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Piper Jaffray & Co.
Consolidated Statement of Financial Condition (unaudited)

June 30, 2015

(Dollars in thousands)
Assets

Cash and cash equivalents . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 6,994
Cash and cash equivalents segregated for regulatory purposes . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32,027
Receivables:

Customers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 39,655
Brokers, dealers and clearing organizations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 121,895

Securities purchased under agreements to resell . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 183,142

Financial instruments and other inventory positions owned . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 374,049
Financial instruments and other inventory positions owned and pledged as collateral . . . . . . . . . . 510,380

Total financial instruments and other inventory positions owned . . . . . . . . . . . . . . . . . . . . . . . . . 884,429

Fixed assets (net of accumulated depreciation and amortization of $45,985) . . . . . . . . . . . . . . . . . 17,098
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,034
Intangible assets (net of accumulated amortization of $4,847) . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,818
Investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 77,867
Other assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 101,308

Total assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,481,267

Liabilities and Shareholder's Equity

Short-term financing. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 275,898
Payables:

Customers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 31,388
Brokers, dealers and clearing organizations. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 36,150

Securities sold under agreements to repurchase . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68,136
Financial instruments and other inventory positions sold, but not yet purchased . . . . . . . . . . . . . . 369,798
Accrued compensation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 99,645
Intercompany payable to Parent Company. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 105,149
Other liabilities and accrued expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 32,868

Total liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,019,032

Common shareholder's equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 461,985
Noncontrolling interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 250

Total shareholder's equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 462,235

Total liabilities and shareholder's equity . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,481,267

See Notes to the Consolidated Statement of Financial Condition
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Note 1 Organization and Basis of Presentation 

Organization

Piper Jaffray & Co. ("Piper Jaffray" or the "Company") is a wholly owned subsidiary of Piper Jaffray Companies 
("Parent Company"). The Parent Company is a public holding company incorporated in Delaware and traded on the 
New York Stock Exchange ("NYSE"). The Company is a self-clearing securities broker dealer and investment banking 
firm registered under the Securities and Exchange Act of 1934 and is a member of the Financial Industry Regulatory 
Authority ("FINRA"). As such, the Company trades and effects transactions in listed and unlisted equity and fixed 
income securities, underwrites equity and municipal debt offerings and provides various other financial services.

Basis of Presentation

The accompanying consolidated statement of financial condition has been prepared in accordance with U.S. generally 
accepted accounting principles ("U.S. GAAP") and includes the accounts of Piper Jaffray and all other entities in which 
the Company has a controlling financial interest. Noncontrolling interests represent equity interests in consolidated 
entities that are not attributable, either directly or indirectly, to Piper Jaffray. Noncontrolling interests include the 
minority equity holders’ proportionate share of the equity in a private equity investment vehicle. All material 
intercompany balances have been eliminated.

The preparation of the consolidated statement of financial condition and related disclosures in conformity with U.S. 
GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities 
at the date of the consolidated statement of financial condition. Although these estimates and assumptions are based 
on the best information available, actual results could differ from those estimates.

Note 2 Summary of Significant Accounting Policies 

Principles of Consolidation

The Company determines whether it has a controlling financial interest in an entity by first evaluating whether the 
entity is a voting interest entity or a variable interest entity (“VIE”).

Voting interest entities are entities in which (i) the total equity investment at risk is sufficient to enable each entity to 
finance itself independently and (ii) the equity holders have the obligation to absorb losses, the right to receive residual 
returns and the right or power to make decisions about or direct the entity’s activities that most significantly impact 
the entity’s economic performance. Financial Accounting Standards Board (“FASB”) Accounting Standards 
Codification Topic 810, “Consolidations,” (“ASC 810”)  states that the usual condition for a controlling financial interest 
in a voting interest entity is ownership of a majority voting interest. Accordingly, the Company consolidates voting 
interest entities in which it has all, or a majority of, the voting interests.

VIEs are entities that lack one or more of the characteristics of a voting interest entity. With the exception of entities 
eligible for the deferral codified in FASB Accounting Standards Update (“ASU”) No. 2010-10, “Consolidation: 
Amendments for Certain Investment Funds,” (“ASU 2010-10”) (generally asset managers and investment companies), 
ASC 810 states that a controlling financial interest in a VIE is present when an enterprise has one or more variable 
interests that have both (i) the power to direct the activities of the VIE that most significantly impact the VIE’s economic 
performance and (ii) the obligation to absorb losses of the entity or the rights to receive benefits from the VIE that 
could potentially be significant to the VIE. Accordingly, the Company consolidates VIEs in which the Company has a 
controlling financial interest.

Entities meeting the deferral provision defined by ASU 2010-10 are evaluated under the historical VIE guidance. Under 
the historical guidance, a controlling financial interest in an entity is present when an enterprise has one or more variable 
interests that will absorb a majority of the entity’s expected losses, receive a majority of the entity’s expected residual 
returns, or both. The enterprise with a controlling financial interest is the primary beneficiary and consolidates the VIE. 
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Accordingly, the Company consolidates VIEs subject to the deferral provisions defined by ASU 2010-10 in which the 
Company is deemed to be the primary beneficiary.

When the Company does not have a controlling financial interest in an entity but exerts significant influence over the 
entity’s operating and financial policies (generally defined as owning a voting or economic interest of between 20 
percent to 50 percent), the Company's investment is accounted for under the equity method of accounting. The Company 
accounts for its investments in partnerships under the equity method of accounting. If the Company does not have a 
controlling financial interest in, or exert significant influence over, an entity, the Company accounts for its investment 
at fair value, if the fair value option was elected, or at cost.

Cash and Cash Equivalents

Cash and cash equivalents consist of cash and highly liquid investments with maturities of 90 days or less at the date 
of origination.

In accordance with Rule 15c3-3 of the Securities Exchange Act of 1934, Piper Jaffray, as a registered broker dealer 
carrying customer accounts, is subject to requirements related to maintaining cash or qualified securities in a segregated 
reserve account for the exclusive benefit of its customers.

