEDERATED
LIMITED TERM FUND; FEDERATED
LIMITED TERM MUNICIPAL FUND;
FEDERATED LIQUID CASH TRUST;
FEDERATED MANAGED AGGRESSIVE
GROWTH FUND; FEDERATED MANAGED
GROWTH & INCOME FUND; FEDERATED
MANAGED GROWTH FUND; FEDERATED
MANAGED INCOME PORTFOLIO;
FEDERATED MARKET OPPORTUNITY
FUND; FEDERATED MARYLAND
MUNICIPAL CASH TRUST, FEDERATED
MASTER TRUST; FEDERATED MAX-CAP
FUND; FEDERATED MAX-CAP INDEX
FUND; FEDERATED MICHIGAN
INTERMEDIATE MUNICIPAL TRUST;
FEDERATED MID-CAP FUND; FEDERATED
MID-CAP INDEX FUND; FEDERATED MINI-
CAP FUND; FEDERATED MINI-CAP INDEX
FUND; FEDERATED MINNESOTA
MUNICIPAL CASH TRUST; FEDERATED
MODERATE ALLOCATION FUND;

[Caption continued on following pagel



FEDERATED MONEY MARKET
MANAGEMENT INC.; FEDERATED MONEY
MARKET TRUST; FEDERATED MORTGAGE
FUND; FEDERATED MUNI & STOCK
ADVANTAGE FUND, FEDERATED
MUNICIPAL OBLIGATIONS FUND,;
FEDERATED MUNICIPAL OPPORTUNITIES
FUND; FEDERATED MUNICIPAL
SECURITIES FUND INC.; FEDERATED
MUNICIPAL ULTRASHORT FUND;
FEDERATED NEW ECONOMY FUND;
FEDERATED NEW JERSEY MUNICIPAL
CASH TRUST, FEDERATED NEW YORK
MUNICIPAL CASH TRUST; FEDERATED
NEW YORK MUNICIPAL INCOME FUND;
FEDERATED NORTH CAROLINA
MUNICIPAL CASH TRUST; FEDERATED
NORTH CAROLINA MUNICIPAL INCOME
FUND; FEDERATED OBLIGATION FUNDS;
FEDERATED OHIO INTERMEDIATE -
MUNICIPAL TRUST; FEDERATED OHIO
MUNICIPAL CASH TRUST; FEDERATED
OHIO MUNICIPAL INCOME FUND;
FEDERATED PENNSYLVANIA .
INTERMEDIATE MUNICIPAL TRUST,
FEDERATED PENNSYLVANIA MUNICIPAL
CASH TRUST; FEDERATED PENNSYLVANIA
MUNICIPAL INCOME FUND; FEDERATED :
PREMIER INTERMEDIATE MUNICIPAL
INCOME FUND; FEDERATED PREMIER
MUNICIPAL INCOME FUND; FEDERATED
PRIME CASH OBLIGATIONS FUND; _
FEDERATED PRIME OBLIGATIONS FUND;
FEDERATED PRIME VALUE OBLIGATIONS
FUND:; FEDERATED SHORT-TERM INCOME
FUND; FEDERATED SHORT-TERM
MUNICIPAL TRUST; FEDERATED SHORT-
TERM US GOVERNMENT TRUST;
FEDERATED SMALL CAP STRATEGIES
FUND; FEDERATED STOCK & BOND FUND
INC.; FEDERATED STOCK TRUST;
FEDERATED STRATEGIC INCOME FUND;
FEDERATED TAX-FREE INSTRUMENTS
TRUST,;
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FEDERATED TAX-FREE OBLIGATIONS
FUND; FEDERATED TAX-FREE TRUST; :
FEDERATED TENNESSEE MUNICIPAL CASH
TRUST; FEDERATED TOTAL RETURN BOND
FUND; FEDERATED TOTAL RETURN '
GOVERNMENT BOND FUND; FEDERATED
TOTAL RETURN LIMITED DURATION
FUND; FEDERATED TREASURY
OBLIGATIONS FUND; FEDERATED
ULTRASHORT BOND FUND; FEDERATED
US GOVERNMENT BOND FUND;
FEDERATED US GOVERNMENT FUND;
FEDERATED US GOVERNMENT
SECURITIES FUND: 1-3 YEARS;
FEDERATED US GOVERNMENT
SECURITIES FUND: 5-10 YEARS,;
"FEDERATED US GOVERNMENT
SECURITIES FUND: 2-5 YEARS;

 FEDERATED US TREASURY CASH
RESERVES; FEDERATED UTILITY FUND
INC.; FEDERATED VIRGINIA MUNICIPAL
CASH TRUST; FEDERATED WORLD
UTILITY FUND; IDEX FEDERATED TAX
EXEMPT FUND (collectively referred to as the
FEDERATED FUNDS), FEDERATED
ADJUSTABLE RATE SECURITIES FUND;
FEDERATED AMERICAN LEADERS FUND
INC.; FEDERATED ARMS FUND; _
FEDERATED EQUITY FUNDS; FEDERATED
EQUITY INCOME FUND INC.; FEDERATED
FIXED INCOME SECURITIES INC ;
FEDERATED FUND FOR US GOVERNMENT
SECURITIES INC.; FEDERATED GNMA
TRUST, FEDERATED GOVERNMENT
INCOME SECURITIES INC.; FEDERATED
HIGH INCOME BOND FUND INC;
FEDERATED HIGH YIELD TRUST,
FEDERATED INCOME SECURITIES TRUST,
FEDERATED INCOME TRUST, FEDERATED
INDEX TRUST,; FEDERATED INDEX TRUST;
FEDERATED INSTITUTIONAL TRUST;
FEDERATED INTERNATIONAL SERIES INC ;
FEDERATED LIMITED DURATION
GOVERNMENT FUND INC ;

{Caption continued on following page]



FEDERATED MANAGED ALLOCATION
PORTFOLIOS, FEDERATED MUNICIPAL
OPPORTUNITIES FUND INC.; FEDERATED
MUNICIPAL SECURITIES FUND INC ;
FEDERATED MUNICIPAL SECURITIES
INCOME TRUST; FEDERATED MUNICIPAL
SECURITIES INCOME TRUST; FEDERATED
SHORT TERM MUNICIPAL TRUST;
FEDERATED STOCK & BOND FUND INC;
FEDERATED TOTAL RETURN
GOVERNMENT BOND FUND; FEDERATED
TOTAL RETURN SERIES INC.; FEDERATED
US GOVERNMENT SECURITIES FUND 1-3
YEARS; FEDERATED US GOVERNMENT
BOND FUND; FEDERATED UTILITY FUND
INC,; FEDERATED WORLD INVESTMENT
SERIES INC.,(collectively referred to as the
REGISTRANTS); FEDERATED INVESTORS,
INC.; FEDERATED INVESTMENT .
MANAGEMENT COMPANY AND
FEDERATED GLOBAL INVESTMENT
MANAGEMENT CORP.,

Defendants.

Plaintiffs allege the following based upon the investigation of plaintiffs’ counsel, which
included a review of'Urﬁted States Securities and Exchange Coﬁxmission (“SEC™) filings as well
as other regulatory filings and reports and advisories about the Federated Funds (as defined in
the caption of this case), press releases, and media reports about the Federated Funds. Plaintiffs

believe that substantial additional evidentiary support will exist for the allegations set forth

herein after a reasonable opportunity for discovery.
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NATURE OF THE ACTION

1. This is a federal class action on behalf of a class consisting of all persons
other than defendants who purchased or otherwise acquired shares or other ownership units of
one or more of the mutual funds in the Federated family of funds (i.e., the Federated Funds as

defined in the'caption, above) between November 1, 1998 and October 21, 2003, inclusive, and

who were damaged thereby. Plaintiffs seek to pursue remedies under the Securities Act of 1933

(the “Securities Act”), the Secun’ti/es Exchange Act of 1934 (the “Exchange Act”) and the
Investment Advisers Act of 1940 (the “Investment Advisers Act”) (the “Class”). -

2. This action charges defendants with engaging in an unlawful and deceitful
course of conduct designed to iﬁﬁroperly financially advantage defendants to the detriment of
plaintiffs and other members of the Class. As part and par-cel of defendants’ unlawful conduct,
the Fund Defendants, as defined below, in clear contravention of their fiduciary responsibilities
and disclosure obligations, failed to properly disclose:

a. That select favored customers were allowed to engage in illegal
“late trading,” a practice, more fully described herein, whereby an investor may place an order to
purchase fund shares after 4:00 p.m. and have that order filled ét that day’s closing net asset
valué; and

b. That select favored customers were improperly él]oWed to “time”
their mutual fund tra&es. Such timing, as more fuﬂy described hefein, improperly allows an
investor to trade in and out of a mutual fund to exploit short-term moves and inefficiencies in the
manner in which the mutual funds price their shares.

3. On October 22, 2003, Federated filed a Form 8-K with the Securities

- Exchange Commission in which it stated that, based on an internal investigation, “it appears that

a few investors in Federated funds were granted exceptions ta the company’s internal procedures
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for limiting frequent transactions, and that. some of these investors made additional investments

in other Federated funds.” The filing also stated that the investigation had identified instances of .
late trading. Federated is under investigation by the New York State Attorney General, the
Sécun’ties and Exchange Commission and the National Association of Securities Dealers.

JURISDICTION AND VENUE

4. Thié Court has jurisdictidn over the subject matter of this action pursuant
to § 27 of the Exchange Act of 1934 (15 U.S.C. § 78aa); Section 22 of the Securities Act (15
U.S.C. § 77v); Section 80b-14 of the Investment Advisers Act (15 U.S.C. § 80b-14); and 28
U.S.C. §§ 1331,1337.

5. Many of the acts charged herein, including the preparation and
dissemination of materially false and misleading information, océurred in substantial part iﬁ this
District. Defendants conduqted other substantial business within this District and many C]ass'
members reside within this District. Defendant Federated I_hvestox;s, Inc. is the ultimate parent of'
defendants beé.ring the Federated name, .was. an active participant in the wrongful conduct
alleged'herein and is headquartered within this Disfﬁc;, at 1001 Liberty Avenue, Pittsburgh, |
Pennsylvania. |

6. In connection with the acts alleged in this complaint, defendants, directly
or indirectly, used the means and instrumentalities of interstate commerce, including, but not
limited 10, the mails, interstate telephone communications and the facilities of the national |
securities markets.

PARTIES

7. Plaintiff Resa J. Jannett, as set forth in her certification, which is attached
hereto and incorporated by reference herein, purchased shares or units of the Federated Limited
Term Fund during the Class Period and has been damaged thereby.

-~
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8. Plaintiff Herman Stein, as set forth in his certification, which is attached
hereto and incorporated by reference herein, purchased shares or units of the Federated Equity
Income Fund during the Class Period a.nd has been damaged thereby. |

g. Each of the Federated Funds, including the Federated Limited Term Fund
and Federated Equity Income‘ Fund, is 2 mutual fund that is regulated by the lnvestmem.
Company Act of 1940, managed by defendant FIM or Global, as defined below, and that buy,

‘hold, and séll shares or other ownership units that are‘ subject‘t‘o the misconduct alleged in this
complaint. |

10.  Federated Investors, Inc. (“Federated Investors’.’} is the ultimate parent‘of
defendants bearing the Feder_ated»‘name. Federated Investors is a provider of investment ‘
management products and related financial services. It is one of the largest mutual fund
managers in the United States \;Jith $195.4 billion in assets under management as of December
31, 2003. Federated is headquartered at 1001 Liberty Avenue, Pittsburgh, Pehnsleania.

1. Federated Investment Management Company (“FIM”) 1s register‘ed as an
investment advisor under the Investment Advisers Act and managed and édvised certain
Federated Funds. FIM, a wholly-owned subsidiary of Federated, is headquartered in Pittsburgh,
Pennsylvania. |

12, Federated Global Investment Management Corp. (‘;Global”) is registered
as an investment advisor under the Investment Advisers Act and managed and advised certain
international Federated Funds. Global, a wholly owned subsidiary of Federated, is
headquartered in Pittsburgh, Pennsylvania.

13, Each of the defendants collectively defined as the Registrants in the above

caption is the registrant and issuer of shares of one or more of the Federated Funds.
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14. Federated Funds, Federated Iﬁvestors, FDM, Global and the Registrants are
referred 1o collectively herein as the “Fund Defendants.”
| 15. The true names and capacitieg of defendants sued herein as John Does 1
through Al 00 are other active participants with the Fund Defendants in the widespread unlawful
conduct a.l_]éged herein whose identities have yet to be ascertained. Such defendants weré
secretly permitted to enéage in improper timing at the expense of ordinaﬂ Federated Funds
investors, such as plaintiffs and the other members of the Class, in exchange for which these

John Doe defendants provided remuneration to the Fund Defendants. Plaintiffs will seek to

‘amend this complaint 1o state the true names and cépacities of said defendants when they have

been ascertained.’

PLAINTIFFS’ CLASS ACTION ALLEGATIONS

16.  Plaintiffs bring this action as a class action pursuant to Federal Rule of
Civil Procedure 23(a) and (b)(3) on behalf of a Class, consisting of all persons or entities that
purchased or otherwise acquired shares or like imerests‘in_ any of the Féderated Funds, between
Noye_mber 1, 1998 and October 21, 2003, inclusive, and who were damaged thereby. Plaintiffs
and each of the Class members purchased shares or other ownership units in Federated Funds
pursuant to a rggistration statement and prospectus. The registration statements and prospectuses
pursuant to which plaintiffs and the other Class‘ members purchased their shares or otheér
ownership units in the Federated Funds are referred to collectively herein as the “Prospectuses.”
Excluded from the Class are defendants, members of their immediate families and their legal
representatives, heirs, successors or assigns and any entity in which defendants have or had a
controlling interest.

17. ~ The members of the Class are so numerous thétjoinder of all members 1s

impracticable. While the exact number of Class members is unknown to plaintiffs at this time

-5.



and can only be ascertained through appropriate discovery, plaintiffs believe that ther.e are
hundréds or thousands of members in the proposed Class. Record owners and other members of
the Class .may be identified from records maintained by the Federated Funds and may be notiﬁed
of the pendency of this éction by mail, using the form of notice similar to that customarily used
in securities class actions.

18. Piaiﬁtiffs’ claims are typical of the claims of the members of the Class as
all members of the Claés are similarly affected by defendants’ Wrongﬁi‘l conduct in violation of
federal law that is complained of herein.

19. Plaintiffs will fairly and adequately protect the interests of the members of
the Class and have retained counsel competent and experienced in class and securities litigation.

20.  Common questions of law and fact exist as to all members of the Class
and predominate over any questions solely affecting individual members of the Ciass. Among
the questions of law and fact common td the Class are:

a. whether the federal securities laws were violated by defendants’
acts as alleged herein;

b. whether statements made by defendants to the investing public
during the Class Period misrepresented matenal facts about the business, operations and
financial statements of the Federated Funds; and

| c. to what extent the members of the Class have sustained damages
and the proper measure of damages.

21. A class action is superior to all other available ‘methods for the fair and
efficient adjudication of this controversy since joinder of all members is impracticable.
Furthermore, as the damages suffered by individual Class members may be relatively small, the

expense and burden of individual litigation make it virtually impossible for members of the Class
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to individually redress the wrongs done to them. There will be no difficulty in the management
of this action as a class action.

SUBSTANTIVE ALLEGATIONS

Introduction: The Double Standard for Privileged Investors

22, Mutual Funds are meant to be long-term invesiments and are therefore the
favored savings vehiclgs for many Americans’ retireme_,m and 'coll_ege funds. Unbeknownst to
investors, from at least as early as November 1, 1998 and until October 21, 2003, inclusive,
defendants engaged in fraudulent and Wrongﬁjl schemes that enabled certailj favored investors 10
reap many mi]lioné of dollars in profit, at the expensé of Federated Funds’ investors, including
plaintiffs and the other members of the class, through secret and iilégal after-hours trading and

“timed trading. In exchange for allowing and facilitating this improper conduct, the Fund
Defendants received substantial fees and othér remuneration for themselves and their affiliates to
the detriment of plaintiffs and other members of the Class who knew‘nothin‘g‘ of these illicit

* arrangements. Specifically, FIM a_nd Global, as managérs ofthe Federated Funds, and each of

thé relevant fund managers, profitéd from fees FIM and Global charged to the Federated Funds
that were measured as a percentage of the fees under management. In exchange for the right to
engage in illegal late trading and timing, which hurt plai‘ntiffs and the other Class members, by
artificially and materially affecting the value of the Federated Fuﬁds, the John Doe Defendants, |

agreed to park substantial assets in Federated Funds.

Dlegal Late Trading at the Expense of Plaintiffs
and the Other Members of the Class

23, “Late trading” exploits the unique way in which mutual funds, includiﬁg
the Federated Funds, set their prices. The daily price of mutual fund shares is generally

calculated once a day as 0of 4:00 p.m. EST. The price, known as the “Net Asset Value” or



“NAV,” generally reflects the closing prices of the securities that comprise’a given fund’s
poftfolio, plus the value of any cash that the fund manager maintains for the fund. Orders to buy,
sell or exchange mutual fund shares plécéd at or before 4:00 p.m. EST on a given day receive
that day’s price. -Orders pléced after 4:00 p.m. EST are supposed to be filled using the following
day’s price. Unbeknownst to plaintiffs and other members of tﬁe Class, and in violation of SEC
regulations, the John Doe Defendants, secretly agreed with Federated that ordérs they placed
after 4:00 p.m. o;') a given. day would illegally réceive that day’s pric;e (as pppdsed to the next
da};’s price, which the order would have received had it been processed lawfully). This illegal
conduct allowed 1hé John Doe Defendants, to capitalize on rﬁarket-moving financial and other
_information.that was made pubiicvaﬁer the clo‘se of trading at 4:00 p.m. while plaintiffs and other
members of the Class, who bought their Federated Funds’ shares Jawfully, could not.
24, | Here is an illusiratibn of how the favored treatment accorded to the John
Doe Defendants took money, dollar-for-dollar, out of the pockets of ordinary Federated Funds’
investors, such as blaintiffs ana ihe other members of the Class: A mutual fund’s share ‘price 1s
determined to be $10 per share for a given day. After 4:00 p.m., good news concerning the |
fund’s constituent securities may have been made public, causing the price of the fund’s
underlying securities to rise materiaily and, correspondingly, causing the next day’s NAYV to rise
and increasing the fund share price to $15. Under this example, ordinary investors placing an
order to buy after 4:60 p.m. on the day the news came out would have their orders filled at $15,
the next day’s price. Defendants’ scheme allowed the John Doe Defendants, and the John Doe
defendants, to purchase fund shares at the pre-4:00 p.m. price ot;$10 per share price even after
the post-4:00 p.m. news came out and the market had already started to react. These favored
investors were therefore guaranteed a 35 per share profit by buying after the market had closed at

the lower price, available only to them, and then selling the shares the next day at the higher
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price. Because all shares Sold by investors are bought by the respective fund? which must sell
shares or use available cash for the.pu‘rch'ase, the John Doe defendant’s profit of $5 per unit
comes, dollaf-for doll.ar, directly frém the other fund investors. This harmful practice, which
damaged plaintiffs and other members of the Class, is completely undisclosed in the
Prospectuses by which the Federated Funds were marketed and sold and pursuant to whjéh
plaintiffs and the other Class members purchased their Federated Fund units. Moreover, late
trading is speciﬁcaily prohibited by the “forward ’pricing mie” embodied in SEC regulations. See

17 C.ER. §270.22¢-1(a).

Secret Timed Trading at the Expense of Plaintiffs
and the Other Members of the Class

25.  “Timing” is an arbitrage strategy involving short-term trading that can be

used to profit from mutual funds’ use of “stale” prices to calculate the value of securities held in
the funds’ portfolio. These prices are “stale” because they do not necessarily reflect the “fair

value” of such securities as of the time the NAV is calculated. A typical example isa U.S.

mutual fund that holds Japanese securities. Because of the time zone difference, the Japanese

market may close at Z a.m. New York time. If the U.S. mutual fund manager uses the closing

prices of the Japanese securities in his or her fund to arrive at an NAYV at 4 p.m. in New York, he

.
or she is relying on market information that is fourteen hours old. If there have been positive
market moves during the New York trading day that will cause the Japanese market to rise when
ﬁ it later opens, the stale Japanese prices will not reflect that increase, and the fund’s NAV will be

artificially low. Put another way, the NAV would not reflect the true current market value of the

stocks the fund holds. This and similar strategies are known as “time zone arbitrage.”

