
PIPER JAFFRAY COMPANIES
Form 10-Q
August 05, 2016

UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549
FORM 10-Q

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

For the Quarterly Period Ended June 30, 2016
OR

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

For the transition period from              to                     

Commission File No. 001-31720
PIPER JAFFRAY COMPANIES
(Exact Name of Registrant as specified in its Charter)
DELAWARE 30-0168701
(State or Other Jurisdiction of Incorporation or Organization) (IRS Employer Identification No.)
800 Nicollet Mall, Suite 1000
Minneapolis, Minnesota 55402

(Address of Principal Executive Offices) (Zip Code)
(612) 303-6000

(Registrant’s Telephone Number, Including Area Code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yes  þ No  ¨

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

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company. See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.
Large accelerated filer þ    Accelerated filer ¨    Non-accelerated filer ¨     Smaller reporting company ¨
(Do not check if a smaller reporting company)

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

As of July 27, 2016, the registrant had 15,214,792 shares of Common Stock outstanding.

Edgar Filing: PIPER JAFFRAY COMPANIES - Form 10-Q

1



Edgar Filing: PIPER JAFFRAY COMPANIES - Form 10-Q

2



Piper Jaffray Companies
Index to Quarterly Report on Form 10-Q

PART I. FINANCIAL INFORMATION

ITEM 1. FINANCIAL STATEMENTS 3
Consolidated Statements of Financial Condition as of June 30, 2016 (Unaudited) and December 31, 2015 3
Consolidated Statements of Operations for the three and six months ended June 30, 2016 and June 30,
2015 (Unaudited) 4

Consolidated Statements of Comprehensive Income for the three and six months ended June 30, 2016
and June 30, 2015 (Unaudited) 5

Consolidated Statements of Cash Flows for the six months ended June 30, 2016 and June 30, 2015
(Unaudited) 6

Notes to the Consolidated Financial Statements (Unaudited) 8

ITEM 2. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS 42

ITEM 3. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 70
ITEM 4. CONTROLS AND PROCEDURES 70

PART II. OTHER INFORMATION

ITEM 1. LEGAL PROCEEDINGS 70
ITEM
1A. RISK FACTORS 70

ITEM 2. UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 71
ITEM 6. EXHIBITS 71

SIGNATURES 72

Edgar Filing: PIPER JAFFRAY COMPANIES - Form 10-Q

3



Table of Contents

PART I.    FINANCIAL INFORMATION

ITEM 1.    FINANCIAL STATEMENTS.
Piper Jaffray Companies
Consolidated Statements of Financial Condition

June 30, December 31,
2016 2015

(Amounts in thousands, except share data) (Unaudited)
Assets
Cash and cash equivalents $172,244 $ 189,910
Cash and cash equivalents segregated for regulatory purposes 42,028 81,022
Receivables:
Customers 52,057 41,167
Brokers, dealers and clearing organizations 100,638 147,949
Securities purchased under agreements to resell 142,473 136,983

Financial instruments and other inventory positions owned 337,852 283,579
Financial instruments and other inventory positions owned and pledged as collateral 630,364 707,355
Total financial instruments and other inventory positions owned 968,216 990,934

Fixed assets (net of accumulated depreciation and amortization of $55,887 and $51,874,
respectively) 21,941 18,984

Goodwill 290,740 217,976
Intangible assets (net of accumulated amortization of $56,193 and $48,803, respectively) 37,751 30,530
Investments 163,320 163,861
Other assets 129,896 119,202
Total assets $2,121,304 $ 2,138,518

Liabilities and Shareholders’ Equity
Short-term financing $501,846 $ 446,190
Senior notes 175,000 175,000
Payables:
Customers 47,391 37,364
Brokers, dealers and clearing organizations 132,268 48,131
Securities sold under agreements to repurchase 33,731 45,319
Financial instruments and other inventory positions sold, but not yet purchased 211,012 239,155
Accrued compensation 137,708 251,638
Other liabilities and accrued expenses 55,089 62,901
Total liabilities 1,294,045 1,305,698

Shareholders’ equity:
Common stock, $0.01 par value:
Shares authorized: 100,000,000 at June 30, 2016 and December 31, 2015;
Shares issued: 19,534,376 at June 30, 2016 and 19,510,858 at December 31, 2015;
Shares outstanding: 12,425,069 at June 30, 2016 and 13,311,016 at December 31, 2015 195 195
Additional paid-in capital 775,632 752,066
Retained earnings 283,515 279,140

(282,886 ) (247,553 )
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Less common stock held in treasury, at cost: 7,109,307 at June 30, 2016 and 6,199,842
shares at December 31, 2015
Accumulated other comprehensive loss (1,445 ) (189 )
Total common shareholders’ equity 775,011 783,659

Noncontrolling interests 52,248 49,161
Total shareholders’ equity 827,259 832,820

Total liabilities and shareholders’ equity $2,121,304 $ 2,138,518
See Notes to the Consolidated Financial Statements
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Piper Jaffray Companies
Consolidated Statements of Operations
(Unaudited)

Three Months
Ended Six Months Ended

June 30, June 30,
(Amounts in thousands, except per share data) 2016 2015 2016 2015
Revenues:
Investment banking $97,414 $106,069 $201,352 $193,146
Institutional brokerage 48,185 36,661 80,234 72,697
Asset management 14,595 19,257 28,443 39,779
Interest 7,922 11,422 16,751 23,627
Investment income/(loss) 8,276 (3,299 ) 9,213 9,292

Total revenues 176,392 170,110 335,993 338,541

Interest expense 5,909 6,044 11,954 12,604

Net revenues 170,483 164,066 324,039 325,937

Non-interest expenses:
Compensation and benefits 117,148 103,554 221,584 199,411
Outside services 10,184 8,885 18,635 17,069
Occupancy and equipment 8,850 6,983 16,568 13,766
Communications 7,294 5,088 14,624 11,416
Marketing and business development 9,171 7,239 16,175 14,221
Trade execution and clearance 1,916 1,977 3,678 3,974
Restructuring and integration costs 3,433 — 10,206 —
Intangible asset amortization expense 4,094 1,773 7,390 3,546
Other operating expenses 1,884 2,708 5,228 5,383

Total non-interest expenses 163,974 138,207 314,088 268,786

Income before income tax expense 6,509 25,859 9,951 57,151

Income tax expense 1,996 9,542 2,252 19,032

Net income 4,513 16,317 7,699 38,119

Net income/(loss) applicable to noncontrolling interests 2,575 (682 ) 3,324 4,148

Net income applicable to Piper Jaffray Companies $1,938 $16,999 $4,375 $33,971

Net income applicable to Piper Jaffray Companies’ common shareholders $1,577 $15,699 $3,685 $31,513