Customer Transactions

Customer securities transactions are recorded on a settlement date basis, while the related revenues and expenses are 
recorded on a trade-date basis. Customer receivables and payables include amounts related to both cash and margin 
transactions. Securities owned by customers, including those that collateralize margin or other similar transactions, are 
not reflected on the consolidated statement of financial condition.

Receivables from and Payables to Brokers, Dealers and Clearing Organizations 

Receivables from brokers, dealers and clearing organizations include receivables arising from unsettled securities 
transactions, deposits paid for securities borrowed, receivables from clearing organizations, deposits with clearing 
organizations and amounts receivable for securities not delivered to the purchaser by the settlement date ("securities 
failed to deliver"). Payables to brokers, dealers and clearing organizations include payables arising from unsettled 
securities transactions, payables to clearing organizations and amounts payable for securities not received from a seller 
by the settlement date ("securities failed to receive"). Unsettled securities transactions related to the Company's 
operations are recorded at contract value on a net basis. 

Collateralized Securities Transactions

Securities purchased under agreements to resell and securities sold under agreements to repurchase are carried at the 
contractual amounts at which the securities will be subsequently resold or repurchased, including accrued interest. It 
is the Company’s policy to take possession or control of securities purchased under agreements to resell at the time 
these agreements are entered into. The counterparties to these agreements typically are primary dealers of U.S. 
government securities and major financial institutions. Collateral is valued daily, and additional collateral is obtained 
from or refunded to counterparties when appropriate.

Securities borrowed and loaned result from transactions with other broker dealers or financial institutions and are 
recorded at the amount of cash collateral advanced or received. These amounts are included in receivables from and 
payables to brokers, dealers and clearing organizations on the consolidated statement of financial condition. Securities 
borrowed transactions require the Company to deposit cash or other collateral with the lender. Securities loaned 
transactions require the borrower to deposit cash with the Company. The Company monitors the market value of 
securities borrowed and loaned on a daily basis, with additional collateral obtained or refunded as necessary.

Interest is accrued on securities borrowed and loaned transactions and is included in other assets or other liabilities and 
accrued expenses on the consolidated statement of financial condition.
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Fair Value of Financial Instruments

Financial instruments and other inventory positions owned and financial instruments and other inventory positions 
sold, but not yet purchased on the consolidated statement of financial condition consist of financial instruments 
(including securities with extended settlements and derivative contracts) recorded at fair value. Securities (both long 
and short), including securities with extended settlements, are recognized on a trade-date basis. Additionally, certain 
of the Company’s investments on the consolidated statement of financial condition are recorded at fair value, either as 
required by accounting guidance or through the fair value election.

Fair Value Measurement – Definition and Hierarchy – FASB Accounting Standards Codification Topic 820, “Fair Value 
Measurement,” (“ASC 820”) defines fair value as the amount at which an instrument could be exchanged in an orderly 
transaction between market participants at the measurement date (the exit price). ASC 820 establishes a fair value 
hierarchy based on the inputs used to measure fair value. The fair value hierarchy maximizes the use of observable 
inputs and minimizes the use of unobservable inputs by requiring that the observable inputs be used when available. 
Observable inputs are inputs that market participants would use in pricing the asset or liability based on market data 
obtained from independent sources. Unobservable inputs reflect management’s assumptions that market participants 
would use in pricing the asset or liability developed based on the best information available in the circumstances. The 
hierarchy is broken down into three levels based on the observability of inputs as follows:

Level I – Quoted prices (unadjusted) are available in active markets for identical assets or liabilities as of the report 
date. A quoted price for an identical asset or liability in an active market provides the most reliable fair value 
measurement because it is directly observable to the market. 

Level II – Pricing inputs are other than quoted prices in active markets, which are either directly or indirectly 
observable as of the report date. The nature of these financial instruments include instruments for which quoted 
prices are available but traded less frequently, instruments whose fair value have been derived using a model where 
inputs to the model are directly observable in the market, or can be derived principally from or corroborated by 
observable market data, and instruments that are fair valued using other financial instruments, the parameters of 
which can be directly observed. 

Level III – Instruments that have little to no pricing observability as of the report date. These financial instruments 
are measured using management’s best estimate of fair value, where the inputs into the determination of fair value 
require significant management judgment or estimation. 

Valuation of Financial Instruments – Based on the nature of the Company’s business and its role as a “dealer” in the 
securities industry, the fair values of its financial instruments are determined internally. When available, the Company 
values financial instruments at observable market prices, observable market parameters, or broker or dealer prices (bid 
and ask prices). In the case of financial instruments transacted on recognized exchanges, the observable market prices 
represent quotations for completed transactions from the exchange on which the financial instrument is principally 
traded.

A substantial percentage of the fair value of the Company’s financial instruments and other inventory positions owned 
and financial instruments and other inventory positions sold, but not yet purchased, are based on observable market 
prices, observable market parameters, or derived from broker or dealer prices. The availability of observable market 
prices and pricing parameters can vary from product to product. Where available, observable market prices and pricing 
or market parameters in a product may be used to derive a price without requiring significant judgment. In certain 
markets, observable market prices or market parameters are not available for all products, and fair value is determined 
using techniques appropriate for each particular product. These techniques involve some degree of judgment. Results 
from valuation models and other techniques in one period may not be indicative of future period fair value measurement.

For investments in illiquid or privately held securities that do not have readily determinable fair values, the determination 
of fair value requires the Company to estimate the value of the securities using the best information available. Among 
the factors considered by the Company in determining the fair value of such financial instruments are the cost, terms 
and liquidity of the investment, the financial condition and operating results of the issuer, the quoted market price of 
publicly traded securities with similar quality and yield, and other factors generally pertinent to the valuation of 
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investments. In instances where a security is subject to transfer restrictions, the value of the security is based primarily 
on the quoted price of a similar security without restriction but may be reduced by an amount estimated to reflect such 
restrictions. In addition, even where the Company derives the value of a security based on information from an 
independent source, certain assumptions may be required to determine the security’s fair value. For instance, the 
Company assumes that the size of positions in securities that the Company holds would not be large enough to affect 
the quoted price of the securities if the firm sells them, and that any such sale would happen in an orderly manner. The 
actual value realized upon disposition could be different from the currently estimated fair value.