26. A similar type of timing is possible in mutual funds that contain illiquid

securities such as high-yield bonds or small capitalization stocks. Here, the fact that some of the

9.



G T R TR D T R LR

R P

Federated Funds’ underlying securities may not have traded for hours before the New York
closing time can render the fund’s NAYV stale and thus open it to being timed. This is sometimes
known as “]iquid'ity arbitrage.”

27.  Like late wrading, effective timing captures an arbitrage pfoﬁt that comes
doliar-fof—do‘llar out of the pockets of the long-term investors: the timer steps in at the last
mbmem and takes part of the buy-and-hold investors’ upside when the market goes up, so the
next day’s NAVY i‘s reduced for thosg who are still in the fﬁnd. If the timer sells short on bad days
- as the John Doe defendants also did --- the arbitrage has the effect of making the next day’s
NAV lower than it would otherwise have been, thus magnifying the losses that investors are
experiencing in a declining markei.

28.  -Besides the wealth transfer of arbitrage (called “dilution”), timers also
harm their target funds in a number of other ways.  They impose their tranéaction costs on the
long-term investors. Trades necessitated by timer redemptions can also result in the realization
of taxable capital gains at an undesirable time, or may result in managers having to sell stock into
a falling market.

29. It is widely acknowledged that timing inures to the detriment oflong-term_
mutual fund shareholders and,‘because of this detrimental effect, the Prospectuses stated that
timing is monitored and that the Fund Defendants work to prevent it. These statements were
materially false and r-nisleading.

Defendants’ Frauduient Scheme

30.  On September 4, 2003 The Wall Street Journal reported that the New
York Attorney General Elliot Spitzer filed a complaint in New York Supreme Court alleging that
certain mutual fund companies secretly allowed, and in some instances facilitated, a New Jersey-

based'hedge fund to engage in prohibited and/or fréudulent trading in mutual fund shares (the
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“Spitzer Complaint”). ’Ln return for receiving this favored treatment, ;Nhich damaged the long
term mutual fund investors, the hedge fund parked funds in financial instruments controlled by
the fund companies or their affiliates to incfease fund management fees, and -entered into other
arrangements which benefited the fund companies and/or their affiliates. The article reported as
follows regafding the matter: -

Edward Stern . . . finds umself at the center of a sweeping
investigation into the mutual-fund industry afier paying $40
million to settle charges of illegal trading made by the New York
State Attorney General’s Office. According to the settlement, Mr.
Stern’s hedge fund, called Canary Capital Partners LLC, allegedly
obtained special trading opportunities with leading mutual-fund
families-- including Bank of America Corp’s Federated Funds,
Bank One Corp., Janus Capntal Group Inc. and Swrong Financial
Corp.-- by promising to make substantial investments in various
funds managed by these institutions. [Emphasis in original].

The article indicated that the fraudulent practices enumerated in the Spitzer Complaint were just

the tip of the iceberg, stating as follows:

In a statement, Mr. Spitzer said ‘“the full extent of this
complicated fraud is not yet known,” but he asserted that “the
mutual-fund industry operates on a double standard” in which
certain traders “have been given the opportunity to manipulate
the system. They make illegal after-hours trades and improperly

 exploit market swings in ways that harm ordinary long-term
investors. ” (Emphasis added).

31 The Spitzer Complaint received substantial press coverage and sparked
additional investiéations by state agencies, the SEC and U.S. Attorney for the Southern District
of New York, and led to calls for ﬁaore regulation and tougher enforcement of the mutual and
hedge fund industries. On September 5, 2003, The Wall Street Journal reported that the New ~
York Attorney General’s Office had subpoenaed “a large number of hedge funds” and mutual

funds as part of its investigation, “underscoring concern among investors that the improper

trading of mutual-fund shares could be widespread” and that the SEC, joining the investigation,
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plans to send letters to mutual funds holding about 75% of assets under management in the U.S.
to inquire about'their practices with respect to market-timing and fund-trading practices. On
October 22, 2003, Federated filed a form 8-K with the SEC which stated, in pertinent part, as
follows: |

Like many other mutual fund companies, Federated lnvestors has
received detailed requests for information on ‘shareholder trading
activities from the Securities and Exchange Commission, the New
York State Attorney General and the National Association of
Securities Dealers. The company has retained the law firm of
Reed Smith LLP to conduct an internal investigation, which is
ongoing. Cooperating with these regulatory authorities and the
completion of the internal investigation are top priorities for the
company.

The internal investigation is examining, among other things,
circumstances in which it appears that a few investors in Federated
funds were granted exceptions to the company’s internal
procedures for limiting frequent transactions, and that some of
these investors made additional investments in other Federated
funds. The investigation has also identified instances in which it
appears that orders for Federated variable net asset value funds
were placed and accepted afier the funds’ closing time at 4 p.m.

The Prospectuses Were Materially False and Misleading

32“ Prior to iﬁvesting in a;xy of the Federated Pdﬁds, including the Federated
Limited Teﬁn Fund and Federate Equity Income Fund, plaintiffs and each member of the class
were entitled to and did receive one of the Prospectuses, each of which contained substantially
the same ma;er]él]y false and misleéding statements regarding the Federated Funds’ policies on
timed trading.

33.-  The Prospectuses falsely stated that the Federated funds actively'
safeguard shareholders from the recognizéd harmfu] effects of timing. For example, in language

that typically appeared in the Prospectuses, the February 28, 2003 Federated Global Financial
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Services Fund prospectus acknowledged that “short-term trading” is harmful to shareholders and
represented that the Federated Funds deters the practice, stating as follows:

The Fund may modify or terminate the exchange privilege
at any time. The Fund’s management or Adviser may determine
from the amount, frequency and pattern of exchanges that a

~ shareholder is engaged in excessive trading that is detrimental to
the Fund and other sharehoiders. If this occurs, the Fund may
terminate the availability of exchanges to that shareholder and may
bar that shareholder from purchasing other Federated funds.

In an effort to deter shareholders from using repeated
exchanges to take advantage of short-term market movements (also
known as market timing), after July 30, 2001, Shares acquired
through an exchange may not be exchanged again (2 “Subsequent
EXchange™) for a period of 15 days. The Fund will not process any
request for a Subsequent Exchange made during the 15-day period.
The rights of shareholders to redeem their shares are not affected
by this provision.

34.  With respect to the pricing of mutual fund shares, and late trading, the
Prospectuses typically stated as follows:
WHAT DO SHARES COST?

You can purchase, redeem or exchange Shares any day the
New York Stock Exchange (NYSE) is open. When the Fund
receives your transaction request in proper form (as described in
this prospectus) it is processed at the next calculated net asset
value (NAV) plus any applicable front-end sales charge (public
offering price). ‘

, If the fund purchases foreign securities that trade in foreign
markets on days the NYSE is closed, the value of the Fund’s assets
‘may change on days you cannot purchase or redeem Shares.

NAYV is determined at the end of regular trading (normally
4:00 p.m. Eastern time) each day the NYSE is open. The Fund
generally values equity securities according to the last sale price in
the market in which they are primarily traded (either a national
securities  exchange or the over-the-counter  market).

35. ° The Prospectuses failed to disclose and misrepresented the following

material and adverse facts:
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a. | that defendants had entered into an agreement allowing the John
Doe Defendants to time.their trading of the Federated Funds shares; -

b. that, pursuani to that agreement, the John Doe Defendants
regularly timed and late traded Federated Funds shares;

C. that, contrary to the express representations in the Prospectu'ses,
the Federated Funds enfofced their policy against frequém traders selectively, i.e., they did not
enforce it against the John Doe Defendants;

d. that the Fund Defendants regularly allowed the John Doe
Defendants to engage in trédes that were disruptive to the efficient management of the Federated
Funds and/or increased the Federai_ed Funds’ costs and thereby reduced the Federated Funds’
actual performaﬂce; and

€. the Prospectuses failed to disclose that, pursuant to the unlawful
agreements, the Fund Defendants benefited financially at the expense ofthe Federated Funds
investors.

Defendants’ Scheme and Fravdulent Course of Business

36. Each defendant is liable for (i) making false statements, or for failing to
disclose adverse facts while selliné shares of the Federated Funds, and/or (i) participating in a
scheme to defraud and/or a course of business that operated as a f;éud or deceit on purchasers of
the Federated Funds éhares during the Class Pgriod (the “Wrongful Conduct”). This Wrongful
Conduct enabled defendants to profit at the expense of plaintiffs and other Class members.

Additional Scieniter Allegations

37. As alleged herein, defendants acted with scienter in that defendants knew
that the public documents and statements issued or disseminated in the name of the Federated

Funds were materially false and misleading; knew that such statements or documents would be
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issued or disseminated to the investing public; and knowingly and substantially participated or

acquiesced in the issuance or dissemination of such statements or documents as primary

violations of the federal sécuriﬁes laws. As set forth ;lsewhere herein in detail, defendants, by
-virtue of their receipt of information.reﬂecting the true facts .regarding Federated Funds, their
control over, and/or receipt and/or modification of Federated Funds’ allegedly materially
misleading m‘isstatementé and/or their associations with the Federated Funds which made them
privy to confidential proprietary information concerning the Federated Funds, partiéipated in the
fraudulent scheme alleged herein. |
38.  Additionally, the Fund Defendants were highly motivated to allow and

facilitate the wrongful conduct alléged herein and participated in and/or had actual knowledge of

the fraudulent conduct alleged herein. In exchange for allowing the unlawful practices alleged
herein, the Fund Defendants, among other things, received increased management fees as a result
of the scheme alleged herein. Moreover, mutual fund managers can easily spot market timing in

their mutual funds simply by observing the trading activity within accounts; if the account, or

persons controlling more than one account, engage in frequent trades the manager will know that
they are engaging in market timing. The Spitzer Complaint emphasizes the ease with which the _

practice can be spotted by fund managers or their employees, as follows:

S s Y I

cots

Mutual fund managers are aware of the damaging effect that timers
have on their funds. And while the effects on individual
shareholders may be small once they are spread out over all the
“investors in a fund, their aggregate impact 1s not: for example, one
recent study estimates that U.S. mutual funds lose 34 billion each
year to timers. Eric Zitzewitz, Who Cares About Shareholders?
Arbitrage-Proofing Mutual Funds (October 2002) 35, at
http://facultygsb.stanford.edu/zitzewitz/Research/arbitrage 1 002.pd
f. While 1t is virtually impossible for fund managers to identify
every timing trade, Jarge movements in and out of funds -- like
those made by Canary -- are easy for managers to spot. And
mutual fund managers have tools to fight back against timers.
[Emphasis in onginal].
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39.  The John Doe Defendants were motivated to participate in the wrongful
scheme by the enormous profits they derived thereby. They systematically pursued the scheme
with full knowledge of its consequences to other investors.

FIRST CLAIM

Against the Registrants For Violations
of Section 11 Of The Securities Act

40.  Plaintiffs repeat and reallege each and every allegation contained above as
if fully set fort herein, except that, for purposes of this claim, plaintiffs expressly exclude and
disclaim any allegation that could be construed as alleging fraud or intentional or reckless
misconduct and otherwise incorp‘o"_rates the allegations contained above.

41, This claim is brought pursuant to Section 11 of the Securities Act, 15
U.S.C. § 77k, on behalf of the Class against the Registrants.

42.  The Registrants are statutorily liable under Section 11. The Registrants
issued, caused to be issued and participated in the issuance of the materially false and misleading
written statements and/or omissions of material facts that were contained in the Prospectuses.

| 43, Prior to purchasing units of the Federated Limited Term Fund and
Federated qugity Income Fund, respectively, plaintiffs were provided the appropriate Prospectus
and, similarly, prior to purchasing units of each of the other Federated\Funds,— all Class members
likewise received the‘appropn’ate prospectus. Plaintiffs and other Class members purchased
shares of the Federated Funds traceable to the false and misleading Prospectuses.

44 As sét forth her-ein,vthe statements contained in the Prospectuses were
materially false and misleading for a number of reasons, including that they stated that it was the
practice of the Federated Funds to monitor and take steps to prevent timed trading because of its

adverse effect on fund investors, when, in fact, the John Doe Defendants were allowed to engage
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74" ST IO YALY

in timed trading. The Prospectuses failed to disclose and misrepresented, inter alia, the
following material and adverse facts:
a. | that defendéms had entered into an agreement allowing the John
Doe Defendants to time their trading of the Federated Funds shares;
b. that, pursuant tc that agreement, the John Doe De‘fendants‘
régularly timed their tradiﬁg in the Federated Funds shares; |
C. : thét, contrary to the express representations in the Prospectuses,
the Federated Funds enforced their policy against frequent traders se}ecti\'iely, i.e., they did not
enforce it against the John Doe Defendants; |
d. that the Fund Defendants regularlyrallowed the John Doe
Defendants to engage in trades that were disruptive to the efficient management of the Federated
Funds and/or increased the Federated Funds’ costs and thereby reduced the Federated Funds’
actual performance; and
e. the Prospectuses failed to disclose that, pursuant to the unlawful
-agreements, the Fund Defendants benefited financially at the expense of the Federated Funds
investors.
45.  Plaintiffs and the Class have sustained damages. The value of the
Federated Funds shares decreased substantially subsequent to and due to defendants’ violations.
46. At the time they purchased the Federated Funds shares traceable to the
defective Prospectuses, plaintiffs and Class members were without knowledge of the facts
concerning the false and misleading statements or omission alleged herein and could not
reasonably have possessed such knowledge. This claim was brought within the applicable statute

of limitations.
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SECOND CLAIM

Against Federated Investments, FIM and Global as Control
Persons of the Regisirants For Violations of Section 15 of the Securities Act

47.  Plaintiffs repeat and reallege each and every allegation contained above,
except that for pux;poses of this claim, plaintiffs expressly exclude and disclaim any allegation
that could be construed as alleging fraud or intentional reckless misconduct and otherwise
incorporates the allegations contained above.

48 This Claim is brought pursuant to Section 15 of the Securities Act against
Federated- Investors, FIM and Global as control persons of the Registrants. It is appropriate to
treat these defendants as a group-for pleading purposes and to presume that the faise, musleading,
and incomplete information conveyed in the Registrants’ Prospectuses, public filings, press
releases and other publications are the collective actions of Federated Investors, FIM and Global.

49 The Registran{s are each liable under Secti(qri 11 of the Securities Act as
set forth herein.

50.  Each of Federated Investors, FIM and Global was a “control person” of
the Registrants within the meaning of Section 15 of the Securities Act, by virtue of their position
of operational control and/or authority over such funds --, Federated Investors, FIM and Global
directly and indirectly, had the power and authority, and exercised the same, to cause the
Registrants to engage in the wrongful conduct complained of herein. Federated Investors, FIM
and Global issued, caused to be issued, and participated in the issuance of méteri ally false and |
misleading statements in ‘the Prospectuses. |

51.  Pursuantto Section 15 of the Securities Act, by reason of the foregoing,
Federated lnvestors, FIM and Global are liable to plaintiffs to the same exten‘t as are each of the

Registrants for their primary violations of Section 11 of the Securities Act.
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52. By virtue of the foregoing, plaintiffs and other Class members are entitled
to damages against Federated Investors, FIM and Global,

VIOLATIONS OF THE EXCHANGE ACT

Applicability Of Presumption Of Reliance:
Fraud-On-The Market Doctrine

53. At all relevant times, the market for Federated Funds was efficient for the
following reasons, among others:
a. The Federated Funds met the requirements for listing, and were
listed and actively bought and sold through a highly efficient and automated market;
b. " As regulated entities, periodic public reports concerning the
Federated Funds were regularly filed with thé SEC;
c. Persons associated with the Federated Funds regularly
communicated with public investors via established market communication nﬁechanisms,
- including through regular disseminations of press releases on the national circuits of major
newswire services and through other wide-ranging public disclosures, such as communications
with the financial press and other similar reporting services; and
| d. The F edératgd Funds were followed by several securities analysts
employed by major brokerage firms who wrote reports which were distributed to the sales force
and certain customers of their respective brokerage firms. Each of these reports was publicly
available and entered the public marketplace.
54. As a result of the foregoing, the market for the Federated Funds4 promptly
digested current information regarding Federated Funds from all publicly available sources and
reflected such information in the respective Federated Funds’ NAV. Investors who purchased or

otherwise acquired shares or interests in the Federated Funds relied on the integrity of the market
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for such securities. Under these circumstances, all purchasers of the Federated Funds during the
Class Period suffered similar injury through their purchase or acquisition of Fedérated Funds
securities at distorted prices that did not réﬂect the risks and costs of the continuing course of
conduct alleged herein, and a presumption of reliance applies.

THIRD CLAIM

Violation Of Section 10(b) Of
The Exchange Act And Rule 10b-5 _
Promulgated Thereunder Against All Defendants

55.  Plaintiffs repeat and reallege each and every allegation contained above as
if fully set forth herein except for Claims brought pursﬁa.nt to the Securities Act.

56. During the Class Period, each of the defendants carried out a plan, scheme
and course of conduct which was intended to and, throughout the Class Period, did deceive the
investing public, including plaintiffs and other Class members, as alleged her_ein and cause
plaintiffs and other members of the Class to purchase Federated Funds shares or interests at
distorted prices and to otherwise_ suffer damages. In furtherance of this unlawful scheme, plan |
and course of conduct, defendants, and each of them, took the actions set forth herein.

57. Defendants (i) employed devices, schemes, and artifices to defraud;

(i1) made untrue statements of material fac:t~ and/or omitted to state mate;ia} facts necessary to
make the statements not mislead-ing; and (1if) engaged in acts, 'practices, énd a course of business
“which operated as a fraud and deceit upon the purchasers of the Federated Funds’ securities,
including plaintiffs and othe; membe;s of the Class, in an effort to enrich themselves through
undisclosed manipulative trading tactics by which they Wrongfu]ly appropriated Federated
Funds’ assets and otherwise distorted the pricing of their securities in violation of Section 10(b)
of the Exchange Act and Rule 10b-5. All defendants are sued as primary participants in the

wrongful and illegal conduct and scheme charged herein.
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58.  Defendants, individually and in concert, directly and indirectly, by the use,
means or instrumentalities of interstate commerce and/or of the mails, engaged and participated
in a continuous course of conduct to conéeal adverse material information about the Federated
Funds’ operations, as specified herein.

59. These defendéms employed devices, schemes and artifices to defraud and
a course of conduct and scheme as alleged herein to unlawfully manipulate and proﬁt from
sepretly timed trading and thereby engaged in transactions, practices and a course of business

which operated as a fraud and deceit upon plaintiffs and members of the Class.

60.  The defendants had actual knowledge of the misrepresentations and
omissions of matenal facts set fo'nh herei;x, or acted with reckless disregard f01; the truth in that
they failed to ascertain and to disclose such facts, even though such facts were ava_ilab]e to them.
Such defendants’ material misrepresentations and/or omissions were done knowingly or
recklessly and for the purpose and effect of concealing the truth.

