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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q

(Mark One)

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

For the quarterly period ended September 30, 2018

OR

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

For the transition period from to
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Commission file number 001-13913

WADDELL & REED FINANCIAL, INC.

(Exact name of registrant as specified in its charter)

Delaware 51-0261715

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

of incorporation or organization)  Identification No.)
6300 Lamar Avenue

Overland Park, Kansas 66202

(Address, including zip code, of Registrant’s principal executive offices)

(913) 236-2000

(Registrant’s telephone number, including area code)

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 No

Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted 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 such files). Yes No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
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 ~ Accelerated filer

Non-accelerated filer Smaller reporting company
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Emerging growth company

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.

Indicate by check mark whether the registrant is a shell company (as defined by Rule 12b-2 of the Exchange Act).
Yes No

Shares outstanding of each of the registrant’s classes of common stock as of the latest practicable date:

Class Outstanding as of October 26, 2018
Class A common stock, $.01 par value 78,318,708
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PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS

WADDELL & REED FINANCIAL, INC. AND SUBSIDIARIES

Consolidated Balance Sheets

(in thousands)

Assets:

Cash and cash equivalents

Cash and cash equivalents - restricted
Investment securities

Receivables:

Funds and separate accounts

Customers and other

Prepaid expenses and other current assets
Total current assets

Property and equipment, net

Goodwill and identifiable intangible assets
Deferred income taxes

Other non-current assets

Total assets

Liabilities:

Accounts payable

Payable to investment companies for securities
Payable to third party brokers

Payable to customers

Short-term notes payable

Accrued compensation

Other current liabilities

Total current liabilities

Long-term debt

September 30,
2018
(Unaudited)

$ 270,478
29,175
588,407

22,319
121,822
27,762
1,059,963

69,340
145,869
8,241
9,382

$ 1,292,795

$ 40,479
37,941
22,284
57,917
58,467
45,556
262,644

94,836

December 31,
2017

207,829
28,156
700,492

25,664
131,108
25,593
1,118,842

87,667
147,069
13,308
17,476
1,384,362

38,998
43,422
25,153
66,830
94,996
47,643
44,797
361,839

94,783
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Accrued pension and postretirement costs 9,472 15,137
Other non-current liabilities 16,200 25,210
Total liabilities 383,152 496,969

Commitments and contingencies
Redeemable noncontrolling interests 16,133 14,509

Stockholders’ equity:

Preferred stock—$1.00 par value: 5,000 shares authorized; none issued — —
Class A Common stock—$0.01 par value: 250,000 shares authorized,;

99,701 shares issued; 78,904 shares outstanding (82,687 at

December 31, 2017) 997 997
Additional paid-in capital 312,213 301,410
Retained earnings 1,170,785 1,092,394
Cost of 20,797 common shares in treasury (17,014 at December 31, 2017) (589,391) (522,441)
Accumulated other comprehensive (loss) income (1,094) 524

Total stockholders’ equity 893,510 872,884

Total liabilities, redeemable noncontrolling interests and stockholders’
equity $ 1,292,795 1,384,362

See accompanying notes to the unaudited consolidated financial statements.
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WADDELL & REED FINANCIAL, INC. AND SUBSIDIARIES
Consolidated Statements of Income

(Unaudited, in thousands, except for per share data)

For the three months

ended September 30,
2018 2017
Revenues:
Investment management fees $ 129,302 134,149
Underwriting and distribution fees 140,308 128,892
Shareholder service fees 25,508 26,406
Total 295,118 289,447

Operating expenses:

Distribution 116,591 106,878
Compensation and benefits (including share-based

compensation of $12,856, $14,180, $42,526 and

$42,419, respectively) 64,561 69,636
General and administrative 17,559 23,400
Technology 15,414 16,039
Occupancy 7,148 7,645
Marketing and advertising 2,461 3,197
Depreciation 8,141 5,230
Subadvisory fees 3,767 3,566
Intangible asset impairment — —
Total 235,642 235,591
Operating income 59,476 53,856
Investment and other income 1,697 33,293
Interest expense (1,555) (2,796)
Income before provision for income taxes 59,618 84,353
Provision for income taxes 13,105 29,499
Net income 46,513 54,854
Net income (loss) attributable to redeemable

noncontrolling interests 208 1,272

Net income attributable to Waddell & Reed
Financial, Inc. $ 46,305 53,582

For the nine months

ended September 30,

2018 2017

$ 393,385 395,463
416,222 386,499
78,464 80,706
888,071 862,668
345,376 324,375
199,174 202,003
56,240 68,882
49,293 50,796
21,081 22,978
7,638 9,072
19,262 15,626
11,158 9,457
1,200 1,500
710,422 704,689
177,649 157,979
5,354 39,302
(4,908) (8,370)
178,095 188,911
41,355 74,988
136,740 113,923
(380) 2,408