Fixed Assets

Fixed assets include furniture and equipment, software and leasehold improvements. Furniture and equipment and 
software are depreciated using the straight-line method over estimated useful lives of three to ten years. Leasehold 
improvements are amortized over their estimated useful life or the life of the lease, whichever is shorter. The Company 
capitalizes certain costs incurred in connection with internal use software projects and amortizes the amount over the 
expected useful life of the asset, generally three to seven years.

Leases

The Company leases its corporate headquarters and other offices under various non-cancelable leases. The leases require 
payment of real estate taxes, insurance and common area maintenance, in addition to rent. The terms of the Company’s 
lease agreements generally range up to twelve years. Some of the leases contain renewal options, escalation clauses, 
rent-free holidays and operating cost adjustments.

For leases that contain escalation clauses or rent-free holidays, the Company recognizes the related rent expense on a 
straight-line basis from the date the Company takes possession of the property to the end of the initial lease term. The 
Company records any difference between the straight-line rent amounts and amounts payable under the leases as part 
of other liabilities and accrued expenses.

Cash or lease incentives received upon entering into certain leases are recognized on a straight-line basis as a reduction 
of rent expense from the date the Company takes possession of the property or receives the cash to the end of the initial 
lease term. The Company records the unamortized portion of lease incentives as part of other liabilities and accrued 
expenses.

Goodwill and Intangible Assets

Goodwill represents the fair value of the consideration transferred in excess of the fair value of identifiable net assets 
at the acquisition date. The recoverability of goodwill is evaluated annually, at a minimum, or on an interim basis if 
circumstances indicate a possible inability to realize the carrying amount. The Company has the option to first assess 
qualitative factors to determine whether the fair value of a reporting unit is less than its carrying amount. Further 
quantitative analysis is required if the Company determines that the fair value of a reporting unit is less than its carrying 
amount. The evaluation includes assessing the estimated fair value of the Company’s reporting unit based on a discounted 
cash flow model using revenue and profit forecasts, the Parent Company’s market capitalization, public market 
comparables and multiples of recent mergers and acquisitions of similar businesses, if available.

Intangible assets with determinable lives consist of customer relationships and non-competition agreements that are 
amortized over their estimated useful lives ranging from two to five years. 

Investments

The Company’s proprietary investments include equity investments in private companies and partnerships, investments 
in public companies, investments in registered mutual funds, and warrants of public and private companies. Equity 
investments in private companies are accounted for at fair value, as required by accounting guidance or if the fair value 
option was elected, or at cost. Investments in partnerships are accounted for under the equity method, which is generally 
the net asset value. Exchange traded direct equity investments in public companies and registered mutual funds are 
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accounted for at fair value. Company-owned warrants with a cashless exercise option are valued at fair value, while 
warrants without a cashless exercise option are valued at cost. 

Other Assets

Other assets include net deferred income tax assets, receivables and prepaid expenses. Receivables include fee 
receivables, accrued interest and loans made to employees, typically in connection with their recruitment. Employee 
loans are forgiven based on continued employment and are amortized using the straight-line method over the respective 
terms of the loans, which generally range from two to five years.

Income Taxes

The Company is included in the consolidated U.S. federal income tax return filed by the Parent Company on a calendar 
year basis, combined returns for state tax purposes where required and separate state income tax returns where required. 
The Company determines and records income taxes based upon the provisions of a tax sharing arrangement with the 
Parent Company and U.S. affiliated entities. Deferred tax assets and liabilities are determined based on the difference 
between the financial statement carrying amounts and tax bases of assets and liabilities using enacted tax rates expected 
to apply to taxable income in the periods in which the deferred tax asset or liability is expected to be settled or realized. 
Uncertain tax positions are recognized if they are more likely than not to be sustained upon examination, based on the 
technical merits of the position. The amount of tax benefit recognized is the largest amount of benefit that is greater 
than 50 percent likely of being realized upon settlement. The Company recognizes interest and penalties, if any, related 
to income tax matters as part of the provision for income taxes.

Contingencies

The Company is involved in various pending and potential legal proceedings related to its business, including litigation, 
arbitration and regulatory proceedings. The Company establishes reserves for potential losses to the extent that claims 
are probable of loss and the amount of the loss can be reasonably estimated. The determination of the outcome and 
reserve amounts requires significant judgment on the part of management.
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Note 3  Financial Instruments and Other Inventory Positions Owned and Financial Instruments and Other Inventory 
Positions Sold, but Not Yet Purchased 

Financial instruments and other inventory positions owned and financial instruments and other inventory positions 
sold, but not yet purchased at June 30, 2015 were as follows:

(Dollars in thousands)

Financial instruments and other inventory positions owned:
Corporate securities:

Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 49,776
Convertible securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 148,342
Fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 71,183

Municipal securities:
Taxable securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 34,751
Tax-exempt securities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 173,029
Short-term securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 37,778

Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 129,399
U.S. government agency securities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 223,545
U.S. government securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,542
Derivative contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 84

$ 884,429

Financial instruments and other inventory positions sold, but not yet purchased:
Corporate securities:

Equity securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 144,063
Fixed income securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 30,098

U.S. government agency securities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,680
U.S. government securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 176,751
Derivative contracts . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 206

$ 369,798

At June 30, 2015, financial instruments and other inventory positions owned in the amount of $510.4 million had been 
pledged as collateral for repurchase agreements and short-term financings.

Financial instruments and other inventory positions sold, but not yet purchased represent obligations of the Company 
to deliver the specified security at the contracted price, thereby creating a liability to purchase the security in the market 
at prevailing prices. The Company is obligated to acquire the securities sold short at prevailing market prices, which 
may exceed the amount reflected on the consolidated statement of financial condition. The Company economically 
hedges changes in the market value of its financial instruments and other inventory positions owned using inventory 
positions sold, but not yet purchased, and exchange traded options.