61.  Asaresult of the dissemination of the materially false and misleéding
information and failure to disclose maierial facts, as set foﬁh above, the market price of
Federated Funds securities were distorted during the Class Period such that they did not reflect
the risks and costs of the continuing course of conduct alleged herein. In ignorance of these facts
that market prices of the shares were distorted, and relying directly or indirectly on the false and
misleading statemenfs made by the Fund Defendants, or upon the integrity of the market in
which the securities t;ade, and/or on the absence of material adverse information that was known
1o or recklessly disregarded by defendants but not discloéed in public statements by defendants
during the Class Period, plaintiffs and the other members of the Class acquired the shares or
interests in the Federated Funds during the Class Period at distorted prices énd were damaged

thereby.
221 -



62. At the time of said misrepresentations and omissions, plaintiffs and other
members of the Class were ignorant of their falsity, and believed them to be true. Had plaintiffs
and other members of the Class and the n;arketpiace known of the truth coﬁceming the Federated
Funds’ operations, which were not disclosed by defendants, plaintiffs and other members of the
Class would not have purchased or otherwise acquired their shares or, if they had acqui-red such
shares or 6ther interests dﬁring the Class Period, they would not have done so at the distorted
prices which they paid. |

63. By virtue of the foregoing, defendants have violated Section 10(b) of the
Exchange Act, and Rule 10b-5 promulgated thereunder.

64 As a direct and proximate result of defendants’ wrongful conduct,
plaintiffs and the other members of the Class suffered damages in connection with their

respective purchases and sales of the Federated Funds shares during the Class Period.

FOURTH CLAIM

Against Federated Investors (as 2 Control Person of FIVI, Glebal, the Registrants and the
Federated Funds), FIM (as a Control Person of Certain of the Registrants and Certaio of
the Federated Funds ), Global (as a Control Person of Certain of the Federated Registrants
and Certain of the Federated Funds) and The Registrants (as 2 Control Person of the
Federated Funds) For Violations of Section 20(a) of the Exchange Act

65.  Plaintiffs repeat and reallege each and every allegation contained above as
if fully set forth herein except for Claims brought pursuant to the Securiti—es_ Act.

66. | This Claim is brought pursuant to Section 20(a) of the Eﬁchange Act
against Federated Investors, as a control person of FIM, Global, the Federated Registrants and
the Federated Funds; FIM and Global as control persons of certain of the Federated Registrants
and the Federated Funds; and the Federated Registrants as a control person of the Federated

Funds.
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67. It is appropriate to treét these defendants as a group for pleading purposes
and to presume that the materiélly false, misleading, and incomplete information conveyed in the
Federated Funds’ public filings, press releases and other publications are the collective actioﬁs of
_ Marsh & McLennan, Federated Investments, Federated lnvestmént'Management and Federated
‘Investment Funds. |

68.  Each of Federated Investors, FIM, Global and the Registrants acted as
controlling peréons of the Federated Funds within the meaning of Section 20(a) of the Exchange
Act for the reasons allegeéd herein. By virtue of their operational and manaéement contro! of the
Federated Funds’ respective businesses and systematic involvement in the fraudulent scheme
alleged herein, Federated lnvesto;'_s, FIM, Global and the Federatéd Registrants each had the
power to influence and control and did inﬂuence‘and control, directly or indirectly, the decision-
making and actions of the Federated Funds, including the content and dissemination of the
vaxioﬁs statements which plaintiffs contend are false and misleading. Federated Investors, FIM,
Global and the Federated Registrants had the ability 16 prevent the issuancé of the staterﬁents
alleged to be false and misleading or cause such statemnents to be corrected.

60. In particular, each of Federated Investors, FIM, Global and the Federated -
Regi‘strants had direct and supervisory involvement in the operatiohs of the Federated Funds and,
therefore, is presumed to have had the power to control or influence the particular transactions
giving rise to the securities violations as alleged herein, and exercised the same.

70. As set forth above, Federated Investors, FIMV, Glpbal and the Federated
Registrants each violated Section 10(b) and Rule 10b-5 by their acts and omissions as alleged in
this Complaint. By virtue of their positions as controlling persons, Federated Investors, FIM,
Global and the Federated Registrants are liable pursuant to Section 20(a) of the Exchange Act.

As a direct and proximate result of defendants’ wrongful conduct, plaintiffs and other members
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of the Class suffered damages in connection with their purchases of Federated Funds securities

dunng the Class Period.

VIOLATIONS OF THE INVESTMENT ADVISERS ACT

FIFTH CLAIM

For Vielations of Section 206 of The Investment Advisers
Act of 1940 Against FIM and Global
{15 U.S.C. §80b-6 and 15 U.S.C. §80b-15]

'71' Plaintiffs repeat and reallege each and every allegation contained above as
if ﬁ)lly set forth herein.

72. This Count is based upon Se_ction 215 of the Investment Advisers Act; 15
U.S.C. §30b-15.

73.  FIM and Global served as “investment advise;s” to plaintiffs and other
members of the Class pursuant to the Investment Advisers Act.

74. As a fiduciary pursuant to the Investment Advise_rs Act, FIM and Global
were required to serve plaintiffs and other members of the Class in a manner in accordance with
tHe federal fiduciary standards set forth in Section 206 of the Investment Advisers Act, 15 U.S.C.
§80b-6, goyenﬁng the conduct of investment advisers.

75.  During the Class Period, FIM and Global breached their fiduciary duties
owed to plaintiffs and the other members of the Class by engaging in a deceptive contrivance,
scheme, practice and course of conduct pursuant to which it knowingly and/or recklessly
engaged in acts, transactions, practices and courses of business which operated as a fraud upon
plaintiffs and other members of the Class. As detailed above, FIM allowed the John Doe
Defendants to secretly engage in timed trading of the Federated Funds shares. The purposes and
effect of said scheme, practice and course of conduct was to enrich FIM and Global, among other
defendants, at the expense of plaintiffs and other members of the Class.
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76.  FIM and Global breached their fiduciary duties owed to plaintiffs and
other Class mémbers by engaging in the aforesaid transactions, practices and courses of business
knowingly or recklessly so as to constituté a deceit and fraud upon plaintiffs and the Class.
members.

77.  FIM and Global are liable as a direct participant in the wrongs complained
of herein. FIM and Global, because of their position of authority and control over the Federated
Funds were able to and did: (1) control the content of the Prospectuses; and (2) control the
operations of the F’ederated Funds. - ‘

78. FIM and Global had duty to (1) dissefninéte accurate ;nd_truthﬁ:l
information with respect to the federated Funds; and (2) t'rut“nfullyi and uniformly act in
accordance with its stated po]iéies and fiduciary responsibi]ities to ﬁlaintiffs and members of the
Class. FIM and G)ob.al participated in the Wrongd'oing complained of herein in order to prevent
- p]avint'iffs and other members of the Class from k_mvﬁng beIM and 'Glob_al’s breaches of
‘f'l_c'iuciary duties inclua'ing: ¢} increa’si‘ng‘ their éroﬁtébiiity at ,plaiﬁtiffs’ and other members of
'the Class’ expense by al]'owing tfx‘e John Doe Defend-ant's'-to secr-é'.c]y time theif trading of the
Federated Funds $hares; and (2) placing their interests ahead of t-he interésts of plaintiffs and
other members of the Class. |

79. As a result of FIM and Global’s multiple breaches of'its ﬁdu‘ciary duties
owed to p]aintiﬁ;s and other members of the Class, plaintiffs and other Class members were
damaged.

80.  Plaintiffs and other Class members are entitled to rescind their investment
advisory contracts with FIM and Global and recover all fees paid in connection with their

enrollment pursuant to such agreements.
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PRAYER FOR RELIEF

, WHEREFORE, plaintiffs pray for relief and judgment, as follows:

a. Determining that this action is a proper class action and appointihg
plaintiffs as Lead Plaintiff and their counsel as Lead Counsel for the Class and certifying them as
Class representatives under Rule 23 of the Federal Rules of Civil Procedure;

b. Awarding compensatory damages in favor of plaintiffs and the
other Class members against all defendants, jointly and sev«era]]»y,\ for all damages sustained as a |
result of aefendants’ wrongdoing, in an amount to be proven at trial, including interest thereon;

C. Awarding plaintiffs and the Class rescission of their contract with
Federated Investment Managemeﬂ,t and recovery of all fees paid 10 Federated Investment
Management pursuant to such agreement;

d. Awarding plaintiffs and the Class their reasonable costs and

expenses incurred in this action, including counsel fees and expert fees; and

e. Such other and further relief as the Court may deem just and
proper.
JURY TRIAL DEMANDED
Plaintiffs hereby demand a trial by jury.

Dated: October 29, 2003

LAW OFFICE OF ALFRED G. YATES IR, P.C.

e

Alfred G. Yates Jr. (Pa. Id. No. 17419)
Gerald L. Rutledge (Pa. Id. No. 62027)
429 Forbes Avenue
519 Allegheny Building
Pittsburgh, Pennsylvania 15219
Telephone: (412) 391-5164
Facsimile: (412)471-1033
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VMILBERG WEISS BERSHAD
HYNES & LERACH LLP

Melvyn 1. Weiss

Steve G. Schulman

Peter E. Seidman

Andrei V. Rado

One Pennsylvania Plaza

New York, New York

Telephone (212) 594-53 00

Facsimile: (212) 868-1229

Attorneys for Plaintiffs
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To jom the Action as Lead plamoff, complete the following Certdfication. sign it, and fax or mail it 10!

(212) 682-1892

Rabie, Murrer & frank L1.P Fax

275 Madison Avemme . Tek (212) 682-181%

New York, NY 10016 Tel: (300) 497-8076
CERTIFICATION

I, Resa Jumuett, do hexchy cortily thatt
1 have rovicwed the complaint and have authorized its Sling.

I &id not purchase sbares of £ ederated Fixed Income Security Limited Tenn Fund
thar are the subject of the complaint atthe direction of my counsel or In order 1o
participate in any privare action arising tndes the Securides Act of 1935 or Sccurities
Bxchauge Act of 1934, 2s amended by the Privaie Securities Litigation Refomm Act of
1995,
1 am willing 1o Serve as & represeusative party on behalf of n class, inchiding
providing testhmony at deposidon and wisl, if necessary.
Durng the Class Period, 1 engaged i the following transactions tovolving the
shaces ol Eedersted Fixed Iucome Security Limiled Term Fund:

, NSACTION TRADERaT: No. OF SHARES o Eﬁl@‘i@ﬁz@
gf’ﬂ#%z_ 0 J =270 < /65,85 &350, oo, 17
< - — “Z
D ;o503 5’;5”'5/5/, £o5 '4"7‘26’2//,2/

' ] bave sought 1o serve or served s a representadve parry on bebalf of a clues in7n action -
brought unfier the fedeval securities laws that were filed duxing the three-year period preceding
the datc of this cerd fication. '

in e BetlSourk Secwoizies Ditigarion, (2CV2147 (N.D.Ga)
Jannett v, Merck & Co., e al, 02CV3330 (D NJ.)

I'will not secept any paviment 10T Serving 25 a Icpresaitative paty on bebalf of the Class
beyond my pro rata share of any recovery, except such reasonable costs and expenses (inclading
lost wages) directly relsting to the répresepiadon of the Class aod my acuvities in the lawsnit, as
opdered or eppravel oy the Caart, - ' '

- Notrng hepein shall be constued to be or constirute 2 wuiver of my atiorney-client
privy cge. -~

I certify nnder penalty of perjury that the furegobng {s true and carrec.

Execuied on /& 124 2003,

ME
Addressi 246352 Mehole .ée/fl:r; F Q1A 2 E TR /;‘g’ém
2y

County: (GAZ Lanity /1 I=
Fhone 02.4rg) 7 37 27977
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CERTIFICATION OF HERMAN STEIN
IN SUPPORT QF CLASS ACTION COMPLAINT

Herman Stein (“pizintif™) declases, 25 o fre daims asseried undsy the federal securities

lews, that:
1. . Plantff hes reviewed the complaint prepared by counsel in the above-captioned case znd

Yas ethorized its Sling,

to

Pl=iotiff did not purchase the secuity fhat is the subtject of the complaint at the direction
of plaintiff's counsel or in order to participale in 20y private action arismg under the

fedeal securities laws,

© 3, Plaintiff is willing 1o serve a3 & representarive perty oo behelf of a cleass, incinding
proviting testimony atvdsposiﬁom zud trial, if necessary.
4. During the proposed Class Period, plainiiff cugaged in fae following transactions In

Federeted Equity Income FPund: See Attachment A

5. In the past free yeazs, plandid has not moved w's@ve, wor has served as a represeatative

pacty on bebalf of ¢ olaes in a5 action filed vader the fedotal secusitics v,

g - 6. Plaiptiff wili mot accept payment for serving 85 2 representative party op hehalf of 2 dess

s _ b@d plaixtiff's pro rete share of awy recovery, except much reasonable costs and

i expenses (including lost wages) direcely relating to the represertation of fhe Class s
ord.stadqr'appmved by te Coart . »
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S LU We mew

i | ' Ideclarcmderpmaltyofpczjmwbartbefomfmysmﬁmdcom& Ezecutcdfhisﬁ?ff//

day of October, 2003. A{\Q\q@\

HERMAN STEIN
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Ry
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~ UNITED STATES DISTRICT COURT
WESTERN DISTRICT OF PENNSYLVANIA

X 0
Civil Action No,» ™

£pi

ROBERT STEINBERG, DONALD LEBEAU,

and VIRGINIA M. LEBEAU, On Behalf of . CLASS ACTION COMPLAINT
Themselves and All Others Similarly Situated, : : '
. - JURY TRIAL DEMANDED
Plaintiffs,
VS.Y
AMERICAN SKANDIA ADVISCR FUNDS :

- INC.-FEDERATED HIGH YIELD BOND FUND; . CC/ZJ
FEDERATED ADJUSTABLE RATE US : '
GOVERNMENT FUND; FEDERATED : 2 .
ADJUSTABLE RATE SECURITIES FUND; : : :_:@;"j)l
FEDERATED AGGRESSIVE GROWTHFUND; _ EE
FEDERATED ALABAMA MUNICIPAL CASH -
TRUST; FEDERATED AMERICAN LEADERS . (,._2
FUND INC.; FEDERATED ARMS FUND; ; - =

FEDERATED ASIA PACIFIC GROWTH FUND; :
FEDERATED AUTOMATED CASH ;
MANAGEMENT TRUST; FEDERATED
AUTOMATED GOVERNMENT CASH
RESERVES; FEDERATED AUTOMATED
TREASURY CASH RESERVES; FEDERATED
BOND FUND; FEDERATED-BOND INDEX
FUND; FEDERATED CALIFORNIA
MUNICIPAL INCOME FUND; FEDERATED
CAPITAL APPRECIATION FUND;

FEDERATED CAPITAL GROWTH FUND;.
FEDERATED CAPITAL INCOME FUND;
FEDERATED COMMUNICATIONS
TECHNOLOGY FUND; FEDERATED
CONNECTICUT MUNICIPAL CASH TRUST,
FEDERATED CONSERVATIVE ALLOCATION .
FUND; FEDERATED EMERGING MARKETS
FUND; FEDERATED EQUITY INCOME FUND; :
FEDERATED EQUITY INCOME FUND INC,;,
FEDERATED EURCPEAN EQUITY FUND;
FEDERATED EUROPEAN GROWTH FUND,
FEDERATED EXCHANGE FUND; .

- [Caption continued on feflewing pagel
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FEDERATED FLORIDA MUNICIPAL CASH
TRUST; FEDERATED FUND FOR US
GOVERNMENT SECURITIES; FEDERATED
FUND FOR US GOVERNMENT SECURITIES
INC.; FEDERATED GEORGIA MUNICIPAL
CASH TRUST; FEDERATED GLOBAL
EQUITY FUND; FEDERATED GLOBAL
FINANCIAL SERVICES FUND; FEDERATED
GLOBAL VALUE FUND; FEDERATED GNMA .
TRUST, FEDERATED GOVERNMENT FUND;,
FEDERATED GOVERNMENT INCOME
SECURITIES FUND; FEDERATED :
GOVERNMENT OBLIGATIONS FUND;
FEDERATED GOVERNMENT OBLIGATIONS
‘TAX-MANAGED FUND; FEDERATED
GOVERNMENT ULTRASHORT DURATION
FUND; FEDERATED GOVERNMENT

- . ULTRASHORT FUND; FEDERATED

 GROWTH ALLOCATION FUND; FEDERATED '
- GROWTH STRATEGIES FUND; FEDERATED
 HIGH INCOME BOND FUND INC.; -
'FEDERATED INCOME TRUST; FEDERATED
INSTITUTIONAL HIGH-YIELD BOND FUND;
FEDERATED INSTITUTIONAL SHORT
DURATION GOVERNMENT FUND;
FEDERATED INTERMEDIATE
GOVERNMENT FUND; FEDERATED
INTERMEDIATE INCOME FUND;
FEDERATED INTERMEDIATE MUNICIPAL
TRUST; FEDERATED INTERNATIONAL
BOND FUND; FEDERATED
INTERNATIONAL CAPITAL APPRECIATION
FUND; FEDERATED INTERNATIONAL
EQUITY FUND; FEDERATED
' INTERNATIONAL FUNDS PLC - HIGH
INCOME ADVANTAGE FUND; FEDERATED
INTERNATIONAL FUNDS PLC - SHORT-
TERM EURQ FUND; FEDERATED
INTERNATIONAL FUNDS PLC - SHORT-
TERM US GOVERNMENT SECURITIES
FUND; FEDERATED INTERNATIONAL
FUNDS PLC - SHORT-TERM US PRIME
FUND; FEDERATED INTERNATIONAL
FUNDS PLC - SHORT-TERM US TREASURY
SECURITIES FUND;

[Caption continued on following page}



FEDERATED INTERNATIONAL GROWTH
FUND; FEDERATED INTERNATIONAL HIGH
INCOME FUND; FEDERATED
INTERNATIONAL INCOME FUND;
FEDERATED INTERNATIONAL SMALL
COMP ANY FUND; FEDERATED
INTERNATIONAL VALUE FUND;
FEDERATED KAUFMANN FUND;
FEDERATED KAUFMANN SMALL CAP
FUND; FEDERATED KAUFMANN SMALL
CAP FUND; FEDERATED LARGE CAP
GROWTH FUND; FEDERATED LARGE CAP
INDEX FUND; FEDERATED LARGE CAP
TECH FUND; FEDERATED LATIN
" AMERICAN GROWTH FUND; FEDERATED
LIBERTY FUND; FEDERATED LIBERTY US
GOVERNMENT MONEY MARKET TRUST; ;
FEDERATED LIMITED DURATION FUND,
FEDERATED LIMITED DURATION
GOVERNMENT FUND; FEDERATED
LIMITED TERM FUND; FEDERATED
LIMITED TERM MUNICIPAL FUND;
FEDERATED LIQUID CASH TRUST,;
FEDERATED MANAGED AGGRESSIVE
GROWTH FUND, FEDERATED MANAGED
GROWTH & INCOME FUND; FEDERATED
MANAGED GROWTH FUND; FEDERATED
MANAGED INCOME PORTFOLIO;
FEDERATED MARKET OPPORTUNITY
FUND; FEDERATED MARYLAND
MUNICIPAL CASH TRUST; FEDERATED
MASTER TRUST; FEDERATED MAX-CAP
FUND; FEDERATED MAX-CAP INDEX
FUND; FEDERATED MICHIGAN
INTERMEDIATE MUNICIPAL TRUST;
'FEDERATED MID-CAP FUND; FEDERATED
MID-CAP INDEX FUND; FEDERATED MINI-  :
CAP FUND; FEDERATED MINI-CAP INDEX
FUND; FEDERATED MINNESOTA e
MUNICIPAL CASH TRUST; FEDERATED
MODERATE ALLOCATION FUND;
FEDERATED MONEY MARKET
MANAGEMENT INC.; FEDERATED MONEY
MARKET TRUST; K

