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Dear Client:

The following information outlines the financial condition
of Piper Jaffray & Co. We are pleased to report that our
business remains in strong financial condition. We have
more than $1.0 billion in assets and are capitalized with
more than $644 million in equity capital. As described in
the notes, we have $210.5 million in net regulatory capital,
and exceeded the minimum net capital required under the
SEC rule by $209.5 million.

As we state in our Guiding Principles, serving you is our
fundamental purpose. We value the trust you have placed
in us, and we look forward to furthering our relationship
with you.

M@Q% i

Andrew S. Duff
Chairman & CEO

Report of Independent Registered
Public Accounting Firm

The Board of Directors and Shareholder
Piper Jaffray & Co.

We have audited the accompanying consolidated statement
of financial condition of Piper Jaffray & Co. (the Company)
as of December 31, 2008. This consolidated statement of
financial condition is the responsibility of the Company’s
management. Our responsibility is to express an opinion on
this statement of financial condition based on our audit.

We conducted our audit in accordance with auditing
standards generally accepted in the United States. Those
standards require that we plan and perform the audit to
obtain reasonable assurance about whether the statement
of financial condition is free of material misstatement.
An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the consolidated
statement of financial condition. An audit also includes
assessing the accounting principles used and significant
estimates made by management, as well as evaluating the
overall statement of financial condition presentation. We
believe that our audit provides a reasonable basis for our
opinion.

The consolidated statement of financial condition as of
December 31, 2007 and for the year then ended were
restated as discussed in Note 1.

In our opinion, the consolidated statement of financial
condition referred to above presents fairly, in all material
respects, the consolidated financial position of Piper
Jaffray & Co. as of December 31, 2008, in conformity
with accounting principles generally accepted in the United
States.

St + LLP

February 27, 2009



Piper Jaffray & Co.
Consolidated Statement of Financial Condition
December 31, 2008

(Amounts in thousands, except share data)

Assets
Cash and cash equivalents $ 19,383
Cash and cash equivalents segregated for regulatory

purposes 20,005
Receivables:

Customers 16,923

Brokers, dealers and clearing organizations 115,982
Deposits with clearing organizations 28,471
Securities purchased under agreements to resell 65,237
Securitized municipal tender option bonds 10,010
Financial instruments and other inventory positions

owned 323,509
Financial instruments and other inventory positions

owned and pledged as collateral 112,023

Total trading securities owned 435,532
Fixed assets (net of accumulated depreciation and

amortization of $56,267) 16,331
Goodwill 111,051
Other receivables 28,824
Other assets 169,913

Total assets $ 1,037,662

Liabilities and Shareholder’s Equity

Short-term bank financing $ 9,000
Payables:
Customers 15,862
Checks and drafts 4,397
Brokers, dealers and clearing organizations 2,429
Securities sold under agreements to repurchase 106,372
Tender option bond trust certificates 9,995
Financial instruments and other inventory positions
sold, but not yet purchased 107,421
Accrued compensation 77,219
Other liabilities and accrued expenses 60,373
Total liabilities 393,068

Shareholder’s equity:
Preferred stock, $0.01 par value; 3,000 shares
authorized, none issued and outstanding -
Common stock, $0.01 par value; 1,000 shares
authorized, 459 issued and outstanding -
Additional paid-in capital 749,269

Other comprehensive loss (939)
Accumulated deficit (103,736)
Total shareholder’s equity 644,594

Total liabilities and shareholder’s equity ~ $ 1,037,662

See Notes to Consolidated Financial Statements

Notes to Consolidated Statement of
Financial Condition as of December 31, 2008

NOTE 1. BACKGROUND

Piper Jaffray & Co. (the “Company”) is a wholly

owned subsidiary of Piper Jatfray 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 and conducts secondary
trading in corporate and municipal securities, acts as a
broker of option contracts and provides various other
financial services.

Restatement of 2006 and 2007 Annual and 2008 Interim
Financial Statements

On February 2, 2009, the Parent Company filed a Form
8-K reporting that its previously issued (i) interim financial
statements included in its Quarterly Reports on Form 10-Q
for the periods ended March 31, June 30, and September
30, 2008 and (ii) annual financial statements for the years
ended December 31, 2007 and 2006 included in its Annual
Report on Form 10-K (collectively, the “Affected Financial
Statements”) and the related reports of its independent
registered public accounting firm, Ernst & Young LLP,
should no longer be relied upon. The Company’s financial
statements previously issued during this time period should
no longer be relied upon.

As part of the compensation paid to employees, the
Company uses stock-based compensation, consisting of
restricted stock and stock options. Since January 1, 2006,
the Company accounts for stock-based compensation

in accordance with Statement of Financial Accounting
Standards No. 123(R), “Share-Based Payment” (SFAS
123(R)). Stock-based compensation was generally
amortized on a straight-line basis over the vesting period of
the award, which was typically three years. The majority
of restricted stock and option grants provide for continued
vesting after termination, provided that the employee does
not violate certain post-termination restrictions as set forth
in the award agreements or any agreements entered into
upon termination. Management’s interpretation was that
the post-termination restrictions met the SFAS 123(R)
definition of an in-substance service condition. Therefore,
the Company considered the required service period to be
the greater of the vesting period or the post-termination
restricted period.

In the fourth quarter of 2008, management re-evaluated
whether the post-termination restrictions of certain
equity awards would continue to meet the criteria for

an in-substance service condition given the historic
changes to the industry. Following an extensive analysis,
management concluded in January 2009, in consultation
with the Company’s auditors, that the post-termination
restrictions had never met the criteria for an in-substance



service condition for awards granted since January 1, 2006
based on the manner in which those complex criteria are
interpreted in practice. This determination necessitated

a restatement of the Affected Financial Statements to
recognize expense for all of those equity awards in the year
in which those awards were deemed to be earned, rather
than over the three-year vesting period. The cumulative
impact on shareholder’s equity as of December 31, 2008
was a decrease of $57.4 million.

