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OATH OR AFFIRMATION

I, Denis McAuley III , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Southpointe Distribution Services, Inc. . as
, are true and correct. I further swear (or affirm) that

of Dacember 31 ,2005
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:

e WM —

Signature

aua
N

Notarial Seal
Susan B. Hill, Notarv Pulfireasuyer

City Of Pittsburgh, Allegheny Gounty Title
- My Commission Expires June 10, 2006
. Membser, Pennsylvania Association Cf Noia:las

Notary Public
i ort ** contains (check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

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

(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢c3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

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

consolidation.
(1) 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.

BHOB 0O ODO0OHRHABRRES

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




FINANCIAL STATEMENTS AND SUPPLEMENTAL INFORMATION

Southpointe Distribution Services, Inc. (formerly Federated Financial
Services, Inc.)

Year ended December 3‘1, 2005
with Report of Independent Auditors




SOUTHPOINTE DISTRIBUTION SERVICES, INC. (formerly Federated Financial Services, Inc.)
BALANCE SHEET
DECEMBER 31, 2005
(dollars in thousands, except per share data)

Assets:
Cash EQUIVAIENTS. ......ciuieiii ittt e st b e et s b e et e b b srense e ean e bensrnnn $ 74
ReCeivable fTOm affiliates, MEL.......oovioreie et ieereee st ae e e eeateeseretesesseesessaesesesssassensssseserenssrrenas 125
ShOTT-tEIM AEPOSITS ....eriieriieeirri ittt et eaeesevesae e et et b aes s st es e s e besenenaeaneesaeens 20
TOLAL ASSELS.. oo eeererieetireeee ettt te st e et et et et e s en e eaaen ek e e s beanbesste e e saanseneeas $ 219
Liabilities:
TOtal HADILItIES. .. eo.veeririieeiee et ettt st ese et sa e st s resre e nesetaenaaneeene $ 0
Shareholder’s Equity:
Capital stock, par value $1.00 per share-

50,000 shares authorized, issued and OutStANAINE........ccccovvveerrereririienreicrcte e e reeeees 50
Additional paid-in capital..........cccooiiciiiiii e 1,000
Accumulated defiCit........occo i et s s s (831)

Total shareholder’s QUILY......c.ccoiiiineii e e e e e 219
Total liabilities and shareholder’s EqUILY.......ccoverrerriceeciierer e e e $ 219

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




SOUTHPOINTE DISTRIBUTION SERYICES, INC. (formerly ]
STATEMENT OF INCOME

FOR THE YEAR ENDED DECEMBER 31, 2005

(dollars in thousands)

Federated Financial Services, Inc.)

COomMMISSION INCOIMIE....coivereiieeeieeeieeeieeereieeesevrreresrreeenssend

Operating Expenses:
Other taX EXPENSE.....cccovivviireenrine e s
Other EXPENSE. ... covereeireeririieinercrecrreeere e evr e
Total operating exXpenses..........occcveecerieniiniricinnan.

Operating inCOME.........ooiiiiiiricicciiic e

Nonoperating Income:
Dividend inCOME.........cccooverieiieeniiiniienie e eaeneens

Income before income taxes........ccooecviiiiveericcnceierereeen,

Income tax ProvisSion.........cccoovcecciniciecnicnnn s

NEL INCOME...cieiivieeeie e ecererereeeeees s berereseeeeseneeareraaeses

(The accompanying notes are

an integral part of these financial statements.)
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SOUTHPOINTE DISTRIBUTION SERVICES, INC. (formerly Federated Financial Services, Inc.)
STATEMENT OF CHANGES IN SHAREHOLDER’S EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2005
(dollars in thousands)

Total
Additional Accumulated Shareholder’s
Capital Stock Paid-In Capital Deficit Equity
Balance at January 1, 2005................ $ 50 1,000 $ (840) $ 210
NEt INCOME....vvrvveiiiiiiiiiieeierereeviinirens. 0 0 9 9
Balance at December 31, 2005.......... $ 50 1,000 $ 831) % 219

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




SOUTHFPOINTE DISTRIBUTION SERV‘ICES, INC. (formerly F‘ederated Financial Services, Inc.)