{Cmptﬁ@m continued on fellowing page]



FEDERATED MORTGAGE FUND;
FEDERATED MUNI & STOCK ADVANTAGE
FUND; FEDERATED MUNICIPAL
OBLIGATIONS FUND; FEDERATED
MUNICIPAL OPPORTUNITIES FUND;
FEDERATED MUNICIPAL SECURITIES
FUND INC.: FEDERATED MUNICIPAL
'ULTRASHORT FUND; FEDERATED NEW
ECONOMY FUND; FEDERATED NEW
JERSEY MUNICIPAL CASH TRUST;
FEDERATED NEW YORK MUNICIPAL CASH
TRUST: FEDERATED NEW YORK
MUNICIPAL INCOME FUND; FEDERATED
NORTH CAROLINA MUNICIPAL CASH
TRUST; FEDERATED NORTH CAROLINA
MUNICIPAL INCOME FUND; FEDERATED
OBLIGATION FUNDS; FEDERATED OHIO
INTERMEDIATE MUNICIPAL TRUST;
FEDERATED OHIO MUNICIPAL CASH
TRUST; FEDERATED CHIC MUNICIPAL
INCOME FUND; FEDERATED
PENNSYLVANIA INTERMEDIATE
MUNICIPAL TRUST; FEDERATED
PENNSYLVANIA MUNICIPAL CASH TRUST;
FEDERATED PENNSYLVANIA MUNICIPAL
INCOME FUND; FEDERATED PREMIER
INTERMEDIATE MUNICIPAL INCOME
FUND; FEDERATED PREMIER MUNICIPAL
INCOME FUND; FEDERATED PRIME CASH
OBLIGATIONS FUND; FEDERATED PRIME .
OBLIGATIONS FUND; FEDERATED PRIME
VALUE OBLIGATIONS FUND; FEDERATED
SHORT-TERM INCOME FUND; FEDERATED
SHORT-TERM MUNICIPAL TRUST;
FEDERATED SHORT-TERM US :
GOVERNMENT TRUST; FEDERATED SMALL
CAP STRATEGIES FUND; FEDERATED :
- STOCK & BOND FUND INC.; FEDERATED
STOCK TRUST; FEDERATED STRATEGIC
INCOME FUND; FEDERATED TAX-FREE
INSTRUMENTS TRUST; FEDERATED TAX-
FREE OBLIGATIONS FUND; FEDERATED :
TAX-FREE TRUST; FEDERATED TENNESSEE :
MUNICIPAL CASH TRUST; :

[Caption continued on following page]



FEDERATED TOTAL RETURN BOND FUND,;
FEDERATED TOTAL RETURN
GOVERNMENT BOND FUND; FEDERATED
TOTAL RETURN LIMITED DURATION
FUND, FEDERATED TREASURY
OBLIGATIONS FUND; FEDERATED
ULTRASHORT BOND FUND, FEDERATED
US GOVERNMENT BOND FUND;
FEDERATED US GOVERNMENT FUND;
FEDERATED US GOVERNMENT
SECURITIES FUND: 1-3 YEARS;
FEDERATED US GOVERNMENT
SECURITIES FUND: 5-10 YEARS;
FEDERATED US GOVERNMENT
SECURITIES FUND: 2-5 YEARS;
FEDERATED US TREASURY CASH
RESERVES; FEDERATED UTILITY FUND
INC.; FEDERATED VIRGINIA MUNICIPAL .
CASH TRUST; FEDERATED WORLD
UTILITY FUND; IDEX FEDERATED TAX
EXEMPT FUND (collectively referred to as the -
FEDERATED FUNDS), FEDERATED
ADJUSTABLE RATE SECURITIES FUND;
FEDERATED AMERICAN LEADERS FUND
INC.; FEDERATED ARMS FUND;
FEDERATED EQUITY FUNDS; FEDERATED
EQUITY INCOME FUND INC.; FEDERATED
FIXED INCOME SECURITIES INC; o
FEDERATED FUND FOR US GOVERNMENT
SECURITIES INC.; FEDERATED GNMA
TRUST,; FEDERATED GOVERNMENT
INCOME SECURITIES INC.; FEDERATED
HIGH INCOME BOND FUND INC.;
- FEDERATED HIGH YIELD TRUST;
FEDERATED INCOME SECURITIES TRUST;
FEDERATED INCOME TRUST; FEDERATED
INDEX TRUST; FEDERATED INDEX TRUST;
FEDERATED INSTITUTIONAL TRUST; ;
FEDERATED INTERNATIONAL SERIESINC.;
FEDERATED LIMITED DURATION :
GOVERNMENT FUND INC.; FEDERATED
MANAGED ALLOCATION PORTFOLIOS;
FEDERATED MUNICIPAL OPPORTUNITIES
FUNDINC.; . :

[Caption continued on following page]



FEDERATED MUNICIPAL SECURITIES
FUND INC.; FEDERATED MUNICIPAL
SECURITIES INCOME TRUST; FEDERATED
MUNICIPAL SECURITIES INCOME TRUST;
FEDERATED SHORT TERM MUNICIPAL
TRUST, FEDERATED STOCK & BOND FUND
INC.; FEDERATED TOTAL RETURN ‘
GOVERNMENT BOND FUND; FEDERATED
TOTAL RETURN SERIES INC.; FEDERATED
US GOVERNMENT SECURITIES FUND 1-3
YEARS; FEDERATED US GOVERNMENT
BOND FUND; FEDERATED UTILITY FUND
INC.; FEDERATED WORLD INVESTMENT
SERIES INC,, FEDERATED EQUITY FUNDS
KAUFMAN FUND (collectively referred to as the :
REGISTRANTS), FEDERATED INVESTORS,
INC.; FEDERATED INVESTMENT
MANAGEMENT COMPANY AND
FEDERATED GLOBAL INVESTMENT
MANAGEMENT CORP.,,

Defendants.

~ Plaimiffs allege the following based upon the investiga‘tidn of plaintiffs’ counsel, which

included a re{riew of United States Securities and Exchange Commission (“SEC™) filings as well

as other regulatory filings and reports and advisories about the Federated Funds (as defined in

the caption of this case), press releases, and media reports about the Federated Funds. Plaintiffs

believe that substantial additional evidentiary support will exist for the allegations set forth .

herein after & reasonable opportunity for discovery.



NATURE OF THE ACTION

1. This is a federal class action on behalf of a class consistingof all persons
other than defendants who purchased or otherwise acquired shares or other ownership units of
one or more of the mutual funds in the Federated family of funds (i.e., the Federzted Funds as
defined in the caption, above) berween November 1, 1998 and October 21, 2003, inclusive, and
- who were damaged thereby. Plaintiffs seek to pursue remedies under the Securities Act of 1933
(the “Securities Act”), the Securities Exohange Act of 1934 (the “Exchange Act”) and the

Investment Advisers Act of 1940 (the “Investment Advisers Act”) (the “Class”™).

2. This action charges defendants with engaging in an unlawful and deceitful
course of conéum designed to improperly financially advantage defendants to the detriment of
plaintiffs anci other m.embers of the Class. As part and parce] of defendamé’unlawful conduct,
the Fund Defendants, as defined below, in clear contravention of their fiduciary responsibilities
and disclosure obligations, failed to properly disclose:

a. That select favored customers were allowed 10 engage in illegal
“late wading,” a practice, more fully described herein, whereby an investor may place an order 10
purchase fund shares after 4:06 p.m. and éxave that order filled at that day’s closing net asset
value; and

b. That select favored customers were improperly allowed to “time”
their mutual fund trades. Such timing, as more fully describéd herein, improperly allows an
investor to trade in and out of & mutual fund 10 exploit short-term moves and inefficiencies in the
manner in which the mumalAfunds price their shares.

3. On October 22, 2003, Federated filed a Form 8-K wmh the Securities
E;,;change Cdmmission in which it stated that, based on an internal investigation, “it appears that

a few investors in Federated funds were granted exceptions to the company’s internal procedures

-2



for limitiﬁg ﬁequenf transactions, and that some of these investors made additional iﬁvestments
in other Federated funds.” The filing also stated that the investigation hac% idenﬁﬁed instances of
late trading. P_ederated is under investigation by the New York State Attorney General, the
Securities and Exchange Commission and the National Association of Securities Dealers.

JURISBICTION AND VENUE

4. This Court has jurisdiction over the subject matter of this action pursuant

to § 27 of the Exchange Act of 1934 (15 U.S.C. § 78aa); Section 22 of the Securities Act (15
- U.8.C. § 77v); Section 80b-14 of the Investment Advisers Act (15 U.S.C. § B0b-14); and 28
U.S.C §§133),1337.

5. Many of the acts charged herein, including the preparation and
dissemination of materially false and misleading information, occurred in substantial part in this
District. Defendants conducted other substantial business within this District and many Class
members reside within this District. Defendant Federated Investors, Inc. is the ultimate parent of
defendants bearing the Federated name, was an active }:;artécipant in the wrongful conduct
slleged herein and s headquartered within this Distnct, at 1001 Liberty Avenue, Pittsburgh,
Pennsylvania.

6.  Inconnection with the acts alleged in this complaint, defendants, directly
or indirectly, used the means and instmmentalities of interstate commerce, including, but not
limited to, the mails, interstaie telephoné communications and the facilities of the nafional

 securities markets, |
PARTTES
7. Plaintiff Robert Steinberg, as set forth in his certification, which is
af;ached hereto and incorporated by reference herein, purchased shares or units of the Federated

" Mini-Cap Fund during the Class Period and hes been damaged thereby.

-
-3 -




8  Plaintiffs Donald LeBeau and Virginia M. LeBeau, as set fdnﬂ,in their
cerufication, which is attached hereto and incdrporated by reference herein, purchased shares or
units of the Federated American Leaders Fund, Federated Capital Appreciation Fund, and
Federated Equity Income Fund Inc. during the Class Period and has been damaged thereby.

9. Each of the Federated Funds, ’including the Federated Mini-Cap Fund,
Federated American Lgaders Fund, Federated Capital Appreciation Fund, and Federated Equity
Income Fund Inc. is & mutual fund that 15 regﬁlated by the Investment Company Act of 1940,

-managed by defendant ¥IM or Global, as defined below, and that buy, hold, and sell shares or
other ownership units that are .Sti_bj ect to the misconauc_t alleged in this complaint.

10, Federated In'vestors, Inc. (“Federated Investors™) is the ultimate parent of
defendants bédring the Federated name. Federated Investors is a provider of investment
management prpdi_;cts and related financial services. It is one of the largest mutual fur_:d
managers in the United States with $195.4 billion in assets under management as of December
31, 2003. Federated is headquartered at 1001 Liberty Avenue, Pittsburgh, Pennsylvania.

| il. Pederated blnvcstrnent' Management Company (“FIM”) is registered as an
investment advisor under the Investment »Adviscrs Act and‘managéd and advised certain
Federated Funds. FH\/L a wholly-owned subsidiary of Federated, 1s headquartered in Pittsburgh,
Pennsylvania. |

12.  Federated Global Investment Management Corp. (“Global”) is registered
as an investment advisor under the Investment Advisers Act and managed and advised certain -
mternational Federated Funds. Global, 2 wholly owned subsidiary of Federated, is
headquartered in Pittsburgh, Pennsylvania.

| 13, Eachof ﬁhe defendants collectively defined as the Registrants in the aboveé

caption is the registrant and issuer of shares of one or more of the Federated Funds.

-4 .




14.  Federated Funds, Federated Investors, FIM, Global and mcvRegistrams are
referred to collectively herein as the “Fund Defendants,” |
15, The true names and capacities of defendants sued herein as John Does ]
through 100 are other active pariicipants with ihe Fund Defendants in the widespread unlawful
conduct alleged herein whose identities have yet to be ascertained. Such defendants were
secretly permitted to engage in improper timing at the expense of ordinary Federated Funds
investors, such as plaintiffs and the other members of the Class, in exchange for which these
| John Doe defendants provided»»remumeration to the Fund Defendamts. Plaintiffs will seek to
amend this complaint to state mé true names and capacities of said defendants when they have

been ascertained.

PLATNTIFFS’ CLASS ACTION ALLEGATIONS

16.  Plaintiffs bring this action 2s a class action pursuant to Federal Rule of
Civil Procedure 23(a) and (b)(3} on behalf of a Class, consisting of all pers.ons or entities that
purchased or otherwise acquired shares or like interests in any of the Federated Funds, between
November 1, 1998 and October 21, 2003, inclusive, and v?ho WETS damag"ed thereby. Plaintiffs
and each of the Class members purchased shares or other ownership units in Federated Funds |
pursvuant to & registration statement and prospectus. The registration statements and prospectuses
pursuant to which plaintiffs and the other Class members purchased their shares of other
ownership units in the Federated Funds aré referred to collectively herein as the “Prospectuses.”
Excluded from the Class are defendants, members of theif immediate farmmilies and their legal

representatives, heirs, successors or assigns and any entity in which defendants have or had 2

controlling interest.

17. The members of the Class are so numerous that joinder of zll members is

impracticable. While the exact number of Class members is unknown to plainuffs at this time

~S.
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and can only be ascertained through sppropriate discévery, plaintiffs believe that thére are
hundreds or thousands of members in the proposed Class. Recoré owners and otﬁcr members of
the Class may be identified from records .maimained by the Federated Funds and may be notified
of‘tbe pendency of this action by mail, uéing the form of notice similar 1o that customarily used
in securities class actions,

18. laintiffs’ claims are typical of the clzims of the merﬁbers of the Class as
all members of the Class are similaﬂy affected by defendants’ wrongful conduct in violation of

federal law that is complained of herein.

19. Plaintiﬁ's will fairly and adequately protect the interests of the members of
the Class and havé retained counsel competent and experienced in ¢class and securities litigation.

‘20. Common questions of law and fact exist as to all members of the Class
and predominate over any questions solely affecting individual members of the Class. Among
the questions of law and fact common to the Class are:

2. whether the federal secunties laws were violated by defendants’
acts as alleged ﬁerein; '

b. whether stétements made by defendants to the investing public |
during the Class Period misrepresented material facts about the business, operations and
finencizal statements of the.P ederated Funds; and |

C. to what extent the members of the Class have sustained damages
and the proper measure of damages. | |

21 A ciésé action is superior to all other available methods for the fair and
eﬁicfent adjudication of this controversy since joinder of all members is impracticable.
Eurfchermore,' a.s the damages suffered by indiviﬁua.l Class members may be relatively small, the

-cxpense and burden of individual {itigation make it virtuelly impossible for members of the Class
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t0 individﬁally redress the wrongs done to them. There will be no difficulty in the management
~ of this action as a class action.

SUBSTANTIVE ALLEGATIONS

- Intreduction: The Boubﬁe Standard for Privileped Investors

22.  Mutual Funds are meant to be lohg~term investments and are therefore the
favored savings vehicles for many Americans’ retirement and college funds. Unbeknowrist tol
investors, from at least as early as November 1, 1998 and until October 21, 2003, inclusive,
defendants engaged in fraudulent and wrongful schemes that enabled certain-favored investors to
reap many millions of dollars iiﬁ"proﬁt, at the expense of Federated Funds’ investors, including
plaintiffs and‘the otﬁer members of the class, through secret and illegal after-hours trading and
timed trading. In exchange for allowing and facilitating this improper conduct, the Fund
Defendants received substantial fees and other remuneration for themselves and their affiliates to
the detriment of plaintiffs and other members of the Class who knew nothing of these illicit
arrangements. Specifically, FIM and Global, as managers of the Federated Funds, and each of
the relevant ﬁzﬁd managers, profited from fees FIM and Global charged 1o the Federated Funds
that were measured as a percenﬁage of th.e fees under management. In exchange for the right 1o
engage in illegal late srading and ﬁming, which hurt plaintiffs and the other Class members, by
artificially and materially aiTecting the value of the Federated Funds, the John Doe D;fendants,
agreed to paﬂ{ su}?stantia] assets in Federated Funds. |

Diepa) Late Trading at the Expense of Plointiffs
znd the Other Members of the Class

23. “Late trading” exploits the unique way in which mutwal funds, including
the Federated Funds, st their prices. The daily price of mutual fund shares is generally

- caleulated once & day as 0f 4:00 p.m. EST. The price, known as the “Net Asset Value” or
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“NAV,” generally reflects the closing prices of the securities that comprise a given fund’s
portfolio, plus the value of any cash that the fund manager maintains for the fund. Orders 1o buy,
sell or exchange mutual fund shares placed at or before 4:00 p.m. EST on a given day receive
that day’s price. Orders placed affer 4:00 p.m. EST are supposed to be filled using the following

day’s price.  Unbeknownst to plaintiffs and other members of the Class, and in violation of SEC

5

regulations, the John Doe Defendants, secretly agreed with Federated that orders they placed
after 4:00 p.m. on a given day would illegally receive that day’s pnoe (as oppo‘scd to the next
- day’s price, which the order would have received had it been processed lawfully). This illegal
conduct allowed the John Doe Defendants, to capitalize on market-moving financial and other
infermation that was made public after the close of trading at 4:00 p.m. while plaintiffs and other
members of the Class, who béught their Federated Funds’ shares Jawfully, could not.

24, Hereis an illustration of how the favored treatment accorded to the John
Doe Defendants took money; dollar-for-dollar, out of the pockets of ordinary Federaijed Funds’
inveslqrs, such as plaintiffs and the other members of tﬁe Class: A mutual fund’s share price is
determined to Ee $10 per shere for a given day. After 4:00 é,m., good news concerning the
fund’s constituent securities may have béen made public, causing the price of the fund’s
underlying securities 1o rise materially and, correspondingly, causing the next day’s NAV to rise
and imcfeasing the fund share price to §15. Under this example, ordinary investors placing an
order to buy after 4:00 p.m. on the dey the news came out would heve their orders filled at §15,
the next day’s price. Defendants’ scheme allowed the John Doe Defendants, and the John Doe
defendants, to purchase fund .shares at the pre-4:00 p.m. price of $10 per share price even afier
the-post~4:00 p.m. news came out and the market had already started to react. These favored
iﬁvcstors were therefore guaraﬁtead a $5 per share profit by buying after the market had closed at

the lower price, available only 1o them, and then selling the shares the next day at the higher
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price. Because all shares sold by investors are bought by the respective fund, which.must sell
shéaes or use available cash for the purchase, the John Doe defendant’s profit of $5 per unft |
comes, dollaLer dollar, directly from the other fund investors. T}us harmful practice, which
dumaged plaintiffs and other members of the Class, is éomplete]y undisclosed in the
Prospectuses by which the Federated Funds werc zﬁarkcuzd and sold and pursuant to which
plaintiffs and the other Class members purchased their Federated Fund units.‘ Moreover, late-
trading 1s specifically prohibited by th.e “forward pricing rule” embodied in SEC regulations. See

17 CF.R. §270.22¢-1(a).

Secret Timed Trading at the Expense of Plaintiffe
and the Other Members of the Class

, A25. “Timing” ig an arbitrage strategy involving short-term trading that can be
used to profit from mutual funds’ use of “stale” prices to calculate the valule of securities held in
the funds’ ponfolio.' These prices are “siale” because they do not necessarily reflect the “fair -
value” of such securities as of the time the NAV is calculated. A typical example is & U.S.
mutual fund that holds Japanese securities. Because of the time zone difference, the Japanese
market may close at 2 @sm. New York time; If the U.S. mutual fund manager uses the closing
prices of the Japanese sécun'ties in his or her fund to arnve at an NAV at 4 p.m. in New York, he
or she Is relying on market information that is fourisen hours old. If there have been positive
marke‘_:. moves during the NeQ Yor}c trading day that wﬂl cause the Japenese market 10 rise when
it later opené, the sté,le: Japanese prlcés willmot rsﬂ-ect that increase, and the fund’s NAV will be
aruficially low. Put another way, the NAY would not reflect the true current market value of the
stocks the fund holds. This and similar strategies are known as “time zone arbitrage.”