$ 137,120 111,515
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Net income per share attributable to Waddell and Reed
Financial, Inc. common shareholders, basic and
diluted: $ 0.58 0.64 $ 1.69 1.33

Weighted average shares outstanding, basic and
diluted: 79,595 83,476 81,372 83,719

See accompanying notes to the unaudited consolidated financial statements.
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WADDELL & REED FINANCIAL, INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income

(Unaudited, in thousands)

For the three months

ended September 30,
2018 2017
Net income $ 46,513 54,854
Other comprehensive income:
Unrealized appreciation (depreciation) of available for
sale investment securities during the period, net of income
tax expense (benefit) of $80, $364, $(218) and $(1,310),
respectively 262 2,070
Postretirement benefit, net of income tax benefit of $(7),
$(16), $(22) and $(51), respectively (24) (30)
Comprehensive income 46,751 56,894
Comprehensive income (loss) attributable to redeemable
noncontrolling interests 208 1,272
Comprehensive income attributable to Waddell & Reed
Financial, Inc. $ 46,543 55,622

See accompanying notes to the unaudited consolidated financial statements.

For the nine months
ended September 30,
2018 2017

$ 136,740 113,923

(700) 6,904

(70) 87
135,970 120,740
(380) 2,408

$ 136,350 118,332

10
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WADDELL & REED FINANCIAL, INC. AND SUBSIDIARIES

Consolidated Statement of Stockholders’ Equity and Redeemable Noncontrolling Interests
For the Nine Months Ended September 30, 2018

(Unaudited, in thousands)

Accumulated Redeemab]
Additional Other Total Non
Common Stock Paid-In Retained Treasury Comprehensive Stockholders’  Controlling
Shares Amount Capital Earnings Stock Income (Loss) Equity interest
nce at
ember 31, 2017 99,701 $ 997 301,410 1,092,394  (522,441) 524 872,884 14,509
ption of
gnition and
surement of
ncial assets and
lities guidance
U 2016-01) on
ary 1, 2018 — — — 812 — (812) — —
ption of
1ssification of
ffects from
imulated other
prehensive
me (loss)
ance (ASU
3-02) on January
)18 36 (36) — —
income (loss) — — — 137,120 — — 137,120 (380)
subscription of
emable
controlling
‘ests in
1sored funds — — — — — — — 2,004
ognition of
ty compensation — — 32,871 991 — — 33,862 —

ance/forfeiture
onvested shares — — (22,068) 22,068 — —
— — — (60,568) — — (60,568) —

11
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dends accrued,

5 per share

urchase of

mon stock — — — — (89,018) — (89,018) —

T

prehensive loss — — — — — (770) (770) —
ince at

ember 30, 2018 99,701 $ 997 312,213 1,170,785 (589,391) (1,094) 893,510 16,133

See accompanying notes to the unaudited consolidated financial statements.
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WADDELL & REED FINANCIAL, INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows

(Unaudited, in thousands)

Cash flows from operating activities:

Net income

Adjustments to reconcile net income to net cash provided by (used in) operating
activities:

Depreciation and amortization

Write-down of impaired assets

Amortization of deferred sales commissions

Share-based compensation

Investments loss (gain), net

Net purchases of trading securities

Deferred income taxes

Net change in equity securities and trading debt securities held by consolidated
sponsored funds

Other

Changes in assets and liabilities:

Customer and other receivables

Payable to investment companies for securities and payable to customers
Receivables from funds and separate accounts

Other assets

Accounts payable and payable to third party brokers

Other liabilities

Net cash provided by (used in) operating activities

Cash flows from investing activities:

Purchases of available for sale and equity method securities

Proceeds from sales of available for sale and equity method securities
Proceeds from maturities of available for sale securities

Additions to property and equipment

Net cash provided by (used in) investing activities

Cash flows from financing activities:
Dividends paid

For the nine months ended

September 30,

2018 2017

$ 136,740 113,923
19,262 15,626
1,200 1,500
2,682 3,799
42,526 42,419
2,521 (9,157)
(4,387) (36,643)
5,307 13,638
71,452 (123,865)
2,973 (30,793)
9,286 13,372
(14,394) (26,171)
3,345 4,671
7,650 5,050
(1,388) (3,510)
(21,042) 3,975

$ 263,733 (12,166)
(56,840) (291,539)
1,157 92,936
100,085 4,981
(1,831) (5,358)

$ 42,571 (198,980)
(61,531) (115,691)

13
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Repurchase of common stock

Repayment of short-term debt, net of debt issuance costs

Net subscriptions, (redemptions, distributions and deconsolidations) of
redeemable noncontrolling interests in sponsored funds

Other

Net cash used in financing activities

Net increase (decrease) in cash and cash equivalents

Cash, cash equivalents, and restricted cash at beginning of period
Cash, cash equivalents, and restricted cash at end of period

See accompanying notes to the unaudited consolidated financial statements.

