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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

(Mark One)

XQUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the quarterly period ended June 30, 2017

OR

OTRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF
1934

For the transition period from to

Commission File Number 001-14818

Federated Investors, Inc.
(Exact name of registrant as specified in its charter)

Pennsylvania 25-1111467

(State or other jurisdiction of (I.R.S. Employer

incorporation or organization) Identification No.)

Federated Investors Tower

Pittsburgh, Pennsylvania 15222-3779

(Address of principal executive offices) (Zip Code)

(Registrant's telephone number, including area code) 412-288-1900

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90

days. Yes x No o.

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files). Yes x No o.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, a
smaller reporting company, or an emerging growth company. See the definitions of "large accelerated filer,"
"accelerated filer," "smaller reporting company," and "emerging growth company" in Rule 12b-2 of the Exchange
Act.

Large accelerated filer x Accelerated filer o Non-accelerated filer o

Smaller reporting companyo Emerging growth company o

If an emerging growth company, indicate by check mark if the registrant has elected not to use the extended transition
period for complying with any new or revised financial accounting standards provided pursuant to Section 13(a) of the
Exchange Act. o
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes o No x.

Indicate the number of shares outstanding of each of the issuer's classes of common stock, as of the last practicable
date: As of July 21, 2017, the Registrant had outstanding 9,000 shares of Class A Common Stock and 101,445,914
shares of Class B Common Stock.
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Regarding
Forward-Looking
Information

Certain statements in this report on Form 10-Q constitute forward-looking statements, which involve known and
unknown risks, uncertainties, and other factors that may cause the actual results, levels of activity, performance or
achievements of Federated Investors, Inc. and its consolidated subsidiaries (Federated), or industry results, to be
materially different from any future results, levels of activity, performance or achievements expressed or implied by
such forward-looking statements. Forward-looking statements are typically identified by words or phrases such as
"trend," "potential," "opportunity,” "believe," "expect," "anticipate," "current," "intention," "estimate," "position,"
"projection,” "assume,"” "continue," "remain," "maintain," "sustain," "seek," "achieve," and similar expressions, or
future or conditional verbs such as "will," "would," "should," "could," "may" and similar expressions. Among other
forward-looking statements, such statements include certain statements relating to: asset flows, levels and mix;
business mix; sources and levels of revenues, expenses, gains, losses, income and earnings; obligations to make
additional contingent or other payments pursuant to employment or incentive arrangements; business and market
expansion opportunities; debt, future cash needs and cash flows; uses of treasury stock; legal proceedings; the timing
and impact of continuing regulatory oversight, increased or modified laws, regulations and rules, including potential,
proposed and final rules, or possible deregulation, by U.S. and foreign regulators and other authorities; the
components and level of, and prospect for distribution-related expenses; classification and consolidation of
investments; the ability to raise additional capital; management's assessments, beliefs, expectations, assumptions,
projections or estimates, including regarding fee rates, the level and impact of fee waivers and reimbursements or
assumptions of expenses (Fee Waivers), the effect, and degree of impact, of changes in customer relationships, the
level, timing, degree and impact of changes in interest rates, yields or asset levels or mix, legal proceedings, the
timing, impact, effects and other consequences of potential, proposed and final laws, regulations and other rules and
possible deregulation, borrowing, taxes, product and strategy demand, investor preferences, performance, product
development and restructuring options and initiatives, including the plans for and timing of such options and
initiatives, compliance, and related legal, compliance and other professional services expenses, interest payments or
expenses, dedication of resources, accounting policies, indebtedness and certain investments, and liquidity; future
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principal uses of cash; performance indicators; the adoption and impact of accounting policies, new accounting
pronouncements and accounting treatment determinations; interest rate, concentration, market and other risks;
guarantee and indemnification obligations; the impact of the special dividend on earnings per share and projected
liquid assets; and various items set forth under Item 1A - Risk Factors included in Federated's Annual Report on Form
10-K for the year ended December 31, 2016. Among other risks and uncertainties, market conditions may change
significantly resulting in changes to Federated's asset flows, asset levels, asset mix and business mix, which may cause
a decline in revenues and net income, result in impairments and increase the amount of Fee Waivers incurred by
Federated. The obligation to make contingent payments is based on net revenue levels and will be affected by the
achievement of such levels, and the obligation to make additional payments pursuant to employment or incentive
arrangements is based on satisfaction of certain conditions set forth in those arrangements. Future cash needs, cash
flows and future uses of cash will be impacted by a variety of factors, including the number and size of any
acquisitions, Federated's success in developing, structuring and distributing its products and strategies, potential
changes in assets under management and/or changes in the terms of distribution and shareholder services contracts
with intermediaries who offer Federated's products to customers, and potential increased legal, compliance and other
professional services expenses stemming from additional or modified regulation or the dedication of such resources to
other initiatives. Federated's risks and uncertainties also include liquidity and credit risks in Federated's money market
funds and revenue risk, which will be affected by yield levels in money market fund products, changes in fair values
of assets under management, investor preferences and confidence, and the ability of Federated to collect fees in
connection with the management of such products. Many of these factors may be more likely to occur as a result of
continued scrutiny of the mutual fund industry by domestic or foreign regulators, and any disruption in global
financial markets. As a result, no assurance can be given as to future results, levels of activity, performance or
achievements, and neither Federated nor any other person assumes responsibility for the accuracy and completeness of
such statements in the future. For more information on these items and additional risks that may impact the
forward-looking statements, see Item 1A - Risk Factors included in Federated's Annual Report on Form 10-K for the
year ended December 31, 2016.
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Item 1. Financial Statements

Consolidated
Balance
Sheets
(dollars in
thousands)
(unaudited)

ASSETS

Current Assets

Cash and cash equivalents
Investments—affiliates
Investments—consolidated investment companies
Investments—other