Earnings per common share
Basic $0.12 $1.08 $0.28 $2.12
Diluted $0.12 $1.08 $0.28 $2.11
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Weighted average number of common shares outstanding
Basic 12,927 14,487 13,043 14,888
Diluted 12,942 14,513 13,056 14,920

See Notes to the Consolidated Financial Statements
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Piper Jaffray Companies
Consolidated Statements of Comprehensive Income
(Unaudited)

Three Months
Ended

Six Months
Ended

June 30, June 30,
(Amounts in thousands) 2016 2015 2016 2015
Net income $4,513 $16,317 $7,699 $38,119

Other comprehensive income/(loss), net of tax:
Foreign currency translation adjustment (853 ) 501 (1,256 ) 26

Comprehensive income 3,660 16,818 6,443 38,145

Comprehensive income/(loss) applicable to noncontrolling interests 2,575 (682 ) 3,324 4,148

Comprehensive income applicable to Piper Jaffray Companies $1,085 $17,500 $3,119 $33,997

See Notes to the Consolidated Financial Statements
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Piper Jaffray Companies
Consolidated Statements of Cash Flows
(Unaudited)

Six Months Ended
June 30,

(Dollars in thousands) 2016 2015

Operating Activities:
Net income $7,699 $38,119
Adjustments to reconcile net income to net cash provided by/(used in) operating activities:
Depreciation and amortization of fixed assets 3,088 2,440
Deferred income taxes 8,184 5,041
Stock-based and deferred compensation 25,884 22,733
Amortization of intangible assets 7,390 3,546
Amortization of forgivable loans 4,567 2,663
Decrease/(increase) in operating assets:
Cash and cash equivalents segregated for regulatory purposes 38,994 (7,016 )
Receivables:
Customers (9,071 ) (29,997 )
Brokers, dealers and clearing organizations 47,311 (5,602 )
Securities purchased under agreements to resell (5,490 ) 125,023
Net financial instruments and other inventory positions owned (5,425 ) (97,495 )
Investments (7,685 ) (39,200 )
Other assets (20,771) (23,546 )
Increase/(decrease) in operating liabilities:
Payables:
Customers 10,027 18,060
Brokers, dealers and clearing organizations 84,137 70,020
Securities sold under agreements to repurchase (6,086 ) —
Accrued compensation (105,857) (82,669 )
Other liabilities and accrued expenses (15,547) (2,315 )

Net cash provided by/(used in) operating activities 61,349 (195 )

Investing Activities:
Business acquisitions, net of cash acquired (71,019) —
Repayment of note receivable — 1,500
Purchases of fixed assets, net (4,245 ) (3,544 )

Net cash used in investing activities (75,264) (2,044 )

Continued on next page
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Piper Jaffray Companies
Consolidated Statements of Cash Flows – Continued
(Unaudited)

Six Months Ended
June 30,

(Dollars in thousands) 2016 2015

Financing Activities:
Increase in short-term financing $55,656 $122,646
Decrease in securities sold under agreements to repurchase (5,502 ) (34,510 )
Increase in noncontrolling interests 9,178 10,329
Repurchase of common stock (62,142 ) (105,335 )
Excess/(reduced) tax benefit from stock-based compensation (113 ) 5,723
Proceeds from stock option exercises 82 1,722

Net cash provided by/(used in) financing activities (2,841 ) 575

Currency adjustment:
Effect of exchange rate changes on cash (910 ) (106 )

Net decrease in cash and cash equivalents (17,666 ) (1,770 )

Cash and cash equivalents at beginning of period 189,910 15,867

Cash and cash equivalents at end of period $172,244 $14,097

Supplemental disclosure of cash flow information –
Cash paid during the period for:
Interest $12,361 $13,907
Income taxes $21,559 $21,907

Non-cash investing activities –
Issuance of common stock related to the acquisition of Simmons & Company International:
25,525 shares for the six months ended June 30, 2016 $1,074 $—

Non-cash financing activities –
Issuance of restricted common stock for annual equity award:
843,889 shares and 550,650 shares for the six months ended June 30, 2016 and 2015,
respectively $35,089 $30,429

See Notes to the Consolidated Financial Statements
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Piper Jaffray Companies
Notes to the Consolidated Financial Statements
(Unaudited)

Note 1 Organization and Basis of Presentation 

Organization

Piper Jaffray Companies is the parent company of Piper Jaffray & Co. ("Piper Jaffray"), a securities broker dealer and
investment banking firm; Piper Jaffray Ltd., a firm providing securities brokerage and mergers and acquisitions
services in Europe headquartered in London, England; Simmons & Company International Limited ("SCIL"), a firm
providing mergers and acquisitions services to the energy industry headquartered in Aberdeen, Scotland; Advisory
Research, Inc. ("ARI"), which provides asset management services to separately managed accounts, closed-end and
open-end funds and partnerships; Piper Jaffray Investment Group Inc., which consists of entities providing alternative
asset management services; Piper Jaffray Financial Products Inc., Piper Jaffray Financial Products II Inc. and Piper
Jaffray Financial Products III Inc., entities that facilitate derivative transactions; and other immaterial subsidiaries.
Piper Jaffray Companies and its subsidiaries (collectively, the "Company") operate in two reporting segments: Capital
Markets and Asset Management. A summary of the activities of each of the Company’s business segments is as
follows:

Capital Markets

The Capital Markets segment provides institutional sales, trading and research services and investment banking
services. Institutional sales, trading and research services focus on the trading of equity and fixed income products
with institutions, government and non-profit entities. Revenues are generated through commissions and sales credits
earned on equity and fixed income institutional sales activities, net interest revenues on trading securities held in
inventory, and profits and losses from trading these securities. Investment banking services include management of
and participation in underwritings, financial advisory services and public finance activities. Revenues are generated
through the receipt of advisory and financing fees. Also, the Company generates revenue through strategic trading and
investing activities, which focus on investments in municipal bonds, mortgage-backed securities, U.S. government
agency securities, and merchant banking activities involving equity or debt investments in late stage private
companies. The Company has created alternative asset management funds in energy, merchant banking and senior
living in order to invest firm capital and to manage capital from outside investors. The Company receives
management and performance fees for managing these funds.

Asset Management

The Asset Management segment provides traditional asset management services with product offerings in equity
securities and master limited partnerships to institutions and individuals. Revenues are generated in the form of
management and performance fees. Revenues are also generated through investments in the partnerships and funds
that the Company manages.