7

(88,166)
(94,943)

2,004

$ (242,636)

63,668
235,985
$ 299,653

(15,635)

17,575
131
(113,620)

(324,766)
586,239
261,473

14
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WADDELL & REED FINANCIAL, INC.

NOTES TO THE UNAUDITED CONSOLIDATED FINANCIAL STATEMENTS

1.Description of Business and Significant Accounting Policies

Waddell & Reed Financial, Inc. and Subsidiaries

LR T3 29 ¢

Waddell & Reed Financial, Inc. (hereinafter referred to as the “Company,” “we,” “our” or “us”) is a holding company,
incorporated in the state of Delaware in 1981, that conducts business through its subsidiaries. Founded in 1937, we are
one of the oldest mutual fund complexes in the United States, having introduced the Waddell & Reed Advisors group
of mutual funds (the “Advisors Funds”) in 1940. Over time, we added additional mutual funds: Ivy Funds (the “Ivy
Funds”); Ivy Variable Insurance Portfolios, our variable product offering (“Ivy VIP”); InvestEd Portfolios, our 529
college savings plan (“InvestEd”); and the Ivy High Income Opportunities Fund, a closed-end mutual fund (“IVH”). In
2016, we introduced the Ivy NextShares® exchange-traded managed funds (“Ivy NextShares”) (collectively, Ivy Funds,
Ivy VIP, InvestEd, IVH, and Ivy NextShares are referred to as the “Funds”). On February 26, 2018, we completed the
merger of Advisor Funds into Ivy Funds with substantially similar objectives and strategies. As of September 30,

2018, we had $79.5 billion in assets under management.

We derive our revenues from providing investment management and advisory services, investment product
underwriting and distribution, and shareholder services administration to the Funds and institutional and separately
managed accounts. Investment management and/or advisory fees are based on the amount of average assets under
management and are affected by sales levels, financial market conditions, redemptions and the composition of assets.
Our underwriting and distribution revenues consist of fees earned on fee based asset allocation programs and related
advisory services, asset based service and distribution fees promulgated under the 1940 Act (“Rule 12b-17), distribution
fees on certain variable products, and commissions derived from sales of investment and insurance products. The
products sold have various commission structures and the revenues received from those sales vary based on the type
and dollar amount sold. Shareholder service fee revenue includes transfer agency fees, custodian fees from retirement
plan accounts, portfolio accounting and administration fees, and is earned based on assets under management or
number of client accounts. Our major expenses are for commissions, employee compensation, field services, dealer
services, information technology, occupancy and marketing and advertising.

Basis of Presentation

15
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We have prepared the accompanying unaudited consolidated financial statements pursuant to the rules and regulations
of the SEC. Certain information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States have been condensed or omitted
pursuant to such rules and regulations, although we believe that the disclosures are adequate to enable a reasonable
understanding of the information presented. The information in this Quarterly Report on Form 10-Q should be read in
conjunction with Part I, Item 2 “Management’s Discussion and Analysis of Financial Condition and Results of
Operations” and our audited financial statements and notes thereto included in our Annual Report on Form 10-K for the
year ended December 31, 2017 (the “2017 Form 10-K”). Certain amounts in the prior year’s financial statements have
been reclassified for consistent presentation.

The accompanying unaudited consolidated financial statements are prepared consistent with the accounting policies
described in Note 1 to the consolidated financial statements included in our 2017 Form 10-K with the exception of the
adoption of Accounting Standards Update (“ASU”) 2014-09, “Revenue from Contracts from Customers,” ASU 2016-01,
“Recognition and Measurement of Financial Assets and Financial Liabilities,” ASU 2016-18, “Statement of Cash Flows:
Restricted Cash,” ASU 2017-07, “Compensation-Retirement Benefits: Improving the Presentation of Net Periodic
Pension Cost and Net Periodic Postretirement Benefit Cost,” and ASU 2018-02, “Reclassification of Certain Tax Effects
from Accumulated Other Comprehensive Income,” which all became effective January 1, 2018.