Receivables, net of reserve of $29 and $84, respectively

Prepaid expenses

Other current assets

Total current assets

Long-Term Assets

Goodwill

Renewable investment advisory contracts

Other intangible assets, net of accumulated amortization of $4,916 and $4,630,

respectively

Property and equipment, net of accumulated depreciation of $68,558 and $64,210,

respectively

Other long-term assets

Total long-term assets

Total assets

LIABILITIES

Current Liabilities

Short-term debt

Accounts payable and accrued expenses
Accrued compensation and benefits

Other current liabilities

Total current liabilities

Long-Term Liabilities

Long-term debt

Long-term deferred tax liability, net

Other long-term liabilities

Total long-term liabilities

Total liabilities

Commitments and contingencies (Note (12))
TEMPORARY EQUITY

Redeemable noncontrolling interest in subsidiaries

June 30,
2017

$115,168
117,012
45,417
5,178
45,097
14,424
2,087
344,383

660,040
73,878

3,284

37,843

21,363
796,408
$1,140,791

$0
48,567
39,851
6,261
94,679

178,500
184,190
21,131

383,821
478,500

30,662

December 31,
2016

$104,839
130,785
58,072
7,453
44,804
9,994
3,813
359,760

659,189
70,378

3,570

39,280

22,930
795,347
$1,155,107

$25,500
54,177
74,745
8,116
162,538

165,750
176,686
22,987

365,423
527,961

31,362
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PERMANENT EQUITY
Federated Investors, Inc. shareholders' equity
Common stock:

Class A, no par value, 20,000 shares authorized, 9,000 shares issued and outstanding 189 189

Class B, no par value, 900,000,000 shares authorized, 109,505,456 shares issued 332,997 320,793
Retained earnings 567,780 529,749
Treasur'y stock, at cost, 8,059,542 and 7,515,773 shares Class B common stock, (269413 ) (255.382 )
respectively

Accumulated other comprehensive income (loss), net of tax 76 (523 )
Total Federated Investors, Inc. shareholders' equity 631,629 594,826
Nonredeemable noncontrolling interest in subsidiary 0 958

Total permanent equity 631,629 595,784

Total liabilities, temporary equity and permanent equity $1,140,791 $1,155,107

(The accompanying notes are an integral part of these Consolidated Financial Statements.)
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Consolidated
Statements
of Income
(dollars in
thousands,
except per
share data)
(unaudited)

Three Months Ended Six Months Ended

June 30, June 30,

2017 2016 2017 2016
Revenue
Investment advisory fees, net—affiliates $145,205 $165,956 $293,124 $320,733
Investment advisory fees, net—other 34,117 26,707 67,515 53,777
Administrative service fees, net—affiliates 45,601 53,131 92,302 106,604
Other service fees, net—affiliates 45,994 38,803 89,552 73,500
Other service fees, net—other 1,448 1,140 2,942 2,341
Other, net 431 1,001 862 1,892
Total revenue 272,796 286,738 546,297 558,847
Operating Expenses
Distribution 87,174 94,741 177,533 183,122
Compensation and related 71,370 75,225 144,772 151,995
Systems and communications 8,041 7,767 16,266 15,632
Office and occupancy 7,161 6,675 14,513 13,563
Professional service fees 5,728 3,645 12,408 12,526
Advertising and promotional 3,095 3,938 6,051 7,380
Travel and related 2,958 3,656 5,893 6,562
Other 3,058 3,421 6,877 5,842
Total operating expenses 188,585 199,068 384,313 396,622
Operating income 84,211 87,670 161,984 162,225
Nonoperating Income (Expenses)
Investment income, net 1,703 1,674 3,355 3,247
Gain (loss) on securities, net 2,234 (569 ) 4,796 522
Debt expense (1,182 ) (1,020 ) (2,283 ) (2,079 )
Other, net (33 ) (2 ) (34 ) (7 )
Total nonoperating income, net 2,722 83 5,834 1,683
Income before income taxes 86,933 87,753 167,818 163,908
Income tax provision 32,274 31,335 62,132 58,531
Net income including the noncontrolling interests in subsidiaries 54,659 56,418 105,686 105,377
LessE Net‘ income attributable to the noncontrolling interests in 1,208 3.709 2,594 7,225
subsidiaries
Net income $53,451 $52,709 $103,092 $98,152
Amounts Attributable to Federated Investors, Inc.
Earnings per common share—Basic and Diluted $0.53 $0.51 $1.01 $0.94
Cash dividends per share $0.25 $0.25 $0.50 $0.50

(The accompanying notes are an integral part of these Consolidated Financial Statements.)
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Consolidated
Statements of
Comprehensive
Income
(dollars in
thousands)
(unaudited)
EﬂgeeedMonths Six Months Ended
June 30, June 30,
2017 2016 2017 2016
Net income including the noncontrolling interests in subsidiaries $54,659 $56,418 $105,686 $105,377
Other comprehensive (loss) income, net of tax
Permanent equity
Unrealized gain on securities available for sale 276 408 1,393 985
Reclassification adjustment related to securities available for sale (510 ) 1,020 (1,157 ) 1,844
Foreign currency items 223 (302 ) 363 (276 )
Temporary equity
Foreign currency translation (loss) gain 0 3 ) 0 3
Other comprehensive (loss) income, net of tax (11 ) 1,123 599 2,556
Com‘pr.eh‘enswe income including the noncontrolling interests in 54648 57541 106285 107.933
subsidiaries

Less: Comprehensive income attributable to redeemable noncontrolling
interest in subsidiaries

Less: Compreh@swe income :fltt.rlbutable to nonredeemable 0 2.834 476 5.335
noncontrolling interest in subsidiary

Comprehensive income attributable to Federated Investors, Inc. $53,440 $53,835 $103,691 $100,705
(The accompanying notes are an integral part of these Consolidated Financial Statements.)