Basis of Presentation

The accompanying consolidated financial statements have been prepared in accordance with U.S. generally accepted
accounting principles ("U.S. GAAP") for interim financial information and the rules and regulations of the Securities
and Exchange Commission ("SEC"). Pursuant to this guidance, certain information and disclosures have been omitted
that are included within complete annual financial statements. Except as disclosed herein, there have been no material
changes in the information reported in the financial statements and related disclosures in the Company's Annual
Report on Form 10-K for the year ended December 31, 2015.
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The consolidated financial statements include the accounts of Piper Jaffray Companies, its wholly owned subsidiaries,
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
Companies. Noncontrolling interests include the minority equity holders’ proportionate share of the equity in the
Company's alternative asset management funds. All material intercompany balances have been eliminated.

Management is required to make estimates and assumptions that affect the reported amounts of assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the reporting period.
Although these estimates and assumptions are based on the best information available, actual results could differ from
those estimates.

9
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Piper Jaffray Companies
Notes to the Consolidated Financial Statements
(Unaudited)

Note 2  Accounting Policies and Pronouncements 

Summary of Significant Accounting Policies

Refer to the Company's Annual Report on Form 10-K for the year ended December 31, 2015 for a full description of
the Company's significant accounting policies. Changes to the Company's significant accounting policies are
described below.

Principles of Consolidation

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

VIEs are entities in which (i) the total equity investment at risk is not sufficient to enable the entity to finance its
activities independently or (ii) the at-risk equity holders do not have the normal characteristics of a controlling
financial interest. 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 VIE or the right to receive benefits from the VIE
that could potentially be significant to the VIE. The enterprise with a controlling financial interest is the primary
beneficiary and consolidates the VIE.

Voting interest entities lack one or more of the characteristics of a VIE. The usual condition for a controlling financial
interest is ownership of a majority voting interest for a corporation or a majority of kick-out rights for a limited
partnership.

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. 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.

Adoption of New Accounting Standards

Consolidation

In February 2015, the Financial Accounting Standards Board ("FASB") issued Accounting Standard Update ("ASU")
No. 2015-02, "Consolidation (Topic 810): Amendments to the Consolidation Analysis" ("ASU 2015-02"). ASU
2015-02 makes several modifications to the consolidation guidance for VIEs and general partners' investments in
limited partnerships, as well as modifications to the evaluation of whether limited partnerships are VIEs or voting
interest entities. It was effective for the Company as of January 1, 2016. The adoption of ASU 2015-02 resulted in the
deconsolidation of certain investment partnerships with assets (and the related noncontrolling interests) of
approximately $9.4 million. There was no impact to the Company’s retained earnings upon adoption. In addition,
certain entities previously consolidated as voting interest entities became consolidated VIEs under the amended
guidance.
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Piper Jaffray Companies
Notes to the Consolidated Financial Statements
(Unaudited)

Future Adoption of New Applicable Accounting Standards

Revenue Recognition

In May 2014, the FASB issued ASU No. 2014-09, "Revenue from Contracts with Customers (Topic 606)," ("ASU
2014-09") which supersedes current revenue recognition guidance, including most industry-specific guidance. ASU
2014-09 requires a company to recognize revenue when it transfers promised goods or services to customers in an
amount that reflects the consideration to which the company expects to be entitled in exchange for those goods and
services, and also requires additional disclosures regarding the nature, amount, timing and uncertainty of revenue that
is recognized. The guidance, as stated in ASU 2014-09, is effective for annual and interim periods beginning after
December 15, 2016. In August 2015, the FASB issued ASU No. 2015-14, "Revenue from Contracts with Customers
(Topic 606): Deferral of the Effective Date," which defers the effective date by one year, with early adoption on the
original effective date permitted. The FASB has subsequently issued various ASUs which amend specific areas of
guidance in ASU 2014-09. The Company is evaluating the impact of the new guidance on its consolidated financial
statements.

Recognition and Measurement of Financial Assets and Financial Liabilities

In January 2016, the FASB issued ASU No. 2016-01, "Financial Instruments – Overall (Subtopic 825-10): Recognition
and Measurement of Financial Assets and Financial Liabilities" ("ASU 2016-01"). The amendments in ASU 2016-01
address certain aspects of the recognition, measurement, presentation and disclosure of financial instruments. ASU
2016-01 is effective for annual and interim periods beginning after December 15, 2017. Except for the early
application guidance outlined in ASU 2016-01, early adoption is not permitted. The Company is evaluating the impact
of the new guidance on its consolidated financial statements.

Leases

In February 2016, the FASB issued ASU No. 2016-02, "Leases (Topic 842)" ("ASU 2016-02"). ASU 2016-02
requires lessees to recognize a right-of-use asset and lease liability on the consolidated statements of financial position
and disclose key information about leasing arrangements. The recognition, measurement and presentation of expenses
and cash flows arising from a lease by a lessee have not significantly changed from current U.S. GAAP. ASU 2016-02
is effective for annual and interim periods beginning after December 15, 2018. The Company is evaluating the impact
of the new guidance on its consolidated financial statements.

Stock-Based Compensation

In March 2016, the FASB issued ASU No. 2016-09, "Compensation – Stock Compensation (Topic 718): Improvements
to Employee Share-Based Payment Accounting" ("ASU 2016-09"). ASU 2016-09 makes targeted amendments to the
accounting for share-based payments to employees. Under ASU 2016-09, entities will be required to recognize the
income tax effects of awards in the income statement when the awards vest or are settled, rather than as additional
paid-in capital. ASU 2016-09 also amends the guidance regarding the employer’s statutory income tax withholding
requirements and allows an entity to make an accounting policy election for forfeitures. The guidance is effective on a
prospective basis for annual and interim periods beginning after December 15, 2016. As of June 30, 2016, the
Company had $6.9 million of excess tax benefits recorded as additional paid-in capital, which will remain in
additional paid-in capital upon adoption. The adoption of ASU 2016-09 will impact the Company's 2017 results of
operations as all income tax effects of awards that vest or are settled will be recognized in the income statement as
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opposed to additional paid-in capital.

Financial Instruments – Credit Losses

In June 2016, the FASB issued ASU No. 2016-13, "Financial Instruments – Credit Losses (Topic 326): Measurement
of Credit Losses on Financial Instruments" ("ASU 2016-13"). The new guidance requires an entity to measure all
expected credit losses for financial assets held at the reporting date based on historical experience, current conditions,
and reasonable and supportable forecasts as opposed to delaying recognition until the loss was probable of occurring.
ASU 2016-13 is effective for annual and interim periods beginning after December 15, 2019. Early adoption is
permitted for annual and interim periods beginning after December 15, 2018. The Company is evaluating the impact
of the new guidance on its consolidated financial statements.
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Piper Jaffray Companies
Notes to the Consolidated Financial Statements
(Unaudited)

Note 3 Acquisitions  

The following acquisitions were accounted for pursuant to FASB Accounting Standards Codification Topic 805,
"Business Combinations." Accordingly, the purchase price of each acquisition was allocated to the acquired assets and
liabilities assumed based on their estimated fair values as of the respective acquisition dates. The excess of the
purchase price over the net assets acquired was allocated between goodwill and intangible assets within the Capital
Markets segment.