16
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The implementation of ASU 2014-09 did not have a material impact on the measurement or recognition of revenue
from prior periods. See Note 3 — Revenue Recognition, for additional accounting policy information and the additional
disclosures required by this ASU. Upon adoption of ASU 2016-01, we reclassified net unrealized holding gains, net of
taxes, related to our available for sale investment portfolio from accumulated other comprehensive income to retained
earnings. See consolidated statement of stockholders’ equity and redeemable noncontrolling interests for the financial
statement reclassification impact of adopting this ASU. Upon adoption of ASU 2016-18, the Cash and cash
equivalents — restricted financial statement line item was included as a component of cash and cash equivalents on the
Company’s consolidated statements of cash flows for all periods presented. The adoption of ASU 2017-07 changed the
income statement presentation of our noncontributory retirement plan that covers substantially all employees and
certain vested employees of our former parent company (the ‘“Pension Plan) by requiring separation between operating
expense (service cost component) and non-operating expense (all other components, including interest cost,
amortization of prior service cost, mark-to-market gains and losses, curtailments and settlements, etc.). In addition,
only the service cost component is eligible for capitalization as part of an asset. The adoption of this ASU had no
effect on our net income because it only impacted the classification of certain information on the consolidated
statements of income. An amendment to freeze the Pension Plan was approved effective September 30, 2017;
therefore, after September 30, 2017, we no longer incur service costs. The service cost component of net periodic
benefit cost was recognized in compensation and related costs through September 30, 2017. The other components of
net periodic cost were reclassified to investment and other income (loss) on a retrospective basis. Upon early adoption
of ASU 2018-02 tax effects that were stranded in other comprehensive income due to the Tax Reform Act were
reclassified from accumulated other comprehensive income to retained earnings. The adoption of this ASU did not
have a material impact on our consolidated financial statements and related disclosures. See consolidated statement of
stockholders’ equity and redeemable noncontrolling interests for the financial statement reclassification impact of
adopting this ASU.

Additionally, during the first quarter of 2018, we changed the presentation of certain line items in the consolidated
statements of income that were intended to improve the transparency of the Company’s financial statements through
clearer alignment of operating expenses with financial statement captions. Specifically, the Company revised its
accounting policy related to the reporting of indirect underwriting and distribution expenses in the former
underwriting and distribution caption and certain expenses historically reported as general and administrative.
Expenses previously recorded as Underwriting and distribution expenses were retrospectively reclassified into (a) the
following existing operating expense captions: Compensation and benefits and General and administrative, and (b) the
following newly created operating expense captions: Distribution, Technology, Occupancy, and Marketing and
advertising. Certain expenses historically reported as general and administrative were retrospectively reclassified into
the following newly created operating expense captions: Technology, Occupancy, and Marketing and advertising. The
Company considered the change in policy to be preferable and did not consider the change to be material to its
consolidated financial statements. These changes were applied retrospectively to all periods presented and did not
affect net income attributable to the Company.

In our opinion, the accompanying unaudited consolidated financial statements reflect all adjustments (consisting of
only a normal and recurring nature) necessary to present fairly our financial position at September 30, 2018 and the
results of operations and cash flows for the nine months ended September 30, 2018 and 2017 in conformity with

17
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accounting principles generally accepted in the United States.

18



Edgar Filing: WADDELL & REED FINANCIAL INC - Form 10-Q

Table of contents

2.New Accounting Guidance

In February 2016, the Financial Accounting Standards Board (“FASB”) issued ASU 2016-02, Leases, which increases
transparency and comparability among organizations by establishing a right-of-use model that requires a lessee to
record a right-of-use asset and a lease liability on the balance sheet with additional disclosures of key information
about leasing arrangements. This ASU is effective for fiscal years beginning after December 15, 2018, including
interim periods within those fiscal years. Early adoption is permitted and certain practical expedients are available.
The Company will adopt the provisions of this guidance on January 1, 2019. We expect to elect the ‘package of
practical expedients’, which allows us not to reassess under the new standard our prior conclusions about lease
identification, lease classification and initial direct costs. We also expect to elect a practical expedient to use hindsight
in determining the lease term and in assessing impairment of the entity’s right-of-use assets. Additionally, we
currently expect to elect the short-term lease recognition exemption for all leases that qualify. This means, for those
leases that qualify, we will not recognize right-of-use assets or lease liabilities, and this includes not recognizing
right-of-use assets or lease liabilities for existing short-term leases of those assets in transition. The Company has
identified its population of impacted leases and continues to evaluate the impact that the ASU will have on its
consolidated financial statements and related disclosures. While we continue to assess all of the effects of adoption,
we currently believe the most significant effects on our financial statements relate to the recognition of new
right-of-use assets and lease liabilities on our balance sheet for our real estate operating leases and providing new
disclosures about our leasing activities.

In June 2018, FASB issued ASU 2018-07, Compensation — Stock Compensation: Improvements to Nonemployee
Share-Based Payment Accounting, which simplifies the accounting for share—based payments granted to nonemployees
by aligning the accounting with the requirements for employee share—based compensation. This ASU is effective for
fiscal years, and for interim periods within those fiscal years, beginning after December 15, 2018, with early adoption
permitted. The Company will adopt the provisions of this guidance on January 1, 2019. We have concluded that the
adoption of this ASU will have an immaterial impact on our consolidated financial statements and related disclosures.

In August 2018, FASB issued ASU 2018-13, Fair Value Measurement (Topic 820): Disclosure Framework — Changes
to the Disclosure Requirements for Fair Value Measurement, which eliminates certain disclosure requirements for fair
value measurements, requires entities to disclose new information, and modifies existing disclosure requirements.
This ASU is effective for fiscal years, and for interim periods within those fiscal years, beginning after December 15,
2019, with early adoption permitted. We are evaluating the impact the adoption of this ASU will have on our
consolidated financial statements and related disclosures.