1,208 872 2,118 1,893
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Consolidated
Statements
of Changes
in Equity
(dollars in
thousands)
(unaudited)
Federated Investors, Inc. Shareholders' Equity
Accumulated
Other Nonredeemable Redeemable.
. Noncontrolling
. Comprehenttal Noncontrollotgl .
Common Retained Treasury Interest in
. (Loss) Shareholderdhterest Permanent .
Stock Earnings Stock . . . Subsidiaries/
Income, Equity in Equity Temporar
Net of Subsidiary ot Y
Tax quity

Balance at December 31, ¢ g0 579 §545785 $(191.939) $(4.609 ) $647.816 $1.156 $648.972 $8.734

2015

Adoption of new

accounting 123 911 )0 831 43 0 43 14,850
pronouncements

Net income 0 98,152 0 0 98,152 5,335 103,487 1,890

Other comprehensive
income, net of tax
Subscriptions—redeemable

0 0 0 1,722 1,722 0 1,722 3

noncontrolling interest 0 0 0 0 0 0 0 10,774
holders

Deconsolidation 0 0 0 0 0 0 0 (1,372 )
Stock award activity 12,898 (13,186 ) 13,337 0 13,049 0 13,049 0
Dividends declared 0 (51,984 H) O 0 (51,984 ) 0 (51,984 ) 0
Distributions to

noncontrolling interest in 0 0 0 0 0 (5,168 ) (5,168 ) (5,209 )
subsidiaries

i‘fcfases of treasury 0 41,014 )0 41,014 )0 41,014 )0

Balance at June 30, 2016 $311,600 $577.856 $(219.616) $(2.056 ) $667.784 $1323  $669.107 $29.670
123312““ at December 31, ¢4, 987 $500.749 $(255.382) $(523 ) $594.826 $958  $595.784 $31.362
Net income 0 103.092 0 0 103,092 476 103.568  2.118
cher comprehensive 0 0 0 599 599 0 599 0
income, net of tax

Subscriptions—redeemable

noncontrolling interest 0 0 0 0 0 0 0 3,499
holders

Deconsolidation 0 0 0 0 0 0 0 (1,891 )
Stock award activity 12,204 (14,131 ) 14,221 0 12,294 0 12,294 0
Dividends declared 0 (50,930 )0 0 (50,930 ) O (50,930 )0
Distributions to 0 0 0 0 0 (1,434 ) (1,434 ) (4,426 )

noncontrolling interest in

10
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subsidiaries

Purchases of treasury

stock 0 0 (28252 ) O (28252 H) 0
Balance at June 30, 2017 $333,186 $567,780 $(269,413) $76 $631,629 $0

(The accompanying notes are an integral part of these Consolidated Financial Statements.)

(28,252 ) 0
$631,629 $30,662

11
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Consolidated
Statements
of Cash
Flows
(dollars in
thousands)
(unaudited)

Operating Activities

Net income including the noncontrolling interests in subsidiaries
Adjustments to Reconcile Net Income to Net Cash Provided by Operating Activities

Amortization of deferred sales commissions
Depreciation and other amortization

Share-based compensation expense

(Gain) loss on disposal of assets

Provision for deferred income taxes

Impairment of assets

Adoption of new accounting pronouncement

Net sales (purchases) of trading securities

Deferred sales commissions paid

Contingent deferred sales charges received

Other changes in assets and liabilities:

Decrease (increase) in receivables, net

Increase in prepaid expenses and other assets
Decrease in accounts payable and accrued expenses
Increase (decrease) in other liabilities

Net cash provided by operating activities

Investing Activities

Purchases of securities available for sale

Cash paid for business acquisitions

Proceeds from redemptions of securities available for sale
Cash paid for property and equipment

Net cash provided (used) by investing activities
Financing Activities

Dividends paid

Purchases of treasury stock

Distributions to noncontrolling interest in subsidiaries
Contributions from noncontrolling interest in subsidiaries
Cash paid for amended and restated credit agreement
Proceeds from shareholders for share-based compensation
Cash paid for business acquisitions

Payments on debt

Net cash used by financing activities

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

Cash and cash equivalents, end of period

Six Months Ended
June 30,
2017 2016

$105,686 $105,377

4,879
5,179
12,234
(3,350
7,121
0

0
13,579
(2,846
1,157

1,226
(4,067
(43,260
1,390
98,928

(1,401
(4,352
17,349
(3,461
8,135

(50,937
(30,083
(5,860
3,499
(483

90

(210
(12,750
(96,734
10,329
104,839

$115,168 $153,860

5,856
4,859
12,927
) 1,394
11,911
1,637
(2,653
(5,977
) (6,824
1,093

(5,532
) (4,756
) (26,019

(4,141

89,152

) (1,537
)0
151
) (7,077
(8,463

) (51,986
) (35,197
) (10,377
10,774
)0
149
) (70
) (12,750
) (99,457
(18,768
172,628

N N

)

~— N N
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(The accompanying notes are an integral part of these Consolidated Financial Statements.)
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Table of Contents

Notes to the
Consolidated
Financial
Statements
(unaudited)

(1) Basis of Presentation

The interim Consolidated Financial Statements of Federated Investors, Inc. and its consolidated subsidiaries
(collectively, Federated) included herein have been prepared in accordance with United States (U.S.) generally
accepted accounting principles (GAAP). In the opinion of management, the financial statements reflect all
adjustments that are of a normal recurring nature and necessary for a fair presentation of the results for the interim
periods presented.

In preparing the financial statements, management is required to make estimates and assumptions that affect the
amounts reported in the Consolidated Financial Statements and accompanying notes. Actual results may differ from
those estimates, and such differences may be material to the Consolidated Financial Statements.

These financial statements should be read in conjunction with Federated's Annual Report on Form 10-K for the year
ended December 31, 2016. Certain items previously reported have been reclassified to conform to the current period's
presentation.

(2) Significant Accounting Policies

For a listing of Federated's significant accounting policies, please refer to Federated's Annual Report on Form 10-K
for the year ended December 31, 2016.

(3) Recent Accounting Pronouncements
(a) Recently Adopted Accounting Guidance

Deferred Taxes

On January 1, 2017, Federated adopted Accounting Standards Update (ASU) 2015-17, Income Taxes (Topic 740):
Balance Sheet Classification of Deferred Taxes. This update requires that deferred tax liabilities and assets be
classified as noncurrent on the balance sheet. Management elected the prospective transition method, which did not
require the restatement of prior years, and the adoption did not have a material impact on Federated's Consolidated
Financial Statements.