The line items impacted by the restatement are as follows:

Year Ended December 31,
(Dollars in thousands) 2007 2007

(As Reported)  (Restated)
Statement of financial condition data:

Other assets $ 75808 $§ 108,037
Total assets 1,423,030 1,455,259
Accrued compensation 124,265 125,587
Other liabilities and accrued expenses 65,413 153,720
Total liabilities 679,180 768,809
Retained earnings 85,740 28,340
Total shareholder’s equity 743,850 686,450

NOTE 2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Principles of Consolidation

The consolidated statement of financial condition includes
the accounts of Piper Jaffray & Co. and all other entities
in which the Company has a controlling financial interest.
All material intercompany accounts and transactions have
been eliminated. The Company determines whether it has a
controlling financial interest in an entity by first evaluating
whether the entity is a voting interest entity, a variable
interest entity (“VIE”), a special-purpose entity (“SPE”),
or a qualifying special-purpose entity (“QSPE”) under U.S.
generally accepted accounting principles.

Voting interest entities are entities in which the total
equity investment at risk is sufficient to enable each entity
to finance itself independently and provides the equity
holders with the obligation to absorb losses, the right to
receive residual returns and the right to make decisions
about the entity’s activities. Voting interest entities, where
the Company has a majority interest, are consolidated

in accordance with Accounting Research Bulletin No.

51, “Consolidated Financial Statements,” (“ARB 517),

as amended. ARB 51 states that the usual condition for

a controlling financial interest in an 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 interest.

As defined in Financial Accounting Standards Board
Interpretation No. 46(R), “Consolidation of Variable
Interest Entities,” (“FIN 46(R)”), VIEs are entities that
lack one or more of the characteristics of a voting interest
entity described above. FIN 46(R) states that a controlling
financial interest in an entity is present when an enterprise
has a variable interest, or combination of 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,
known as the primary beneficiary, consolidates the VIE.
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Accordingly, the Company consolidates VIEs in which the
Company is deemed to be the primary beneficiary.

SPEs are trusts, partnerships or corporations established
for a particular limited purpose. The Company follows
the accounting guidance in Statement of Financial
Accounting Standards No. 140, “Accounting for Transfers
and Servicing of Financial Assets and Extinguishment of
Liabilities” (“SFAS 140”), to determine whether or not
such SPEs are required to be consolidated. Certain SPEs
meet the SFAS 140 definition of a QSPE. A QSPE can
generally be described as an entity with significantly limited
powers that are intended to limit it to passively holding
financial assets and distributing cash flows based upon
predetermined criteria. Based upon the guidance in SFAS
140, QSPEs are not consolidated. An entity accounts for
its involvement with QSPEs under a financial components
approach.

Certain SPEs do not meet the QSPE criteria because their
permitted activities are not sufficiently limited or control
remains with one of the owners. These SPEs are typically
considered VIEs and are reviewed under FIN 46(R) to
determine 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 accounts for

its investment in accordance with the equity method of
accounting prescribed by Accounting Principles Board
Opinion No. 18, “The Equity Method of Accounting for
Investments in Common Stock.” 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.

Use of Estimates

The preparation of the statement of financial condition

and related disclosures in conformity with U.S. generally
accepted accounting principles requires management to
make estimates and assumptions that affect the reported
amounts of assets and liabilities at the date of the statement
of financial condition. Actual results could differ from those
estimates.

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
purchase.

In accordance with Rule 15¢3-3 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.

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 receivables and
other liabilities and accrued expenses on the consolidated
statement of financial condition.

Customer Transactions

Customer securities transactions are recorded on a
settlement 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.

Allowance for Doubtful Accounts

Management estimates an allowance for doubtful accounts
to reserve for probable losses from unsecured and partially
secured customer accounts. Management is continually
evaluating its receivables from customers for collectibility
and possible write-off by examining the facts and
circumstances surrounding each customer where a loss is
deemed possible.

Fair Value of Financial Instruments

Financial instruments and other inventory positions
owned, financial instruments and other inventory positions
sold, but not yet purchased, and securitized municipal
tender option bonds are carried at fair value on the
consolidated statement of financial condition. The fair
value of a financial instrument is the amount that would
be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the
measurement date (i.e. the exit price). Securities (both long
and short) are recognized on a trade-date basis.

Fair Value Hierarchy

Effective January 1, 2008, the Company adopted Statement
of Financial Accounting Standards No. 157, “Fair Value
Measurements” (“SFAS 157”). Prior to January 1, 2008,
the Company followed the American Institute of Certified
Public Accountants (“AICPA”) Audit and Accounting
Guide, Brokers and Dealers in Securities, when determining
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fair value for financial instruments. SFAS 157 defines fair
value, establishes a framework for measuring fair value,
establishes a fair value hierarchy based on the inputs used
to measure fair value and enhances disclosure requirements
for fair value measurements. SFAS 157 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 our 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 transparency 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. The type of financial instruments included in
Level I are highly liquid instruments with quoted prices
such as equities listed in active markets, certain U.S.
treasury bonds, money market securities and certain firm
investments.

Level IT — 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, derivative
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. Instruments
which are generally included in this category are certain
U.S. treasury bonds and U.S. government agency securities,
certain corporate bonds, certain municipal bonds, certain
asset-backed securities, certain convertible securities,
derivatives, securitized municipal tender option bonds and
tender option bond trust certificates.

Level III — Instruments that have little to no pricing
observability as of the report date. These financial
instruments do not have two-way markets and 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.
Instruments included in this category generally include
auction rate municipal securities, certain asset-backed
securities, certain firm investments, certain U.S. government
agency securities, certain convertible securities and certain
corporate bonds.

Certain non-financial assets and non-financial liabilities
measured at fair value on a recurring basis include
reporting units measured at fair value in the first step of
the goodwill impairment test. Certain non-financial assets
and non-financial liabilities measured at fair-value on a
non-recurring basis include non-financial assets and non-
financial liabilities measured at fair value in the second step



of a goodwill impairment test, as well as intangible assets
measured at fair value for impairment assessment. SFAS
157 will be applicable to these fair value measurements
beginning January 1, 2009.