Derivative Contract Financial Instruments

The Company enters into option contracts to economically hedge market value risk associated with its trading of 
convertible securities. As of June 30, 2015, the total absolute notional contract amount associated with the Company’s 
outstanding equity option derivative contracts was $15.4 million. The Company’s option contracts do not qualify for 
hedge accounting. Derivatives are reported on a net basis by counterparty (i.e., the net payable or receivable for derivative 
assets and liabilities for a given counterparty) when a legal right of offset exists and on a net basis by cross product 
when applicable provisions are stated in master netting agreements. As of June 30, 2015, the Company's derivative 
contracts are reported at gross fair market value on the consolidated statement of financial condition.
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Note 4 Fair Value of Financial Instruments 

Based on the nature of the Company’s business and its role as a "dealer" in the securities industry, the fair values of its 
financial instruments are determined internally. The Company’s processes are designed to ensure that the fair values 
used for financial reporting are based on observable inputs wherever possible. In the event that observable inputs are 
not available, unobservable inputs are developed based on an evaluation of all relevant empirical market data, including 
prices evidenced by market transactions, interest rates, credit spreads, volatilities and correlations and other security-
specific information. Valuation adjustments related to illiquidity or counterparty credit risk are also considered. In 
estimating fair value, the Company may utilize information provided by third party pricing vendors to corroborate 
internally-developed fair value estimates.

The Company employs specific control processes to determine the reasonableness of the fair value of its financial 
instruments. The Company’s processes are designed to ensure that the internally-estimated fair values are accurately 
recorded and that the data inputs and the valuation techniques used are appropriate, consistently applied, and that the 
assumptions are reasonable and consistent with the objective of determining fair value. Individuals outside of the trading 
departments perform independent pricing verification reviews as of each reporting date. The Company has established 
parameters which set forth when the fair value of securities are independently verified. The selection parameters are 
generally based upon the type of security, the level of estimation risk of a security, the materiality of the security to the 
Company’s financial statements, changes in fair value from period to period, and other specific facts and circumstances 
of the Company’s securities portfolio. In evaluating the initial internally-estimated fair values made by the Company’s 
traders, the nature and complexity of securities involved (e.g., term, coupon, collateral, and other key drivers of value), 
level of market activity for securities, and availability of market data are considered. The independent price verification 
procedures include, but are not limited to, analysis of trade data (both internal and external where available), 
corroboration to the valuation of positions with similar characteristics, risks and components, or comparison to an 
alternative pricing source, such as a discounted cash flow model. The Company’s valuation committee, comprised of 
members of senior management, provides oversight and overall responsibility for the internal control processes and 
procedures related to fair value measurements.

The following is a description of the valuation techniques used to measure fair value.

Cash Equivalents

Cash equivalents include highly liquid investments with original maturities of 90 days or less. Actively traded money 
market funds are measured at their net asset value and classified as Level I.

Financial Instruments and Other Inventory Positions Owned

The Company records financial instruments and other inventory positions owned and financial instruments and other 
inventory positions sold, but not yet purchased at fair value on the consolidated statement of financial condition.

Equity securities – Exchange traded equity securities are valued based on quoted prices from the exchange for identical 
assets or liabilities as of the period-end date. To the extent these securities are actively traded and valuation adjustments 
are not applied, they are categorized as Level I. Non-exchange traded equity securities (principally hybrid preferred 
securities) are measured primarily using broker quotations, prices observed for recently executed market transactions 
and internally-developed fair value estimates based on observable inputs and are categorized within Level II of the fair 
value hierarchy.

Convertible securities – Convertible securities are valued based on observable trades, when available. Accordingly, 
these convertible securities are categorized as Level II. 

Corporate fixed income securities – Fixed income securities include corporate bonds which are valued based on recently 
executed market transactions of comparable size, internally-developed fair value estimates based on observable inputs, 
or broker quotations. Accordingly, these corporate bonds are categorized as Level II. 
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Taxable municipal securities – Taxable municipal securities are valued using recently executed observable trades or 
market price quotations and therefore are generally categorized as Level II.

Tax-exempt municipal securities – Tax-exempt municipal securities are valued using recently executed observable 
trades or market price quotations and therefore are generally categorized as Level II. Certain illiquid tax-exempt 
municipal securities are valued using market data for comparable securities (maturity and sector) and management 
judgment to infer an appropriate current yield or other model-based valuation techniques deemed appropriate by 
management based on the specific nature of the individual security and are therefore categorized as Level III.

Short-term municipal securities – Short-term municipal securities include auction rate securities, variable rate demand 
notes, and other short-term municipal securities. Variable rate demand notes and other short-term municipal securities 
are valued using recently executed observable trades or market price quotations and therefore are generally categorized 
as Level II. Auction rate securities with limited liquidity are categorized as Level III and are valued using discounted 
cash flow models with unobservable inputs such as the Company’s expected recovery rate on the securities.

Mortgage-backed securities – Mortgage-backed securities, which are principally collateralized by residential 
mortgages, have experienced low volumes of executed transactions resulting in less observable transaction data. Certain 
mortgage-backed securities collateralized by residential mortgages are valued using cash flow models that utilize 
unobservable inputs including credit default rates, prepayment rates, loss severity and valuation yields. As judgment 
is used to determine the range of these inputs, these mortgage-backed securities are categorized as Level III.

U.S. government agency securities – U.S. government agency securities include agency debt bonds and mortgage bonds. 
Agency debt bonds are valued by using either direct price quotes or price quotes for comparable bond securities and 
are categorized as Level II. Mortgage bonds include bonds secured by mortgages, mortgage pass-through securities, 
agency collateralized mortgage-obligation (“CMO”) securities and agency interest-only securities. Mortgage pass-
through securities, CMO securities and interest-only securities are valued using recently executed observable trades or 
other observable inputs, such as prepayment speeds and therefore are generally categorized as Level II. Mortgage bonds 
are valued using observable market inputs, such as market yields ranging from 120-450 basis points (“bps”) on spreads 
over U.S. treasury securities, or models based upon prepayment expectations ranging from 4%-20% conditional 
prepayment rate (“CPR”). These securities are categorized as Level II.

U.S. government securities – U.S. government securities include highly liquid U.S. treasury securities which are 
generally valued using quoted market prices and therefore categorized as Level I. The Company does not transact in 
securities of countries other than the U.S. government.

Derivatives – Derivative contracts include equity options contracts, which are valued based on quoted prices from the
exchange for identical assets or liabilities as of the period-end date. To the extent these contracts are actively traded 
and valuation adjustments are not applied, they are categorized as Level I.