STATEMENT OF CASH FLOWS

FOR THE YEAli ENDED DECEMBER 31, 2005

(dollars in thousands)

Operating activities:

INEt INCOME....c.ciieiiiirenceirirenearer e cereeseeseaeseneeeneesenans ‘ ....................................................................... $ 9
Adjustments to reconcile net income to net cash provided by operating activities:
Changes in assets and liabilities: \
Increase in receivable from affiliates, net.........oo.li 11y
Decrease in prepaid taxes‘ ........................................................................ 2
Net cash provided by operating activities \ ........................................................................ 0
Cash and cash equivalents, beginning of year.............. \ ......................................................................... 74
Cash and cash equivalents, end of Year..........c.coccecveec i b 3 74

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




SOUTHPOINTE DISTRIBUTION SERVICES, INC. (formerly Federated Financial Services, Inc.)
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED TO CLAIMS OF CREDITORS
FOR THE YEAR ENDED DECEMBER 31, 2005
(dollars in thousands)

Balance at January 1, 2005.......ccoor ittt e e et e $
Additions and/Or TEAUCHIONS. ...ococivriiriereieiiitrreiese sttt eesertrerasessesee e seesssvsssssasssssassnsensensenn,
Balance at December 31, 2005......c.urieii it ste ettt ee et et re vt r e aaserabeas 3

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




; SOUTHPOINTE DISTRIBUTION SERVICES, INC. (formerly Federated Financial Services, Inc.)

NOTES TO I‘TINANCIAL STATEMENTS
DECEMBER 31, 2005

€9 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

(a)

‘ (b)

©

(d)

(e)

®

Nature of Operations

Southpointe Distribution Services, Inc., (the “Company”), formerly Federated Financial Services,
Inc., is an indirect, wholly ow‘ned subsidiary of Federated Investors, Inc. (“Federated”). The
Company is registered as a broker/dealer primarily for the retail distribution of variable annuity

contracts.

Basis of Presentation

The financial statements include the accounts of the Company. Such statements have been
prepared in accordance with U"S' generally accepted accounting principles. In preparing the
financial statements, management is required to make estimates and assumptions that affect the
amounts reported in the ﬁnancia}l statements. Actual results may differ from those estimates, and

such differences may be material to the financial statements.
Cash Equivalents

“Cash equivalents” represent an investment in a money market fund that is managed by another
affiliate of Federated. This investment may be redeemed upon demand.

Revenue Recognition
The Company records commission income earned from marketing-related activities upon receipt.

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, a;lthough 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 Compan‘y to the extent that the losses can be used to reduce consolidated
tax expense. The Company computes and remits state taxes on a separate- or combined-company

basis, as 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 amolunts 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 rt:ecovered or settled. The Company does not have a deferred tax
asset or liability as of December 31, 2005.

Disclosures of Fair Value
Carrying amounts represent fair |value for “Cash equivalents.” The “Receivable from 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.




SOUTHPOINTE DISTRIBUTION SERVICES, INC. (formerly Federated Financial Services, Inc.)

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

2

(3)

C)

6))

(6)

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, certain expenses of the Company, including tax expenses and other support
services, are funded by another subsidiary of Federated and are allocated to the Company. Expenses
allocated to the Company amounted to approximately $500 for the year ended December 31, 2005 and are
included in “Other expense” on the Company’s Statement of Income.

“Receivable from affiliates, net” on the Company’s Balance Sheet represents the amount of fees and other
revenue collected by another affiliate of Federated on behalf of the Company in excess of expenses paid by
this affiliate on behalf of the Company. There is no intention now or in the foreseeable future to settle the

net intercompany receivable.

INCOME TAXES

Income tax expense for the year ended December 31, 2005 consisted of current federal and state taxes of
$5,000 and $5,000, respectively. The Company’s effective income tax rate for the year ended December 31,
2005, was 50.3%. This rate is higher than the Company’s federal statutory income tax rate of 35.0% due to
state income taxes incurred during 2005. All tax-related balances due to or from affiliates are included in

“Receivable from affiliates, net”.
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 $5,000 or 6-2/3% of aggregate indebtedness. At December 31, 2005, the Company
had net capital of $73,000, which was $68,000 in excess of its required net capital of $5,000.