Simmons & Company International

On February 26, 2016, the Company completed the purchase of Simmons & Company International ("Simmons"), an
employee-owned investment bank and broker dealer focused on the energy industry. The economic value of the
acquisition was approximately $140.0 million and was completed pursuant to the Securities Purchase Agreement
dated November 16, 2015, as amended. The acquisition of Simmons expands the Company's equity investment
banking business into the energy sector and grows its advisory business.

The Company acquired net assets with a fair value of $119.3 million as described below. As part of the purchase
price, the Company issued 1,149,340 restricted shares valued at $48.2 million as equity consideration on the
acquisition date. These restricted shares cliff vest after three years, and the employees must fulfill service
requirements in exchange for the rights to the shares. Compensation expense will be amortized on a straight-line basis
over the requisite service period of one or three years (a weighted average service period of 2.7 years). The fair value
of the restricted stock was determined using the market price of the Company's common stock on the date of the
acquisition.

The Company also entered into acquisition-related compensation arrangements with certain employees of $20.6
million which consisted of cash ($9.0 million) and restricted stock ($11.6 million) for retention purposes.
Compensation expense related to these arrangements will be amortized on a straight-line basis over the requisite
service period of three years. Additional cash compensation may be available to certain investment banking
employees subject to exceeding an investment banking revenue threshold during the three year post-acquisition period
to the extent they are employed by the Company at the time of payment. Amounts estimated to be payable, if any,
related to this performance award plan will be recorded as compensation expense on the consolidated statements of
operations over the requisite performance period of three years.

The Company recorded $72.8 million of goodwill on the consolidated statements of financial condition, of which
$62.6 million is expected to be deductible for income tax purposes. The final goodwill recorded on the Company's
consolidated statements of financial condition may differ from that reflected herein as a result of measurement period
adjustments. In management's opinion, the goodwill represents the reputation and operating expertise of Simmons.

Identifiable intangible assets purchased by the Company consisted of customer relationships and the Simmons trade
name with acquisition-date fair values currently estimated to be $13.8 million and $0.8 million, respectively. The
Company anticipates finalizing the fair value of Simmons intangible assets in the third quarter of 2016. Transaction
costs of $0.9 million were incurred for the six months ended June 30, 2016, and are included in restructuring and
integration costs on the consolidated statements of operations.

12
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(Unaudited)

The following table summarizes the estimated fair value of assets acquired and liabilities assumed at the date of the
acquisition:
(Dollars in thousands)
Assets:
Cash and cash equivalents $47,201
Receivables:
Customers 1,812
Fixed assets 1,868
Goodwill 72,778
Intangible assets 14,597
Investments 980
Other assets 3,259
Total assets acquired 142,495

Liabilities:
Accrued compensation 15,387
Other liabilities and accrued expenses 7,814
Total liabilities assumed 23,201

Net assets acquired $119,294

Simmons’ results of operations have been included in the Company's consolidated financial statements prospectively
beginning on the date of acquisition. The acquisition has been fully integrated with the Company's existing operations.
Accordingly, post-acquisition revenues and net income are not discernible. The following unaudited pro forma
financial data assumes the acquisition had occurred at the beginning of the comparable prior period presented. Pro
forma results have been prepared by adjusting the Company's historical results to include Simmons' results of
operations adjusted for the following changes: amortization expense was adjusted to account for the acquisition-date
fair value of intangible assets; compensation and benefits expenses were adjusted to reflect such expenses based on
the Company’s compensation arrangements and the restricted stock issued as equity consideration; and the income tax
effect of applying the Company's statutory tax rates to Simmons’ results of operations. The consolidated Company's
unaudited pro forma information presented does not necessarily reflect the results of operations that would have
resulted had the acquisition been completed at the beginning of the applicable periods presented, does not contemplate
anticipated operational efficiencies of the combined entities, nor does it indicate the results of operations in future
periods.

Three
Months
Ended

Six Months Ended

June 30, June 30,
(Dollars in thousands) 2015 2016 2015
Net revenues $189,499 $331,836 $377,481
Net income applicable to Piper Jaffray Companies 16,581 1,716 32,071

River Branch Holdings LLC and BMO Capital Markets GKST Inc.

On September 30, 2015, the Company acquired the assets of River Branch Holdings LLC ("River Branch"), an equity
investment banking boutique focused on the financial institutions sector. On October 9, 2015, the Company completed
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the purchase of BMO Capital Markets GKST Inc. ("BMO GKST"), a municipal bond sales, trading and origination
business of BMO Financial Corp. The Company recorded $6.1 million of goodwill on the consolidated statements of
financial condition related to these acquisitions and $7.5 million of identifiable intangible assets consisting of
customer relationships. In management's opinion, the goodwill represents the reputation and operating expertise of
River Branch and BMO GKST.

The results of operations of River Branch and BMO GKST have been included in the Company's consolidated
financial statements prospectively from the respective dates of acquisition. The terms of these transactions were not
disclosed as the acquisitions did not have a material impact on the Company's consolidated financial statements.
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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 

June 30, December 31,
(Dollars in thousands) 2016 2015
Financial instruments and other inventory positions owned:
Corporate securities:
Equity securities $5,329 $ 9,505
Convertible securities 261 18,460
Fixed income securities 27,449 48,654
Municipal securities:
Taxable securities 95,433 111,591
Tax-exempt securities 529,245 416,966
Short-term securities 55,488 33,068
Mortgage-backed securities 58,042 121,794
U.S. government agency securities 153,079 188,140
U.S. government securities 4,158 7,729
Derivative contracts 39,732 35,027
Total financial instruments and other inventory positions owned 968,216 990,934

Less noncontrolling interests (1) (59,315 ) (43,397 )
$908,901 $ 947,537

Financial instruments and other inventory positions sold, but not yet purchased:
Corporate securities:
Equity securities $1,562 $ 15,740
Fixed income securities 26,112 39,909
U.S. government agency securities 10,522 21,267
U.S. government securities 165,668 159,037
Derivative contracts 7,148 3,202
Total financial instruments and other inventory positions sold, but not yet purchased 211,012 239,155

Less noncontrolling interests (2) (6,348 ) (4,586 )
$204,664 $ 234,569

(1)

Noncontrolling interests attributable to third party ownership in a consolidated municipal bond fund consist of $9.4
million and $7.5 million of taxable municipal securities, $48.8 million and $35.1 million of tax-exempt municipal
securities, and $1.1 million and $0.8 million of derivative contracts as of June 30, 2016 and December 31, 2015,
respectively. 