Valuation of Financial Instruments

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,
financial instruments and other inventory positions owned
and pledged as collateral, 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.

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 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 value of a security is derived
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.

Derivative contracts are financial instruments such as
forwards, futures, swaps or option contracts that derive
their value from underlying assets, reference rates, indices
or a combination of these factors. A derivative contract
generally represents future commitments to purchase or sell
financial instruments at specified terms on a specified date
or to exchange currency or interest payment streams based
on the contract or notional amount. Derivative contracts
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exclude certain cash instruments, such as mortgage-backed
securities, interest-only and principal-only obligations

and indexed debt instruments that derive their values or
contractually required cash flows from the price of some
other security or index.

The fair values related to derivative contract transactions
are reported in 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. Fair value is
determined using quoted market prices when available or
pricing models based on the net present value of estimated
future cash flows. Management deems the net present value
of estimated future cash flows model to provide the best
estimate of fair value as most of our derivative products are
interest rate products. The valuation models used require
inputs including contractual terms, market prices, yield
curves, credit curves and measures of volatility.

The Company does not utilize “hedge accounting” as
described within Statement of Financial Accounting
Standards No. 133, “Accounting for Derivative Instruments
and Hedging Activities” (“SFAS 133”). Derivatives are
reported on a net-by-counterparty basis when a legal

right of offset exists and on a net-by-cross product basis
when applicable provisions are stated in a master netting
agreement. Cash collateral received or paid is netted on a
counterparty basis, provided legal right of offset exists.

Securitized Municipal Tender Option Bonds

The Company securitized highly rated municipal bonds
as part of its tender option bond program. Such transfers
of financial assets are accounted for as sales when the
Company has relinquished control over the transferred
assets. Transfers that are not accounted for as sales are
accounted for as secured borrowings by consolidating
the assets and liabilities of the trusts onto the Company’s
consolidated statement of financial condition.

Fixed Assets

Fixed assets include furniture and equipment, software and
leasehold improvements. Depreciation of furniture and
equipment and software is provided 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.
Additionally, certain costs incurred in connection with
internal-use software projects are capitalized and amortized
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 10 years. Some of the leases contain renewal options,
escalation clauses, rent free holidays and operating cost
adjustments.

For leases that contain escalations and 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.

Gooduwill and Intangible Assets

Goodwill represents the excess of purchase price over the
fair value of net assets acquired using the purchase method
of accounting. The recoverability of goodwill is evaluated
annually, at a minimum, or on an interim basis if events

or circumstances indicate a possible inability to realize the
carrying amount. The evaluation includes assessing the
estimated fair value of the goodwill based on market prices
for similar assets, where available, the Parent Company’s
market capitalization and the present value of the estimated
future cash flows associated with the goodwill.

Intangible assets with determinable lives consist of software
technologies that were amortized over three years.

Other Receivables

Other receivables includes management fees receivable,
accrued interest and loans made to revenue-producing
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 up to three years.

Other Assets

Other assets include net deferred tax assets, income tax
receivables, prepaid expenses, intercompany receivables
and proprietary investments. The Company’s investments
include investments in partnerships, bridge-loan financings
and investments to fund deferred compensation liabilities.

Income Taxes

Deferred tax assets and liabilities are recognized for the
expected future tax consequences attributable to temporary
differences between amounts reported for income tax
purposes and financial statement purposes, using current
tax rates. A valuation allowance is recognized if it is
anticipated that some or all of a deferred tax asset will

not be realized. Tax reserves for uncertain tax positions

are recorded in accordance with FASB Interpretation No.
48, “Accounting for Uncertainty in Income Taxes — an
interpretation of FASB Statement 109” (“FIN 48).

NOTE 3. RECENT ACCOUNTING PRONOUNCEMENTS

In September 2006, the Financial Accounting Standards
Board (“FASB”) issued Statement of Financial Accounting
Standards No. 157, “Fair Value Measurements” (“SFAS
1577). SFAS 157 defines fair value, establishes a framework
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for measuring fair value and expands disclosures regarding
fair value measurements. SFAS 157 does not require any
new fair value measurements, but its application may, for
some entities, change current practice. Changes to current
practice stem from the revised definition of fair value and
the application of this definition within the framework
established by SFAS 157. SFAS 157 was effective for the
Company beginning January 1, 2008. SFAS 157 did not
have a material affect on its consolidated statement of
financial condition. In accordance with FSP FAS 157-

2, “Effective Date of FASB Statement No. 157” (“FSP
157-27), the Company will defer the application of SFAS
157 for non-financial assets and non-financial liabilities
until January 1, 2009. FSP 157-2 is not expected to have a
material affect on the Company’s consolidated statement of
financial condition.

In February 2007, the FASB issued Statement of Financial
Accounting Standards No. 159, “The Fair Value Option
for Financial Assets and Financial Liabilities” (“SFAS
159”). SFAS 159 permits entities to choose to measure
certain financial assets and liabilities and other eligible
items at fair value, which are not otherwise currently
allowed to be measured at fair value. Under SFAS 159, the
decision to measure items at fair value is made at specified
election dates on an irrevocable instrument-by-instrument
basis. Entities electing the fair value option are required

to distinguish on the face of the statement of financial
position, the fair value of assets and liabilities for which
the fair value option has been elected and similar assets and
liabilities measured using another measurement attribute.
SFAS 159 was effective for the Company beginning January
1, 2008. SFAS 159 did not have a material affect on the
Company’s consolidated statement of financial condition.

In April 2007, the FASB issued FSP No. FIN 39-1,
“Amendment of FASB Interpretation No. 39” (“FSP FIN
39-1”). FSP FIN 39-1 modifies FIN No. 39, “Offsetting
of Amounts Related to Certain Contracts,” and permits
companies to offset cash collateral receivables or payables
with net derivative positions under certain circumstances.
FSP FIN 39-1 was effective for the Company beginning
January 1, 2008. FSP FIN 39-1 did not have a material
affect on its consolidated statement of financial condition.