26. A similar type of timing is possible in mutual funds that contain illiquid

“securities such as high-yield bonds or small capitzlization stocks. Here, the fact that some of the
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Federated Funds’ underlying securities may not have traded for hours before the Nev? York |
closing time can render the fund’s NAV stale and thus open it to being timed. This is sometimes
known a5 “quuidity arbitrage.”

27.  Like late trading, effective timing captures an arbitrage profit that comes
dollar-for-dollar out of the pc;c}cats of the long-term investors: the imer steps in at the last
moment and takes part of the buy-and-hold investors’ upside when the market goes up, so the
next day’s NAV is reduced for those who are still in the fund. If the umer sells short on bad days

. -— 28 the John Doe defendants also did --- the arbitrage has the effect of making the next day’s
NAV lower than it would othe.rwise have been, thus magnifying the fosses that investors are
experiencing in a declining market.

‘28. Besides the wealth transfer of arbitrage (called “dilution™), timers also
harm their target funds in a number of other ways. They impose their transaction costs on the
long-term investors. Trades necessitated by timer redemptions can also result in the realization
of taxable capftal gains at an undesirable time, or may result in managers having to sell stock into
a félling ma.rkctv. |

29.  Itis widely ackno@ledged that timing inurés to the detriment of long-term
mutual fund shereholders and, because of this detrimental effect, the Prospectuses stated that
timing is monitored and that the Fund Defendants work to prevent it. These stalements were
materially false and misleading. |

Defendants’ Fravdulent Scheme

30.  On September 4, 2003 The Wall Streer Jouwrnal reported that the New

York Attorney General Elliot Spitzer filed a complaint in New York Supreme Court alleging that

certain mutual fund companies secretly allowed, and in some instances facilitated, a New Jersey-

based hedge fund to engage in prohibited and/or fraudulent trading in mutual fund shares (the
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“Spitzer Complaint™). In return for receiving this favored treatment, which damaged the long
term mutual fund investors, the hedge fund parked funds in financial instruments controlled by
the fund companies or their affihates 1o increase fund management fees, and entered into other

arrangements which benefited the fund companies and/or their affiliates. The article reported as

‘follows regarding the matter;

Edward Stern . . . finds himself at the center of a sweeping
investigation into the mutual-fund industry after paying 3$40
million 10 settle charges of illegal trading. made by the New York
State Attorney General's Office. According to the settlement, Mr.
Stern’s hedge fund, called Canary Capital Partners LLC, allegedly
obtained special trading opportunities with leading mutual-fund
families-- including Bank of America Corp’s Federated Funds,
Bank One Corp., Janus Capital Group Inc. and Strong Financial
Corp.— by promising 10 make substantial investments in various
-funds managed by these institutions. {[Emphasis in original].

The article indicated that the fraudulent practices enumerated in the Spitzer Complaint were just

the tip of the iceberg, stating as follows:

In a statement, Mr Spitzer said “the full extent of this
complicated fraud is not yet known,” but ke asserted that “the
munsel-fund industry operates om 4 double stgndard” in which
cerigin traders “have been given the opportunity to manipulate
the system. They make illegal ofter-hours trades and improperly
exploit market swings in ways that harwm ordimary lomg-term
invesiors.” (Emphasis added).

3. The Spitzer Complaint received substantial press coverage and sparked

additional investigations by state agencies, the SEC and U.S. Attorney for the Southern District
of New York, and led to calls for more regulation and tougher enforcement of the mutual and
hedge fund industries. On September S, 2003, The Wall Streer Jowrnal reported that the New
York Attorney General’s Office had subpoenaed “a large number of hedge funds” and rmutual
funds as part of its investigation, “underscoring concern among investors tﬁat the improper

_ trading of mutal-fiund shares could be widespread” and that the SEC, joining the investigation,
g : P , joining g
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plans to send letters o mutual funds holding about 75% of assets under management in the U.S.
to inquire about their practices with respect 10 market-timing and fund—trading préctices. On
October 22, 2003, Federated filed & form 8-K with the SEC which stated, in pertinent part, as
follows:

Like many other mutual fund companies, Federated Investors hes
received detailed reguests for information on sharehglder trading
activities from the Securities and Exchange Commission, the New
York State Attorney General and the National Association of
Securities Dealers. The company has reiained the law firm of
Reed Smith LLP to conduct an internal investigation, which is
-ongoing. Cooperating with these regulatory authorities and the
completion of the intemal investigation are top priorities for the
company.

The internal investigation is examining, smong other things,
-circumstances in which it appears that a few investors in Federated
funds were granted exceptions to the company’s internal
procedures for limiting frequent transactions, and that some of
these investors made additional investments in other Federated
funds. The investigation has also identified instances in which 1t
appears that orders for Federated variable net asset value funds
were placed and accepted afier the funds’ closing time a1 4 p.m,

The Prospectuses Were Materiglly False and Misleading

32.  Proorto inVesﬁng in any of the Federated ands, including the Federated
Mini-Cap Fund, Federated American Leaders Fund, Federated Capital Appreciation Pu.hd, and
 Federated Equity Incbme Fund Inc., plaintiffs and each member of the clasg were entiﬁed 10 and
did receive one of the Prospectuses, each of which contained substantially the same materially
falée and misleading statements regarding the Federated Funds’ policies on timed trading.

33, The Prospectuses falsely stated that the Federated Funds actively
safeguard shareholders from the recognized harmful effects of timing. For example, m language

that typically appeared in the Prospectuses, the February 28, 2003 Federated Global Financial
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Services Fund prospectus acknowledged that “shont-term trading” is harmful to shareholders and
represented that the Federated Funds deters the practice, stating as follows:

The Fund may modify or terminate the exchange privilege
at any time. The Fund’s management or Adviser may determine
from ‘the amount, frequency and pattern of exchanges that a
shareholder is engaged in excessive trading that is detrimental to
the Fund and other shareholders. If this occurs, the Fund may
terminate the availability of exchanges to that shareholder and may

- bar that shareholder from purchasing other Federated funds.

In an effort to deter shareholders from using repeated
exchanges 10 take advantage of shori-term market movements (also
known as market timing), after July 30, 2001, Shares aoquired
through an exchange may not be exchanged again (2 “Subsequent
Exchange”) for & period of 15 days. The Fund will not process any
request for a Subsequent Exchange made during the 15-day period.
The rights of shareholders w redeem their shares are not affected

by this provision.
34.  With respect to the pncing of mutual fund shares, and late trading, the

Prospectuses typically stated as follows:
WHAT DO SHARES COST?

‘ You can purchase, redeem or exchange Shares any day the
New York Stock Exchange (NYSE) is open. When the Fund
receives your transaction request in proper form (as described in
this prospectus) it is processed at the next calculated net asset
value (NAV) plus any applicable front-end sales charge (public
offering price). '

If the fund purchases foreign securities that trade in foreign
markets an days the NYSE is closed, the value of the Fund’s assets
may change on days you cannot purchase or redeem Shares.

NAV is determined at the end of regular trading (normally
4:00 p.m. Eastern time) each day the NYSE is open. The Fund
generally values equity securities according to the last sale price in
the market in which they are primarily traded (either a national
securities  exchange or the over-the-counter  market).

35, The Prospectuses failed to disclose and misrepresented the following

" material and adverse facts:
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a  that defendants had entered into an agreement allowing the Jobn
Doe Defendants to time their trading of the Federated Funds shares; |

b. that, pursuant to that agreement, the John Doe Defendants
regularly timed é.nd léte waded Federated Funds shares;

c: that, contrary 1o the express representations in the Prospectuses,
the Federated Funds enforced their policy against frequent traders selectively, /e., they did not
enforce it against the John Doe Defendants;

4. that the Fund Defendants regularly allowed the John Doe
Defendants to engage in tradeshthat were disruptive 10 the efficient management of the Federated
Funds and/or increased the Federated Funds’ costs and thereby reduced the Federated Funds’

actual performance; and

e. the Prospectuses failed to disclose that, pursuant to the unlawful
agreements, the Fund Defendants benefited financially at the expense of the Federated Funds

investors.

Defendants’ Scheme and Fravdulent Course of Business

36.  Each defendant is ]iable for (i) making false statements, or for failing to
disclose adverse facts while selling shares of the Federated Funds, and/or (ii) participatingina ~
schéme 1o defraud and/or a course of business that operated as & fraud or deceit on purchasers of
the Federated Funds shares during the Class Period (the “Wrongful Conduct”). This'Wrongﬁxl
Conduct enabled defendants to profit at the expense of plaintiffs and other Class members.

Additional Scienter Allezations

37.  As alleged herein, defendants acted with scienter in that defendants knew
that the public documents and statements issued or disserninated in the name of the Federated

Funds were materially false and misleading; knew that such statements or documents would be
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issued or disseminated to the investing public; and knowingly and substantially participated or
acquiesced in the issuance or dissemination of such statements or documents &s primary

violations of the federal securities laws. As set forth elsewhere herein in detail, defendants, by

virtue of their feceipt of information reflecting the true facts regarding Federated Funds, therr
control over, and/or receipt and/or modification of Federated Fuﬁds’ allegedly matepally
misleading misstatements and/or ;cheir associations with the Federated Funds -which made them
privy to confidential proprietary information concerming the Federated Funds, participated in the

, fraudulent scheme alleged herein.

38 Additionally, the Fund Defendants were highly motivated 10 allow and
facilitate the wrongful conduct alleged herein and participated in and/or had actual knowledge of
the fraudulent .conduct alleged herein. In exchange for allowing the unlawful practices al]egéd
hércin, the Fund Defendants, among other things, received increased m&naéemem fees as & result
of the scheme alleged herein. Moreover, mutual fiind managers can easily spot maﬂcet timing in
their rfxutual funds simply by observing the trading aoti?ity within accounts; if the account, or
persons controliing more than one account, engége, in frequent trades the manager will know that
they are engaging in market timing. The 'Spifzer Corﬁplaint emphasizes the ease with which the

practice can be spotted by fund managers or their employees, as follows:

Mutual fund managers are aware of the damaging effect that timers
have on their funds. And while the effects on individual
shareholders may be small once they are spread out over all the
investors in a fund, their aggregate impact is not; for example, one
recent study estimates that U.S. mutnal funds lose $4 billion each
year to timers. Eric Zitzewitz. Who Cares About Shareholders?
Arbitrage-Proofing _Mutal Funds “(October 2002) 35, at
hetp://facultygsb.stanford. edu/zitzewitz/Research/arbitrage1002.pd
f. While #t is virtually impossible for fund managers to identify

.-every timing trade, large movements in and out of funds — like
those made by Canary -- are casy for managers to spot. And
mutual fund managers have tools to fight back against timers.
[Emphasis in original].
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39.  The John Doe Defendants were motivated to participate in the wrongful
scheme by the enormous profits they derived thereby. They systematically pursued the scheme
with full knowledge of its consequences to other investors.

FIRSTCTAIM

Against the Registrants For Viclations
of Section 11 Of The Securities Act

40.  Plaintiffs repeat and reallege each and every allegation contained above as
-if fully set fort herein, eﬁcept that, for purposes of this claim, plaintiffs expressly exclude and
disclaim any allegation that could be construed as alleging fraud or intentional or recldess

misconduct and otherwise incorporates the allegations contained above. -

4] This claim is brought pursuant to Section 11 of the Securities Act, 15
U.8.C. § 77k, on behalf of the Class against the Registrants.

42. The Registrants are statutorily Iiable. under Section 11. The Registrants
1ssued, caused to be issued znd particip atevd in the issuance of the materially false and misleading
written staterneﬁts and/or omissions of matenal facts that were.comained m the Prospectuses.

43, Prior to purchasing units of the Federated Mini-Cap Fund, Federated
American Leaders Fund, Federated Capital Appreciation Fund, and Federated Equity Income
Fund Inc., respectively, piairﬁiﬁ"s were prgvided the appropriate Prospectus and, similarly, prior
to purchasing units of each of the other?ederated Funds, all Class members likewise received
the appropriate prospectus. Plaintiffs and other Class meﬁbers purchased shares of the
Federated Funds traceable to the {zlse and misleading Prospectuses.

44.  As set forth herein, the statements contained in the Prospectuses were
matenally fais; and rnislaading for a number of rezsons, ncluding that thej stated that 1t was the

| practice of the Federated Funds to monitor and take steps to prevent timed trading because of its
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adverse eﬁ'e& on fund investors, when, in fact, the John Doe Defendants were allowed 10 engage
in timed trading. The Prospectuses failed to disclose and misrepresented, izj:ter aiz‘a, the
following mate;ial and sdverse facts;

2. that defendants had entered into an agreement allowing the John
Doe Defendants to time their trading of the Federated Funds shares;

b. that, pursuant 1o that agreement, the John Doe Defendants
regularly timed their trading in the Federated Pufxds shares;

c. that, contrary 10 the express representations in the Prospectuses,
the Federated Funds enforced ;Ehéil' policy against frequent traders selectively, i.e., they did not
enforce it ageinst the John Doe Defendants; |

| d. that the Fund Defendants regularly sllowed the John Doe
Defendants to‘eng.age in trades that were distuptive to the efficient management of the Federated
Funds and/or increased the Federated Funds’ costs and thereby reduced the Federated Funds’
actual performance; and |

| e the Prospectuses failed to disclose that, pursuant to the unlawful

agfeemsnts, the Fund Defendants beneﬁiéd financially at the expense of the Federated Funds
invéstoxs.

‘45. Plaintiffs and the Class have sustained damages. The value of the
Federated Funds shares decreased substantially subsequent to and due to defendants’ ‘violations.

46. .t the time they purchased the Federated Funds shares traceable to the
defective Prospectuses, plaintiffs end Class members were without knowledge of the facts
ognc_eming the false and misleading statements or o‘missiom alleged herein and could not
ressonably hz;n;e possessed such knowledge. This claim was brought within the épplicable statute

of limitations.



SECOND CLAIM

Against Federated Investments, FIM end Global a5 Contro}
Persens of the Reeistrents Far Visﬁatéams of Section 15 of the Securities Act

47. P]aintiﬁs.repeat and réallegg each and every éllegation contained above,
except that for purposes of this claim, plaintiffs expressly exclude and:disc‘iaim any alleéaﬁon
thai could be construed as alleging fraud or intentional reckless misconduct and otherwise
incorporates the allegations contained above.

48, This Claim is brought pursuant 1o Section 15 of the Se;urities ACt against
Federated Investors, FIM and Global as control persons of the Registrants. It is appropriate to
treat these defendants as a gmuﬁ for plif‘:ading purposes and to presume that the false, misleading,
and incomplete information conveyed in the Registrants’ Prospectuses, public filings, press
releases and other. publications are the collective actions of Federated Envevstors, FIM and Global.

49, The Registrants are each liable under Section 11 of the Securities ACt as

set forth herein.

50. Each of Federated Investors, FIM and Global was z “control person” of ‘
thé Registrants within "the meaning of Section 15 of the Securities Act, by virwe of their position
of operational control and/or autherity over such funds --, Federated In;vestors, FIM and Global
directly and indirectly, had the power and authority, and exercised the same, 10 cause the
Registrants to engage in the @rongﬁzl conduct complained of herein. Federated Investors, FIM
and Global issued, caused 1o be issued, and participated in the issuance of materially false and
mislezding statements in the Prospectuses.

51. Pursuant to Section 15 of the Securities Act, by re&sén of the foregoing,
Federated Investors, FIM and Global are liable to plaintiffs to the same extent as are each of the

~Registrants for their primary viclations of Section 11 of the Securities Act.
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52. By virtue of the foregoing, plaintiffs and other Class ‘members are entitled

1o damages against Federated Investors, FIM and Global.

VIOLATIONS OF TEE EXCEBANGE ACT

Applicability Of Presumption Of Reliance:
Fraud-On-The Market Doctrine

53. At all relevant times, the market for Federated Funds was efficient for the
following reasons, amoﬁg others:
a. The Federated Funds met the requirements for listing, and were
Tisted and actively bought and sold through a highly efficient and automated fnarket;
b. As regulated entities, periodic public reports concerning the
Federated Funds were regularly filed with the SEC;
¢.  Persons associated with the Federated Funds regularly
cozﬁmunicated with public investors via established market communication mechanisms,
including through regular disseminations of press releases on the national circuits of major
newswire sérvices and through other wide-ranging public disclosures, such &s communications

with the financial press and other similar reporiing services; and

a. The Federated Funds were followed by several securities analysts
employed by major brokerage firms who wrote reports which were distributed to the sales force
and certain customers of their respective brokerage firms. Each of these reports was publicly

aveilable and entered the public marketplace.

54.  As aresult of the foregoing, the market for the Federated Funds promptly
digested current information regarding Federated Funds from all publicly available sources and

refietted such information iu the respective Federated Funds’ NAV. Investors who purchased or

otherwise acguired shares or interests in the Federated Funds relied on the integrity of the market
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for such securities. Under these circumstances, all purchasers of the Federated Funds during the
Class Period suffered similar injury through their purchase or acquisition of Federated Funds
securities at distorted prices that did not reflect the risks and costs of the continuing course of

conduct alleged herein, and a presumption of reliance applies.

THIRD CLAIM

Vislation Of Section 10(b) Of
The Exchsnge Act And Rule 10b-5
Promuleated Thereunder Against ARl Defendamts

55.  Plaintiffs repeat and reallege each and every allegation contained above &s
if fully set forth herein except fdr Claims brought pursuant to the Securities Act,

56.  During the Class Period, each of the defendants carried out a plan, scheme
and course of éonduct which was intenaed w and, throughout the Class Period, did deceive the
investing public, including plaintiffs and other Class m@inbers, .as alleged hergin and cause
plaintiffs and other members of the Cla‘ss 10 purchase Federated Funds shares or interests at
distorted pn'ces_ and to otherwise suffer damages. In furtherance of this unlawful scheme, plan
and course of conduct, defendants, and each of them, took the actions set‘forth. herein.

57.  Defendans (i) employed devices, schemes, and artifices 1o defraud,

(il) made untrue statements of material fact and/or omitted to state material facts necessary to
make the statements not misleading; and (iii) engaged in acts, practices, and a course of business
which operated as & fraud and deceit upon the purchasers of the Federated Funds’ securities,
including plaintiffs and other members of the Class, in an. effort to enrich themselves through
undisclosed manipulative trading tactics by which they wrongfully appropriated Federated
Funds® assets and otherwise distorted the pricing of their securities in violation of Section 10(b)
of the Exchaﬁée Act and Rule 10b-5. All defendants are sued as primary participants in the

wrongful and illegz! conduet ang scheme charged herein.
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58.  Defendants, individually aﬁd in concert, directly and indirectly, by the use,
" mezns or instrumentalities of interstate commerce and/or of the mails, engaged and paﬂicipaﬁed
in & continuous course of conduct to conceal adverse material information about the Federated
Funds’ operations, s specified herein.
59. - These defendants employed devices, schemes and artifices 1o defraud and
2 course of conduct and scheme as alleged herein to unlawfully manipulate and profit from
secretly timed trading and thereby engaged in transactions, practices and a course of business
~which operated as & fraud and deceit upon plaintiffs and members of the Class.