(b) Recently Issued Accounting Guidance Not Yet Adopted

Revenue Recognition

On May 28, 2014, the Financial Accounting Standards Board (FASB) issued ASU 2014-09, Revenue from Contracts
with Customers (Topic 606), which supersedes virtually all existing revenue recognition guidance under GAAP. The
update's core principle is that an entity should recognize revenue to depict the transfer of promised goods or services
to customers in an amount that reflects the consideration to which the entity expects to be entitled in exchange for
those goods or services. During the third quarter of 2015, the FASB issued ASU 2015-14, which defers the effective
date of the standard by one year. As a result of the deferral, the update is effective for Federated on January 1, 2018.
While early adoption is permitted, Federated does not plan to early adopt in 2017. During 2016, the FASB issued

14
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ASU 2016-08, which clarifies principal versus agent considerations, ASU 2016-10, which clarifies identifying
performance obligations and the licensing implementation guidance, ASU 2016-12, which addresses implementation
issues and provides additional practical expedients and ASU 2016-20, which provides technical corrections to narrow
aspects of the guidance (collectively, with ASU 2014-09, Topic 606). Topic 606 allows for the use of either the
retrospective or modified retrospective adoption method.

Management has substantially completed scoping activities, which include identifying the customer and evaluating
revenue contracts, as well as identifying Federated's performance obligations and material revenue streams. For
revenue streams evaluated to date, no changes have been identified to the timing of revenue recognition. Management
continues to evaluate whether certain costs should be capitalized or expensed based on the criteria for costs to obtain
or fulfill a contract, and the new disclosure requirements. Management continues to evaluate the available transition
methods and the potential impact of adoption on Federated's Consolidated Financial Statements.

Financial Instruments

On January 5, 2016, the FASB issued ASU 2016-01, Financial Instruments - Overall (Subtopic 825-10): Recognition
and Measurement of Financial Assets and Financial Liabilities. The ASU significantly revises an entity's accounting
related to (1) the classification and measurement of investments in equity securities, including investments in mutual
funds and (2) the presentation of certain fair value changes for financial liabilities. The ASU also amends certain
disclosure requirements

8
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Table of Contents

Notes to the
Consolidated
Financial
Statements
(continued)
(unaudited)

associated with the fair value of financial instruments. The update is effective for Federated on January 1, 2018, and,
except for certain provisions, does not permit early adoption. An entity should apply the amendments, with certain
exceptions, by means of a cumulative-effect adjustment to the balance sheet as of the beginning of the fiscal year of
adoption. The amendments pertaining to financial liabilities are currently not expected to have a material impact on
Federated's Consolidated Financial Statements. Management continues to evaluate the amendments pertaining to
equity securities and their potential impact of adoption on Federated's Consolidated Financial Statements.

Leases

On February 25, 2016, the FASB issued ASU 2016-02, Leases (Topic 842). The core principle of Topic 842 is that a
lessee should recognize the assets and liabilities that arise from leases on the balance sheet, but retains a distinction
between finance and operating leases. The update is effective for Federated on January 1, 2019, with early adoption
permitted. The update requires the modified retrospective adoption approach. Management is currently evaluating the
potential impact of adoption on Federated's Consolidated Financial Statements.

Clarifying the Definition of a Business

On January 5, 2017, the FASB issued ASU 2017-01, Business Combinations (Topic 805): Clarifying the Definition of
a Business. The amendments in this update require that when substantially all of the fair value of the gross assets
acquired (or disposed of) is concentrated in a single identifiable asset (or a group of similar identifiable assets), the
assets are not considered to be a business. To be considered a business, an acquisition or disposal must include, at a
minimum, an input and a substantive process that together significantly contribute to the ability to create outputs. The
amendments also narrow the definition of the term "outputs" to be consistent with Topic 606. The ASU is effective for
Federated on January 1, 2018, with early adoption permitted in specific circumstances, and is required to be applied
prospectively. Management is currently evaluating the potential impact of adoption on Federated's Consolidated
Financial Statements.

(4) Concentration Risk
(a) Revenue Concentration by Asset Class

The following table summarizes the percentage of total revenue earned from Federated's asset classes for the periods
presented:
Six Months
Ended
June 30,
2017 2016
Money market assets 41 % 47 %
Equity assets 42 % 37 %
Fixed-income assets 17 % 16 %

The change in the relative proportion of Federated's revenue attributable to money market assets for the first six
months of 2017 as compared to the same period in 2016 was primarily the result of lower average money market
assets and a decrease related to a change in a customer relationship. This was partially offset by a decrease in
voluntary waivers (either through fee waivers or reimbursements or assumptions of expenses) in order for certain
money market funds to maintain positive or zero net yields (Voluntary Yield-related Fee Waivers).

16



Edgar Filing: FEDERATED INVESTORS INC /PA/ - Form 10-Q

The change in the relative proportion of Federated's revenue attributable to equity assets for the first six months of
2017 as compared to the same period in 2016 was primarily the result of higher average equity assets due to market
appreciation, partially offset by net redemptions.

Current Regulatory Environment

Federated and its investment management business are subject to extensive regulation in the U.S. and abroad.
Federated and its products, both sponsored investment companies and other funds (Federated Funds) and strategies,
are subject to: federal securities laws, principally the Securities Act of 1933, the Securities Exchange Act of 1934
(1934 Act), the Investment Company Act of 1940 (1940 Act) and the Investment Advisers Act of 1940; state laws
regarding securities fraud and registration; and other rules and regulations, promulgated by various regulatory

authorities, self-regulatory organizations or exchanges, as well as foreign laws, regulations or other rules promulgated

by foreign regulatory or other authorities.
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Notes to the
Consolidated
Financial
Statements
(continued)
(unaudited)

See the Business Developments - Current Regulatory Environment section of Management's Discussion and Analysis
for additional information about the current regulatory environment.