In December 2007, the FASB issued Statement of Financial
Accounting Standards No. 141 (revised 2007), “Business
Combinations” (“SFAS 141(R)”). SFAS 141(R) expands the
definition of transactions and events that qualify as business
combinations; requires that acquired assets and liabilities,
including contingencies, be recorded at the fair value
determined on the acquisition date and changes thereafter
reflected in revenue, not goodwill; changes the recognition
timing for restructuring costs; and requires acquisition costs
to be expensed as incurred. Adoption of SFAS 141(R) is
required for combinations after December 15, 2008. Early
adoption and retroactive application of SFAS 141(R) to
fiscal years preceding the effective date are not permitted.
The Company will apply the standard to any business
combinations within the scope of SFAS 141(R) occurring
after December 31, 2008.

In December 2007, the FASB issued Statement of Financial
Accounting Standards No. 160, “Noncontrolling Interest



in Consolidated Financial Statements” (SFAS 160). SFAS
160 re-characterizes minority interests in consolidated
subsidiaries as non-controlling interests and requires the
classification of minority interests as a component of equity.
Under SFAS 160, a change in control will be measured at
fair value, with any gain or loss recognized in earnings.
SFAS 160 is effective for fiscal years beginning after
December 15, 2008, with early adoption prohibited. The
provisions of SFAS 160 are to be applied prospectively,
except for the presentation and disclosure requirements
which are to be applied retrospectively to all periods
presented. SFAS 160 is not expected to have a material
effect on the Company’s consolidated statement of financial
condition.

In March 2008, the FASB issued SFAS No. 161
“Disclosures about Derivative Instruments and Hedging
Activities —an amendment of FASB Statement No. 133”
(“SFAS 1617). SFAS 161 intends to improve financial
reporting about derivative instruments and hedging
activities by requiring enhanced disclosures about

their impact on an entity’s financial position, financial
performance, and cash flows. SFAS 161 requires disclosures
regarding the objectives for using derivative instruments,
the fair value of derivative instruments and their related
gains and losses, and the accounting for derivatives and
related hedged items. SFAS 161 is effective for fiscal

years and interim periods beginning after November 15,
2008, with early adoption permitted. Because SFAS 161
impacts the Company’s disclosure and not its accounting
treatment for derivative instruments and any hedge items,
the Company’s adoption of SFAS 161 will not impact its
consolidated statement of financial condition.

In October 2008, the FASB issued FSP FAS 157-3,
“Determining the Fair Value of a Financial Asset When
the Market for That Asset Is Not Active” (“FSP 157-3”),
which was effective upon issuance, including prior periods
for which financial statements have not been issued. FSP
157-3 clarifies the application of SFAS No. 157 “Fair
Value Measurements” (“SFAS 157”) in a market that is
not active and provides an example of key considerations
to determine the fair value of financial assets when the
market for those assets is not active. The adoption of FSP
157-3 did not have a material effect on the Company’s
consolidated statement of financial condition.

In December 2008, the FASB issued FSP FAS 140-4 and
FIN 46(R)-8 “Disclosures by Public Entities (Enterprises)
about Transfers of Financial Assets and Interests in Variable
Interest Entities” (“FSP 140-4”), which is effective for the
first reporting period ending after December 15, 2008. FSP
140-4 requires additional disclosure related to transfers of
financial assets and variable interest entities. Since FSP 140-
4 impacts the Company’s disclosures and not its accounting
treatment for transfers of financial assets and variable
interest entities, the Company’s adoption of FSP 140-4 did
not impact its consolidated statement of financial condition.
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NOTE 4. 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 December 31, 2008 were as
follows:

(Amounts in thousands)
Financial instruments and other inventory positions owned (1):
Corporate securities:

Equity securities $ 3,347
Convertible securities 7,088
Fixed income securities 72,571

Municipal Securities:
Auction rate municipal securities 17,650
Variable rate demand notes 18,675
Other municipal securities 136,844
Asset-backed securities 52,385
U.S. government agency securities 59,341
U.S. government securities 67,631
$ 435,532

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

Corporate securities:

Equity securities $ 6,203
Fixed income securities 9,283
Municipal securities 23,250
U.S. government agency securities 10,298
U.S. government securities 58,377
Derivative contracts 10
$ 107421

(1)Excludes $10.0 million in securitized municipal tender option bonds held
in securitized trusts at December 31, 2008, these financial instruments are
included in securitized municipal tender option bonds on the consolidated
statement of financial condition at December 31, 2008.

At December 31, 2008, financial instruments and other
inventory positions owned in the amount of $112.0
million had been pledged as collateral for the Company’s
repurchase agreements and secured borrowings.

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 market value of its financial instruments and other
inventory positions owned utilizing inventory positions
sold, but not yet purchased, interest rate swaps, futures and
exchange-traded options.

Derivative Contract Financial Instruments

The Company uses interest rate swaps, interest rate locks,
and forward contracts to facilitate customer transactions
and as a means to manage risk in certain inventory
positions. Interest rate swaps are also used to manage
interest rate exposure associated with the Company’s



tender option bond program. As of December 31, 2008, the

Company was counterparty to notional/contract amounts
of $10.1 million of derivative instruments.

The Company’s derivative contracts are recorded at

fair value. Fair values for derivative contracts represent
amounts estimated to be received from or paid to a
counterparty in settlement of these instruments. These
derivatives are valued using quoted market prices when
available or pricing models based on the net present value
of estimated future cash flows. The valuation models used
require inputs including contractual terms, market prices,
yield curves, credit curves and measures of volatility.
Derivatives are reported on a net-by-counterparty basis
when legal right of offset exists, and on a net-by-cross
product basis when applicable provisions are stated in
master netting agreements. Cash collateral received or paid
is netted on a counterparty basis, provided a legal right of
offset exists.

NOTE 5. FAIR VALUE OF FINANCIAL INSTRUMENTS
Financial Instruments

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.

