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OATH OR AFFIRMATION

I, Richard A. Novak , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Federated Securities Corp.

, as

ofDecember 31 ,2003 , are true and correct. 1 further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

A

Signature

Controller

Title
/7&3 / ZZM// @%, COMMONWEALTH OF PENNSYLVANIA

Notarial Seat
Notary Public Madaiine P. Kelly, Notary Public
ity Of Pittsburgh, Allegheny Coun
This report ** contains (check all applicable boxes): M?,néotmlssmrgshmm Feb),l22, 20%8
(a) Facing Page. Member, Pennsyivania Association Of Notaries

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

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

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

(j) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the andited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

() An Oath or Affirmation.

{m} A copy of the SIPC Supplemental Report.

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

HOR 0O OO0 66 EdE B E K

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




FEDERATED SECURITIES CORP.
BALANCE SHEET
DECEMBER 31, 2003
(dollars in thousands, except per share data)

Assets:
Cash and cash eqUIVAIENLS.........c.cccrrerurrereerecrrercnrereseeteaesereseses sesesresronesesesrones $ 4,822
AccoUntS TECEIVADIE .....oeeemereieeeieeecc ettt ettt es e s st e s s e e anaeen 10,869
ACCTUEA TEVEMUES......ccvvrreniririsetneniinie et esesascnsnsresesassss sessssnssssressesussns. 233
PIepaid EXPENSES. ...covrererriririirurnnrersiesiiaesrsnersssistaserisiosssasersssssesesessssasasesssssesessnsas. 650
GOOAWILL ... eeererscrinrererecnctireeren s s crens s es s e e sanens s asesresnssasnesaesbsanasesessesersuens 1,832
Property and eqUIPIMENE, BEL.......ccccvrereririereircrrcrenrernenseresierneerererssesseesassasssersessee 1,006
OLhET @SSELS ..covvemeriiererecsccriren it es ettt e smtseseses e se shsesseneesbeserenns 346
TOtAl ASSELS...rereerrirerrsireacarerereresesencrsaseseracssessessssassnesssssssssstonsnssssnsasenssesssassas 3 19,758
Liabilities:
Payable to affiates, MEL.......ocecivueerreeiereerereseserernecsesaesetesessesssssasssesasasessesssananns $ . 1,500
ACCOUNLS PAYADIE....cccveeerrrrirviritreercerreesrsorcestrnssessnensesessesarseseoressaseesesansaseenss 3,034
ACCTUEH BXPEIISES. ..oruirreruiertirnreerereraneresnesasesesanessnsresasssassamssrosstassss sansessasseressasans : 502
Income taxes payable........ccccveeniicieiiiinc st e e 99
Long-term deferred tax Hability, Net........coevviveericceneneceisnrncccissenraesesncessnsnesens 166
Total HabIlItES. .c.cvcrremeresirirserenreniesiriecsesiste s straesnenssesisnsesssrensssnesessorsssesnnasns 5,301
Shareholder’s Equity:
Capital stock, par value $1.00 per share-

50,000 shares authorized, 17,275 shares issued and outstanding...........coceen.... 17
Additional paid-in capital.........ccccerverriverrriercniinre e ereseesee s s 14,072
Retained Earmings........ccceverriereereerierereireresisstesssenctessessessesresseesesassseassassasssessosansn: 368

Total shareholder's €qUIt.........coceeeeriiiiisieninnnr e 14,457

Total liabilities and shareholder's equity.........coccecrrecruvrereccererirnerereenrenienen: $ 19,758

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




FEDERATED SECURITIES CORP.
STATEMENT OF INCOME
FOR THE YEAR ENDED DECEMBER 31, 2003
(dollars in thousands)

Revenue: :
SEIVICE FEES, NMELuuecreerieiieiieierereeeistieiesteesessssterassneessserorsneasssassessens tesssasessasarararanss $ 38,375
COIMMISSION INCOIME. ... oerirerereeiererererinresersassssresrerseissecssaressssssessssasssssssssnasersesaaras: - 4,653
COHRET INCOIMI. o..vveereeteereeeeeer e cesseeasseessseosstsssssssseserarenersesesestsssestesesesenssssersssenes 1
TOtAl TEVEIIUE...cevreereieiiire e e ceriesesere s rerteeetessveeeeeessrnsssens s nraren sessennmmasasssusessnss 43,029