Low Short-Term Interest Rates

After initiating a short-term interest rate increase of 0.25% in late 2015 and another increase of 0.25% in late 2016, the
Federal Open Market Committee of the Federal Reserve Board (FOMC) raised the federal funds target rate by 0.25%
twice in the first six months of 2017 to 1.00%-1.25%. The federal funds target rate, which drives short-term interest
rates, had been close to zero for nearly seven years prior to the December 2015 increase. The long-term low
interest-rate environment resulted in the gross yield earned by certain money market funds not being sufficient to
cover all of the fund's operating expenses. As a result, since the fourth quarter of 2008, Federated has experienced
Voluntary Yield-related Fee Waivers. These waivers have been partially offset by related reductions in distribution
expense and net income attributable to noncontrolling interests as a result of Federated's mutual understanding and
agreement with third-party intermediaries to share the impact of the Voluntary Yield-related Fee Waivers.

These Voluntary Yield-related Fee Waivers are calculated as a percentage of assets under management (AUM or
managed assets) in certain money market funds and thus will vary depending upon the asset levels and mix in such
funds. In addition, the level of waivers are dependent on several other factors including, but not limited to, yields on
instruments available for purchase by, and changes in expenses of, the money market funds. As an isolated variable,
an increase in yields on instruments held by the money market funds will cause the pre-tax impact of waivers to
decrease. Conversely, as an isolated variable, an increase in expenses of the money market funds would cause the
pre-tax impact of waivers to increase.

With regard to asset mix, changes in the relative amount of money market fund assets in prime and government
money market funds (or between such funds and other money market funds or other products) as well as the mix
among certain share classes that vary in pricing structure will impact the level of waivers. Generally, prime money
market funds waive less than government money market funds as a result of higher gross yields on the underlying
investments. As such, as an isolated variable, an increase in the relative proportion of average managed assets invested
in prime money market funds as compared to total average money market fund assets should typically result in lower
Voluntary Yield-related Fee Waivers. The opposite would also be true.

The impact of Voluntary Yield-related Fee Waivers on various components of Federated's Consolidated Statements of
Income was as follows for the periods presented:
Three Months  Six Months

Ended Ended

June 30, June 30,
(in millions) 2017 2016 2017 2016
Revenue $(0.1) $(21.3) $(4.4) $(58.8)
Less: Reduction in Distribution expense 0.1 16.5 36 444
Operating income 0.0 48 )08 ) 144)
Less: Increase in Noncontrolling interests 0.0 0.2 )00 0.0
Pre-tax impact $0.0 $(5.0 ) $(0.8) $(14.4)
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The negative pre-tax impact of Voluntary Yield-related Fee Waivers decreased for the six-month period ended

June 30, 2017 as compared to the same period in 2016 due primarily to higher yields on instruments held by the
money market funds. As previously mentioned, the FOMC recently increased the federal funds target rate range by 25
basis points in December 2016, and in March and June 2017. These rate increases have nearly eliminated the pre-tax
impact of the Voluntary Yield-related Fee Waivers.

A listing of Federated’s risk factors is included in Federated’s Annual Report on Form 10-K for the year ended
December 31, 2016 under Item 1A - Risk Factors.

(b) Revenue Concentration by Investment Strategy

Approximately 18% of Federated's total revenue for both the three- and six-month periods ended June 30, 2017, and
14% and 13% for the three- and six-month periods June 30, 2016, respectively, was derived from services provided to
a specific domestic strategy, the Federated Strategic Value Dividend strategy, which includes Federated Funds and
Separate Accounts

10
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(which include separately managed accounts, institutional accounts, sub-advised funds and other managed products).
A significant and prolonged decline in the AUM of this strategy could have a material adverse effect on Federated's
future revenues and, to a lesser extent, net income, due to a related reduction in distribution expenses associated with
these funds.

(c) Revenue Concentration by Customer

Approximately 17% and 16% of Federated's total revenue for the three- and six-month periods ended June 30, 2017,
respectively, and 15% for both the three- and six-month periods ended June 30, 2016, was derived from services
provided to one intermediary customer, The Bank of New York Mellon Corporation, including its Pershing
subsidiary. Significant negative changes in Federated's relationship with this customer could have a material adverse
effect on Federated's future revenues and, to a lesser extent, net income due to a related reduction in distribution
expenses associated with this intermediary.

(5) Consolidation

The Consolidated Financial Statements include the accounts of Federated and Federated Funds and other entities in
which Federated holds a controlling financial interest. Federated is involved with various entities in the normal course
of business that may be deemed to be voting rights entities (VREs) or variable interest entities (VIEs). From time to
time, Federated invests in Federated Funds for general corporate investment purposes or, in the case of newly
launched products, in order to provide investable cash to establish a performance history. Federated's investment in
these Federated Funds represents its maximum exposure to loss. The assets of each consolidated Federated Fund are
restricted for use by the respective Federated Fund. Generally, neither creditors of, nor equity investors in, the
Federated Funds have any recourse to Federated’s general credit. Given that the entities follow investment company
accounting, which prescribes fair-value accounting, a deconsolidation generally does not result in gains or losses
for Federated. Receivables from all Federated Funds for advisory and other services totaled $25.4 million and $27.1
million at June 30, 2017 and December 31, 2016, respectively.