The degree of judgment used in measuring the fair value
of financial instruments generally correlates to the level
of pricing observability. Pricing observability is impacted
by a number of factors, including the type of financial
instrument, whether the financial instrument is new to
the market and not yet established and the characteristics
specific to the transaction. Financial instruments with
readily available active quoted prices for which fair value
can be measured from actively quoted prices generally
will have a higher degree of pricing observability and a
lesser degree of judgment used in measuring fair value.
Conversely, financial instruments rarely traded or not
quoted will generally have less, or no, pricing observability
and a higher degree of judgment used in measuring fair
value.
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The following table summarizes the valuation of our
financial instruments by SFAS 157 pricing observability
levels as of December 31, 2008:

(Amounts in thousands) Level I (1) Level Il (1) Levellli (1)  Total

Assets:

Financial instruments and other
inventory positions owned:

Non-derivative instruments $ 64,571 $324,836 $ 46,125 $435,532

Securitized municipal tender

option bonds - 10,010 - 10,010
Cash equivalents 18,137 - - 18,137
Investments 1,741 - 433 2,174
Total assets $ 84,449 $334,846 $ 46,558 $465,853
Liabilities:

Financial instruments and other
inventory positions sold, but
not yet purchased:
Non-derivative instruments $ 20,627 $ 86,784 $ - $107,411

Derivative instruments - 10 - 10

Total financial instruments and
other inventory positions

sold, but not yet purchased: 20,627 86,794 - 107,421
Tender option bond trust

certificates - 9,995 - 9,995
Investments - - 366 366
Total liabilities $ 20,627 $ 96,789 § 366 $117,782

(1)Level I financial instruments include highly liquid instruments with quoted
prices such as certain U.S. treasury bonds, equities listed in active markets,
money market securities and certain firm investments. Level 11 financial
instruments generally include certain U.S. treasury bonds and U.S. government
agency securities, certain corporate bonds, certain municipal bonds, certain
asset-backed securities, certain convertible securities, derivatives, securitized
municipal tender option bonds and tender option bond trust certificates. Level
I financial instruments generally include auction rate municipal securities,
certain asset-backed securities, certain firm investments, certain convertible
securities and certain corporate bonds.

Instruments that trade infrequently and therefore have
little or no price transparency are classified within Level

III based on the results of our price verification process.
The Company’s Level III assets were $46.6 million, or 10.0
percent of financial instruments measured at fair value.
This balance primarily consists of auction rate securities
where the market has ceased to function and asset-back
securities, principally collateralized by aircraft that have
experienced low volumes of executed transactions, such
that unobservable inputs had to be utilized for the fair
value measurements of these instruments. Our auction rate
securities are valued at par based upon our expectations

of issuer refunding plans. Asset-back securities are valued
using cash flow models that utilize unobservable inputs that
include airplane lease rates, maintenance costs and airplane
liquidation proceeds.



NOTE 6. SECURITIZATIONS

Through its tender option bond program, the Company sold
highly rated municipal bonds into securitization vehicles
(“Securitized Trusts”) that are funded by the sale of variable
rate certificates to institutional customers seeking variable rate
tax-free investment products. These variable rate certificates
reprice weekly and the Company receives a fee to remarket the
variable rate certificates. Securitization transactions meeting
certain SFAS 140 criteria are treated as sales. If a securitization
does not meet the asset sale requirements of SFAS 140, the
transaction is recorded as a borrowing.

The Company’s securitization transaction was designed such
that it did not meet the asset sale requirements of SFAS 140,
causing the Company to consolidate this trust. As a result, the
Company recorded an asset for the underlying bonds of $10.0
million as of December 31, 2008, in securitized municipal
tender option bonds and a liability for the certificates

sold by the trust for $10.0 million in tender option bond

trust certificates on the consolidated statement of financial
condition.

NOTE 7. VARIABLE INTEREST ENTITIES

In the normal course of business, the Company regularly
creates or transacts with entities that may be VIEs. These
entities are either securitization vehicles or investment
vehicles. See Note 6 for a discussion of the Company’s
securitization vehicles.

The Company has investments in and/or acts as the
managing partner or member to approximately 12
partnerships and limited liability companies (“LLCs”).
These entities were established for the purpose of investing
in equity and debt securities of public and private
investments and were initially financed through the capital
commitments of the members. At December 31, 2008, the
Company’s aggregate net investment in these partnerships
and LLCs totaled $7.7 million. The Company’s remaining
commitment to these partnerships and LLCs was $0.2
million at December 31, 2008.

The Company has identified one partnership and three
LLCs described above as VIEs. The Company is determined
to be the primary beneficiary when it has a variable
interest, or combination of variable interests, that will
absorb a majority of the VIE’s expected losses, receives a
majority of the VIE’s expected residual returns, or both.

It was determined that the Company is not the primary
beneficiary of these VIEs. However, the Company owns

a significant variable interest in these VIEs. These VIEs

had assets approximating $195.9 million at December 31,
2008. The Company’s exposure to loss from these entities is
$5.1 million, which is the value of its capital contributions
recorded in other assets in the consolidated statement of
financial condition at December 31, 2008. The Company
had no liabilities related to these entities at December 31,
2008.

The Company has not provided financial or other support
to the VIEs that it was not previously contractually
required to provide as of December 31, 2008.
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NOTE 8. RECEIVABLES FROM AND PAYABLES TO BROKERS,
DEALERS AND CLEARING ORGANIZATIONS

Amounts receivable from brokers, dealers and clearing
organizations at December 31, 2008 included:

(Amounts in thousands)
Receivable arising from unsettled securities

transactions, net $ 79,370
Deposits paid for securities borrowed 18,475
Receivable from clearing organizations 14,207
Securities failed to deliver 2,282
Other 1,648

Total receivables $ 115,982

Amounts payable to brokers, dealers and clearing
organizations at December 31, 2008 included:

(Amounts in thousands)

Payable to clearing organizations $ 862
Securities failed to receive 1,565
Other 2

Total payables $ 2,429

NOTE 9. RECEIVABLES FROM AND PAYABLES TO CUSTOMERS

Amounts receivable from customers at December 31, 2008
included:

(Amounts in thousands)

Cash accounts $ 5,741
Margin accounts 11,182
Total receivables $ 16,923

Securities owned by customers are held as collateral for
margin loan receivables. This collateral is not reflected on
the consolidated statement of financial condition. Margin
loan receivables earn interest at floating interest rates based
on prime rates.