MAJOR CUSTOMERS

The Company derived substantially all of its commission income for the year ended December 31, 2005
from one customer.

COMMITMENTS AND CONTINGENCIES

As previously reported, beginning in September 2003 Federated, the Parent, has conducted an internal
review into certain mutual fund trading activities in response to requests for information from the SEC,
National Association of Securities Dealers and New York State Attorney General. Federated subsequently
received inquiries relating to such trading activities from the U.S. Attorneys Office for the Western District
of Pennsylvania, the Commodity Futures Trading Commission, the Securities Commissioner and the
Attorney General of West Virginia, and the Connecticut Banking Commission. Attorneys from the law
firms of Reed Smith LLP and Davis, Polk & Wardwell conducted the review at the direction of a special
investigative committee of Federated’s board of directors. The special investigative committee was
comprised of the current board. 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.




SOUTHPOINTE DISTRIBUTION SER\‘{ICES, INC. (formerly Federated Financial Services, Inc.)

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

|

6) -

COMMITMENTS AND CONTINGENCIES, continued

Federated announced on November 28, 2005 that it had entered into settlement agreements with the SEC
and New York State Attorney General to}resolve the past mutual fund trading issues. Under the terms of the
settlements, Federated paid for the benefit of fund shareholders a total of $72.0 million in addition to the
$8.0 million paid in 2004. In addition,
certain Federated funds by $4.0 million per year over the five-year period beginning January 1, 2006, based
upon effective fee rates and assets under|management as of September 30, 2005. Depending upon the level
of assets under management in these funds during the five-year period, the actual investment advisory fee
reduction could be greater or less than $4.0 million per year. Certain other undertakings required by these
agreements will be incurred in future periods, and the significance of such expenses is currently not

determinable.

Various expenses related to these matters were allocated to the Company and are included in the $500 of
expense allocated for the year ended Decémber 3 1, 2005, as discussed in Note 2.

Since October 2003, Federated Investors, Inc. and related entities have been named as defendants in twenty-
three cases filed in various federal district courts and state courts involving allegations relating to market
timing, late trading and excessive fees. ‘Al] of the pending cases involving allegations related to market
timing and late trading have been transfe‘;rred to the U.S. District Court for the District of Maryland and
consolidated for pre-trial proceedings. One market timing/late trading case was voluntarily dismissed by the

plaintiff without prejudice.

The seven excessive fee cases were origipally filed in five different federal courts and one state court. All
six of the federal cases are now pending i‘n the U.S. District Court for the Western District of Pennsylvania.
The state court case was voluntarily dismissed by the plaintiff without prejudice.

All of these lawsuits seek unquantified damages, attorneys’ fees and expenses. Federated intends to defend
this litigation. The potential impact of the“se recent lawsuits and future potential similar suits is uncertain. It
is possible that an unfavorable determmanon will cause a material adverse impact on Federated’s financial
position, results of operations and/or 11qu1d1ty in the period in which the effect becomes reasonably
estimable.

In addition, Federated has other claims asserted and threatened against it in the ordinary course of business.
These other claims are subject to inherent uncertainties. In the opinion of management, after consultation
with counsel, it is unlikely that any adverse determination for any pending or threatened other claim will

materially affect the financial position, results of operations or liquidity of Federated.
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|

SOUTHPOINTE DISTRIBUTION SERVICES, INC. (formerly Federated Financial Services, Inc.)

|
COMPUTATION OF N\ET CAPITAL UNDER RULE 15¢3-1

DEC;EMBER 31, 2005
(dollars in thousands)

Computation of net capital:

SharehOlder’s BQUILY ... coviiui et ettt st sttt st sttt et b et b s e reean

Deductions and/or charges:

219

146

INONAHOWADIE BSSELS. .. eeveerrierieieriereirrereeeiieneeressseeeeessraberie e srven e eeesbs s ren $ 145
Haircut on Securities OWNEd...........ceeeverveeivieinieeeernensasb e ecvree e et eeree e reeanes 1
INEE CAPIAL ..ottt s e e s bbb et e s et s resb et sebe e s reseaes
Aggregate INAEDLEANESS. ..ottt ettt ettt b st srneenens

Computation of basic net capital requirement:

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

Excess net Capital. ..o e

Ratio of aggregate indebtedness to net capital........cccovveviiii i e

Note: There were no material differences between the andited Computation

of Net Capital included in this report ‘\‘and the corresponding schedule
|
included in the Company’s unaudited December 31, 2005 Part IIA FOCUS filing.

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

73

68
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SOUTHPOINTE DISTRIBUTION SERVICES, INC. (formerly Federated Financial Services, Inc.)
SUPPLEMENTAL INFORMATION TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

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.
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.=:’IERNST& YOUNG & Ernst & Young uip & Phone: (412) 644-7800

2100 One PPG Place www.ey.com
Pittsburgh, Pennsylvania 15222

Supplementary Report of Independent Auditors’ on Internal Control

Board of Directors of ,
Southpointe Distribution Services, Inc.

In planning and performing our audit of the financial statements and supplemental schedule of
Southpointe Distribution Services, Inc. (the Broker/Dealer) for the year ended December 31,
2005, we considered its internal control, including control activities for safeguarding securities,
to determine our auditing procedures for the purpose of expressing our opinion on the financial
statements and not to provide assurance on internal control.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Broker/Dealer, including tests
of compliance with such practices and procedures that we considered relevant to the objectives
stated in Rule 17a-5(g) in making the periodic computations of aggregate indebtedness (or
aggregate debits) and net capital under rule 17a-3(a)(11) and for determining compliance with the
exemptive provisions of rule 15c3-3. Because the Broker/Dealer does not carry securities
accounts for customers or perform custodial functions relating to customer securities, we did not
review the practices and procedures followed by the Broker/Dealer in any of the following:

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

2. Complying with the requirements for prompt payment for securities under Section 8 of
Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by rule 15¢3-3

The management of the Broker/Dealer is responsible for establishing and maintaining internal
control and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of internal controls and of the practices and procedures referred to in
the preceding paragraph, and to assess whether those practices and procedures can be expected to
achieve the SEC's above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Broker/Dealer has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of financial

A Member Practice of Ernst & Young Global




Ell ERNST & YOUNG & Ernst & Young LLP
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statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to
above, errors or fraud may occur and not} be detected. Also, projection of any evaluation of them
to future periods is subject to the risk tﬁat they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.

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

We understand that practices and procecﬂures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that the
Broker/Dealer's practices and procedures ‘Were adequate at December 31, 2005, to meet the SEC's

objectives.

This repbrt is intended solely for the infoqmation and use of the Board of Directors, management,
the SEC, the National Association of Securities Dealers, Inc., and other regulatory agencies that
rely on rule 17a-5(g) under the Securities Exchange Act of 1934 in their regulation of registered

brekers and dealers, and is not intended to be and should not be used by anyone other than these

specified parties.
‘C

February 15, 2006




i’IERNST& YOUNG & Ernst & Young LLp & Phone: (412) 644-7800

2700 One PPG Place www.ey.com
Pittsburgh, Pennsylvania 15222

Report of Independent Auditors

Board of Directors
Southpointe Distribution Services, Inc.

We have audited the accompanying balance sheet of Southpointe Distribution Services, Inc. (the
Broker/Dealer) as of December 31, 2005, and the related statements of income, changes in
shareholders' equity, and cash flows for the year then ended. These financial statements are the
responsibility of the Broker/Dealer’s management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. We were not engaged
to perform an audit of the Broker/Dealer’s internal control over financial reporting. Our audit
included consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Broker/Dealer’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by management, and evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable basis for

our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Southpointe Distribution Services, Inc. at December 31, 2005, and the
consolidated results of its operations and its cash flows for the year then ended in conformity
with accounting principles generally accepted in the United States.

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

basic financial statements taken as a whole.
g o ,t d h U—V

February 15, 2006
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