In the ordinary course of business, Federated may implement Fee Waivers for various Federated Funds for
competitive, regulatory or contractual reasons. For the three and six months ended June 30, 2017, Fee Waivers totaled
$84.8 million and $175.3 million, respectively, of which $53.8 million and $113.6 million, respectively, related to
money market funds which meet the scope exception of the consolidation guidance. For the three and six months
ended June 30, 2016, Fee Waivers totaled $112.2 million and $242.1 million, respectively, of which $80.9 million and
$179.7 million, respectively, related to money market funds which meet the scope exception of the consolidation
guidance. Like other sponsors of investment companies, Federated in the ordinary course of business may make
capital contributions to certain money market Federated Funds in connection with the reorganization of such funds
into certain affiliated money market Federated Funds or in connection with the liquidation of a fund. In these
instances, such capital contributions typically are intended to either cover realized losses or other permanent
impairments to a fund's net asset value (NAV) or increase the market-based NAV per share of the investment
company's portfolio that is being reorganized to equal the market-based NAV per share of the acquiring fund or to
bear a portion of expenses relating to a fund liquidation. There were no contributions for the three and six months
ended June 30, 2017, and no material contributions for the three and six months ended June 30, 2016. Under current
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money fund regulations and Securities and Exchange Commission (SEC) guidance, Federated is required to report
these types of capital contributions to the SEC as financial support to the investment company that is being
reorganized or liquidated.

In accordance with Federated’s consolidation accounting policy, Federated first determines whether the entity being
evaluated is a VRE or a VIE. Once this determination is made, Federated proceeds with its evaluation of whether to
consolidate the entity. The disclosures below represent the results of such evaluations as of June 30, 2017 and
December 31, 2016.

(a) Consolidated Voting Rights Entities

Most of the Federated Funds meet the definition of a VRE. Federated consolidates certain VREs when it is deemed to
have control. As of June 30, 2017 and December 31, 2016, consolidated VRESs included on Federated's Consolidated
Balance Sheets included $1.4 million and $14.9 million, respectively, in Investments—consolidated investment
companies and $0.3 million and $3.1 million, respectively, in Redeemable noncontrolling interest in subsidiaries. The
decrease in these line items primarily relates to the liquidation of three Federated Fund VRE:s.

11
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(b) Consolidated Variable Interest Entities

As of June 30, 2017 and December 31, 2016, Federated was deemed to be the primary beneficiary of, and therefore
consolidated, certain Federated Funds as a result of its controlling financial interest. The following table presents the
balances related to the consolidated Federated Fund VIEs that were included on the Consolidated Balance Sheets as
well as Federated's net interest in the consolidated Federated Fund VIEs for each period presented:

) iy June 30, December 31,
(in millions)

2017 2016
Cash and cash equivalents $01 $ 00
Investments—consolidated investment companies 44.0 43.2
Receivables 1.5 0.7
Less: Liabilities 0.5 0.7
Less: Redeemable noncontrolling interest in subsidiaries 30.4 28.3
Federated's net interest in Federated Fund VIEs $147 $ 149

Federated's net interest in the consolidated Federated Fund VIEs of $14.7 million and $14.9 million at June 30, 2017
and December 31, 2016, respectively, represents the value of Federated's economic ownership interest in these
Federated Funds. The liabilities of the consolidated Federated Fund VIEs primarily represent operating liabilities of
the entities.

In addition to the VIEs in the table above, at December 31, 2016, Federated held a majority interest (50.5%) and acted
as the general partner in Passport Research Ltd. (Passport), a limited partnership. Edward D. Jones & Co., L.P. was
the limited partner with a 49.5% interest. The partnership was an investment advisor to one sponsored fund as of
December 31, 2016 and was deemed to be a VIE in accordance with the consolidation guidance. Federated transferred
its partnership interest on January 27, 2017 and is no longer the primary beneficiary of Passport. Accordingly,
Federated deconsolidated $4.8 million from Cash and cash equivalents, $2.6 million from Receivables, $5.3 million
from liabilities (primarily representing operating liabilities) and $1.0 million from Nonredeemable noncontrolling
interest in subsidiary on the Consolidated Balance Sheets as of the date of deconsolidation. Federated also recorded a
receivable of $1.1 million for the undistributed earnings of the partnership through the date of deconsolidation, which
was collected during the second quarter of 2017. There was no impact to the Consolidated Statements of Income as a
result of this deconsolidation.

Other than the deconsolidation mentioned above, Federated did not newly consolidate or deconsolidate any VIEs
during the six months ended June 30, 2017.

(c) Non-Consolidated Variable Interest Entities
Federated's involvement with certain Federated Funds that are deemed to be VIEs includes serving as the investment
manager, or at times, holding a minority interest or both. Federated’s variable interest is not deemed to absorb losses or

receive benefits that could potentially be significant to the VIE. Therefore, Federated is not the primary beneficiary of
these VIEs and has not consolidated these entities.
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At June 30, 2017 and December 31, 2016, Federated’s investment and maximum risk of loss related to
non-consolidated VIEs was entirely related to Federated Funds and totaled $2.1 million and $2.3 million, respectively,
and was recorded in Investments—affiliates on the Consolidated Balance Sheets. AUM for these non-consolidated
Federated Funds totaled $67.9 million and $76.3 million at June 30, 2017 and December 31, 2016, respectively.

(6) Investments
Investments on the Consolidated Balance Sheets as of June 30, 2017 and December 31, 2016 included
available-for-sale and trading securities. At June 30, 2017 and December 31, 2016, Federated held investments

totaling $117.0 million and $130.8 million, respectively, in fluctuating-value Federated Funds that were classified as
available-for-sale securities and were included in Investments—affiliates on the Consolidated Balance Sheets.

12
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Available-for-sale securities were as follows:

June 30, 2017 December 31, 2016

Gross Estimated Gross Estimated
Unrealized Fair Unrealized Fair
(in thousands) Cost Gains (Losses) Value Cost Gains (Losses) Value
Equity funds $15421 $2,313 $(26 ) $17,708 $23,883 $2,112 $(266 ) $25,729
Fixed-income funds 99,820 105 (621 ) 99,304 105,514 92 (550 ) 105,056

Total available-for-sale securities $115,241 $2,418 $ (647 ) $117,012 $129,397 $2,204 $ (816 ) $130,785

The decrease in the available-for-sale securities as of June 30, 2017 as compared to December 31, 2016 primarily
related to redemptions of available-for-sale securities during 2017.