Operating Expenses:

Marketing and distribUtION. .....oveuiitiiiieii i ciirie s rae e e et e e e 54,607
Compensation and TElALEd .........cccvvieeierrerceenieniennreseereretenresneneresssesissssseseresases 35,360
Advertising and promotional .........ccccuveimmminiciiiiininiie s 14,230
Travel and related........oiviieniiiciinsenriteii s e 9,433
Systems and COMMUNICAION. ....c.cccvrvrerrrerieirririerereceerestesareresres s seesanesesanssensnne 5,425
Professional SErvICe fEes......cceveriirivrnreeiierririirnes et srsre s e e eessaesstsaresenass 2,320
Office and OCCUPANCY......coceeririirriiiritienesesncccss st seesar serssressesasssnsesess 1,534
OHNET....cereeeeeereectticicre e e cesesesereaaerer e s ss s sasanesnessasbmraeessassnenereestane srasesssananensnsntoses 2,729
Expense reimbursement, net of charge, from affiliated companies............c.o.e..... - (83,596)
Total OPErating EXPenses........ccccuerceereeririreiiiessircsiseerssissesssesssssiesarssesssessrosesans 42,042
Operating INCOME.........ccveverremiiiiienreseenmrcsisitrst st sarestsssessoresansasses ssnssnssasassnsrassnsns 987

Nonoperating Income (Expense):

Interest and dividends..........cccoviieciiirniennnniicnesre e e 55
Debt EXPENSE-TECOUTSE. .....eecuernerirereereteremcesnicrtnsesssesacsesessstasnneses st osssssesasentesnesneras 3)
Other NONOPErating EXPemnSe. ...cuvvriuiint ittt araeereieaarane [0))
Total nonoperating iNCOME, NEL.......crveceriiiereererisieiessiereererssssorasssesiorssssssesans 51
Income befOre iNCOME LAXES ...cccveeveerrereererereesreesererresssereseessneerasessnsesssssoransnessssossse 1,038
IRCOME tAX PrOVISION. c..coeercicrirererteiscstiee it e sre et se st e steses b avarsaasesessnsannse 448
NELINCOIME. .....eceerererererarrereesioeeressenssssesesnssescassossasnsseressseasstsassnsrensses srssssasnsseresassesass $ 590

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




FEDERATED SECURITIES CORP.
STATEMENT OF CHANGES IN SHAREHOLDER'S EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2003
(dollars in thousands)

(Accumulated Total
Additional Deficit) / Retained Shareholder's
Capital Stock Paid-In Capital Earnings Equity
Balance at January 1, 2003............cccce.n... 3 17 3 14,072 $ 222) $ 13,867
Net inCOME.........oeeeieeererereeierneenrecsesanerenes 0 0 590 590
Balance at December 31, 2003................ $ 17 3 14,072 $ 368 $ 14,457

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




FEDERATED SECURITIES CORP.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2003

(dollars in thousands)

Operating Activities:

INELINCOMIE. .. c.ceveaiireereiaere e sre s s e st est e st eraer s e se e s aanesaus e sabe s eas st et et e st st ast e b seasaseasatsassen $ 590
Adjustments to reconcile net income to net cash provided by operating activites:
DEPIECIAION. .. .. veceeenrcrrrerieranreniesssnenesetestessaissresmesasseseesesssassnsseessmssnssmenasessessstssessascnssasntensents 135
L0ss 0N diSPOSAl Of ASSELS...c.ureermirneertiriirisirererect s isst et sas bt ress s s s ar e bsabe s ss s nsas 1
Provision for deferred inCOME taXes.....ccovivcrinverisinsrnisincisnienemsesimeininiesissti et sesssnsnin: 75
Changes in assets and liabilities:
Decrease in receivable from affiliates, DEt ......c.ccceeeiiicreeiincciiniiiiinecersrcn et csssaeeae 1,496
Increase in acCOURLS rECEIVADIE.......cccvveirciiirietierrni st at e taas s sseesas s (2,755)
Decrease in prepaid expenses and Other aSSetS.........cocuvvrmrceesosnirsisrctssissmsnesmssisiesssssssssasnses 94
Increase in aCCrUEA TEVETIUES........ceerieeinierrecraeeesarassessiusssunesessosassossrasntesssrossssssesstansatssssesassons (103)
Increase in payable from affiliates, Met........occeveeiiecirerniennnsinrenererc st sacemenes 1,500
Decrease in accounts payable and accrued €Xpenses.. .. iueriininiinniienienisneisesssisinns (354)
Increase in income taxes PAYAbIE ........ccocvevvriirnrnrcrennneininnc ittt sreensans 31
Net cash provided by operating activities..........ocoveirivcrvennnnsinrnninncccennrenneeseinsnes. 710
Investing Activities:
Additions to property and EqUIPMENL........c.cevreevereererreroieriereerensecstssessenserecssisssssessstsessssasssssssasass (710)
Cash used by INVEStiNg aCHVILIES. ... coceieirctiercerreereeessirirreereere e iscsareseeresnsosaseasetsasensnessssasnesns (710)
Net increase in cash and cash €qUIVAIENLS ...........covvreeecereciiiriinrieessriicineacs s s sanesenne 0
Cash and cash equivalents, beginning of Year...........cciiiiiiicrecenin e 4,822
Cash and cash equivalents, end Of YEar..........ccceeiriecrererrnecsrniniesssrerstssrscnecssssssansenssersesesessessessns 3 4,822

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




FEDERATED SECURITIES CORP.
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED TO CLAIMS OF CREDITORS
FOR THE YEAR ENDED DECEMBER 31, 2003
(dollars in thousands)

Balance at January 1, 2003.....c..oniniiiiiiiiiiii it et eie et st en e e e e e e e e 5
Additions and/Or FEAUCHONS. ....cccrevereeiirreeeirereeiereereaisesresesssteserssssassesemiasaresssssssrsesarssssnnararssssnns
Balance at December 31, 2003....... erreereiiivriieiieeesrerreesssirestessnsraseesstossnanaesersresesassseresrsseses $

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




FEDERATED SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

(1)

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a)

(b

©

C))

(e)

Nature of Operations

Federated Securities Corp., (the “Company™) is an indirect, wholly owned subsidiary of Federated
Investors, Inc. (“Federated”). The Company is registered as a broker/dealer and acts as the
principal distributor of the shares of the mutual funds advised and/or administered by affiliated
companies. The Company is also the principal shareholder servicer and program servicer agent
relative to the Class B shares of Federated-sponsored mutual funds.

Basis of Presentation

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

Cash and Cash Equivalents

Cash and cash equivalents include an investment in a money market fund that is managed by
another affiliate of Federated. This investment may be liquidated upon demand.

Property and Equipment

Property and equipment are depreciated over their estimated useful lives ranging from two to
thirteen years using the straight-line method. All additions are recorded at cost. Leasehold
improvements are depreciated using the straight-line method over their estimated useful lives, or
their respective lease terms, whichever is shorter.

The Company applies the provisions of Statement of Financial Accounting Standards No. 144,
“Accounting for the Impairment or Disposal of Long-Lived Assets.” This statement establishes
provisions for testing and measuring impairment losses of long-lived assets. Should there be an
indication of an impairment in the value of an asset, the Company compares the carrying value of
the asset and its related useful life to the projected undiscounted cash flows expected to be
generated from the underlying asset over its remaining useful life to determine whether an
impairment has occurred. If the carrying value of the asset exceeds the undiscounted cash flows,
the asset is written down to fair value determined using discounted cash flows.

Goodwill

The Company applies the provisions of Statement of Financial Accounting Standards No. 142, .
“Goodwill and Other Intangible Assets” (SFAS 142). Under SFAS 142, goodwill and other
intangible assets with indefinite useful lives are no.longer amortized but rather reviewed for

_ impairment._ This statement requires that goodwill be tested at least annually for impairment or
- - when indicators. of potential impairment. exist using a two-step process that begins with an

estimation of the fair value of a reporting unit. This first step is a screen for potential impairment,
and if impairment has occurred, the second step measures the amount of impairment. Management
has concluded that goodwill is not impaired as of December 31, 2003.