Amounts payable to customers at December 31, 2008
included:

(Amounts in thousands)

Cash accounts $ 8,517
Margin accounts 7,345
Total payables $ 15,862

Payables to customers primarily comprise certain cash
balances in customer accounts consisting of customer funds
pending settlement of securities transactions and customer
funds on deposit. Except for amounts arising from
customer short sales, all amounts payable to customers are
subject to withdrawal by customers upon their request.



NOTE 10. 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, 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 in the event of excess market
exposure.

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. The Company
obtained securities with a fair value of approximately $97.9
million at December 31, 2008, of which $62.3 million has
been either pledged or otherwise transferred to others in
connection with the Company’s financing activities or to
satisfy its commitments under trading securities sold, but
not yet purchased.

At December 31, 2008, the Company’s securities sold
under agreements to repurchase (“Repurchase Liabilities”)
exceeded 10 percent of total assets. The majority of
Repurchase Liabilities at December 31, 2008, consisted of
municipal obligations.

The following is a summary of Repurchase Liabilities as of
December 31, 2008:

Carrying
Amount of Repurchase  Interest
(Amounts in thousands) Assets Sold  Liabilities Rates
Overnight maturity $ 43325 § 39715 0.35%
On demand maturity 79,650 66,657 2.80%

$ 122975 $ 106,372

NOTE 11. OTHER ASSETS

Other assets includes investments in public companies,
investments in private equity partnerships that are valued
using the equity method of accounting, investments

in private companies and bridge-loans valued at cost,

net deferred tax assets, income tax receivables, prepaid
expenses and intercompany receivables.

Other assets at December 31, 2008 included:

Investments at fair value $ 2,174
Investments at cost 16,485
Investments valued using equity method 9,558
Deferred income tax assets 86,074
Income tax receivables 34,661
Prepaid expenses 5,554
Intercompany receivable 14,366
Other 1,041

Total other assets $ 169,913
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NOTE 12. GOODWILL

The following table presents the changes in the carrying
value of goodwill for the year ended December 31, 2008:

(Amounts in thousands)

Balance at December 31, 2007 $ 231,567
Goodwill acquired -
Impairment losses (120,516)
Balance at December 31, 2008 $ 111,051

The Company tests goodwill for impairment on an annual
basis and on an interim basis when certain events or
circumstances exist. The Company tests for impairment
at the reporting unit level, which are generally one

level below its operating segments. The Company has
identified one reporting unit: capital markets. The goodwill
impairment test is a two-step process. The first step of

the process consists of comparing the estimated fair value
of a reporting unit with its book value. If the estimated
fair value is less than the carrying value, the second step

is performed to compute the amount of impairment by
determining an “implied fair value” of goodwill.

The Company completed its annual goodwill impairment
testing as of November 30, 2008, which resulted in a
non-cash goodwill impairment charge of $120.5 million.
The charge relates to goodwill created from the 1998
acquisition of Piper Jaffray by U.S. Bancorp, which was
retained by the Company when the Company spun-off
from U.S. Bancorp on December 31, 2003. The fair value
of the capital markets reporting unit was calculated based
on the following factors: market capitalization of the Parent
Company, a discounted cash flow model using revenue
and profits forecasts and company comparables. The
impairment charge resulted from deteriorating economic
and market conditions in 2008, which led to reduced
valuations from these factors. A continued downturn in
market conditions could result in additional impairment
charges in future periods.

NOTE 13. FIXED ASSETS

The following is a summary of fixed assets as of December
31, 2008:

(Amounts in thousands)

Furniture and equipment $ 37,149
Leasehold improvements 16,619
Software 17,537
Projects in process 1,293

Total $ 72,598

Less accumulated depreciation and amortization (56,267)

$ 16,331

NOTE 14. FINANCING

The Company has committed short-term financing
available on a secured basis and uncommitted short-term
financing available on both a secured and unsecured basis.
The availability of the Company’s uncommitted lines

are subject to approval by individual banks each time an
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advance is requested and may be denied. In addition, the
Company has established arrangements to obtain financing
by another broker dealer at the end of each business day
related specifically to its convertible inventory. Repurchase
agreements are also used as a source of funding.

During 2008, the Company entered into a $250 million
committed revolving credit facility with U.S. Bank, N.A.

in replacement of an existing $100 million uncommitted
revolving credit facility. The Company uses this credit
facility in the ordinary course of business to fund a portion
of its daily operations, and the amount borrowed under
the facility varies daily based on the Company’s funding
needs. Advances under this facility are secured by certain
marketable securities. However, of the $250 million

in financing available under this facility, $125 million

may only be drawn with specific municipal securities as
collateral. The facility includes a covenant that requires

the Company to maintain a minimum net capital of $180
million, and the unpaid principal amount of all advances
under this facility will be due on September 25, 2009. The
Company will also pay a nonrefundable commitment fee on
the unused portion of the facility on a quarterly basis. At
December 31, 2008, the Company had no advances against
this line of credit.

The Company’s short-term financing bears interest at
rates based on the federal funds rate. For the year ended
December 31, 2008, the weighted average interest rate
on borrowings was 2.72 percent. At December 31, 2008,
no formal compensating balance agreements existed, and
the Company was in compliance with all debt covenants
related to its financing facilities.

NOTE 15. CONTINGENCIES, COMMITMENTS AND
GUARANTEES

Legal Contingencies

The Company has been named as a defendant in various
legal proceedings arising primarily from securities
brokerage and investment banking activities, including
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.

The Company has established reserves for potential losses
that are probable and reasonably estimable that may result
from pending and potential complaints, legal actions,
investigations and proceedings. The Company’s reserves
totaled $17.0 million at December 31, 2008, which is
included within other liabilities and accrued expenses

on the consolidated statement of financial condition. A
significant portion of the Company’s reserves at December
31, 2008 will be funded by an insurance receivable, which
is recorded within other receivables on the consolidated
statement of financial condition.