60. The deféndants had actual knowledge of the nﬁsrepresemaﬁons and
omissions of material facts set forth herein, or acied with reckless disregard for the truth in that
they failed to ﬁscertain and 10 disdose such facts, even though such facts were available to them,
Such defendants’ material misrepresentétions and/or omissions were done knowingly or
recklessly and for the purpose and effect of concealing the truth.

§1.  As a result of the dissemination of the materially false end misleading
information amd. failure to disciose material facts, as set forth above, the rfiar}cet price of
Federated Funds securities were distorted during the Class Period such thar they did no reflect
the risks and costs of the continuing course of conduct alleged herein. In ignorance of these facts
that market prices of the shares were distorted, and relying directly or indirectly on the false and
misleading statements made by the Fund Defendants, or upon the integrity of the mérket n
which the securities trade, and/or on the absence of material adverse information that wes known
1o or recklessly disregarded by defendants but not discloseg in public statements by defendants
during the Class Period, plaintiffs and the other members of the Class acquired the shares or

interests in the Federated Funds during the Class Period at distorted prices and were damaged

" thereby.
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62. At the time of said misrepresentations and omissions, plaimiffs and other
members of the Class were ignorant of their falsity, and believed them to be true.. ‘Had plajnfiffs
and other members of the Class and the marketplace known of the mnh coﬁceming the Federated
Funds’ op'erati;ms, which were not disciosed by defendants, pleintiffs and other rﬁcmbcrs of the
Class would not have purchased or otherwise acquired their shares or, if they had acquired such
shares or other interests during the Class Period, they would not have done 50 at the distoried

- prices which they paid. -
63. By virtue of the foregoing, defendants have viclated Section 10(b) of the

Exchange Act, and Rule 10b-5 prom'ulgated thereunger.

64. As a direct and proximate result of defendants’ wrongful conduct,
plaintiffs and the other members of the Class suffered damages in connection with their
respective purchases and sales of the Federated Funds shares during the Class Period.

FOURTH CLAIM

Against Federsted Investors (as a Control Person of FIVE, Global, the Registrants and the
Federated Funds), FIM (as 2 Control Person of Certain of the Registrants and Certain of
the Federated Funds ), Global {25 2 Control Person of Certzin of the Federated Registrants
and Certzin of the Federated Funds) and The Registrants (as & Countrol Person of the
Federated Funds) For Vicolations of Section 20(a) of the Exchange Act

65.  Plaintiffs repeat and reallege each and every allegation contained above as
if fﬁlly set forth herein except for Claims brought pursuant to the Securities. Act.

66.  This Cleim is brought pursuant to Section 20(a) of the Exchaﬁge Act
against Federated Enves:cors, ss a control person of FIM, Global, the Federated Registrants and
the Federated Funds; FIM and Global as control persons of certain of the Federated Registrants
and the Federated Funds; and the Federated Registrants as 2 control person of the Federated

Funds.
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67. 1t is appropriate 1o ‘treét these défendams es & group for pleading purposes
and 10 presume that the materially false, misleading, and incomplete information conveyed in the
Federated Funds’ public ﬂ]ingé, press releases and other publications are the collective actions of
Marsh & McLénnan, Federated Investments, Federated Investment Management and Federated
Investmeﬁt Funds.

68. Each of Federated Investors, FIM, Global and the Registrants acted as
controlling persons of the Federated Funds within the meaning of Section 20(a) of the Exchange
 Act for the reasons alleged herein. By virtue of their operatibnal and management control of the
Federated Funds® respective businesses and systematic involvement in the fraudulent scheme
alleged herein, Feaerated inVestérs, FIM, Global and the Federated Registrants each had the
power o inﬂuénce and conirol and did influence and control, directly or indirectly, the decision- ’
making and actioﬁs of the Federated Funds, including the content and dissemination of the
various statements which plaintiffs contend are false and misleading. Fad;rated Investors, FIM,
Global and the Federated Registrants had the ability to prevent the issuancé of the statements
aliegéd 10 be false and misie.ading or cause such siatements 10 be corrected,

| 69.  In particular, each of Federated Investors, FIM, Global and the Federated
Registrants had direct and supervisory involvement in the operations of the Federated Funds and,
therefore, is presumed to have had the power to control or inﬂuéncc the particular transactions
giving rise to the securities violations as alleged herein, and exercised the same.

70.  As set forth above, Federated Investors, FIM, Global _é.nd the Federared
Registrants each violated Section 10(b) and Rule 10b-5 by their acts and omissions ag alleged in
this Complaint. By virtue of their positioﬁs as controlling persoﬁs, Federated Investors, FIM,
Global and th.e‘ Federated Regisirants are liable pursuant to Section 20(a) of the Exchange Act.

- As a direct and proximate result of defendants’ wrongful conduct, plaintiffs and other members
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of the Class suffered damages in connection with their purchases of Federated Funds securities
during the Class Period.

VICLATIONS OF THE INVESTMENT ADVISERS ACT

FIFTH CLATM

For Vielatione of Section 206 of The Investment Advisers
Act of 1540 Against FIM and Glebal

[15 ¥1.8.C. 880b-6 and 15 [J.5.C §80b-15]

71. laintiffs repeat and reallege each and every allegation contained above as
if fully set forth herein.

72.  This Count is based upon Section 215 of the Investmeni Advisers Act, 15
U.8.C. §80b-15.

73, FIM and Global served as “investment advisers” to pl.aintiffs and other
members of the Clasé pursuant 1o the Investment Advisers Act.

74, Asa fiduciary pursuant to the Investment Advisers Act, FIM and Global
were required to serve p’Iainﬁﬁ'& and other members of {he Class in 2 manner in accordance with
the federal fiduciary standards set forth in Section 206 of the Investment Advisers Act, 15 UscC
§80b-6, governing the conduct of investment advisers. |

| 75.  During the Class Period, FIM and Global breached their ﬂdpciary duties
owed to plaintiffs ana the other members of the Class by engaging in a deceptive contrivance,
scheme, practice and course of conduct pursuant to which it knowingly amd/gr recklessly
engaged in acts, transactions, practices and courses of business which operated as a ffaud upon
plaintiffs and other members of the Class. As détailed above, FIM allowed the John Doe
Defendants to secretly engage in timed‘ trading of the Federated Funds shares. The purposes and
effeci of said scheme, practice and course of conduct was 1o enrich FIM and Global, among other
defendants, at the expense of plaintiffs and other members of the Class.
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76. FIM and Global breached their fiduciery duties owed to plamnffs and
other Class members by engaging in the aforesaid transactions, pracmcec and courses of busmess
knowingly or recklessly so as 1o constitute a deceit and faud upon plaintiffs and the Class
members. .

77.  FIM and Global are liable as a direct participant in tHe wrongs complained
of herein. FIM and Global, because of their position of authority and control over the Federated
Funds were able to and did: (1) control the content of the Prospectuses; and (2) control the
‘operations of the Federated Funds.

». 78,  FIM anci Global had a duty to (1) disseminate accurate and truthful
infpr:mation with respect to the Federated Funds; and (2) truthfully and uniformly act in
accordance with its stated policies and fiduciary responsibilities to plaintiffs and members of the
Class. FIM and Global participated in the wrongdoing complained of herein in order 1o prevent
plaintiffs and other members of the Class from knowing of FIM and Global’s breaches of
ﬂauci,ary duties including: (1) increasing their proﬁiabiiity at plaintiffs’ and other members of
the Class’ expense by allowing the John Doe Defendants to secretly time their trading of the -

Federated Funds shares; and (2) placing their interests ahead of the interests of plaintiffs and

other members of the Class.

79.  As aresult of FIM and Global’s multiple breaches of its fiduciary duties
owred to plaintiffs and other members of the Class, plaiﬁtiffs and other Class ﬁembﬁs were
damaged.

80. Plaintiffs and other Class members are entitled to rescind their investment
adviqory contacts with PM and Global and recover all fees paid in connection with their

enrollment pursuant 1o such egreements.

[
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PRAYER FOR RELEEF
WHEREFORE, plaintiffs pray for relief and judgment, as follows:

a. Determining that this action is & proper class action and zppointing
plaintiﬁ"s as Lea.d Plaintiff and t};eir counsel as Lead Counsel for the Class and certifying them as
Class representatives under Ruje 23 of the Federal Rules of Civil Procedure;

b. Awarding compensetory damages in favor of plaintiffs and the
other Class members against all defendants, jointly and severany;- for all damages sustained as 2
result of defendants” wrongdoing, in an amount to be pm‘.ven a{ trial, .mc}udingimerest thereon;

¢ Awa_rding plaimiffs-;nd the Class rescission of their contract with
Federated In?cstmémt Managt:me.n.t and rcc‘o‘;réry of all fees paid to Federated Investment
Management-;ﬁurs‘hant to such agreement;

d. Awarding plaintifis and the Class their reasonable costs and

expenses incurred in this action, including counsel fees and expert fees; and |

e Such other and further relief as the Court may decm just and
PrOper. :
JURY TRIA\.L DEMANDED
Plaintiffs hereby demand a trial by jury.‘ _ |
Dated: Noverﬁber 13, 2003

LAW O E OF

ALFRED/G. YATES JR, P.C.

By: '
- Wifred G Tates Jr. (Pa. Id. No. 17419)
Gerald L. Rutledge (Pa Id. No. 62027)
429 Forbes Avenue -
519 Allegheny Building
Pittsburgh, Pennsylvania 15219
Telephone: (412) 391-5164 :
Facsimile: (412) 471-1033
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MIIBERG WEISS BERSHAD
BYNES & LERACEH LLP

Melvyn 1. Weiss

Steve G. Schulman

Peter E. Seidman

Andrei V. Rado

One Pennsylvania Plazz

New York New York

Telephone (212) 594-5300

Facsimile: (212) 868-1229

' LAW OFFICES OF CHARLES J. PIVEN, P.A.
Charles J. Piven

The World Trade Center-Baltimore .

40] East Pratt Street, Suite 2525

Baltimore, Maryland 21202

(410) 986-0036

Attorneys for Plaintiffs
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UNITED STATES DISTRICT COURT St sam Yo §
WESTERN DISTRICT OF PENNSYLVANIA

DIANE RUCHKA, individually and on behalf of
all others similarly situated,

Plaintiff,

VS, -

AMERICAN SKANDIA ADVISOR FUNDS INC
- FEDERATED HIGH YIELD BOND FUND;
ASAF-FEDERATED HIGH YIELD BOND
FUND; FEDERATED ADJUSTABLE RATE US
GOVERNMENT FUND; FEDERATED
ADJUSTABLE RATE SECURITIES FUND;
FEDERATED AGGRESSIVE GROWTH FUND,;
~FEDERATED ALABAMA MUNICIPAL CASH
TRUST; FEDERATED AMERICAN LEADERS
FUND INC.; FEDERATED ARMS FUND;

X

FEDERATED ASIA PACIFIC GROWTH FUND,; '

FEDERATED AUTOMATED CASH
MANAGEMENT TRUST; FEDERATED
AUTOMATED GOVERNMENT CASH
RESERVES: FEDERATED AUTOMATED
TREASURY CASH RESERVES; FEDERATED
BOND FUND; FEDERATED BOND INDEX
FUND; FEDERATED CALIFORNIA
MUNICIPAL INCOME FUND; FEDERATED -
CAPITAL APPRECIATION FUND;
FEDERATED CAPITAL GROWTH FUND;
"FEDERATED CAPITAL INCOME FUND:
FEDERATED COMMUNICATIONS
TECHNOLOGY FUND; FEDERATED
CONNECTICUT MUNICIPAL CASH TRUST;

FEDERATED CONSERVATIVE ALLOCATION

FUND; FEDERATED EMERGING MARKETS
FUND; FEDERATED EQUITY INCOME FUND;
FEDERATED EQUITY INCOME FUND INC ;
FEDERATED EUROCPEAN EQUITY FUND;
FEDERATED EURCPEAN GROWTH FUND,
FEDERATED EXCHANGE FUND;
FEDERATED FLORIDA MUNICIPAL CASH
TRUST;

" [Caption continued on following page.]

Civil Action No.

CLASS ACTION
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FEDERATED FUND FOR US GOVERNMENT
SECURITIES, FEDERATED FUND FOR US
GOVERNMENT SECURITIES INC.;
FEDERATED GEORGIA MUNICIPAL CASH
TRUST; FEDERATED GLOBAL EQUITY
FUND, FEDERATED GLOBAL FINANCIAL
SERVICES FUND; FEDERATED GLOBAL
VALUE FUND, FEDERATED GNMA TRUST;
FEDERATED GOVERNMENT FUND,; :
FEDERATED GOVERNMENT INCOME
SECURITIES FUND; FEDERATED
GOVERNMENT OBLIGATIONS FUND;
FEDERATED GOVERNMENT OBLIGATIONS
TAX-MANAGED FUND; FEDERATED
GOVERNMENT ULTRASHORT DURATION:
FUND; FEDERATED GOVERNMENT
"ULTRASHORT FUND; FEDERATED :
GROWTH ALLOCATION FUND; FEDERATED .
GROWTH STRATEGIES FUND; FEDERATED -
HIGH INCOME BOND FUND INC;
FEDERATED INCOME TRUST, FEDERATED
INSTITUTIONAL HIGH-YIELD BOND FUND;
FEDERATED INSTITUTIONAL SHORT
DURATION GOVERNMENT FUND;
FEDERATED INTERMEDIATE
GOVERNMENT FUND,; FEDERATED .
INTERMEDIATE INCOME FUND;
FEDERATED INTERMEDIATE MUNICIPAL
TRUST; FEDERATED INTERNATIONAL
BOND FUND; FEDERATED
INTERNATIONAL CAPITAL APPRECIATION
FUND; FEDERATED INTERNATIONAL
EQUITY FUND,; FEDERATED
INTERNATIONAL FUNDS PLC - HIGH
INCOME ADVANTAGE FUND; FEDERATED
INTERNATIONAL FUNDS PLC - SHORT-
TERM EURO FUND; FEDERATED
INTERNATIONAL FUNDS PLC - SHORT-
TERM US GOVERNMENT SECURITIES
FUND; FEDERATED INTERNATIONAL
FUNDS PLC - SHORT-TERM US PRIME
FUND; FEDERATED INTERNATIONAL
FUNDS PLC - SHORT-TERM US TREASURY
SECURITIES FUND;

[Caption continued on following page.]



FEDERATED INTERNATIONAL GROWTH
FUND; FEDERATED INTERNATIONAL HIGH
INCOME FUND,; FEDERATED
INTERNATIONAL INCOME FUND;
FEDERATED INTERNATIONAL SMALL
COMPANY FUND; FEDERATED
INTERNATIONAL VALUE FUND;
FEDERATED KAUFMANN FUND;
FEDERATED KAUFMANN SMALL CAP
FUND; FEDERATED KAUFMANN SMALL
CAP FUND; FEDERATED LARGE CAP
GROWTH FUND; FEDERATED LARGE CAP
INDEX FUND; FEDERATED LARGE CAP
TECH FUND; FEDERATED LATIN
AMERICAN GROWTH FUND; FEDERATED
LIBERTY FUND; FEDERATED LIBERTY US
GOVERNMENT MONEY MARKET TRUST; ;
FEDERATED LIMITED DURATION FUND;
FEDERATED LIMITED DURATION
GOVERNMENT FUND; FEDERATED
LIMITED TERM FUND; FEDERATED
LIMITED TERM MUNICIPAL FUND;
FEDERATED LIQUID CASH TRUST;
FEDERATED MANAGED AGGRESSIVE
GROWTH FUND; FEDERATED MANAGED
GROWTH & INCOME FUND; FEDERATED
MANAGED GROWTH FUND; FEDERATED
MANAGED INCOME PORTFOLIO;
FEDERATED MARKET OPPORTUNITY
FUND; FEDERATED MARYLAND
MUNICIPAL CASH TRUST, FEDERATED
MASTER TRUST; FEDERATED MAX-CAP
FUND; FEDERATED MAX-CAP INDEX
FUND; FEDERATED MICHIGAN
INTERMEDIATE MUNICIPAL TRUST;
FEDERATED MID-CAP FUND; FEDERATED
MID-CAP INDEX FUND; FEDERATED MINI-
CAP FUND, FEDERATED MINI-CAP INDEX
FUND; FEDERATED MINNESOTA
MUNICIPAL CASH TRUST; FEDERATED
MODERATE ALLOCATION FUND;
FEDERATED MONEY MARKET
MANAGEMENT INC.; FEDERATED MONEY
MARKET TRUST;

{Caption continued on following page. ]



FEDERATED MORTGAGE FUND;
FEDERATED MUNI & STOCK ADVANTAGE
FUND, FEDERATED MUNICIPAL
OBLIGATIONS FUND; FEDERATED
MUNICIPAL OPPORTUNITIES FUND;
FEDERATED MUNICIPAL SECURITIES
FUND INC.; FEDERATED MUNICIPAL
ULTRASHORT FUND; FEDERATED NEW
ECONOMY FUND; FEDERATED NEW
JERSEY MUNICIPAL CASH TRUST;
FEDERATED NEW YORK MUNICIFAL CASH
TRUST; FEDERATED NEW YORK
MUNICIFAL INCOME FUND; FEDERATED
NORTH CAROLINA MUNICIPAL CASH
TRUST, FEDERATED NORTH CAROLINA
MUNICIPAL INCOME FUND;, FEDERATED
OBLIGATION FUNDS; FEDERATED OHIO
INTERMEDIATE MUNICIPAL TRUST,
FEDERATED OHIO MUNICIPAL CASH
TRUST, FEDERATED OHIO MUNICIPAL -
INCOME FUND; FEDERATED
PENNSYLVANIA INTERMEDIATE
MUNICIPAL TRUST; FEDERATED
PENNSYLVANIA MUNICIPAL CASH TRUST;
FEDERATED PENNSYLVANIA MUNICIPAL
INCOME FUND; FEDERATED PREMIER
INTERMEDIATE MUNICIPAL INCOME
FUND; FEDERATED PREMIER MUNICIPAL
INCOME FUND; FEDERATED PRIME CASH
OBLIGATIONS FUND, FEDERATED PRIME
OBLIGATIONS FUND; FEDERATED PRIME
VALUE OBLIGATIONS FUND; FEDERATED
SHORT-TERM INCOME FUND; FEDERATED
- SHORT-TERM MUNICIPAL TRUST;
FEDERATED SHORT-TERM US

GOVERNMENT TRUST; FEDERATED SMALL

CAP STRATEGIES FUND; FEDERATED
STOCK & BOND FUND INC.; FEDERATED
STOCK TRUST, FEDERATED STRATEGIC
INCOME FUND; FEDERATED TAX-FREE
INSTRUMENTS TRUST; FEDERATED TAX-
FREE OBLIGATIONS FUND; FEDERATED

TAX-FREE TRUST, FEDERATED TENNESSEE .

MUNICIPAL CASH TRUST,;

[Caption continued on following page.]