FEDERATED SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

®

(@

(h)

®

Revenue Recognition

The Company is registered as a broker/dealer and generates the majority of its revenue by acting as
the principal distributor of shares of the mutual funds advised and/or administered by affiliated
companies. Revenue is recognized during the period in which services are performed. The

.Company may waive certain fees for services for competitive reasons or to meet regulatory

requirements. Service fees are shown net of these waivers. Additionally, the Company has
contractual arrangements with third parties to provide certain fund-related services. The
Company’s management considered the nature of its involvement and obligations under these
arrangements to determine whether its revenue streams should be recorded gross or net of third-
party payments. As a result of this evaluation, certain service fees are recorded gross of payments
made to third parties while others are recorded net. Third-party payments for service fees recorded
as an offset to revenue for the year ended December 31, 2003 was $27.6 million.

Reporting on Advertising

The Company expenses the cost of all advertising as incurred. Advertising expense was
approximately $1.3 million for the year ended December 31, 2003.

Income Taxes

The operating results of the Company are included in the consolidated federal income tax return
filed by Federated. As part of the Federated consolidated group, the Company participates in a tax-
sharing agreement. Therefore, although the Company computes its Federal income tax provision
on a separate-company basis, the tax benefits related to its net operating or capital losses, if any,
will be recorded by the Company to the extent that the losses can be used to reduce consolidated
tax expense. The Company computes and files state taxes on a separate-company basis,
where required, in compliance with the respective state tax law.

The Company utilizes the liability method to account for deferred income taxes. Under this
method, deferred tax assets and liabilities are determined based on temporary differences between
financial statement carrying amounts and the corresponding tax bases of assets and liabilities that
will result in taxable or deductible amounts in future years. These items are measured using
enacted rates expected to be applied to taxable income in the years in which those temporary
differences are expected to be recovered or settled.

Disclosures of Fair Value
Carrying amounts approximate fair value for the following financial instruments due to their short

maturities: Cash and cash equivalents, Accounts receivable, Accounts payable and Accrued
expenses. Payable to affiliates, net is not settled in cash nor is it Federated management’s current

plan to settle this item in cash and therefore, the Company is not able to determine its fair.value. ... . .




FEDERATED SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

2

3)

PROPERTY AND EQUIPMENT
Property and equipment consisted of the following at December 31, 2003:

(in thousands)

Software development $ 661
Computer equipment 630
Office furniture and equipment 387
Leasehold improvements 237
1,915
Accumulated depreciation (909)
Property and equipment, net $ 1,006

Depreciation expense was approximately $135,000 for the year ended December 31, 2003.

TRANSACTIONS WITH RELATED PARTIES

As a matter of general policy, Federated manages most cash-related activities of its domestic subsidiaries on
a centralized basis. As such, the Company’s revenue, certain operating expenses, including compensation
and related benefits, occupancy and other support services are funded by another subsidiary of Federated
and credited or charged to the Company. Expense allocated to the Company amounted to $4.1 million for
the year ended December 31, 2003.

In addition, certain operating expenses incurred in connection with the sale of shares of mutual funds are
reimbursed from affiliates that provide investment advisory services to these funds. Expense
reimbursements of $87.7 million were accrued and recorded as expense reimbursements from affiliated
companies in the Statement of Income. Additionally, certain amounts associated with distribution activities
of the Company, including payments and amortization of deferred sales commissions are not reflected in the
Company’s financial statements and have been recognized by other affiliated entities.

The Company sells to an indirect wholly owned subsidiary of Federated the rights to all distribution fees,
servicing fees, and contingent deferred sales charges (“CDSCs”) relating to Class B shares of Federated-
sponsored funds pursuant to the terms of a transfer agreement between the Company and this affiliate.
Accordingly, the affiliated company advances all of the related advanced sales commissions and as a result,
these commissions, revenues, and CDSCs are not reflected on the Company’s financial statements.
Commissions advanced by the affiliated company on behalf of the Company in 2003 were $68.2 million.
No gain or loss was recorded by the Company as result of these sales.

The “Payable to affiliates, net” includes intercompany payables related to the above mentioned transfer
agreement and expenses paid by an affiliate of Federated on behalf of the Company, offset by fees collected

~ by-this affiliate on behalf-of the Company and by “Expense reimbursement; net-of charge, from affiliated- - -

companies” for certain other net operating expenses incurred by the Company on behalf of these affiliates.