(2)Noncontrolling interests attributable to third party ownership in a consolidated municipal bond fund consist of U.S.
government securities as of June 30, 2016 and December 31, 2015.

At June 30, 2016 and December 31, 2015, financial instruments and other inventory positions owned in the amount of
$630.4 million and $707.4 million, respectively, had been pledged as collateral for short-term financings and
repurchase agreements.
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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 statements 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, interest rate derivatives, credit default swap index contracts,
U.S. treasury bond and Eurodollar futures and exchange traded options.
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Derivative Contract Financial Instruments

The Company uses interest rate swaps, interest rate locks, credit default swap index contracts, U.S. treasury bond and
Eurodollar futures and equity option contracts as a means to manage risk in certain inventory positions. The Company
also enters into interest rate swaps to facilitate customer transactions. The following describes the Company’s
derivatives by the type of transaction or security the instruments are economically hedging.

Customer matched-book derivatives: The Company enters into interest rate derivative contracts in a principal capacity
as a dealer to satisfy the financial needs of its customers. The Company simultaneously enters into an interest rate
derivative contract with a third party for the same notional amount to hedge the interest rate and credit risk of the
initial client interest rate derivative contract. In certain limited instances, the Company has only hedged interest rate
risk with a third party, and retains uncollateralized credit risk as described below. The instruments use interest rates
based upon either the London Interbank Offer Rate (“LIBOR”) index or the Securities Industry and Financial Markets
Association (“SIFMA”) index.

Trading securities derivatives: The Company enters into interest rate derivative contracts and uses U.S. treasury bond
and Eurodollar futures to hedge interest rate and market value risks associated with its fixed income securities. These
instruments use interest rates based upon either the Municipal Market Data (“MMD”) index, LIBOR or the SIFMA
index. The Company also enters into credit default swap index contracts to hedge credit risk associated with its
taxable fixed income securities and option contracts to hedge market value risk associated with its convertible
securities.

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. Cash collateral received or paid is netted on a
counterparty basis, provided a legal right of offset exists. The total absolute notional contract amount, representing the
absolute value of the sum of gross long and short derivative contracts, provides an indication of the volume of the
Company's derivative activity and does not represent gains and losses. The following table presents the gross fair
market value and the total absolute notional contract amount of the Company's outstanding derivative instruments,
prior to counterparty netting, by asset or liability position:

June 30, 2016 December 31, 2015
(Dollars in thousands) DerivativeDerivative Notional DerivativeDerivative Notional

Derivative Category Assets
(1)

Liabilities
(2) Amount Assets

(1)
Liabilities
(2) Amount

Interest rate
Customer matched-book $461,019 $ 441,088 $3,802,430 $406,888 $ 386,284 $4,392,440
Trading securities 18 16,701 318,850 — 7,685 290,600
Credit default swap index
Trading securities — 1,024 66,000 5,411 530 94,270
Futures and equity options
Trading securities 61 — 19,724 164 149 2,345,037

$461,098 $ 458,813 $4,207,004 $412,463 $ 394,648 $7,122,347

(1)Derivative assets are included within financial instruments and other inventory positions owned on the
consolidated statements of financial condition.

(2)Derivative liabilities are included within financial instruments and other inventory positions sold, but not yet
purchased on the consolidated statements of financial condition.
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The Company’s derivative contracts do not qualify for hedge accounting, therefore, unrealized gains and losses are
recorded on the consolidated statements of operations. The gains and losses on the related economically hedged
inventory positions are not disclosed below as they are not in qualifying hedging relationships. The following table
presents the Company’s unrealized gains/(losses) on derivative instruments:

Three Months
Ended Six Months Ended

(Dollars in thousands) June 30, June 30,
Derivative Category               Operations Category 2016 2015 2016 2015
Interest rate derivative contract Investment banking $(880 ) $(479 ) $(2,052) $(999 )
Interest rate derivative contract Institutional brokerage (9,363 ) 11,877 (7,619 ) 12,556
Credit default swap index contract Institutional brokerage 3,495 8,038 3,884 12,645
Futures and equity option derivative contracts Institutional brokerage 119 18 148 53

$(6,629) $19,454 $(5,639) $24,255

Credit risk associated with the Company’s derivatives is the risk that a derivative counterparty will not perform in
accordance with the terms of the applicable derivative contract. Credit exposure associated with the Company’s
derivatives is driven by uncollateralized market movements in the fair value of the contracts with counterparties and is
monitored regularly by the Company’s financial risk committee. The Company considers counterparty credit risk in
determining derivative contract fair value. The majority of the Company’s derivative contracts are substantially
collateralized by its counterparties, who are major financial institutions. The Company has a limited number of
counterparties who are not required to post collateral. Based on market movements, the uncollateralized amounts
representing the fair value of the derivative contract can become material, exposing the Company to the credit risk of
these counterparties. As of June 30, 2016, the Company had $30.3 million of uncollateralized credit exposure with
these counterparties (notional contract amount of $185.2 million), including $22.0 million of uncollateralized credit
exposure with one counterparty.

Note 5 Fair Value of Financial Instruments 

Based on the nature of the Company’s business and its role as a “dealer” in the securities industry or as a manager of
alternative asset management funds, 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

Edgar Filing: PIPER JAFFRAY COMPANIES - Form 10-Q

26



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 and risk management, provides oversight and
overall responsibility for the internal control processes and procedures related to fair value measurements.
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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 statements of financial condition with
unrealized gains and losses reflected on the consolidated statements of operations.

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.

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. Certain illiquid taxable 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.

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.
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Mortgage-backed securities – Mortgage-backed securities are valued using observable trades, when available. Certain
mortgage-backed securities are valued using models where inputs to the model are directly observable in the market,
or can be derived principally from or corroborated by observable market data. These mortgage-backed securities are
categorized as Level II. Other 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.
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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 on spreads
over U.S. treasury securities, or models based upon prepayment expectations. 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 interest rate swaps, interest rate locks, credit default swap index contracts,
U.S. treasury bond and Eurodollar futures and equity option contracts. These instruments derive their value from
underlying assets, reference rates, indices or a combination of these factors. The Company's equity option derivative
contracts 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. The Company’s credit default swap index contracts are valued using market price quotations and are
classified as Level II. The majority of the Company’s interest rate derivative contracts, including both interest rate
swaps and interest rate locks, are valued using market standard pricing models based on the net present value of
estimated future cash flows. The valuation models used do not involve material subjectivity as the methodologies do
not entail significant judgment and the pricing inputs are market observable, including contractual terms, yield curves
and measures of volatility. These instruments are classified as Level II within the fair value hierarchy. Certain interest
rate locks transact in less active markets and were valued using valuation models that included the previously
mentioned observable inputs and certain unobservable inputs that required significant judgment, such as the premium
over the MMD curve. These instruments are classified as Level III.