Federated’s trading securities totaled $50.6 million and $65.5 million at June 30, 2017 and December 31, 2016,
respectively. Federated consolidates certain Federated Funds into its Consolidated Financial Statements as a result of
Federated’s controlling financial interest in the Federated Fund (see Note (5)). All investments held by these Federated
Funds were included in Investments—consolidated investment companies on Federated’s Consolidated Balance Sheets.
Investments—other on the Consolidated Balance Sheets represented other trading investments held in Separate
Accounts.

Federated’s trading securities as of June 30, 2017 and December 31, 2016, were primarily composed of domestic debt
securities ($46.2 million and $45.5 million, respectively), stocks of large U.S. and international companies ($3.2
million and $7.2 million, respectively) and investments in Federated Funds ($0.6 million and $8.9 million,
respectively).

The following table presents gains and losses recognized in Gain (loss) on securities, net on the Consolidated
Statements of Income in connection with Federated's investments as well as economic derivatives held by certain
consolidated Federated Funds:

Three Months Six Months

Ended Ended

June 30, June 30,
(in thousands) 2017 2016 2017 2016
Net unrealized gains (losses)
Trading securities $(225 ) $1,581 $375  $3,639
Derivatives! 625 (410 ) 992 (303 )
Realized gains?
Available-for-sale securities> 859 26 1,892 26
Trading securities 1,052 460 1,756 672
Derivatives! 290 149 734 555
Realized losses?
Available-for-sale securities® (14 ) (1,628 ) (14 ) (1,645)
Trading securities (331 ) (481 ) (621 ) (1,775)
Derivatives! 22 ) (266 ) (318 ) (647 )
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Gain (loss) on securities, net* $2,234 $(569 ) $4,796 $522
1 Amounts related to the settlement of economic derivatives held by certain consolidated Federated Funds.
2 Realized gains and losses are computed on a specific-identification basis.
Proceeds from redemptions of available-for-sale securities were $4.9 million and $17.3 million for the three and six
months ended June 30, 2017, respectively. These amounts exclude a redemption of $1.5 million recorded as a
3receivable during the second quarter that was not settled until after June 30, 2017. Proceeds from redemptions of
available-for-sale securities were $0.1 million and $0.2 million for the three and six months ended June 30, 2016,
respectively.
Amounts related to consolidated entities, primarily Federated Funds, totaled $1.3 million and $2.6 million for the
4three and six months ended June 30, 2017, respectively and $0.9 million and $1.9 million for the three and six
months ended June 30, 2016, respectively.
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(7) Fair Value Measurements

Fair value is the price that would be received to sell an asset or the price that would be paid to transfer a liability as of
the measurement date. A fair-value reporting hierarchy exists for disclosure of fair value measurements based on the
observability of the inputs to the valuation of financial assets and liabilities. The levels are:

Level 1 — Quoted prices for identical instruments in active markets. Level 1 assets may include equity and debt
securities that are traded in an active exchange market, including shares of mutual funds.

Level 2 — Quoted prices for similar instruments in active markets; quoted prices for identical or similar instruments in
markets that are not active; and model-derived valuations in which all significant inputs and significant value drivers
are observable in active markets. Level 2 assets and liabilities may include debt and equity securities, purchased loans
and over-the-counter derivative contracts whose fair value is determined using a pricing model without significant
unobservable market data inputs.

Level 3 — Valuations derived from valuation techniques in which one or more significant inputs or significant value
drivers are unobservable in active markets.

NAYV Practical Expedient — Investments that calculate NAV per share (or its equivalent) as a practical expedient. These
investments have been excluded from the fair value hierarchy.

(a) Fair Value Measurements on a Recurring Basis

The following table presents fair value measurements for classes of Federated’s financial assets and liabilities
measured at fair value on a recurring basis:

Level NAV

(in thousands) Level 1 Level2 3 Practical Total
Expedient

June 30, 2017
Financial Assets
Cash and cash equivalents $84,866 $0 $0 $30,302 $115,168
Available-for-sale equity securities 93,752 0 0 23,260 117,012
Trading securities—equity 3,601 541 0 133 4,365
Trading securities—debt 0 46,230 O 0 46,230
Other! 10 594 840 0 1,444
Total financial assets $182,319 $47,365 $840 $53,695 $284,219
Total financial liabilities? $15 $0 $1,721 $0 $1,736
December 31, 2016
Financial Assets
Cash and cash equivalents $54,725 $0 $0 $50,114 $104,839
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Available-for-sale equity securities 103,996 0 0 26,789 130,785
Trading securities—equity 13,866 0 0 6,193 20,059
Trading securities—debt 0 45,466 O 0 45,466
Other! 19 0 840 0 859

Total financial assets $172,606 $45,466 $840 $ 83,096 $302,008
Total financial liabilities? $2 $358 $1,931 $0 $2,291

Amounts include structured trade finance loans held by Federated as well as futures contracts and/or foreign

currency forward contracts held within certain consolidated Federated Funds.

Amounts include acquisition-related future consideration liabilities and may include foreign currency forward
2 contracts and/or futures contracts held within certain consolidated Federated Funds, as well as certain liabilities

attributable to structured trade finance loans held by Federated.
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The following is a description of the valuation methodologies used for financial assets and liabilities measured at fair
value on a recurring basis. Federated did not hold any nonfinancial assets or liabilities measured at fair value on a
recurring basis at June 30, 2017 or December 31, 2016.

Cash and cash equivalents

Cash and cash equivalents include investments in money market funds and deposits with banks. Investments in money
market Federated Funds totaled $108.5 million and $96.7 million at June 30, 2017 and December 31, 2016,
respectively. Cash investments in publicly available money market funds are valued under the market approach
through the use of quoted market prices in an active market, which is the NAV of the funds, and are classified within
Level 1 of the valuation hierarchy. For an investment in a money market Federated Fund that is not publicly available
but for which the NAV is calculated daily and for which there are no redemption restrictions, the security is valued
using NAYV as a practical expedient and is excluded from the fair value hierarchy. This investment is included in the
NAYV Practical Expedient column in the table above.