FEDERATED TOTAL RETURN BOND FUND,
FEDERATED TOTAL RETURN
GOVERNMENT BOND FUND, FEDERATED
TOTAL RETURN LIMITED DURATION
FUND; FEDERATED TREASURY
OBLIGATIONS FUND; FEDERATED
ULTRASHORT BOND FUND; FEDERATED
US GOVERNMENT BOND FUND,;
FEDERATED US GOVERNMENT FUND,;
FEDERATED US GOVERNMENT
SECURITIES FUND: 1-3 YEARS;
FEDERATED US GOVERNMENT
SECURITIES FUND: 5-10 YEARS;
FEDERATED US GOVERNMENT
SECURITIES FUND: 2-5 YEARS;,
FEDERATED US TREASURY CASH
RESERVES; FEDERATED UTILITY FUND
INC; FEDERATED VIRGINIA MUNICIPAL
CASH TRUST; FEDERATED WORLD
UTILITY FUND; IDEX FEDERATED TAX
EXEMPT FUND (coliectively referred to as the
FEDERATED FUNDS), FEDERATED
ADJUSTABLE RATE SECURITIES FUND;
FEDERATED AMERICAN LEADERS FUND
INC.; FEDERATED ARMS FUND; -
FEDERATED EQUITY FUNDS; FEDERATED
EQUITY INCOME FUND INC.; FEDERATED
FIXED INCOME SECURITIES INC
FEDERATED FUND FOR US GOVERNMENT
SECURITIES INC.; FEDERATED GNMA
TRUST; FEDERATED GOVERNMENT
INCOME SECURITIES INC.; FEDERATED
HIGH INCOME BOND FUND INC.; '
FEDERATED HIGH YIELD TRUST, :
FEDERATED INCOME SECURITIES TRUST,;
FEDERATED INCOME TRUST,; FEDERATED
INDEX TRUST, FEDERATED INDEX TRUST;
FEDERATED INSTITUTIONAL TRUST,
FEDERATED INTERNATIONAL SERIES INC,;
FEDERATED LIMITED DURATION
GOVERNMENT FUND INC.; FEDERATED
MANAGED ALLOCATION PORTFOLIOS;
FEDERATED MUNICIPAL OPPORTUNITIES
FUND INC.; FEDERATED MUNICIPAL
SECURITIES FUND INC,;

{Caption continued on foliowing page.]



FEDERATED MUNICIPAL SECURITIES
INCOME TRUST,; FEDERATED MUNICIPAL
SECURITIES INCOME TRUST,; FEDERATED
SHORT TERM MUNICIPAL TRUST,
FEDERATED STOCK & BOND FUND INC
FEDERATED TOTAL RETURN
GOVERNMENT BOND FUND; FEDERATED
TOTAL RETURN SERIES INC.,; FEDERATED
US GOVERNMENT SECURITIES FUND 1-3
YEARS; FEDERATED US GOVERNMENT
BOND FUND, FEDERATED UTILITY FUND
INC.; FEDERATED WORLD INVESTMENT
SERIES INC. (collectively referred to as the
REGISTRANTS); FEDERATED INVESTORS,
INC.; FEDERATED INVESTMENT
MANAGEMENT COMPANY AND
FEDERATED GLOBAL INVESTMENT
MANAGEMENT CORP,,

Defendants.

Plaintiff alleges the following based upon the investigation of plaintiff’s counsel, which

included a review of United States Securities and Exchange Commission (“SEC”) filings as well

as other regulatory filings and reports and advisonies about the Federated Funds (as defined in

the caption of this case), press releases, and media reports about the Federated Funds. Plaintiff

believes that substantial additional evidentiary support will exist for the allegations set forth

herein after a reasonable opportunity for discovery.



NATURE OF THE ACTION

1. This is a federal class action on behalf of a class consisting of all persons
other than defendants who purchased or othe_rwise acquired shares or other ownership units of |
one or more of the mutual funds in the Federated family of funds (i.e., the Federated Funds as
defined in the captién, above) between Novemﬁer 1, 1998 and October 21, 2003, inclusive, and
who were cia.tﬁaged thereby. Plaintiff seeké to pursue remedies under fhe Securities Act of 'l933
(the “Securities Act”), the Securities Exchange Act of 1934 (the “Exchange Act”) and the

Investment Advisers Act of 1940 (the “Investment Advisers Act”) (the “Class”).

~

2. This action charges defendants with engaging in an unlawful and deceitful
coﬁrse (;f conduct desigﬂed to improperly financially advantage defendants to the .detriment of
plaintiff and other members of the Class. As part and parcel of deféndants’ unlawful conduct,
the Fund Defendants, as defined below, in clear contravention of their fiduciary responsibilities

and disclosure obligations, failed to properly disclose:

a. That select favored customers were allowéd to engage in illegal
“late trading,” a practice, more fully described herein, whereby an investor may place an order to
purchase fund shares after 4:00 p.m. and have that order filled at that day’s closing net asset
value; and |

b. That select fa;/ored customers were improperly allowed to “time”
their mutual fund tracies.: Such timing, as more fully described herein, improperly allows an
investor to tr\ade in and out of & mutual fund to exploit shori-term moves and inefficiencies in the

manner in which the mutual funds price their shares.
3. On October 22, 2003, Federated filed a Form 8-K with the Securities

Exchange Commission in which it stated that, based on an internal investigation, it appears that

a few investors in Federated funds were granted exceptions to the company’s internal procedures
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for limiting frequent transactions, and that some of these investors made additional investments
in other Federated funds.” The filing also stated that the investigation had identified instances of
late trading. Federated is under investigation by the New York State Attorney General, the
Securities and Exchange Commission and the National Association of Securities Dealers.

JURISBICTION AND VENUE

4. This Court has jurisdiction over the subject matter of this action pursuant
to § 27 of the Exchange Act of 1934 (15 U.8.C. § 78aa); Section 22 of the Securities Act (15
U.S.C. § 77v); Section 80b-14 of the Investment Advisers Act (15 U.S.C. § 80b-14); and 28
U.S.C. §§ 1331,1337.

| 5. Many of the; acts charged herein, including the preparation’and

dissemination of materially false and misleading information, occurred in substantial part in this
District. Defendants conducted other substantial business within this District and ﬁany Class
members reside within tﬁis District. Defendant Federated Investors, Inc. is the ultimate ﬁarept of
defendants bearing the Federated name, was an active participant in the wrongful conduct
alleged herein and is headquartered within this District, at 1001 Liberty Avenue, Pittsburgh,
Pennsylvania. |

6. In connection witﬁ the acts alleged‘ in this complaint, defendants, directly
or indirectly, used the means and instrumentalities of interstate commerce, including, but not
limited to, the ﬁails, interstate telephone communications and the facilities of the national
securities markets.

PARTIES
7. Plaintiff Diane Ruchka, as set forth in her certification, which is attached

hereto and incorporated by reference herein, purchased shares or units of the Federated Capital



Appreciation Fund and the Federated Kaufmann Fund dunng the Class Period and has been

damaged thereby.

8. Each of the Federated Funds, including the Federated Capital Appreciation’
Fund and the Federated Kaufmann Fund, is a mutual fund that is regulated by the Investment
Company Act of 1940, managed by defendant FIM or Global, as defined below, and that buy,
hold, and selltsha:e.s or other ownership units that are subject to the misconduct alleged in this
complaint.

9. Federated Investors, Inc. (“Federated Investors”) is the ultimate parent of
defendants bearing the Federated name. Federated Investors is a provider of investment
management products and related ﬁnancial services. It is one of the largest mutua;l fund
managers in the United States with $195.4 billion in assets under management as of December
3 1,A2003. Federated is headquartered at. 1001 Liberty Avenue, Pittsburgh, Pennsylvania.

10.  Federated Investment Management Company (“FIM”) is registered as an
investmem advisor under the Investment Advisers Act and managed and advised certain
Federated Funds. FIM, a Wholly—owned Subsidiary of Federated, is headquartered in Pittsburgh,
Pennsyivania.

11.  Federated Global Investment Management Corp. (“Global”) is registered
as an investment advisor under the Investment Advisers Act and managed and advised certain
international Federated Funds. Global, 2 wholly owned subsidiary of Federated, 1s
headquartered in Pittsburgh, Pennsylvama.

12.  Each of the defendants collectively deﬁned as the Registrants in the above
caption is the registrant and issuer of shares of one or more of the Federated Funds.

13, Federated Funds, Federated Investors, FIM, Global and the Registrants are

referred to collectively herein as the “Fund Defendants.”

-4



that day’s price. OIdefs placed afier 4:00 p.m. EST are suppésed to be filled using the following
day’s price. Unbeknownst to plaintiff and other members of the Class, and in violation of SEC
regulations, the John Doe Defendants, secretly agreed with Federated that orders they placed
afier 4:00 p.m. on a given day would illegally receive that day’s price (as opposed to the next
day’s price,'which the order would have received had it been processed 1awﬁ;lly). This illegal
conduct alloﬁed the John Doe Defendants, to capitali;e on market-moving financial and other
information that was made public after the close of trading at 4:00 pm while plaintiff and other
members of the Class, who bought their Federated Funds’ sha;es lawfully, could not.

23, Here s an illustration of how the favored treatment accorded to the John
Doe Defendants took money, doll:_lr-for-dollar, out of the pockets of ordinary Federated Funds®
investors, such as plaintiff and the other members of the Class: A mutual fund’s share price is
determined to be $10 per share for 2 given day. Afier 4:00 p.m., good news concerning the
fund’s constituent securities may have been made public, causing the price of the fund’s
underlying securities to rise materially and, correspondingly, causing the next day’s N_AV to rise
and increasing the fund share price to $15. Under this example, ordinary investors placing an
order to buy afier 4:00 p.m. on the day the news came out would have theif orders filled at §15,

the next day’s price. Defendants’ scheme allowed the John Doe Defendants, and the John Doe
defendants, to purchase fund shares at the. pre-4:00 p.m. price of $10 per share price even after
the post-4:00 p.m. news came out and the market had already started to react. These favored
investors were therefére guaranteed a 35 per share profit by buying after the market had closed at
the lower price, available only to them, and then selling the shares the next day at the .hjgher
price. Because all shares sold by investors are bought by the respective fund, which must sell
shares or use available cash for the purchase, the John Doe defendant’s profit of 35 per unit

comes, dollar-for dollar, directly from the other fund investors. This harmful practice, which
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damaged plaintiff and other members of the Class, is completely undisciosed in the Prospeétuses
by which the Federated Funds were marketed and sold and pursuant to which plaintiff and the
other Class members purchased their Federated Fund units. Moreover, late trading is specifically
prohibited by the “forward pricing rule” embodied in SEC regulations. See 17 C.F.R. §270.22¢-
1(a). |

Secret Timed Trading at the Expense of PlaintifT
and the Other Members of the Class

24.. “Timing” is an arbitrage strategy involving short-term trading that can be
used to profit fom mutual funds’ use of “stale” prices to calculate the vélue of securities held in
the funds’ portfolio. These prices are “stale” because they do not necessarily reflect the “fair
value” of such securities as of tﬁe‘ time the NAYV is calculated. A typical exampleisa U.S.
mutual fund that holds Japanese securities. Because of the time zone difference, the Japanese
market may close at 2 a.m. New York time. If the U.S. mutual fund manager uses the closing
prices of the Japanese securities in his.or her fund to arrive at an NAV at 4 p.m. in New York, he-
or she is relying on mérket information that is fourteen hours old. If there have been positive
markgt moves during the New York trading day that will cause the Japanese market 10 rise when
it latér opens, the stale Japanese prices will not reﬂgct that iﬁcrease, and the fund’s NAV will be
artiﬁci';ﬂly low. Put another way, the NAV would not reflect the true current market value of the
stocks the fund holds. This and similér strategies are known as “time zone arbitrage.”

25. | A similar type of timing is possible in mutua! funds that contain illiquid
securities such as high-yield bonds or small capitalization stocks. Here, the fact that some of the
Federated Funds’ underlying securitiés may not have traded for hours before the New York
closing time can render the fund’s NAV stale and thus open it to being timed. This is sometimes

known as “liquidity arbitrage.”



26. i,ike late trading, effective timing capﬁares an éxbitraée profit that comes
dollar-for-dollar out of the pockets of the long-term investors: the timer steps in at the last
moment and takes part of the buy-and-hold investors’ upside when the market goes up, so the

next day’s NAV is reduced for those who are still in the fund. If the timer sells short on bad days
| --- as the John Dof: defendants also did --- the arbitrage has the effect of making the next day’s
NAV lower than it would otherwise have been, thus magnifying the losses that investors are
experiencing in a declining market.

| 27. Besides the wealth transfer of arbitrage (ca]ied “diluﬁon”), timers also

harm their target funds in 2 number of other ways. They impose their transaction costs on the
long-term investors. Trades necessitated by timer redemptions can also result in the realization _
of taxablé capital gains at an undesirable time, or may result in managers having to sell stock into
a falling market.

28. It is widely acknowledged that timing inures to the detsiment of long—tgnn
mutual fund shareholders and, because of this detrimental effect, the Prospectuses stated that
. timing is monitored and that the Fund Defendants work to prevent it. These statements were

materially false and misleading.

. Deferdants’ Fraudulent Scheme
29. On September 4, 2003 The Wall Street Journal reported that the New

York Attorney General Elliot Spitzer filed a complaint in New York Supreme Court alleging that
certain mutual fund companies secretly allowed, and in some instances facilitated, a New Jersey-
based hedge fund to engage in prohibited and/or fraudulent trading in mutual fund shares. (The
“Spitzer Complaint”™). In return for receiving this favored treatment, which damaged the long
term mutual fund investors, the hedge fund parked funds in financial instruments controlled by

the fund companies or their affiliates to increase fund management fees, and entered into other
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arfangements which benefited the fund companies and/or their affiliates. The article reported as
follows regarding the matter: -

Edward Stern . . . finds himself at the center of a sweeping investigation into the
mutual-fund industry afier paying $40 million to settle charges of illegal trading
made by the New York State Attorney General’s Office. According to the
settlement, Mr. Stern’s hedge fund, called Canary Capital Partners LLC, allegedly
obtained special trading opportunities with leading mutual-fund families--
including Bank of America Corp’s Federated Funds, Bank One Corp., Janus
Capital Group Inc. and Strong Financial Corp.-- by promising to make substantial
investments in various funds managed by these institutions. [Emphasis in
original].
The article indicated that the fraudulent practices enumerated in the Spitzer Complaint were just
the tip of the iceberg, stating as follows:
Ir a statement, Mr. Spitzer said “the full exient of this complicated fraud is not yet
known,” but he asserted that “the mutual-fund industry operaies on a double
standard” in which certain traders “have been given the opportunity to manipulate the
system. They make illegal after-hours trades and improperly exploit market swings in
ways that karm ordinary long-term investors.”
(Emphasis added).

30.  The Spitzer Complaint received substantial press coverage and sparked
additional investigations by state agencies, the SEC and U.S. Atiorney for the Southern District
of New York, and led to calls for more regulation and tougher enforcement of the mutual and
hedge fund industries. On September 5, 2003, The Wall Street Journal reported that the New
York Attorney General’s Office had subpoenaed “a large number of hedge funds” and mutual
funds as part of its investigation, “underscoring concern among investors that the improper
trading of mutual-fund shares could be widespread” and that the SEC, joining the investigation,
plans to send letters to mutual funds holding about 75% of assets under management in the U.S.

to inquire about their practices with respect to market-timing and fund-trading practices. On

October 22, 2003, Federated filed a form 8-K with the SEC which stated, in pertinent part, as

follows:
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Like many other mutual fund companies, Federated Investors has received
detailed requests for information on shareholder trading activities from the
Securities and Exchange Commission, the New York State Attorney General and -
the Nationa! Association of Securities Dealers. The company has retained the law
firm of Reed Smith LLP to conduct an internal investigation, which is ongoing.
Cooperating with these regulatory authorities and the completion of the internal
investigation are top priorities for the company.

The internal investigation is examining, among other things,
circumstances in which it appears that a few investors in Federated funds were
granted exceptions to the company’s internal procedures for limiting frequent
transactions, and that some of these investors made additional investments in
other Federated funds. The investigation has also identified instances in which it

appears that orders for Federated variable net asset value funds were placed and
accepted after the funds’ closing time at 4 p.m.

The Prospectuses Were Materially False and Misleading

31.  Prorto investing in any of the Federated Funds, including the Federated
Capital Appreciation Fund and the Federated Kaufmann, plaintiff and each member of the class

were entitled to and did receive one of the Prospectuses, each of which contained substantially

the same materially false and misleading statements regarding the Federated Funds’ policies on

timed trading.

32, The Prospectuses falsely stated that the Federated Funds actively
safeguard shareholders from the recognized harmful effects of timing. For example, in language
that typically appeared in the Prospectuses, the February 28, 2003 Federated Global Financial

Services Fund prospectus acknowledged that “short-term trading” is harmful to shareholders and

represented that the Federated Funds deters the practice, stating as follows:

The Fund may modify or terminate the exchange privilege at any time.
The Fund’s management or Adviser may determine from the amount, frequency
and pattern of exchanges that a shareholder is engaged in excessive trading that is
deirimental to the Fund and other shareholders. If this occurs, the Fund may
terminate the availability of exchanges to that shareholder and may bar that
shareholder from purchasing other Federated funds.

In an effort to deter shareholders from using repeated exchanges to take
advaniage of shor-term market movements (also known as market timing), after
July 30, 2001, Shares acquired through an exchange may not be exchanged again
{a “Subsequent Exchange”) for a peniod of 15 days. The Fund will not process
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any request for a Subsequent Exchange made during the 15-day perniod. The.
rights of shareholders to redeem their shares are not affected by this provision.

33, With respect to the pﬁcing of mutual fund shares, and late trading, the
Prospectuses typically stated as follows:

WHAT DO SHARES COST?

You can purchase, redeem or exchange Shares any day the New York

Stock Exchange (NYSE) is open. When the Fund receives your transaction

request in proper form (as described in this prospectus) it is processed at the next

calculated net asset value (NAV) plus any applicable front-end sales charge

{public offering price).

If the fund purchases foreign securities that trade in foreign markets on days the

NYSE is closed, the value of the Fund’s assets may change on days you cannot

purchase or redeem Shares. '

NAYV is determined at the end of regular trading (normally 4:00 p.m. Eastern

time) each day the NYSE is open. The Fund generally values equity securities

according to the last sale price in the market in which they are primarily traded

{either a national securities exchange or the over-the-counter market).

34, The Prospectuses failed to disclose and misrepresented the following
material and adverse facts:
a. that defendants had entered into an agreement allowing the John
Doe Defendants to time their trading of the Federated Funds shares;
b. that, pursuant to that agreement, the John Doe Defendants
regularly timed and late traded Federated Funds shares;
c that, contrary to the express representations in the Prospectuses,

the Federated Funds enforced their policy again‘st frequent traders selectively, i.e., they did not
enforce it against the John Doe Defendants;

d. that the Fund Defendants regularly allowed the John Doe

Defendants to engage in trades that were disruptive to the efficient management of the Federated
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Funds and/or increased the Federated Funds’ costs and thereby reduced the Federated Funds’
actual performance; and
€. the Prospectuses failed to disclose that, pursuant to the unlawful |

agreements, the Fund Defendants benefited financially at the expense of the Federated Funds

investors.

Defendants’ Scheme and Frauduient Course of Business

35, Each defendant is liable for (i) making false statements, or for failing to
disciose adverse facts while selling shares of the Federated Punds, and/or (i1) participating in a
‘scheme to defraud and/or a course of business that operated as & fraud or deceitlon purchasers of
the Federated Funds shares duning the Class Period (the “Wrongful Condﬁct”). This Wrongful
Conduct enabled defendants to profit at the expense of plaintiff and other Class members.