The majority of “Accounts receivable” represents amounts owed to the Company from mutual funds
managed by other affiliates of Federated.




FEDERATED SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

C)

3

(6

401(k) PLAN

The Company’s employees participate in the Federated Investors, Inc. Employees Profit Sharing/401(k)
Plan. Under this plan, employees can make salary deferral contributions at a maximum rate of 25% of their
annual compensation, subject to Internal Revenue Code limitations. Federated makes a matching
contribution in an amount equal to 100% of the first 2% that each participant defers and 50% of the next 4%
of deferred contributions. Contributions to the plan charged to the Company by Federated were
approximately $839,000 for the year ended December 31, 2003. Upon completion of two years of service,
20% of the employer’s contribution included in a participant’s account will vest and 20% will vest each

year of the subsequent four years of service.

LEASES

The Company has various operating lease agreements involving vehicles. These leases are noncancelable

and expire on various dates through the year 2008.

The following schedule approximates by year future minimum lease payments required under the operating

leases that have initial or remaining noncancelable lease terms in excess of one year as of
December 31, 2003:

(in thousands)

2004 : $ 980

2005 859

2006 468

2007 234

2008 . 54

2009 and thereafter 0
Total minimum lease payments $ 2,595

Rental expenses were approximately $959,000 for the year ended December 31, 2003.

INCOME TAXES

Income tax expense for the year ended December 31, 2003, consists of the following:
(in thousands) Current Expense Deferred Provision Total
Federal $243 $75 $318
Staf»ter PORTRRTRRAM cemimon e e o 130 - T - Z TR 130
Total $373 $75 $448

The temporary difference creating the deferred tax liability of approximately $166,000 at December 31,

2003, is primarily attributable to capitalized software development costs.

The Company’s effective tax rate for the year ended December 31, 2003, was 43.1%. This rate was higher
than the Company’s federal statutory income tax rate of 35.0% due primarily to state income taxes.




' FEDERATED SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

€)] REGULATORY REQUIREMENTS

The Company, as a registered broker/dealer in securities, is subject to the Securities and Exchange
Commission Uniform Net Capital Rule (Rule 15¢3-1) and is required to maintain net capital, as defined,
equal to the greater of $25,000 or 6-2/3% of aggregate indebtedness. At December 31, 2003, the Company
had net capital of $6.4 million, which was $6.0 million in excess of its required capital of approximately
$353,000.

8) MAJOR CUSTOMERS

The Company derived substantially all of its revenue from Federated-sponsored funds. Two Federated-
sponsored funds contributed 19% and 12%, respectively, of the Company’s revenues for the year ending
December 31, 2003.

©®) COMMITMENTS AND CONTINGENCIES

In September 2003, the Company’s parent, Federated, received detailed requests for information on
shareholder trading activity in Federated-sponsored mutual funds from the Securities and Exchange
Commission, the New York State Attorney General and the National Association of Securities Dealers
(NASD). Federated retained the law firm of Reed Smith LLP to assist Federated in responding to these
requests and to conduct an internal review of the trading activity matters identified in the requests.
Federated also retained the law firm of Davis Polk & Wardwell to assist in the review. Attorneys from the
law firm of Dickstein Shapiro Morin & Oshinsky, LLP, independent counsel for the Federated mutual
funds, participated in the review and reported on its progress to the independent directors of the funds.
Federated constituted a special investigative committee of its board, consisting of three independent
directors, Federated’s chief executive officer and its chief legal officer, to oversee the review and make
recommendations to the full board. »

The review of trading activity matters found that Federated and Company personnel had made arrangements
with three customers that permitted frequent trading to occur in six domestic-equity and two high-yield
funds advised by Federated. One arrangement was made in April 2002, another in the summer of 2002 and
a third in 2003. The review also found that certain internal frequent trading reports were not reviewed by
Federated personnel during the period from May to September 2003, which enabled several customers to
engage in frequent trading in Federated funds during the period.

The review found that one investor, who without arrangement with Federated engaged in frequent trading,
also made late trades in Federated-advised funds by placing orders after 4:00 pm to a group of Federated
employees who did not have a sufficient understanding of the circumstances under which trades could be
processed after 4:00 pm. The review determined that during the past five years, certain other late orders
-- were.incorrectly.accepted. by Federated_employees,. but that these amounted.to no.more. than.a fraction.of ... .. .. _.
one percent of the total orders processed, and did not have any material impact on the funds. The review
found no evidence that Federated or any of its employees had arranged with investors to accept late trades.