As part of the asset purchase agreement between UBS and
the Company for the sale of the PCS branch network, the
Company has retained liabilities arising from regulatory
matters and certain litigation relating to the PCS business
prior to the sale.
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Given uncertainties regarding the timing, scope, volume
and outcome of pending and potential litigation, arbitration
and regulatory proceedings and other factors, the amounts
of reserves are difficult to determine and of necessity subject
to future revision. Subject to the foregoing, management

of the Company believes, based on its current knowledge,
after consultation with outside legal counsel and after
taking into account its established reserves, that pending
legal actions, investigations and proceedings will be
resolved with no material adverse effect on the consolidated
statement of financial condition of the Company.

Operating Lease Commitments

The Company leases office space throughout the United
States and in a limited number of foreign countries

where the Company’s international operations reside.

The Company’s only material lease is for its corporate
headquarters located in Minneapolis, Minnesota. Aggregate
minimum lease commitments under operating leases as of
December 31, 2008 are as follows:

(Amounts in thousands)

2009 $ 14,783
2010 13,735
2011 10,886
2012 10,336
2013 10,136
Thereafter 7,876

$ 67,752

Total minimum rentals to be received from 2009 through
2016 under noncancelable subleases were $14.9 million at
December 31, 2008.

Fund Commitments

As of December 31, 2008, the Company had commitments
to invest approximately $0.2 million in limited partnerships
that make investments in private equity and venture capital
funds. The commitments are estimated to be funded, if
called, through the end of the respective investment periods
ranging from 2009 to 2011.

Other Commitments

The Company is a member of numerous exchanges

and clearinghouses. Under the membership agreements
with these entities, members generally are required to
guarantee the performance of other members, and if

a member becomes unable to satisfy its obligations to
the clearinghouse, other members would be required to
meet shortfalls. To mitigate these performance risks, the
exchanges and clearinghouses often require members
to post collateral. The Company’s maximum potential
liability under these arrangements cannot be quantified.
However, management believes the likelihood that the
Company would be required to make payments under
these arrangements is remote. Accordingly, no liability
is recorded in the consolidated statement of financial
condition for these arrangements.

Reimbursement Guarantee

The Company and an affiliate have contracted with a
major third-party financial institution to act as the liquidity
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provider for the Company and its affiliate’s tender option
bond securitized trusts. The Company has agreed to
reimburse this third-party for any losses associated with
providing liquidity to the Company’s trusts and those of
its affiliate. Any amounts reimbursed by the Company on
behalf of its affiliate will be reimbursed to the Company by
the affiliate. The maximum exposure to loss at December
31,2008 was $88.0 million representing the outstanding
amount of all trust certificates. This exposure to loss is
mitigated by the underlying bonds in the trusts. These
bonds had a market value of approximately $84.6 million
at December 31, 2008. At December 31, 2008, $74.9
million of these bonds were insured against default of
principal or interest by triple-A rated monoline bond
insurance companies. One trust representing $9.7 million
in bonds was insured against default of principal or interest
by a double-A rated monoline bond insurance company.
The municipalities that issued bonds we have securitized
all are rated “A” or higher. The Company believes the
likelihood it or its affiliate will be required to fund the
reimbursement agreement obligation under any provision
of the arrangement is probable as the value of the tender
option bond trust certificates outstanding exceeds the
value of securitized municipal tender option bonds by $3.4
million at December 31, 2008.

Concentration of Credit Risk

The Company provides investment, capital-raising and
related services to a diverse group of domestic and foreign
customers, including governments, corporations, and
institutional and individual investors. The Company’s
exposure to credit risk associated with the non-performance
of customers in fulfilling their contractual obligations
pursuant to securities transactions can be directly impacted
by volatile securities markets, credit markets and regulatory
changes. This exposure is measured on an individual
customer basis and on a group basis for customers that
share similar attributes. To alleviate the potential for

risk concentrations, counterparty credit limits have been
implemented for certain products and are continually
monitored in light of changing customer and market
conditions. As of December 31, 2008, the Company did
not have significant concentrations of credit risk with any
one customer or counterparty, or any group of customers
or counterparties.

NOTE 16. RESTRUCTURING

The following table presents a summary of activity with
respect to the restructuring-related liabilities included
within other liabilities and accrued expense on the
statement of financial condition.

Restructure

(Amounts in thousands) Liability
Balance at December 31, 2007 $ 14,566
Recovery of provision charged to discontinued

operations (176)
Provisions charged to continuing operations 16,247
Cash outlays (9,788)
Non-cash write-downs (3,461)
Balance at December 31, 2008 $ 17,388
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NOTE 17. EMPLOYEE BENEFIT PLANS

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

Retirement Plan

The Company’s Retirement Plan is a defined contribution
retirement savings plan that allows qualified employees,

at their option, to make contributions through salary
deductions under Section 401 (k) of the Internal Revenue
Code. Employee contributions are 100 percent matched
by the Company to a maximum of 6 percent of recognized
compensation up to the social security taxable wage base.
Although the Company’s matching contribution vests
immediately, a participant must be employed on December
31 to receive that year’s matching contribution. The
matching contribution can be made in cash or Piper Jaffray
Companies common stock, in the Company’s discretion.

Pension and Post-Retirement Medical Plans

Certain employees participate in the Piper Jaffray
Companies Non-Qualified Retirement Plan, an unfunded,
non-qualified cash balance pension plan. The Company
froze the plan effective January 1, 2004, thereby
eliminating future benefits related to pay increases and
excluding new participants from the plan.

In 2008, the Company adopted the measurement date
provisions of Statement of Financial Accounting Standard
No. 158, “Employers’ Accounting for Defined Benefit
Pension and Other Postretirement Plans — an amendment
of FASB Statements No. 87, 88, 106 and 123(R)” (“SFAS
158”). SFAS 158 requires the measurement date for plan
assets and liabilities to coincide with the sponsor’s year
end. Prior to adoption, the Company used a September
30 measurement date for the pension and post-retirement
benefit plans. The adoption of SFAS 158’ measurement
date provisions in 2008 did not have a material impact on
the consolidated statement of financial condition of the
Company.