Investments

The Company’s investments valued at fair value include equity investments in private companies and partnerships,
investments in registered mutual funds, warrants of public and private companies and private company debt.
Investments in 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, considering rounds of financing, third party
transactions and market-based information, including comparable company transactions, trading multiples (e.g.,
multiples of revenue and earnings before interest, taxes, depreciation and amortization ("EBITDA")) and changes in
market outlook, among other factors. These securities are generally categorized as Level III.

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
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basis of accounting for that instrument. The fair value option was elected for certain merchant banking and other
investments at inception to reflect economic events in earnings on a timely basis. Merchant banking and other equity
investments of $18.1 million and $19.7 million, included within investments on the consolidated statements of
financial condition, are accounted for at fair value and are classified as Level III assets at June 30, 2016 and
December 31, 2015, respectively. The realized and unrealized net gains from fair value changes included in earnings
as a result of electing to apply the fair value option to certain financial assets were $0.2 million and $0.5 million for
the six months ended June 30, 2016 and 2015, respectively.
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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, 2016:

Valuation Weighted
Technique Unobservable Input Range      Average

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

Tax-exempt securities Discounted
cash flow

Expected recovery rate
(% of par) (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) 1 - 7% 3.7%

Prepayment rates (4) 2 - 25% 9.3%
Loss severity (3) 0 - 90% 52.2%
Valuation yields (3) 2 - 8% 5.3%

Derivative contracts:

Interest rate locks Discounted
cash flow

Premium over the MMD curve in
basis points ("bps") (1) 16.8 bps 16.8 bps

Investments at fair value:

Equity securities in private companies Market
approach Revenue multiple (2) 2 - 7 times 4.2 times

EBITDA multiple (2) 10 - 12
times

10.4
times

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

Interest rate locks Discounted
cash flow Premium over the MMD curve (1) 3 - 35 bps 16.4 bps

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 FASB Accounting Standards Codification Topic 820, "Fair Value Measurement" ("ASC 820") as of
June 30, 2016:

Counterparty
and Cash
Collateral

(Dollars in thousands) Level I Level II Level III Netting (1) Total
Assets:
Financial instruments and other inventory positions
owned:
Corporate securities:
Equity securities $3,553 $1,776 $— $ — $5,329
Convertible securities — 261 — — 261
Fixed income securities — 27,449 — — 27,449
Municipal securities:
Taxable securities — 95,433 — — 95,433
Tax-exempt securities — 528,068 1,177 — 529,245
Short-term securities — 54,740 748 — 55,488
Mortgage-backed securities — 1,989 56,053 — 58,042
U.S. government agency securities — 153,079 — — 153,079
U.S. government securities 4,158 — — — 4,158
Derivative contracts 61 461,019 18 (421,366 ) 39,732
Total financial instruments and other inventory
positions owned 7,772 1,323,814 57,996 (421,366 ) 968,216

Cash equivalents 94,136 — — — 94,136

Investments at fair value 33,889 — 116,405 (2)— 150,294
Total assets $135,797 $1,323,814 $174,401 $ (421,366 ) $1,212,646

Liabilities:
Financial instruments and other inventory positions
sold, but not yet purchased:
Corporate securities:
Equity securities $277 $1,285 $— $ — $1,562
Fixed income securities — 26,112 — — 26,112
U.S. government agency securities — 10,522 — — 10,522
U.S. government securities 165,668 — — — 165,668
Derivative contracts — 444,028 14,785 (451,665 ) 7,148
Total financial instruments and other inventory
positions sold, but not yet purchased $165,945 $481,947 $14,785 $ (451,665 ) $211,012

(1)Represents cash collateral and the impact of netting on a counterparty basis. The Company had no securities posted
as collateral to its counterparties.

(2)Noncontrolling interests of $36.7 million are attributable to third party ownership in a consolidated merchant
banking fund.
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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 December 31, 2015:

Counterparty
and Cash
Collateral

(Dollars in thousands) Level I Level II Level III Netting (1) Total
Assets:
Financial instruments and other inventory positions
owned:
Corporate securities:
Equity securities $7,569 $1,936 $— $ — $9,505
Convertible securities — 18,460 — — 18,460
Fixed income securities — 48,654 — — 48,654
Municipal securities:
Taxable securities — 105,775 5,816 — 111,591
Tax-exempt securities — 415,789 1,177 — 416,966
Short-term securities — 32,348 720 — 33,068
Mortgage-backed securities — 670 121,124 — 121,794
U.S. government agency securities — 188,140 — — 188,140
U.S. government securities 7,729 — — — 7,729
Derivative contracts 164 412,299 — (377,436 ) 35,027
Total financial instruments and other inventory
positions owned 15,462 1,224,071 128,837 (377,436 ) 990,934

Cash equivalents 130,138 — — — 130,138

Investments at fair value 34,874 — 107,907 (2)— 142,781
Total assets $180,474 $1,224,071 $236,744 $ (377,436 ) $1,263,853

Liabilities:
Financial instruments and other inventory positions
sold, but not yet purchased:
Corporate securities:
Equity securities $13,489 $2,251 $— $ — $15,740
Fixed income securities — 39,909 — — 39,909
U.S. government agency securities — 21,267 — — 21,267
U.S. government securities 159,037 — — — 159,037
Derivative contracts 149 387,351 7,148 (391,446 ) 3,202
Total financial instruments and other inventory
positions sold, but not yet purchased $172,675 $450,778 $7,148 $ (391,446 ) $239,155

(1)Represents cash collateral and the impact of netting on a counterparty basis. The Company had no securities posted
as collateral to its counterparties.