Available-for-sale equity securities

Available-for-sale equity securities include investments in fluctuating-value Federated Funds and are included in
Investments—affiliates on the Consolidated Balance Sheets. For investments in Federated Funds that are publicly
available, the securities are valued under the market approach through the use of quoted market prices available in an
active market, which is the NAV of the funds, and are classified within Level 1 of the valuation hierarchy. For certain
investments in Federated Funds that are not publicly available but for which the NAV is calculated daily and for
which there are no redemption restrictions, the securities are valued using NAV as a practical expedient and are
excluded from the fair value hierarchy. These investments are included in the NAV Practical Expedient column in the
table above.

Trading securities—equity

Trading securities—equity primarily represent certain equity investments held in Separate Accounts (included in
Investments—other on the Consolidated Balance Sheets) as well as equity securities held by consolidated Federated
Funds (included in Investments—consolidated investment companies on the Consolidated Balance Sheets). For publicly
traded equity securities available in an active market, the fair value of these securities is classified as Level 1 when the
fair value is based on quoted market prices. The fair value of certain equity securities traded principally in foreign
markets and held by consolidated Federated Funds are determined by a third-party pricing service (Level 2). For
certain investments in Federated Funds that are not publicly available but for which the NAV is calculated daily and
for which there are no redemption restrictions, the investments are valued using NAYV as a practical expedient and are
excluded from the fair value hierarchy. These investments are included in the NAV Practical Expedient column in the
table above.

Trading securities—debt

Trading securities—debt primarily represent domestic bonds held by consolidated Federated Funds. The fair value of
these securities may include observable market data such as valuations provided by independent pricing services after
considering factors such as the yields or prices of investments of comparable quality, coupon, maturity, call rights and
other potential prepayments, terms and type, reported transactions, indications as to values from dealers and general
market conditions (Level 2).
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(b) Fair Value Measurements on a Nonrecurring Basis
Federated did not hold any assets or liabilities measured at fair value on a nonrecurring basis at June 30, 2017.
(c) Fair Value Measurements of Other Financial Instruments

The fair value of Federated’s debt is estimated by management using observable market data (Level 2). Based on this
fair value estimate, the carrying value of debt appearing on the Consolidated Balance Sheets approximates fair value.

(8) Debt

On June 5, 2017, Federated entered into an unsecured Third Amended and Restated Credit Agreement by and among
Federated, certain of its subsidiaries as guarantors party thereto, a syndicate of ten banks as Lenders party thereto,
PNC Bank, National Association as administrative agent, PNC Capital Markets LLC, as sole bookrunner and joint
lead arranger, Citigroup Global Markets, Inc., as joint lead arranger, Citibank, N.A. as syndication agent, and TD
Bank, N.A. as documentation agent (Credit Agreement). The Credit Agreement amended and restated Federated's
prior unsecured Second Amended and Restated Credit
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Agreement, which was dated June 24, 2014 and scheduled to mature on June 24, 2019 (Prior Credit Agreement). The
Credit Agreement refinanced $200 million available on the revolving credit facility and $178.5 million outstanding on
the term loan facility under the Prior Credit Agreement, replacing both with a $375 million revolving credit facility
which has an additional $200 million available via an optional increase (or accordion) feature. Federated had no
borrowings under the previous revolving credit facility. The Credit Agreement does not include a term loan facility.

The Credit Agreement, which expires on June 5, 2022, has no principal payment schedule, but instead requires that
any outstanding principal be repaid by the expiration date. Federated, however, may elect to make discretionary
principal payments prior to the expiration date. As of June 30, 2017, outstanding borrowings under the revolving
credit facility were $178.5 million and were recorded in Long-term debt on the Consolidated Balance Sheets. The
interest rate was 2.201% as of June 30, 2017, which was calculated at the London Interbank Offering Rate (LIBOR)
plus a spread. The commitment fee under the Credit Agreement currently is 0.125% per annum on the daily amount of
the unused portion of each Lender's commitment. As of June 30, 2017, Federated has $196.5 million available for
borrowings in its revolving credit facility.

As of December 31, 2016, the outstanding balance on the term loan facility under the Prior Credit Agreement was
$191.3 million, which consisted of $25.5 million recorded in Short-term debt and $165.8 million recorded in
Long-term debt. The interest rate was 1.745% as of December 31, 2016, which was calculated as LIBOR plus a
spread.

The Credit Agreement, similar to the Prior Credit Agreement, includes representations and warranties, affirmative and
negative financial covenants, including an interest coverage ratio covenant and a leverage ratio covenant, reporting
requirements and other non-financial covenants. Federated was in compliance with all covenants at and during the six
months ended June 30, 2017 (see the Liquidity and Capital Resources section of Management's Discussion and
Analysis for additional information). The Credit Agreement also has certain stated events of default and cross default
provisions which would permit the lenders/counterparties to accelerate the repayment of the debt if not cured within
the applicable grace periods. The events of default generally include breaches of contract, failure to make required
loan payments, insolvency, cessation of business, notice of lien or assessment, and other proceedings, whether
voluntary or involuntary, that would require the repayment of amounts borrowed. The Credit Agreement also requires
certain subsidiaries to enter into a Second Amended and Restated Continuing Agreement of Guaranty and Suretyship
to guarantee payment of all obligations incurred through the Credit Agreement.

(9) Share-Based Compensation Plans

(a) Restricted Stock

During the first six months of 2017, Federated awarded 543,570 shares of restricted Federated Class B common stock,
nearly all of which was granted in connection with a bonus program in which certain key employees received a
portion of their bonus in the form of restricted stock under Federated’s Stock Incentive Plan. This restricted stock,

which was granted on the bonus payment date and issued out of treasury, will generally vest over a three-year period.
The remaining shares were awarded to certain key employees and generally vest over a ten-year period.
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During 2016, Federated awarded 943,160 shares of restricted Federated Class B common stock under its Stock
Incentive Plan. Of this amount, 464,660 shares were awarded in connection with the aforementioned bonus program
in 2016. The remaining shares were awarded to certain k