Investments

The Company’s investments valued at fair value include equity investments in private companies and partnerships, 
investments in public companies, investments in registered mutual funds, and warrants of public and private companies. 
Exchange traded direct equity investments in public companies and registered mutual funds are valued based on quoted 
prices on active markets and classified as Level I. Company-owned warrants, which have a cashless exercise option, 
are valued based upon the Black-Scholes option-pricing model and certain unobservable inputs. The Company applies 
a liquidity discount to the value of its warrants in public and private companies. For warrants in private companies, 
valuation adjustments, based upon management’s judgment, are made to account for differences between the measured 
security and the stock volatility factors of comparable companies. Company-owned warrants are reported as Level III 
assets. Investments in private companies are valued based on an assessment of each underlying security. These securities 
are generally categorized as Level III.
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Fair Value Option – The fair value option permits the irrevocable fair value option election on an instrument-by-
instrument basis at initial recognition of an asset or liability or upon an event that gives rise to a new basis of accounting 
for that instrument. The fair value option was elected for certain equity investments at inception to reflect economic 
events in earnings on a timely basis. Equity investments of $0.3 million, included within investments on the consolidated 
statement of financial condition, are accounted for at fair value and are classified as Level III assets at June 30, 2015.

The following table summarizes quantitative information about the significant unobservable inputs used in the fair 
value measurement of the Company’s Level III financial instruments as of June 30, 2015:

Valuation Weighted
Technique Unobservable Input Range       Average

Assets:
Financial instruments and
other inventory positions
owned:
Municipal securities:

Tax-exempt securities. . . . . Discounted cash flow . . . Debt service coverage ratio (2) . . . 5 - 60% 19.4%
Short-term securities. . . . . . Discounted cash flow . . . Expected recovery rate 

(% of par) (2) . . . . . . . . . . . . . . . . 66 - 94% 91.0%
Mortgage-backed securities:

Collateralized by
residential mortgages . . . . Discounted cash flow . . . Credit default rates (3). . . . . . . . . . 0 - 62% 5.5%

Prepayment rates (4) . . . . . . . . . . . 3 - 21% 6.2%
Loss severity (3) . . . . . . . . . . . . . . 10 - 100% 67.7%
Valuation yields (3) . . . . . . . . . . . . 5 - 8% 5.5%

Investments at fair value:
Warrants in public and
private companies. . . . . . .

Black-Scholes option
pricing model. . . . . . . . . Liquidity discount rates (1) . . . . . . 30 - 35% 34.1%

Warrants in private
companies. . . . . . . . . . . . .

Black-Scholes option
pricing model. . . . . . . . .

Stock volatility factors of
comparable companies (2). . . . . . 29 - 59% 41.4%

Sensitivity of the fair value to changes in unobservable inputs:

(1) Significant increase/(decrease) in the unobservable input in isolation would result in a significantly lower/(higher) fair value measurement.

(2) Significant increase/(decrease) in the unobservable input in isolation would result in a significantly higher/(lower) fair value measurement.

(3) Significant changes in any of these inputs in isolation could result in a significantly different fair value. Generally, a change in the assumption 
used for credit default rates is accompanied by a directionally similar change in the assumption used for the loss severity and a directionally 
inverse change in the assumption for valuation yields.

(4) The potential impact of changes in prepayment rates on fair value is dependent on other security-specific factors, such as the par value and 
structure. Changes in the prepayment rates may result in directionally similar or directionally inverse changes in fair value depending on 
whether the security trades at a premium or discount to the par value.
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The following table summarizes the valuation of the Company’s financial instruments by pricing observability levels 
defined in ASC 820 as of June 30, 2015:

(Dollars in thousands) Level I Level II Level III Total
Assets:
Financial instruments and other
inventory positions owned:
Corporate securities:

Equity securities . . . . . . . . . . . . . . . . $ 41,494 $ 8,282 $ — $ 49,776
Convertible securities . . . . . . . . . . . . — 148,342 — 148,342
Fixed income securities . . . . . . . . . . — 71,183 — 71,183

Municipal securities:
Taxable securities . . . . . . . . . . . . . . . — 34,751 — 34,751
Tax-exempt securities. . . . . . . . . . . . — 171,843 1,186 173,029
Short-term securities. . . . . . . . . . . . . — 37,058 720 37,778

Mortgage-backed securities . . . . . . . . . . — — 129,399 129,399
U.S. government agency securities . . . . — 223,545 — 223,545
U.S. government securities . . . . . . . . . . 16,542 — — 16,542
Derivative contracts . . . . . . . . . . . . . . . . 84 — — 84

Total financial instruments and other
inventory positions owned:. . . . . . . . . . . 58,120 695,004 131,305 884,429

Cash equivalents . . . . . . . . . . . . . . . . . . . . 18 — — 18

Investments at fair value. . . . . . . . . . . . . . 22,226 — 272 22,498
Total assets . . . . . . . . . . . . . . . . . . . . . . . . $ 80,364 $ 695,004 $ 131,577 $ 906,945

Liabilities:
Financial instruments and other
inventory positions sold, but not yet
purchased:
Corporate securities:

Equity securities . . . . . . . . . . . . . . . . $ 144,063 $ — $ — $ 144,063
Fixed income securities . . . . . . . . . . — 30,098 — 30,098

U.S. government agency securities . . . . — 18,680 — 18,680
U.S. government securities . . . . . . . . . . 176,751 — — 176,751
Derivative contracts . . . . . . . . . . . . . . . . 206 — — 206

Total financial instruments and other
inventory positions sold, but not yet
purchased:. . . . . . . . . . . . . . . . . . . . . . . . $ 321,020 $ 48,778 $ — $ 369,798

The Company’s Level III assets were $131.6 million, or 14.5 percent of financial instruments measured at fair value 
at June 30, 2015. 

The carrying values of the Company’s cash, securities either purchased or sold under agreements to resell, receivables 
and payables either from or to customers and brokers, dealers and clearing organizations and short-term financings 
approximate fair value due to their liquid or short-term nature.

Note 5 Variable Interest Entities 

The Company has investments in and/or acts as the managing partner of various partnerships, limited liability companies, 
or registered mutual funds. These entities were established for the purpose of investing in securities of public or private 
companies, or municipal debt obligations and were initially financed through the capital commitments or seed 
investments of the members. 