In 2008, the Company paid out amounts under the
pension plan that exceeded its service and interest cost.
These payouts triggered settlement accounting under
Statement of Financial Accounting Standard No. 88,
“Employers’ Accounting for Settlements and Curtailments
of Defined Benefit Pension Plans and for Termination
Benefits” (“SFAS 88”).

All employees of the Company who meet defined age and
service requirements are eligible to receive post-retirement
health care benefits provided under a post-retirement
benefit plan established by the Company in 2004. The
estimated cost of these retiree health care benefits is accrued
during the employees’ active service.
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Financial information on changes in benefit obligation, fair
value of plan assets and the funded status of the pension
and post-retirement benefit plans as of December 31, 2008
is as follows:

Post-

Retirement

Pension  Medical

(Amounts in thousands) Benefits Benefits

Change in benefit obligation:

Benefit obligation, at October 1 of prioryear $ 12,239 523
Service cost - 83
Interest cost 932 38
Plan participants’ contributions - 190
Net actuarial loss/(gain) 77 (66)
Curtailment gain - -
Settlement gain (133) -
Benefits paid (1,473) (212)

Benefit obligation at December 31, 2008 $ 11642 % 556

Change in plan assets:
Fair value of plan assets at October 1 of

prior year $ -$
Actual return on plan assets - -
Employer contributions 1,473 22
Plan participants’ contributions - 190
Benefits paid (1,473) (212)

Fair value of plan assets at December 31,2008 $ -3
Funded status at December 31, 2008 $(11,642) $ (556)

Components of accumulated other
comprehensive (income)/loss, net of tax:

Net actuarial loss $ 949 § 14
Prior service credits - (30)
Total at December 31, 2008 $ 9493 (16)

The assumptions used in the measurement of our benefit
obligations are as follows:
Post-
Retirement

Pension  Medical
Benefits  Benefits

Discount rate used to determine year-end

obligation 6.50% 6.50%
Discount rate used to determine fiscal year

expense 6.50% 6.50%
Expected long-term rate of return on participant

balances 6.50% N/A
Rate of compensation increase N/A N/A

Health care cost trend rate assumed for next year
(pre-medicare/post-medicare) 7.0%/8.0%

Rate to which the cost trend rate is assumed to
decline (the ultimate trend rate) (pre-medicare/

post-medicare) 5.0%/5.0%
Year that the rate reaches the ultimate trend rate
(pre-medicare/post-medicare) 2012/2013
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A one-percentage-point change in the assumed health
care cost trend rates would not have a material effect on
the Company’s post-retirement benefit obligations. The
pension plan and post-retirement medical plan do not
have assets and are not funded.

Health and Welfare Plans

Company employees who meet certain work schedule

and service requirements are eligible to participate in

the Company’s health and welfare plans. The Company
subsidizes the cost of coverage for employees. The medical
plan contains cost-sharing features such as deductibles and
coinsurance.

NOTE 18. STOCK-BASED COMPENSATION

The Parent Company maintains one stock-based
compensation plan, the Incentive Plan. The plan permits
the grant of equity awards, including non-qualified stock
options and restricted stock, to the Company’s employees.

NOTE 19. NET CAPITAL REQUIREMENTS AND OTHER
REGULATORY MATTERS

Piper Jaffray is registered as a securities broker dealer

and an investment advisor with the SEC and is a member
of various Self Regulatory Organizations (“SRO”) and
securities exchanges including the Financial Industry
Regulatory Authority (“FINRA”), which 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 the FINRA rule, 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 the SEC and
FINRA rules. In addition, Piper Jaffray is subject to certain
notification requirements related to withdrawals of excess
net capital.

At December 31, 2008, net capital calculated under the
SEC rule was $210.5 million, and exceeded the minimum
net capital required under the SEC rule by $209.5 million.
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NOTE 20. INCOME TAXES

Deferred income tax assets and liabilities reflect the tax
effect of temporary differences between the carrying
amount of assets and liabilities for financial reporting
purposes and the amounts used for the same items for
income tax reporting purposes. The net deferred tax asset
included in other assets on the consolidated statement

of financial condition consisted of the following items at
December 31:

(Amounts in thousands)
Deferred tax assets:

Liabilities/accruals not currently deductible ~ $ 10,697
Pension and retirement costs 4,721
Deferred compensation 59,738
Other 13,283
88,439

Deferred tax liabilities:
Firm investments 94
Fixed assets 316
Other 1,955
2,365
Net deferred tax asset $ 86,074

The realization of deferred tax assets is assessed and a
valuation allowance is recorded to the extent that it is more
likely than not that any portion of the deferred tax asset
will not be realized. The Company believes that its future
tax profits will be sufficient to recognize its deferred tax
assets.

Unrecognized tax benefits for uncertain tax positions are
recorded in accordance with FIN48. A reconciliation of the
beginning and ending amount of unrecognized tax benefits
is as follows:

(Amounts in thousands)
Balance at January 1, 2008 $ 10,500

Additions based on tax positions related to the
current year -

Additions for tax positions of prior years -

Reductions for tax positions of prior years (300)
Settlements -
Balance at December 31, 2008 $ 10,200

Approximately $6.4 million of the Company’s unrecognized
tax benefits would impact the annual effective tax rate if
recognized. Included within the Company’s income tax
receivable balance is $1.0 million of interest and penalties,
both of which the Company recognizes as a component

of income tax expense. The Company does not currently
anticipate a change in the Company’s unrecognized tax
benefits balance within the next twelve months for the
expiration of various statutes of limitation or for resolution
of U.S. federal and state examinations.
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NOTE 21. 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,
manages investments, markets derivative instruments and
structures complex transactions for affiliates. Pursuant to
shared services agreements, the Company 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. At December 31, 2008,
receivable from affiliates of $14.4 million were included

in other assets on the consolidated statement of financial
condition, representing the amounts receivable for related
party transactions.
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