(2)Noncontrolling interests of $40.1 million are attributable to third party ownership in a consolidated merchant
banking fund and private investment vehicles.
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The Company’s Level III assets were $174.4 million and $236.7 million, or 14.4 percent and 18.7 percent of financial
instruments measured at fair value at June 30, 2016 and December 31, 2015, respectively. The value of transfers
between levels are recognized at the beginning of the reporting period. There were $14.3 million of transfers of
financial assets out of Level III for the six months ended June 30, 2016, of which $9.1 million primarily related to the
deconsolidation of certain investment partnerships as discussed in Note 2, and $5.2 million related to taxable
municipal securities for which valuation inputs became observable. There were no other significant transfers between
Level I, Level II or Level III for the three and six months ended June 30, 2016.
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The following tables summarize the changes in fair value associated with Level III financial instruments held at the
beginning or end of the periods presented:

Unrealized
gains/
(losses)
for
assets/

Balance
at Realized UnrealizedBalance

at
liabilities
held at

March 31, TransfersTransfersgains/ gains/ June 30, June 30,
(Dollars in thousands) 2016 Purchases Sales in out (losses) (1)(losses) (1)2016 2016 (1)
Assets:
Financial instruments and
other inventory positions
owned:
Municipal securities:
Tax-exempt securities $1,177 $— $— $ —$ —$ — $ — $1,177 $ —
Short-term securities 748 — — — — — — 748 —
Mortgage-backed securities 117,891 — (62,693 ) — — 778 77 56,053 253
Derivative contracts 5 246 — — — (246 ) 13 18 18
Total financial instruments and
other inventory positions
owned

119,821 246 (62,693 ) — — 532 90 57,996 271

Investments at fair value 109,498 2,521 — — — — 4,386 116,405 4,386
Total assets $229,319 $2,767 $(62,693) $ —$ —$ 532 $ 4,476 $174,401 $ 4,657

Liabilities:
Financial instruments and
other inventory positions sold,
but not yet purchased:
Derivative contracts $5,408 $(6,457 ) $— $ —$ —$ 6,457 $ 9,377 $14,785 $ 13,173
Total financial instruments and
other inventory positions sold,
but not yet purchased

$5,408 $(6,457 ) $— $ —$ —$ 6,457 $ 9,377 $14,785 $ 13,173

(1)

Realized and unrealized gains/(losses) related to financial instruments, with the exception of customer
matched-book derivatives, are reported in institutional brokerage on the consolidated statements of operations.
Realized and unrealized gains/(losses) related to customer matched-book derivatives are reported in investment
banking. Realized and unrealized gains/(losses) related to investments are reported in investment banking revenues
or investment income/(loss) on the consolidated statements of operations.
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Unrealized
gains/
(losses)
for
assets/

Balance
at Realized UnrealizedBalance

at
liabilities
held at

March 31, TransfersTransfersgains/ gains/ June 30, June 30,
(Dollars in thousands) 2015 Purchases Sales in out (losses) (1)(losses) (1)2015 2015 (1)
Assets:
Financial instruments and
other inventory positions
owned:
Municipal securities:
Tax-exempt securities $1,176 $— $— $ —$ —$ — $ 10 $1,186 $ 10
Short-term securities 720 — — — — — — 720 —
Mortgage-backed securities 147,877 99,944 (120,354 ) — — 1,464 468 129,399 468
Derivative contracts 1,222 — (2,947 ) — — 2,947 4,087 5,309 5,062
Total financial instruments
and other inventory
positions owned

150,995 99,944 (123,301 ) — — 4,411 4,565 136,614 5,540

Investments at fair value 87,468 7,900 — — — — (1,172 ) 94,196 (1,172 )
Total assets $238,463 $107,844 $(123,301) $ —$ —$ 4,411 $ 3,393 $230,810 $ 4,368

Liabilities:
Financial instruments and
other inventory positions
sold, but not yet purchased:
Derivative contracts $8,226 $(4,839 ) $535 $ —$ —$ 4,304 $ (7,791 ) $435 $ 435
Total financial instruments
and other inventory
positions sold, but not yet
purchased

$8,226 $(4,839 ) $535 $ —$ —$ 4,304 $ (7,791 ) $435 $ 435

(1)

Realized and unrealized gains/(losses) related to financial instruments, with the exception of customer
matched-book derivatives, are reported in institutional brokerage on the consolidated statements of operations.
Realized and unrealized gains/(losses) related to customer matched-book derivatives are reported in investment
banking. Realized and unrealized gains/(losses) related to investments are reported in investment banking revenues
or investment income/(loss) on the consolidated statements of operations.
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Unrealized
gains/
(losses)
for
assets/

Balance at Realized UnrealizedBalance
at

liabilities
held at

December 31, TransfersTransfers gains/ gains/ June 30, June 30,
(Dollars in thousands) 2015 Purchases Sales in out (losses) (1)(losses) (1)2016 2016 (1)
Assets:
Financial instruments
and other inventory
positions owned:
Municipal securities:
Taxable securities $ 5,816 $— $(611 ) $ —$(5,216 ) $ 11 $ — $— $ —
Tax-exempt securities 1,177 — — — — — — 1,177 —
Short-term securities 720 — — — — — 28 748 28
Mortgage-backed
securities 121,124 26,519 (89,907 ) — — 1,845 (3,528 ) 56,053 153

Derivative contracts — 246 — — — (246 ) 18 18 18
Total financial
instruments and other
inventory positions
owned

128,837 26,765 (90,518 ) — (5,216 ) 1,610 (3,482 ) 57,996 199

Investments at fair
value 107,907 10,842 — — (9,088 ) — 6,744 116,405 6,744

Total assets $ 236,744 $37,607 $(90,518) $ —$(14,304) $ 1,610 $ 3,262 $174,401 $ 6,943

Liabilities:
Financial instruments
and other inventory
positions sold, but not
yet purchased:
Derivative contracts $ 7,148 $(15,599) $— $ —$— $ 15,599 $ 7,637 $14,785 $ 14,785
Total financial
instruments and other
inventory positions
sold, but not yet
purchased

$ 7,148 $(15,599) $— $ —$— $ 15,599 $ 7,637 $14,785 $ 14,785

(1)

Realized and unrealized gains/(losses) related to financial instruments, with the exception of customer
matched-book derivatives, are reported in institutional brokerage on the consolidated statements of operations.
Realized and unrealized gains/(losses) related to customer matched-book derivatives are reported in investment
banking. Realized and unrealized gains/(losses) related to investments are reported in investment banking revenues
or investment income/(loss) on the consolidated statements of operations.
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Unrealized
gains/
(losses)
for
assets/

Balance at Realized UnrealizedBalance
at

liabilities
held at

December 31, TransfersTransfersgains/ gains/ June 30, June 30,
(Dollars in thousands) 2014 Purchases Sales in out (losses) (1)(losses) (1)2015 2015 (1)
Assets:
Financial instruments and
other inventory positions
owned:
Municipal securities:
Tax-exempt securities $ 1,186 $— $— $ —$ —$ — $ — $1,186 $ —
Short-term securities 720 — — — — — — 720 —
Mortgage-backed
securities 124,749 219,769 (219,301 ) — — 3,954 228 129,399 1,113