VIEs are entities in which equity investors lack the characteristics of a controlling financial interest or do not have 
sufficient equity at risk for the entity to finance its activities. The determination as to whether an entity is a VIE is based 
on the amount and nature of the members’ equity investment in the entity. The Company also considers other 
characteristics such as the power through voting rights or similar rights to direct the activities of an entity that most 



Notes to the Consolidated Statement of Financial Condition as of June 30, 2015 (unaudited)

13

significantly impact the entity’s economic performance. For those entities that meet the deferral provisions defined by 
ASU 2010-10, the Company considers characteristics such as the ability to influence the decision making about the 
entity’s activities and how the entity is financed. The Company has identified certain of the entities described above 
as VIEs.  These VIEs had net assets approximating $0.2 billion at June 30, 2015. The Company’s exposure to loss from 
these VIEs is $4.4 million, which is the carrying value of its capital contributions recorded in investments on the 
consolidated statement of financial condition at June 30, 2015. The Company had no liabilities related to these VIEs 
at June 30, 2015.

The Company is required to consolidate all VIEs for which it is considered to be the primary beneficiary. The 
determination as to whether the Company is considered to be the primary beneficiary is based on whether the Company 
has both the power to direct the activities of the VIE that most significantly impact the entity’s economic performance 
and the obligation to absorb losses or the right to receive benefits of the VIE that could potentially be significant to the 
VIE. For those entities that meet the deferral provisions defined by ASU 2010-10, the determination as to whether the 
Company is considered to be the primary beneficiary differs in that it is based on whether the Company will absorb a 
majority of the VIE’s expected losses, receive a majority of the VIE’s expected residual returns, or both. The Company 
determined it is not the primary beneficiary of these VIEs and accordingly does not consolidate them. Furthermore, 
the Company has not provided financial or other support to these VIEs that it was not previously contractually required 
to provide as of June 30, 2015.

The Company also originates CMOs through secondary market vehicles. The Company's risk of loss with respect to 
these entities is limited to the fair value of the securities held by the Company.

Note 6 Receivables from and Payables to Brokers, Dealers and Clearing Organizations 

Amounts receivable from brokers, dealers and clearing organizations at June 30, 2015 included:

(Dollars in thousands)

Deposits paid for securities borrowed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 46,087
Receivable from clearing organizations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 8,061
Deposits with clearing organizations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 50,694
Securities failed to deliver . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 600
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16,453

$ 121,895

Amounts payable to brokers, dealers and clearing organizations at June 30, 2015 included:

(Dollars in thousands)

Payable arising from unsettled securities transactions, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 29,794
Payable to clearing organizations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 10
Securities failed to receive . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,541
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4,805

$ 36,150

Deposits paid for securities borrowed approximate the market value of the securities. Securities failed to deliver and 
receive represent the contract value of securities that have not been delivered or received by the Company on settlement 
date. 

Note 7 Collateralized Securities Transactions 

The Company’s financing and customer securities activities involve the Company using securities as collateral. In the 
event that the counterparty does not meet its contractual obligation to return securities used as collateral (e.g., pursuant 
to the terms of a repurchase agreement), or customers do not deposit additional securities or cash for margin when 
required, the Company may be exposed to the risk of reacquiring the securities or selling the securities at unfavorable 
market prices in order to satisfy its obligations to its customers or counterparties. The Company seeks to control this 
risk by monitoring the market value of securities pledged or used as collateral on a daily basis and requiring adjustments 
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in the event of excess market exposure. The Company also uses unaffiliated third party custodians to administer the 
underlying collateral for certain of its repurchase agreements and short-term financing to mitigate risk.

In a reverse repurchase agreement the Company purchases financial instruments from a seller, typically in exchange 
for cash, and agrees to resell the same or substantially the same financial instruments to the seller at a stated price plus 
accrued interest in the future. In a repurchase agreement, the Company sells financial instruments to a buyer, typically 
for cash, and agrees to repurchase the same or substantially the same financial instruments from the buyer at a stated 
price plus accrued interest at a future date. Even though repurchase and reverse repurchase agreements involve the 
legal transfer of ownership of financial instruments, they are accounted for as financing arrangements because they 
require the financial instruments to be repurchased or resold at maturity of the agreement.

In a securities borrowed transaction, the Company borrows securities from a counterparty in exchange for cash. When 
the Company returns the securities, the counterparty returns the cash. Interest is generally paid periodically over the 
life of the transaction.

In the normal course of business, the Company obtains securities purchased under agreements to resell, securities 
borrowed and margin agreements on terms that permit it to repledge or resell the securities to others, typically pursuant 
to repurchase agreements. The Company obtained securities with a fair value of approximately $235.7 million at June 30, 
2015, of which $214.9 million had been pledged or otherwise transferred to satisfy its commitments under financial 
instruments and other inventory positions sold, but not yet purchased.

The following is a summary of the Company’s securities sold under agreements to repurchase ("Repurchase Liabilities"), 
the fair market value of collateral pledged and the interest rate charged by the Company’s counterparty, which is based 
on LIBOR plus an applicable margin, as of June 30, 2015:

Repurchase Fair Market
(Dollars in thousands) Liabilities Value Interest Rate
Term up to 30 day maturities:

Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . $ 24,882 $ 35,762 1.94 - 2.13%
Term of 30 to 90 day maturities:

Mortgage-backed securities . . . . . . . . . . . . . . . . . . . . . . 5,985 7,525 2.13%
On demand maturities:

U.S. government agency securities . . . . . . . . . . . . . . . . 22,757 24,571 0.50 - 0.70%
U.S. government securities . . . . . . . . . . . . . . . . . . . . . . 14,512 14,499 0.25%

$ 68,136 $ 82,357

Reverse repurchase agreements, repurchase agreements and securities borrowed and loaned are reported on a net basis 
by counterparty when a legal right of offset exists. There were no gross amounts offset on the consolidated statement 
of financial condition for reverse repurchase agreements, securities borrowed or repurchase agreements at June 30, 
2015, as a legal right of offset did not exist. The Company had no outstanding securities lending arrangements as of 
June 30, 2015. See Note 3 for information related to the Company's offsetting of derivative contracts.  
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Note 8 Investments 

The Company’s proprietary investments include investments in private companies and partnerships, registered mutual 
funds, and warrants of public and private companies. Investments at June 30, 2015 included:

(Dollars in thousands)

Investments at fair value. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 22,498
Investments at cost . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 964
Investments accounted for under the equity method . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 54,405

Total investments . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 77,867

Less investments attributable to noncontrolling interests (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (250)
$ 77,617

(1) Noncontrolling interests are attributable to third party ownership in a consolidated private equity investment vehicle.