In August 2018, FASB issued ASU 2018-14, Compensation — Retirement Benefits — Defined Benefit Plans — General
(Subtopic 715-20): Disclosure Framework — Changes to the Disclosure Requirements for Defined Benefit Plans, which
removes certain disclosures that are not considered cost beneficial, clarifies certain required disclosures and adds

19
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additional disclosures. This ASU is effective for fiscal years, and for interim periods within those fiscal years,
beginning after December 15, 2020, with early adoption permitted. We are evaluating the impact the adoption of this
ASU will have on our consolidated financial statements and related disclosures.

In August 2018, FASB issued ASU 2018-15, Intangibles — Goodwill and Other — Internal-Use Software (Subtopic
350-40): Customer’s Accounting for Implementation Costs Incurred in a Cloud Computing Arrangement that is a
Service Contract, which aligns the requirements for capitalizing implementation costs incurred in a hosting
arrangement that is a service contract with the requirements for capitalizing implementation costs incurred to develop
or obtain internal-use software (and hosting arrangements that include an internal-use software license). This ASU is
effective for fiscal years, and for interim periods within those fiscal years, beginning after December 15, 2019, with
early adoption permitted. We are evaluating the impact the adoption of this ASU will have on our consolidated
financial statements and related disclosures.

3.Revenue Recognition

As of January 1, 2018, the Company adopted ASU 2014-09, “Revenue from Contracts with Customers” and all
subsequent ASUs that modified Accounting Standards Codification (“ASC”) 606, “Revenue from Contracts with
Customers.” The Company elected to apply the standard utilizing the cumulative effect approach. The implementation
of the new standard did not have a material impact on the measurement or recognition of revenue.

10
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Investment Management and Advisory Fees

We recognize investment management fees as earned over the period in which investment management services are
provided. While our investment management contracts are long-term in nature, the performance obligations are
generally satisfied daily or monthly based on assets under management. We calculate investment management fees
from the Funds daily based upon average daily net assets under management in accordance with investment
management agreements between the Funds and the Company. The majority of investment and/or advisory fees
earned from institutional and separate accounts are calculated either monthly or quarterly based upon an average of
net assets under management in accordance with such investment management agreements. The Company may waive
certain fees for investment management services at its discretion, or in accordance with contractual expense
limitations, and these waivers are reflected as a reduction to investment management fees on the consolidated
statements of income.

The Company has contractual arrangements with third parties to provide subadvisory services. Investment advisory
fees are recorded gross of any subadvisory payments and are included in investment management fees based on
management’s determination that the Company is acting in the capacity of principal service provider with respect to its
relationship with the Funds. Any corresponding fees paid to subadvisors are included in operating expenses.

Underwriting, Distribution and Shareholder Service Fees

Fee based asset allocation revenues are calculated monthly based upon average daily net assets under management. For
certain types of investment products, primarily variable annuities, distribution revenues are generally calculated based
upon average daily net assets under management. Fees collected from independent financial advisors associated with
Waddell & Reed, Inc. for various services are recorded in underwriting and distribution fees on a gross basis, as the
Company is the principal in these arrangements.

Under a Rule 12b-1 service plan, the Funds may charge a maximum fee of 0.25% of the average daily net assets under
management for Ivy Funds Class C, E and Y shares for expenses paid to broker-dealers and other sales professionals
in connection with providing ongoing services to the Funds’ shareholders and/or maintaining the Funds’ shareholder
accounts, with the exception of the Funds’ Class R shares, for which the maximum fee is 0.50%. The Funds’ Class C
shares may charge a maximum of 0.75% of the average daily net assets under management under a Rule 12b-1
distribution plan to broker-dealers and other sales professionals for their services in connection with distributing
shares of that class. The Funds’ Class A shares may charge a maximum fee of 0.25% of the average daily net assets
under management under a Rule 12b-1 service and distribution plan for expenses detailed previously. The Rule 12b-1
plans are subject to annual approval by the Funds’ board of trustees, including a majority of the disinterested members,
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by votes cast in person at a meeting called for the purpose of voting on such approval. All Funds may terminate the
service and distribution plans at any time with approval of fund trustees or portfolio shareholders (a majority of either)
without penalty.

Underwriting and distribution commission revenues resulting from the sale of investment products are recorded upon
satisfaction of performance obligations, which occurs on the trade date. When a client purchases Class A or Class E
shares (front-end load), the client pays an initial sales charge of up to 5.75% of the amount invested. The sales charge
for Class A or Class E shares typically declines as the investment amount increases. In addition, investors may
combine their purchases of all fund shares to qualify for a reduced sales charge. When a client invests in a fee-based
asset allocation product, Class I or Y shares are purchased at net asset value, and we do not charge an initial sales
charge.

Underwriting and distribution revenues resulting from payments from independent financial advisors for office space,
compliance oversight and affiliation fees are earned over the period in which the service is provided, which is
generally monthly and is based on a fee schedule.