Additional Scienter Allegations

36. As alleged herein, defendants acted with scienter in that &efendants knew
that the public documemg and statements issued or disseminated in the name of the Federated
Funds were materially false and misieading; knew that such st_atéments or documents wouid be
issued or disseminated to the investing public; and knowingly and substaixtia.lly participated.or
acquiesced in the issuance or disseminatidn of such statements or documents as primary
violations of the federal secuﬁtieé laws. As set forth elsewhere herein in detail, defendants, by
virtue of their receipt of information reflecting the true facts regarding Federated Funds, their
control over, and/or receipt and/or modification of Federated Funds’ allegedly materiélly
misleading misstatements and/or their associations with the Federated Funds which made them

privy to confidential proprietary information concéming the Federated Funds, participated in the

fraudulent scheme alleged herein.
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37 Additionaliy; the Fund Defendants were highly motivated to allow and
facilitate the wrongful conduct alleged herein and participated in and/or had actual knowledge of
the frau‘dulent conduct alieged herein. In exchange for allowing the unlawful practices alleged
herein, the Fund Defendants, among other things, received increased management fees as a result
of the scheme alleged herein. Moreover, mutual fund managers can easily spot market timing in
their mutual funds simply by observing the trading activity within accounts; if the account, or
persons controlling more than one account, engage in frequent trades the manager will know that
they are engaging in market timing. The Spitzer Complaint emphasizes the ease with which the -
pfactice can be spotted by fund managers or their employees, as follows:

Mutual fund managers are aware of the damaging effect that timers have on their funds.
And while the effects on individual shareholders may be small once they are spread out
over all the investors in a fund, their aggregate impact is not: for example, one recent
study estimates that U.S. mutual funds lose $4 billion each year to timers. Eric Zitzewitz,
Who Cares About Shareholders? Arbitrage-Proofing Mutual Funds (October 2002) 35, at
http://faculty-gsb.stanford.edu/zitzewitz/Research/arbitrage1002.pdf. While it is virtually
impossible for fund managers to identify every timing trade, large movements in and out
of funds -- like those made by Canary -- are easy for managers to spot. And mutual fund
managers have tools to fight back against timers. [Emphasis in original].

38, The John Doe Defendants were motivated to participate in the wrongful
scheme by the enormous profits they derived thereby. They syst ematically pursued the scheme
with full knowledge of its consequences to other investars.

FIRST CLAIM

Against the Registrants For Vislations
of Section 11 Of The Securijties Act

39 Plaintiff repeats and realleges each and every allegation contained above
as if fully set fort herein, except that, for purposes of this claim, plaintiff expressly excludes and

disclaims any allegation that could be construed as alleging fraud or intentional or reckless

misconduct and otherwise incorporates the allegations contained above.
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40.  This claim is brought pufsuam tc Section l;l of the Securities Act, 15
U.S.C. § 77k, on behalf of the Class against the Régistrants,

41, The Registrants are statutorily liable under Section 11. The Registrants
issued, caused 1o be issued and participated in the issuance of the materially false and misieadiﬁg
written statements and/or omissions of material facts that were contained in the Prespectuses.

42. B Prior io purchasing units of the Federated Capital Appreciation Fund and
the Federated Kaufmann Fund, respectively, plaintiff was provided the appropriate Prospectus
and, similarly, prior to purchasing units of each of the other Federated Funds, all Class members
likewise received the appropriate prospectus. Plaintiff and other Cléss members purchased
shares of the Federated Funds traceable to the false and misleading Prospectuses.

43, As set forth ‘herein, the statements cbmained in the Prospectuses were
materially false and misﬂleading for a number of reasons, including ihat they stated that'it was the
practice of the Federatéd Funds to monitor and take steps to prevent ﬁrﬁed trading because of its
adverse effect on fund 'investors, when, in fact, the John Doe Defendants were allowed to engage
in timed trading. The Prospectuses failed to discfose and misrepresented, inter alia, the
following rﬁaterial and adverse facts:

a. that defendanﬁs had entered into an agreement allowing the John
Doe Defendants to time their trading of thé Federated Funds shares;
b that, pursuant to that agreement, the john Doe Defendants
regularly timed their trading in the Federated Funds shares;
c. that, contrary to the express representations in thé Prospectuses,
the Federated Funds enforced their policy against frequent traders selectively, i.e., they did not

enforce it against the John Doe Defendaﬁts;
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d.. that the Fund Defendants regulaﬂy allowed the John Doe
Defendants to engage in trades tﬁat were disrupﬁve to the efficient management of the Federated
Funds and/or increased the Federated Funds’ costs and thereby reduced the Federated Funds’
actual performance; and
€. the Prospectuses failed to disclose that, pursuant to the unlawful
agreements, tﬁe Fund Defendants benefited financially at the expense of the Federated Funds
investors.
44.  Plaintiff and the Class have sustained damages. The value rof the Federated
Funds shares decreased substantially subsequent to and due to defendants’ violations.
| 45. At the time t_hey purchased the Federated Funds shares tracéab]e to the
defective Prospectuses, plaintiff and Class members were without knowledge of the facts
concerning the false and misleading statements or omission alleged herein and could not
reasonably have possessed such knowledge. This claim was brought within the applicable statute

of limitations.

SECOND CLAIM

46.  Plaintiff repeats and realieges each and every allegation contained above,
except that for purposes of this claim, plaintiff eﬁpressiy excludes aﬁd disclaims any a}legation
that could be construed as él]eging fraud or intem\ional reckless misconduct and otherwi‘se
incorporates the allegations contained above.

47.  This Claim is brought pursuant to Section 15 of the Securities Act against
Federated Investors, FIM and Global as control persons of the Registrants. It is appropriate to

treat these defendants as a group for pleading purposes and to presume that the false, misleading,

-17-



and incomplete information conveyed in the Kegistrants’ Proépectuses, public filings, press
releases and other publications are the coliective actions of Federated Investors, FIM and Global.

48  The Kegistrants are each liable under Section 11 of the Securities Act as
set xfoﬁh herein.

49.  Each of Federated Investors, FIM and Global was a “control person” of
the Registraﬁts wiﬂﬁin the meaning of Section 15 of the Securities Act, by virtue of their position
of operational control and/or authority over such fpnds --, Federated Investors, FIM and Global
directly and indirectly, had the power and authority, and exercised the same, to cause the
Registrants tc engage in the Mongful conduct complaineg of herein. Federated Investors, FIM
and Global issued, caused to be issued, and participated in the issuance of materi_é]ly false and
misleading statements in the Pros;;ecmses. ‘ |

| 50.  Pursuant to Section 15 of the Securities Act, by reason of the foregoing,
Federated Invesiors, FIM and Globa] are !iabié to plaintiff to the seme extent as are each of the
Registrants for their primary vioiatiﬁns of Section 11 of the Securities Act.
51. By virtue of the foregoing, plaintiff and other Class members are entitled

to damages against Federated Investors, FIM and Global.

VIOLATIONS OF THE EXCHANGE ACT

Applicability Of Presumption Of Relisnce:
Fraud-On-The Market Doctrine

52. At all relevant times, the market for Federated Funds was efficient for the
following reasons, among others:
a. The Federated Funds met the requirements for listing, and were
listed and actively bought and sold through a highly efficient and automated market;
b. As regulated entities, periodic public reports cor_aceming the
Federated Funds were regularly filed with the SEC;

-18 -



C. Persons associated with the Federated Funds regularly
communicated with public investors via established market communication mechanisms,
including through regular disseminations of press releases on the national circuits of major
newswire services and through other wide-ranging public disclosures, such as communications
with the ﬁnapcial gress and other similar reporting éervices; and

d.  The Federated Funds were followed by several securities analysts
employed by major brokerage firms who wrote reports which were distributed to the sales force
and certain customers of their respéctive brokerage'ﬂrms. Each of these reports was publicly
ayailable and entered the public marketplace.

53.  Asaresult of the foregoing, the market for the Federated Funds promptly
digested current information regarding Federated Funds from all publicly availaﬁle sources and
reflected such information in the respective Federated Funds’ NAV. Investors who purchased or
otherwise acquired shares or interests in the Federated Funds relied on the integrity of the market
for such securities. Under these circumstances, all purchasers of the Federated Funds during the
Class Period suffered similar injury through their purchase or acquisition of Federated Funds
securities at distorted prices that did not reflect the risks and costs of the continuing courée of
conduct alleged herein, and a presumptiog of reliance applies. |

THIRD CLAIM

Viglation Of Section 10(b} Of
The Exchange Act And Rule 10b-5
Promulgated Thercunder Against All Defendants

54.  Plaintiff repeats and realleges each and every allegation contained above

as if fully set forth herein except for Claims brought pursuant to the Securities Act.

58, During the Class Period, each of the defendants carried out a plan, scheme

and course of conduct which was intended to and, throughout the Class Period, did deceive the
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investing public, including plaintiff and other Class members, as zlieged herein ancf cause
plaintiff and other members of the Class to purchase Federated Funds shares or interests at
distorted prices and to otherwise suffer damages. In furtherance of this unlawful scheme, plan
and course of conduct, defendants, and each of them, took the actions set forth herein.

56, Defendants (1) employed devices, schemes, and artifices to defraud;

{1i) made uﬁtme statements of material fact and/or omitted to state material facts necessary to
make the statements not misleading; and (ii1) engaged in acts, practices, and a course of business
which operated as a fraud and deceit upon the purchasers-of the Federated Funds’ securities,
including plaintiff and other mgmbers of the Class, in an effort to enrich themselves through
undisclosed manipulative trading ;actics by which they wrohgfully appropriated Federated
Funds’ assets and otherwise distorted the pricing of their securities in violation of Section 10(b)
of the Exchange Act and Rule 10b-5. All defendants are sued as primary participants in the
wrongful and illegal conduct and scheme charged herein.

57.  Defendants, individually and in concert, directly and indirectly, by the use,
means or instrumentalities of interstate commerce and/or of the mails, engaged and participated
in a continuous course of conduct to conceal adverse material information about the Federated
Funds’ operations, as specified herein.

58, These defendants employed devices, schemes and artifices to defraud and
a course of conduct and scheme as alleged herein to unlawfully manipulate and profit from
secretly timed trading and thereby engaged in transactions, practices and a course of business
which operated as a fraud and deceit upon plaintiff and members of the Class.

59.  The defendants had actual knowledge of the misrepresentations and
omussions of material facts set forth herein, or acted with reckless disregard for the truth in that

they failed to ascertain and to disclose such facts, even though such facts were available to them.
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Such defendants’ mateﬁai misrepresentations and/or omissions were done knowingly or
recklessly and for the purpose and effect of concealing the truth.

60.  As aresult of the dissemination of the materially false and misleading
information and failure 1o disclose material facts, as set forth above, the market price of .
Federated Funds éecuﬁties were distorted during the Class Period such that they did not reflect
the risks ané.costsv of the continuing course of conduct alleged herein. In ignorance of these facts
that market prices of the shares were distorted, and relying directly or indirectly on the false and
misleading statements made by the Fund Defendants, or upon the integrity of the market in
which the securities trade, and/or on the absence of material adverse information that was known
16 or recklessly disregarded by defendants but not disclosed in public statements"by defendants
during the Class ?er‘iod, plaintiff and the other members of the Class acquired the shares or
interests in the Federated Funds during the Class Period at distorted prices and were cié.maged
thereby.

61. At the time of said rrxiﬁrepresentations and omissions, plaintiff and other
members of the Class were ignorant of their falsity, and believed them to be true. Had plaintiff
and other members of the Class and the marketplace known of thé truth concerning the Federated
Funds’ operations, which were not disclosed by defendants, plaintiff and other members of the
Class would not have purchased or otherv;ise acquired their shares or, if they had acquired such
shares or other interests during the Class Period, they would not have done so at the distorted

prices which they paid.

62. By virtue of the foregoing, defendants have violated Section lO(b) of the

Exchange Act, and Rule 10b-5 promuigated thereunder.
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63.  As a direct and proximate result of defendants’ wrongful conduct, plaintiff
and the other members of the Class suffered damages in connection with their respective

purchases and sales of the Federated Funds shares during the Class Period.

FOURTH CLATM

Against Federated Investors (as a Control Person of FIM. Global, the Registrants and the
Federated Funds). FIM (as a Control Person of Certain of the Registrants and Certain of
the Federated Funds ), Global (as a Control Person of Certain of the Federated Registrants
and Certain of the Federated Funds) and The Registrants (as a Control Person of the
Federated Funds) For Violations of Section 20(a) of the Exchange Act

64.  Plaintiff repeats and realleges each and every allegation contained above
as 1f fully set forth herein except for Claims Brought pursuant to the Secu}ities Act.

65. This Claim is brought pursuant to Section 20(a) of the Exchange Act
against Federated Iﬁvestors, as a @ntrol person of FIM, Global, tﬁe Federated Registrants and
- the Federated Funds; FIM and Global as control persons of certain of the Federated Registrants

and the Federated Funds; and the Federated Registrants as a control person of the Federated

Funds.

66. It is appropniate to treat these defendants as a group for pleading ﬁﬁrposes
and to presume that the materially false, misleading, and incomplete information conveyed in the
Federated Funds’ public filings, press releases and other publications are the collective actions of
Marsh & McLennan, Federated Inv‘Fstmehts, Fed’erated Investment Management and Federated
Investment Funds.

- 67.  Each of Federated Investors, FIM, Global and the Registrants acted as
controlling persons of the Federated Funds within the meaning of Section 20(a) of the Exchange
Act for the reasons alleged herein. By virtue of their operational and management control of the

| A

Federated Funds’ respective businesses and systematic involvement in the fraudulient scheme

alleged herein, Federated Investors, FIM, Global and the Federated Registrants each had the
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power to influence ané control and did influence and control, directly or indirectly, the deﬁision-
making and actions of the Federated Funds, including the content and dissemination of the
various statements which plaintiff contends are false and misleading. Federated Investors, FIM,
Global and the Federated Registrants had the ability to prevent the issuance of the statements
alleged to be fa}sé and misleading or cause such statements to be corrected. _

| 68; in vparticular, each of Federated Investors, FIM, Global and the Federated
Registrants had direct and supervisory involvement in the operations of the Federated Funds and,
therefore, is presumed to have had the power to control or influence the particular transactions
giving rise to the securities violations as alleged herein, and exercised the same.
| 69. As set fonh above, Federated Investors, FIV, Global and fhe Federated
Registrants each violated Sec’cion. 10(b) and Rule 10b-5 by their acts and omissions as alleged in
this Complaint. By virtue of their positions as controlling persons, Federated ]_.nvestors, FIM,
Global and the Federated Registrants are liable pursuant to Section 20(a) of the Exchange Act.
As a direct and proximate result of defendants’ wrongful condudt, plaintiff and other members of
the Class suffered damages in connection with their purchases of Federated Funds securities

during the Class Period.

VIOLATIONS OF THE INVESTMENT ADVISERS ACT
FIFTH CLAIM

For Violations of Section 206 of The Investment Advisers
Act of 1940 Against FIM and Global
{35 U.S.C. 8§80b-6 and 15 U.S.C. §80b-15]

70.  Plaintiff repeats and realleges each and every allegation contained above

as if fully set forth herein.

71.  This Count is based upon Section 215 of the Investment Advisers Act, 15

U.S.C. §80b-15.
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72, FIM and Global served as “investment advisers” to plaintiff and other
members of the Class pursuant to the Investment Advisers Act.

73. As a fiduciary pursuant to the Investment Adviseré Act, FIM and Global
were required to serve plaintiff and other members of the Class in 2 manner in accordance with
the federal ﬁduciar& standards set forth in Section 206 of the Investment Advisers Act, 15 U.S.C.
§80b-6, governing the conduct of investment advisers.

74. During the Class Period, FIM and Global breached their fiduciary duties
owed to plaintiff and the other members of the Class by engaging in a deceptive contrivance,
schéme, practice and course of conduct pursuant to which it knowingly and/or recklessly
engaged in acts, transactions, practices and courses of business which operated as a fraud upon
plaintiff and other members of the Class. As detailed abéve, FIM allowed the John Doe
Defendants to secretly engage in timed trading of the Federated Funds shares. The purposes and
effect of said scheme, practice and course of conduct was to enrich FIM and Global, among other
defendants, at the expense of plaintiff and other members of the Class.

75.  FIM and Global breached their fiduciary duties owed to plaintiff and other
Class members by engaging in the aforesaid transactions, practices and courses of business

knowingly or recklessly so as to constitute a deceit and fraud upon plaintiff and the Class

- members.

76.  FIM and Global are liable as a direct participant in the wrongs complained
of herein. FIM and Global, because of their position of authority and control over the Federated
Funds were able to and did: (1) control the content of the Prospectuses; and (2) controi the
operations of the Federated Funds. |

77 FIM and Global had a2 duty to (1) disseminate accurate and truthful

information with respect to the Federated Funds; and (2) truthfully and uniformly act in
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accordance with its stated policies and fiduciary ‘responsibilitie'as to plaintiff and members of the
Class. FIM and Global participated in the wrongdoing complained of herein in order to prevent
plaintiff and other members of the Class from knowing of FIM and Global’s breaches of
fiduciary duties including: (1) increasing their profitability at plaintiff’s and other members of
the Class’ expensé by allowing the John Doe Defendants to secretly time their trading of the
Federated Funds shares; and (2) placing their interests ahead of the interests of plaintiff and other
members of the Class. |

78. As a result of FIM and Global’s 'multiple breaches of its fiduciary duties |
owed plaintiff and other members of the Class, plaintiff and other Class members were damaged.

79. Plaintiff and other Class mémbers are entitled to rescind their investment
advisory contracts with FIM and Global and recover all fees paid in connection with their

enrcliment pursuant to such agreements.

PRAYER FOR RELIEF
WHEREFORE, plaintiff prays for relief and judgment, as follows:

a. Determining that this action is a proper class action and appointing
plaintiff as Lead Plaintiff and their counsel as Lead Counsel for the Class and certifying him as
Class representative under Rple 23 of the Federal Rules of Civil Procedure;

| b. Awarding compensatory damages in favor of plaintiff and the
other Class members against all defendants, jointly and severally, for all damages sustained as a
result of defendants’ wrongdoing, in an amount to be proven at trial, including interest thereon,

c. awarding plaintiff and the Class rescission of their contréct with
Federated Investment Management and recovery of all fees paid to Federated Investment

Management pursuant to such agreement;
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d. Awarding plaintiff and the Class their reasonable costs and

expenses incurred in this action, including counsel fees and expert fees; and

€. Such other and further relief as the Court may deem just and
proper. |
JURY TRIAL DEMANDED
Pi&intiff hereby demands a trial by jury.
Dated: October 27, 2003

LAW OFFICE OF ALFRED G. YATES IR, P.C.

By

LAlfred(G_Y4tes Jr. (Pa. 1d. No. 17419)
Gerald L. Rutledge (Pa. Id. No. 62027)
429 Forbes Avenue
519 Allegheny Building
Pittsburgh, Pennsylvania 15219
- Telephone: (412)391-5164
Facsimile: {412)471-1033

MILBERG WEISS BERSHAD
HYNES & LERACHLLP

Melvyn 1. Weiss (MW-1392)

Steve G. Schulman (SS-2561)

Peter E. Seidman (PS-8769)

Andrei V. Rado (AR-3724)

One Pennsylvania Plaza

New York, New York

Telephone (212) 594-5300

Facsimile: (212) 868-1229

Attorneys for Plaimtiff )
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Federated Investors Mutual Funds
Schedule of Transactions of Diane Ruchka
Disne Ruchks, IRA
Date :
8/22/03 Purchased 5,569,620 shs Federated Kaufmann Fund Class A (KAUAX)
@$%$4.74/sh
8/22/03 Purchased 1,760.783 shs Federated Capital Appreciation Fund (FEDEX)
@ $22.490/sh '

Diane Ruchka C/F Jarrett Rui_:hks, g minor

8/22/03  Purchased 868.132 shs Federated Kaufmann Fund Class A (KAUAX)
@ 34.79/sh ’

Diane Ruchke C/F Justin Ruchks, & minor

8/22/03 Purchased 1,324,367 shs Federated Kaufmann Fund Class A (KAUAX)
@%$4.79/sh :