At June 30, 2015, investments carried on a cost basis had an estimated fair market value of $1.0 million. The estimated 
fair value of these investments was based on an assessment of each underlying security. Because valuation estimates 
were based upon management’s judgment, investments carried at cost would be categorized as Level III assets in the 
fair value hierarchy, if they were carried at fair value.

Investments accounted for under the equity method include general and limited partnership interests. The carrying 
value of these investments is based on the investment vehicle’s net asset value. The net assets of investment partnerships 
consist of investments in both marketable and non-marketable securities. The underlying investments held by such 
partnerships are valued based on the estimated fair value determined by management in our capacity as general partner 
or investor and, in the case of investments in unaffiliated investment partnerships, are based on financial statements 
prepared by the unaffiliated general partners.

Note 9 Other Assets 

Other assets at June 30, 2015 included:

(Dollars in thousands)

Net deferred income tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 51,804
Fee receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 15,784
Accrued interest receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 3,140
Forgivable loans, net. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 11,258
Income tax receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 12,020
Prepaid expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 5,849
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,453

Total other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 101,308
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Note 10 Goodwill and Intangible Assets 

The following table presents the changes in the carrying value of goodwill and intangible assets for the six months 
ended June 30, 2015:

(Dollars in thousands)
Goodwill
Balance at December 31, 2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 15,034
Goodwill acquired . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . —
Balance at June 30, 2015 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 15,034

Intangible assets
Balance at December 31, 2014 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 2,344
Amortization of intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . (526)
Balance at June 30, 2015 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $ 1,818

Note 11 Short-Term Financing 

The Company issues secured commercial paper to fund a portion of its securities inventory. The commercial paper 
notes ("CP Notes") can be issued with maturities of 27 days to 270 days from the date of issuance. The CP Notes are 
issued under three separate programs, CP Series A, CP Series II A and CP Series III A, and are secured by different 
inventory classes. As of June 30, 2015, the weighted average maturity of CP Series A, CP Series II A and CP Series III 
A was 65 days, 175 days and 7 days, respectively. The CP Notes are interest bearing or sold at a discount to par with 
an interest rate based on LIBOR plus an applicable margin. CP Series III A includes a covenant that requires the Company 
to maintain excess net capital of $120 million. At June 30, 2015, the Company had CP Notes of $275.9 million 
outstanding with a weighted average interest rate of 1.61 percent. 

The Company has committed short-term bank line financing available on a secured basis and uncommitted short-term 
bank line financing available on both a secured and unsecured basis. The Company uses these credit facilities in the 
ordinary course of business to fund a portion of its daily operations and the amount borrowed under these credit facilities 
varies daily based on the Company’s funding needs.

The Company’s committed short-term bank line financing at June 30, 2015 consisted of a one-year $250 million 
committed revolving credit facility with U.S. Bank, N.A., which was renewed in December 2014. Advances under this 
facility are secured by certain marketable securities. The facility includes a covenant that requires the Company to 
maintain minimum net capital of  $120 million, and the unpaid principal amount of all advances under this facility will 
be due on December 18, 2015. The Company pays a nonrefundable commitment fee on the unused portion of the facility 
on a quarterly basis. At June 30, 2015, the Company had no advances against this line of credit.

The Company’s uncommitted secured lines at June 30, 2015 totaled $185 million with two banks and are dependent 
on having appropriate collateral, as determined by the bank agreement, to secure an advance under the line. The 
availability of the Company’s uncommitted lines are subject to approval by the individual banks each time an advance 
is requested and may be denied. At June 30, 2015, the Company had no advances against these lines of credit. 

Note 12 Legal Contingencies 

The Company has been named as a defendant in various legal actions, including complaints and litigation and arbitration 
claims, arising from its business activities. Such actions include claims related to securities brokerage and investment 
banking activities, and certain class actions that primarily allege violations of securities laws and seek unspecified 
damages, which could be substantial. Also, the Company is involved from time to time in investigations and proceedings 
by governmental agencies and self-regulatory organizations (“SROs”) which could result in adverse judgments, 
settlement, penalties, fines or other relief.

Given uncertainties regarding the timing, scope, volume and outcome of pending and potential legal actions, 
investigations and regulatory proceedings and other factors, the amounts of reserves and ranges of reasonably possible 
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losses are difficult to determine and of necessity subject to future revision. Subject to the foregoing, management of 
the Company believes, based on currently available information, after consultation with outside legal counsel and taking 
into account its established reserves, that pending legal actions, investigations and regulatory proceedings will be 
resolved with no material adverse effect on the consolidated statement of financial condition of the Company. 

Several class action complaints were brought on behalf of a purported class of state, local and municipal government 
entities in connection with the bidding or sale of municipal guaranteed investment contracts and municipal derivatives 
directly from one of the defendants or through a broker, from January 1, 1992, to the present. The complaints, which 
have been consolidated into a single nationwide class action entitled In re Municipal Derivatives Antitrust Litigation, 
MDL No. 1950 (Master Docket No. 08-2516), allege antitrust violations and are pending in the U.S. District Court for 
the Southern District of New York under the multi-district litigation rules. The consolidated complaint seeks unspecified 
treble damages under the Sherman Act. Several California municipalities also brought separate class action complaints 
in California federal court, and approximately eighteen California municipalities and two New York municipalities 
filed individual lawsuits that are not as part of class actions, all of which have since been transferred to the Southern 
District of New York and consolidated for pretrial purposes. All three sets of complaints assert similar claims under 
federal (and for the California and New York plaintiffs, state) antitrust claims. No loss contingency has been reflected 
in the Company's consolidated statement of financial condition as this contingency is neither probable nor reasonably 
estimable at this time. Management is currently unable to estimate a range of reasonably possible loss for these matters 
because alleged damages have not been specified, the proceedings remain in the early stages, and there are significant 
factual issues to be resolved.