The independent directors of the Federated mutual funds retained an independent provider of financial and
economic analysis as an expert to determine the impact on the funds from the trading activities identified in
the review. Based upon this expert’s findings, Federated established a restoration fund of approximately
$7.6 million to compensate injured parties for the trading activities described above. The independent
directors of the funds have not yet determined how to distribute the restoration fund and no government
agency has passed on the establishment or amount of the restoration fund.

The fund includes approximately $4.8 million related to the possible detrimental impact on the funds from
frequent trading activity; approximately $2 million related to the possible detrimental impact on the funds




FEDERATED SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

from late trading; approximately $420,000 received by Federated as fees from assets invested as a result of
frequent trading arrangements; and approximately $355,000 of interest on these amounts. Federated’s
Consolidated Financial Statements for the year ended December 31, 2003, reflect a charge of approximately
$7.6 million for the restoration fund and approximately $13.5 million for other expenses related to the
review. These amounts do not include fines, penalties or other amounts that may be sought by
governmental agencies or through claims asserted in private litigation. The Company was allocated a
portion of these costs.

Federated is continuing to cooperate with ongoing governmental investigations, and will conduct further
investigation as necessary.

During the period October 2003 through February 2004, Federated was named as a defendant in ten class
action or derivative lawsuits filed on behalf of certain alleged shareholders in various Federated-sponsored
mutual funds. Eight of these actions are pending in the United States District Court for the Western District
of Pennsylvania, one is pending in the United States District Court for the Southern District of New York,
and one is pending in the United States District Court for the Central District of California. Federated is
awaiting a court decision as to the consolidation of these cases and their proper venue. The cases generally
involve claims arising from allegations that Federated illegally permitted improper trading practices
including market timing and late trading in concert with certain institutional traders, which allegedly caused
injury to the mutual fund shareholders. The suits seek unspecified damages, attorneys’ fees and expenses.
Federated intends to defend this litigation.

Management can not predict what if any impact these investigations and legal proceedings may have on the
financial condition and results of operations of the Company.

e e e e e TR g OO TS R e e e+ s —




FEDERATED SECURITIES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

Statement Regarding Rule 15¢3-3

The Company is exempt from Rule 15¢3-3 of the Securities and Exchange Commission under paragraph
(k)(1) of that rule. '




FEDERATED SECURITIES CORP.

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1

DECEMBER 31, 2003
(dollars in thousands)

Computation of net capital:

Shareholder's QUILY.....cocoiviriiirir it e e sa b e s am e ens et one s

Deductions and/or charges:

14,457

8,067

Nonallowable aSSets......uevieenirereressnerereeresassnsersnnns rerereasrisesnebesseteeebaraenarens $ 7,763

Other AedUCHIONS. .. .cciieriiiireeeiieeeiicierriaeisrtesessesssssssssssssssesssssessssisssasssnensen. 208

Haircut on securities OWNEd. . .uviveceivreeiererirsniesirnenienessereriessersssetressessanesses 96
NEE CAPILAL ..ottt st e b et e R s s e b b e e st a b et naen
Aggregate INAEDIEANESS. .. ccvvuininiinisiiniiis ittt ssrs s isss st s e st sasase s se e seens s s nsr e baanes

Computation of basic net capital requirement:
Minimum net capital required (greater of $25 or

6-2/3% of aggregate INAEBLEdNESS)...ciieiiieiiiniriinsinisset ittt s as st ssesseneseasbessesarsnenes

EXCESS NEL CAPItAL.o.eeeiiicriiiiceiiiiis ittt sttt seest st s s sttt se s e b st e e st e sen

Ratio of aggregate indebtedness t0 NEt CAPILAL......cvririieiriecisreniircniecnstneernaese st sessssessneseceessensesennene

Note: The above computation does not differ materially from the
computation included in the Company's corresponding unaudited
Form X-17A-5-Part 1A filing as of December 31, 2003.

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

6,390

5,301

353

6,037

0.83to 1