11
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Shareholder service fee revenue primarily includes transfer agency fees, custodian fees from retirement plan accounts,
and portfolio accounting and administration fees. Transfer agency fees and portfolio accounting and administration

fees are asset based revenues or account based revenues, while custodian fees from retirement plan accounts are based

on the number of client accounts. Custodian fees, transfer agency fees and portfolio accounting and administration

fees are earned upon completion of the service when all performance obligations have been satisfied.

All revenue recognized in the consolidated statements of income is considered to be revenue from contracts with
customers. The vast majority of revenue is determined based on average assets and is earned daily or monthly or is
transactional and is earned on the trade date. As such, revenue from remaining performance obligations is not
significant. The following table depicts the disaggregation of revenue by product and distribution channel:

Investment management fees:

Funds

Institutional

Total investment management fees
Underwriting and distribution fees:
Unaffiliated

Rule 12b-1 service and distribution fees
Sales commissions on front-end load
mutual fund and variable annuity sales
Other revenues

Total unaffiliated distribution fees
Broker-Dealer

Fee-based asset allocation product
revenues

Rule 12b-1 service and distribution fees
Sales commissions on front-end load
mutual fund and variable annuity sales
Sales commissions on other products
Other revenues

Total broker-dealer distribution fees
Total distribution fees

Shareholder service fees:

Total shareholder service fees

Three months
ended
September 30,
2018

(in thousands)

$ 123,764
5,538
$ 129,302

$ 19,707

441
126
$ 20,274

$ 69,468
18,106

13,651
9,111
9,698
120,034
$ 140,308

$ 25,508

Three months
ended
September 30,
2017

128,078
6,071
134,149

22,322

353
217
22,892

61,115
19,026

12,941
7,974
4,944
106,000
128,892

26,406

Nine months
ended
September 30,
2018

(in thousands)

376,193
17,192
393,385

60,734

1,418
459
62,611

201,565
54,591

41,900
26,632
28,923
353,611
416,222

78,464

Nine months
ended
September 30,
2017

376,563
18,900
395,463

69,191

1,118
996
71,305

176,184
56,544

41,796
23,671
16,999
315,194
386,499

80,706
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$ 295,118 289,447 888,071

862,668
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4. Investment Securities

Investment securities at September 30, 2018 and December 31, 2017 are as follows:

September 30, December 31,
2018 2017
(in thousands)
Available for sale securities:

Certificates of deposit $ 5,002 12,999
Commercial paper 7,920 34,978
Corporate bonds 180,780 197,442
U.S. Treasury bills 25,445 19,779
Total available for sale securities 219,147 265,198
Trading debt securities:

Certificates of deposit — 1,999
Commercial paper 1,981 —
Corporate bonds 58,545 55,414
U.S. Treasury bills 8,810 4,929
Mortgage-backed securities 8 10
Consolidated sponsored funds 35,086 62,038
Total trading securities 104,430 124,390
Equity securities:

Common stock 8,088 116
Sponsored funds(1) 160,852 137,857
Sponsored privately offered funds 839 695
Consolidated sponsored funds 32,548 77,048
Total equity securities 202,327 215,716
Equity method securities:

Sponsored funds 62,503 95,188
Total securities $ 588,407 700,492

(1) Includes $124.0 million of investments at December 31, 2017, that were previously reported as available for sale
securities prior to the adoption of ASU 2016-01 on January 1, 2018. Refer to Note 1 — Description of Business and
Significant Accounting Policies — Basis of Presentation.

Certificates of deposit, commercial paper, corporate bonds and U.S. Treasury bills accounted for as available for sale
and held as of September 30, 2018 mature as follows:

25



Edgar Filing: WADDELL & REED FINANCIAL INC - Form 10-Q

Amortized
cost Fair value
(in thousands)
Within one year $ 90,565 90,143
After one year but within five years 130,562 129,004
$ 221,127 219,147

Commercial paper, corporate bonds, U.S. Treasury bills and mortgage-backed securities accounted for as trading and
held as of September 30, 2018 mature as follows:

Fair value
(in thousands)
Within one year $ 25,031
After one year but within five years 39,654
After 10 years 4,659
$ 69,344

13
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The following is a summary of the gross unrealized gains (losses) related to securities classified as available for sale at

September 30, 2018:

Amortized

cost

(in thousands)
Available for sale securities:

Certificates of deposit $ 5,000
Commercial paper 7,902
Corporate bonds 182,276
U.S. Treasury bills 25,949
$ 221,127

Unrealized
gains

2
18
7

27

Unrealized
losses

(1,503)
(504)
(2,007)

Fair value

5,002
7,920
180,780
25,445
219,147

The following is a summary of the gross unrealized gains (losses) related to securities classified as available for sale at

December 31, 2017:

Amortized

cost

(in thousands)
Available for sale securities:

Certificates of deposit $ 13,000
Commercial paper 34,836
Corporate bonds 198,404
U.S. Treasury bills 20,019
$ 266,259

Unrealized
gains

1
142
33

176

Unrealized
losses

2
(995)
(240)
(1,237)

Fair value

12,999
34,978
197,442
19,779
265,198

A summary of available for sale investment securities with fair values below carrying values at September 30, 2018

and December 31, 2017 is as follows:

Less than 12 months 12 months or longer Total
Unrealized Unrealized Unrealized
September 30, 2018 Fair value losses Fair value losses Fair value losses
(in thousands)
Corporate bonds $ 55,682 (293) 112,246 (1,210) 167,928 (1,503)
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U.S. Treasury bills 5,920 (16) 19,525 (488) 25,445 (504)
$ 61,602 (309) 131,771 (1,698) 193,373 (2,007)
Less than 12 months 12 months or longer Total
Unrealized Unrealized Unrealized

December 31, 2017 Fair value losses Fair value losses Fair value losses

(in thousands)
Certificates of deposit $ 2,998 ) — — 2,998 2)
Corporate bonds 192,409 (995) — — 192,409 (995)
U.S. Treasury bills 19,779 (240) — — 19,779 (240)

$ 215,186 (1,237) — — 215,186 (1,237)

The Company’s investment portfolio included 46 securities, having an aggregate fair value of $193.4 million, which
were in an unrealized loss position at September 30, 2018, compared to 53 securities, with an aggregate fair value of
$215.2 million at December 31, 2017.

The Company evaluated all of the available for sale securities in an unrealized loss position at September 30, 2018
and December 31, 2017, and concluded no other-than-temporary impairment existed at September 30, 2018 or
December 31, 2017. The unrealized losses in the Company’s investment portfolio at September 30, 2018 were
primarily caused by changes in interest rates. At this time, the Company does not intend to sell, and does not believe it
will be required to sell these securities before recovery of their amortized cost.

14
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Sponsored Funds

The Company has classified its equity investments in the Ivy Funds as equity method investments (when the Company
owns between 20% and 50% of the fund) or equity securities (when the Company owns less than 20% of the

fund). These entities do not meet the criteria of a variable interest entity (“VIE”) and are considered to be voting interest
entities (“VOE”). The Company has determined the Ivy Funds are VOEs because the structure of the investment
products is such that the voting rights held by the equity holders provide for equality among equity investors.

Sponsored Privately Offered Funds

The Company holds an interest in a privately offered fund structured in the form of a limited liability company. The
members of this entity have the substantive ability to remove the Company as managing member or dissolve the entity
upon a simple majority vote. This entity does not meet the criteria of a VIE and is considered to be a VOE.

Consolidated Sponsored Funds

The following table details the balances related to consolidated sponsored funds at September 30, 2018, and at
December 31, 2017, as well as the Company’s net interest in these funds:

September 30, December 31,

2018 2017

(in thousands)
Cash $ 77,480 8,472
Investments 67,634 139,086
Other assets 2,661 1,588
Other liabilities (1,125) (1,040)
Redeemable noncontrolling interests (16,133) (14,509)
Net interest in consolidated sponsored funds $ 130,517 133,597

During the three months ended September 30, 2018, we consolidated an Ivy Fund, Ivy NextShares and Ivy Global
Investors Funds in which we provided initial seed capital at the time of the funds’ formation. In May, we started the
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process of liquidating the Ivy Global Investors Société d’Investissement a Capital Variable and its Ivy Global Investors
sub-funds, including converting the investments held by the sub-funds to cash. When we no longer have a controlling
financial interest in a sponsored fund, it is deconsolidated from our consolidated financial statements.

Fair Value

Accounting standards establish a framework for measuring fair value and a three-level hierarchy for fair value
measurements based upon the transparency of inputs to the valuation of the asset. Inputs may be observable or
unobservable and refer broadly to the assumptions that market participants would use in pricing the asset. An
individual investment’s fair value measurement is assigned a level based upon the observability of the inputs that are
significant to the overall valuation. The three-level hierarchy of inputs is summarized as follows:

Level 1 — Investments are valued using quoted prices in active markets for identical securities.

- Level 2 — Investments are valued using other significant observable inputs, including quoted prices in active markets
for similar securities.

- Level 3 — Investments are valued using significant unobservable inputs, including the Company’s own assumptions in
determining the fair value of investments.
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Assets classified as Level 2 can have a variety of observable inputs. These observable inputs are collected and utilized,
primarily by an independent pricing service, in different evaluated pricing approaches depending upon the specific
asset to determine a value. The carrying amounts of certificates of deposit and commercial paper are measured at
amortized cost, which approximates fair value due to the short-time between purchase and expected maturity of the
investments. Depending on the nature of the inputs, these investments are generally classified as Level 1 or 2 within
the fair value hierarchy. U.S. Treasury bills are valued upon quoted market prices for similar assets in active markets,
quoted prices for identical or similar assets that are not active and inputs other than quoted prices that are observable
or corroborated by observable market data. The fair value of corporate bonds is measured using various techniques,
which consider recently executed transactions in securities of the issuer or comparable issuers, market price quotations
(where observable), bond spreads and fundamental data relating to the issuer. The fair value of equity derivatives is
measured based on active market broker quotes, evaluated broker quotes and evaluated prices from vendors.