Note 13 Noncontrolling Interests 

The consolidated statement of financial condition includes the accounts of Piper Jaffray and other entities in which the 
Company has a controlling financial interest. Noncontrolling interests represent equity interests in consolidated entities 
that are not attributable, either directly or indirectly, to Piper Jaffray. Noncontrolling interests include the minority 
equity holders’ proportionate share of the equity in a private equity investment vehicle aggregating $0.3 million as of 
June 30, 2015.

Ownership interests in entities held by parties other than Piper Jaffray are presented as noncontrolling interests within 
shareholder's equity, separate from the Company’s own equity. 

Note 14 Employee Benefit Plans 

The Parent Company has various employee benefit plans, and substantially all Company employees are covered by at 
least one plan. The plans include health and welfare plans and a tax-qualified retirement plan. 

Note 15 Parent Company Compensation Plans 

Stock-Based Compensation

The Parent Company maintains a stock-based compensation plan, the Piper Jaffray Companies Amended and Restated 
2003 Annual and Long-Term Incentive Plan (the "Incentive Plan"). The Incentive Plan permits the grant of equity 
awards, including restricted stock, restricted stock units and non-qualified stock options, to the Company's employees. 
The awards granted to employees have either three-year cliff vesting periods, vest ratably over three years in equal 
installments or cliff vest upon meeting certain performance or market-based metrics. The maximum term of the stock 
options granted to employees is ten years. The Incentive Plan provides for accelerated vesting of awards if there is a 
severance event, a change in control of the Parent Company (as defined in the Incentive Plan), in the event of a 
participant's death, and at the discretion of the compensation committee of the Parent Company's board of directors.

Deferred Compensation Plan

The Parent Company maintains various deferred compensation arrangements for employees.
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The nonqualified deferred compensation plan is an unfunded plan which allows certain highly compensated employees, 
at their election, to defer a percentage of their base salary, commissions and/or cash bonuses. The deferrals vest 
immediately and are non-forfeitable. The amounts deferred under this plan are held in a grantor trust. The Parent 
Company invests, as a principal, in investments to economically hedge its obligation under the nonqualified deferred 
compensation plan.

The Piper Jaffray Companies Mutual Fund Restricted Share Investment Plan is a deferred compensation plan which 
allows eligible employees to elect to receive a portion of the incentive compensation they would otherwise receive in 
the form of restricted stock, instead in restricted mutual fund shares ("MFRS Awards") of registered funds managed 
by the Parent Company's asset management business. MFRS Awards vest ratably over three years in equal installments 
and provide for continued vesting after termination of employment so long as the employee does not violate certain 
post-termination restrictions set forth in the award agreement or any agreement entered into upon termination. 

The Company has also granted MFRS Awards to new employees as a recruiting tool. Employees must fulfill service 
requirements in exchange for rights to the awards. 

Note 16 Net Capital Requirements and Other Regulatory Matters 

Piper Jaffray is registered as a securities broker dealer with the SEC and is a member of various SROs and securities 
exchanges. FINRA serves as Piper Jaffray’s primary SRO. Piper Jaffray is subject to the uniform net capital rule of the 
SEC and the net capital rule of FINRA. Piper Jaffray has elected to use the alternative method permitted by the SEC 
rule, which requires that it maintain minimum net capital of the greater of $1.0 million or 2 percent of aggregate debit 
balances arising from customer transactions, as such term is defined in the SEC rule. Under its rules, FINRA may 
prohibit a member firm from expanding its business or paying dividends if resulting net capital would be less than 5 
percent of aggregate debit balances. Advances to affiliates, repayment of subordinated debt, dividend payments and 
other equity withdrawals by Piper Jaffray are subject to certain notification and other provisions of SEC and FINRA 
rules. In addition, Piper Jaffray is subject to certain notification requirements related to withdrawals of excess net 
capital.

At June 30, 2015, net capital calculated under the SEC rule was $166.1 million, and exceeded the minimum net capital 
required under the SEC rule by $165.1 million. 

The Company’s committed short-term credit facility of $250 million and the Parent Company's variable rate senior 
notes include covenants requiring Piper Jaffray to maintain minimum net capital of $120 million. CP Notes issued 
under CP Series III A include a covenant that requires Piper Jaffray to maintain excess net capital of $120 million.

Note 17 Related Party Transactions 

The Company has significant transactions with the Parent Company and the Parent Company's other subsidiaries. The 
Company arranges for the purchase or sale of securities, holds investments in funds managed by affiliates and markets 
derivative instruments for affiliates. The Company allocates expenses or records a portion of the revenues earned by 
affiliates in return for services provided to affiliates. Certain operating expenses, along with advances for certain 
investments, incurred by affiliates are initially paid by the Company and subsequently reimbursed by the affiliates. The 
Company also owns 99 percent of an affiliated fund that is accounted for under the equity method. In addition, the 
Company may transact with the Parent Company for the financing of its operations and reimburses the Parent Company 
for expenses associated with stock-based compensation awards issued to Company employees. At June 30, 2015, an 
intercompany payable to the Parent Company of $105.1 million represents the amounts payable for related party 
transactions. The Company also paid a $10.0 million dividend to the Parent Company during the six months ended 
June 30, 2015.
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Note 18 Subsequent Events 

On July 11, 2015, the Company entered into a definitive agreement to acquire the assets of River Branch Holdings 
LLC. The transaction is expected to close in the third quarter of 2015, subject to regulatory approvals and other customary 
closing conditions.

On July 19, 2015, the Company reached a definitive agreement with BMO Financial Corp. to acquire BMO Capital 
Markets GKST Inc. The transaction is expected to close in the fourth quarter of 2015, subject to regulatory approvals 
and other customary closing conditions.

The Company has evaluated subsequent events through August 27, 2015, the date the financial statements were available 
to be issued, and has determined there are no other subsequent events that require disclosure in the Company's financial 
statements.
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