The following tables summarize our investment securities as of September 30, 2018 and December 31, 2017 that are
recognized in our consolidated balance sheets using fair value measurements based on the differing levels of inputs.

Other Assets Held at

September 30, 2018 Level 1 Level 2 Level 3 Net Asset Value Total

(in thousands)
Cash equivalents: (1)
Money market funds $ 112,289 — — — 112,289
Commercial paper — 48,554 — — 48,554
Total cash equivalents $ 112,289 48,554 — — 160,843
Available for sale securities:
Certificates of deposit $ — 5,002 — — 5,002
Commercial paper — 7,920 — — 7,920
Corporate bonds — 180,780 — — 180,780
U.S. Treasury bills — 25,445 — — 25,445
Trading debt securities:
Commercial paper — 1,981 — — 1,981
Corporate bonds — 58,545 — 58,545
U.S. Treasury bills — 8,810 — — 8,810
Mortgage-backed securities — 8 — — 8
Consolidated sponsored funds — 35,086 — — 35,086
Equity securities:
Common stock 8,049 — 39 — 8,088
Sponsored funds 160,852 — — — 160,852
Sponsored privately offered funds
measured at net asset value (2) — — 839 839

Consolidated sponsored funds 32,548 — — — 32,548
Equity method securities: (3)
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Sponsored funds
Total
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62,503 — — —
$ 263,952 323,577 39 839

62,503
588,407
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Other Assets Held at

December 31, 2017 Level 1 Level 2 Level 3 Net Asset Value Total

(in thousands)
Cash equivalents: (1)
Money market funds $ 145,785 — — — 145,785
Commercial paper — 11,064 — — 11,064
Total cash equivalents $ 145,785 11,064 — — 156,849
Available for sale securities:
Certificates of deposit $ — 12,999 — — 12,999
Commercial paper — 34,978 — — 34,978
Corporate bonds — 197,442 — — 197,442
U.S. Treasury bills — 19,779 — — 19,779
Trading debt securities:
Certificates of deposit — 1,999 — — 1,999
Corporate bonds — 55,414 — 55,414
U.S. Treasury bills — 4,929 — — 4,929
Mortgage-backed securities — 10 — — 10
Consolidated sponsored funds — 62,038 — — 62,038
Equity securities:
Common stock 116 — — — 116
Sponsored funds 137,857 — — — 137,857
Sponsored privately offered funds
measured at net asset value (2) — — — 695 695
Consolidated sponsored funds 77,048 — — — 77,048
Equity method securities: (3)
Sponsored funds 95,188 — — — 95,188
Total $ 310,209 389,588 — 695 700,492

(1) Cash equivalents include highly liquid investments with original maturities of 90 days or less. Cash investments in
actively traded money market funds are measured at NAV and are classified as Level 1. Cash investments in
commercial paper are measured at cost, which approximates fair value because of the short time between purchase
of the instrument and its expected realization, and are classified as Level 2.

(2) Certain investments that are measured at fair value using the net asset value per share (or its equivalent) practical
expedient have not been categorized in the fair value hierarchy. The fair value amounts presented in this table are
intended to permit reconciliation of the fair value hierarchy to the amounts presented in the consolidated balance
sheets.

(3) Substantially all of the Company’s equity method investments are investment companies that record their
underlying investments at fair value.
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The following table summarizes the activity of investments categorized as Level 3 for the nine months ended
September 30, 2018:

For the nine months ended
September 30, 2018
(in thousands)
Level 3 assets at December 31, 2017 $ —

Additions 419
Valuation change (63)
Redemptions (317)

Level 3 assets at September 30, 2018 $ 39

5.Derivative Financial Instruments

The Company has in place an economic hedge program that uses total return swap contracts to hedge market risk
related to its investments in certain sponsored funds. Certain of the consolidated sponsored funds may utilize
derivative financial instruments within their portfolios in pursuit of their stated investment objectives. We do not
hedge for speculative purposes.

Excluding derivative financial instruments held in certain consolidated sponsored funds, the Company was party to
five total return swap contracts with a combined notional value of $198.4 million and six total return swap contracts
with a combined notional value of $213.9 million as of September 30, 2018 and December 31, 2017, respectively.
These derivative financial instruments are not designated as hedges for accounting purposes. Changes in fair value of
the total return swap contracts are recognized in investment and other income on the Company’s consolidated
statements of income.

The Company posted $6.4 million and $9.7 million in cash collateral with the counterparties of the 