Derivative contracts 140 520 (2,947 ) — — 2,427 5,169 5,309 5,309
Total financial instruments
and other inventory
positions owned

126,795 220,289 (222,248 ) — — 6,381 5,397 136,614 6,422

Investments at fair value 74,165 7,900 (182 ) — — 182 12,131 94,196 12,131
Total assets $ 200,960 $228,189 $(222,430) $ —$ —$ 6,563 $ 17,528 $230,810 $ 18,553

Liabilities:
Financial instruments and
other inventory positions
sold, but not yet
purchased:
Derivative contracts $ 7,822 $(10,653 ) $535 $ —$ —$ 10,118 $ (7,387 ) $435 $ 435
Total financial instruments
and other inventory
positions sold, but not yet
purchased

$ 7,822 $(10,653 ) $535 $ —$ —$ 10,118 $ (7,387 ) $435 $ 435

(1)

Realized and unrealized gains/(losses) related to financial instruments, with the exception of customer
matched-book derivatives, are reported in institutional brokerage on the consolidated statements of operations.
Realized and unrealized gains/(losses) related to customer matched-book derivatives are reported in investment
banking. Realized and unrealized gains/(losses) related to investments are reported in investment banking revenues
or investment income/(loss) on the consolidated statements of operations.

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.
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Note 6 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, or providing financing to senior living facilities, 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 structure and nature of each 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 significantly impact the entity’s
economic performance and how the entity is financed.

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. Effective January 1, 2016, the Company adopted ASU 2015-02. Prior to the adoption of ASU
2015-02, the primary beneficiary analysis differed for entities which qualified for the deferral under previous
consolidation guidance (i.e., asset managers and investment companies). For these entities, the Company was
considered to be the primary beneficiary if it absorbed a majority of the VIE’s expected losses, received a majority of
the VIE’s expected residual returns, or both.

Consolidated VIEs

The Company’s consolidated VIEs at June 30, 2016 include certain alternative asset management funds in which the
Company has an investment and as the managing partner, is deemed to have both the power to direct the most
significant activities of the funds and the right to receive benefits (or the obligation to absorb losses) that could
potentially be significant to these funds. Prior to the adoption of ASU 2015-02, these entities lacked the characteristics
of a VIE and were consolidated as voting interest entities.

The following table presents information about the carrying value of the assets and liabilities of the VIEs which are
consolidated by the Company and included on the consolidated statements of financial condition at June 30, 2016. The
assets can only be used to settle the liabilities of the respective VIE, and the creditors of the VIEs do not have recourse
to the general credit of the Company. The assets and liabilities are presented prior to consolidation and thus a portion
of these assets and liabilities are eliminated in consolidation.

Alternative
Asset

(Dollars in thousands) Management
Funds

Assets:
Receivables from brokers, dealers and clearing organizations $ 13,594
Financial instruments and other inventory positions owned and pledged as collateral 383,697
Investments 95,971
Other assets 9,554
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Total assets $ 502,816

Liabilities:
Short-term financing $ 238,413
Payables to brokers, dealers and clearing organizations 63,621
Financial instruments and other inventory positions sold, but not yet purchased 41,064
Other liabilities and accrued expenses 3,610
Total liabilities $ 346,708

The Company has investments in a grantor trust which was established as part of a nonqualified deferred
compensation plan. The Company is the primary beneficiary of the grantor trust. Accordingly, the assets and liabilities
of the grantor trust are consolidated by the Company on the consolidated statements of financial condition. See Note
17 for additional information on the nonqualified deferred compensation plan.
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Nonconsolidated VIEs

The Company determined it is not the primary beneficiary of certain VIEs and accordingly does not consolidate them.
These VIEs had net assets approximating $0.9 billion and $0.4 billion at June 30, 2016 and December 31, 2015,
respectively. The Company’s exposure to loss from these VIEs is $9.6 million, which is the carrying value of its capital
contributions recorded in investments on the consolidated statements of financial condition at June 30, 2016. The
Company had no liabilities related to these VIEs at June 30, 2016 and December 31, 2015, respectively. 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, 2016.

Note 7 Receivables from and Payables to Brokers, Dealers and Clearing Organizations 

June 30, December 31,
(Dollars in thousands) 2016 2015
Receivable arising from unsettled securities transactions $13,594 $ 62,105
Deposits paid for securities borrowed 26,446 47,508
Receivable from clearing organizations 8,074 3,155
Deposits with clearing organizations 43,143 27,019
Securities failed to deliver 2,710 2,100
Other 6,671 6,062
Total receivables from brokers, dealers and clearing organizations $100,638 $ 147,949

June 30, December 31,
(Dollars in thousands) 2016 2015
Payable arising from unsettled securities transactions $117,571 $ 34,445
Payable to clearing organizations 8,286 3,115
Securities failed to receive 1,853 4,468
Other 4,558 6,103
Total payable to brokers, dealers and clearing organizations $132,268 $ 48,131

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 8 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 in the event of excess market exposure. The Company also uses unaffiliated third party custodians to
administer the underlying collateral for the majority of its short-term financing to mitigate risk.
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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.
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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 $175.1
million and $185.8 million at June 30, 2016 and December 31, 2015, respectively, of which $163.2 million and $175.8
million, respectively, 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, 2016:

Repurchase Fair
Market

(Dollars in thousands) Liabilities Value Interest Rate
Term up to 30 day maturities:
Mortgage-backed securities $ 21,767 $31,291 2.21 - 2.48%
On demand maturities:
U.S. government securities 11,964 11,724 0.20%

$ 33,731 $43,015

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 statements
of financial condition for reverse repurchase agreements, securities borrowed or repurchase agreements at June 30,
2016 and December 31, 2015, respectively, as a legal right of offset did not exist. The Company had no outstanding
securities lending arrangements as of June 30, 2016 or December 31, 2015. See Note 4 for information related to the
Company's offsetting of derivative contracts. 

Note 9 Investments 

The Company’s investments include investments in private companies and partnerships, registered mutual funds,
warrants of public and private companies and private company debt.

June 30, December 31,
(Dollars in thousands) 2016 2015
Investments at fair value $150,294 $ 142,781
Investments at cost 2,512 3,299
Investments accounted for under the equity method 10,514 17,781
Total investments 163,320 163,861

Less investments attributable to noncontrolling interests (1) (36,707 ) (40,069 )
$126,613 $ 123,792

(1)Noncontrolling interests are attributable to third party ownership in a consolidated merchant banking fund.

At June 30, 2016, investments carried on a cost basis had an estimated fair market value of $4.4 million. 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.
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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.
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Note 10 Other Assets 

June 30, December 31,
(Dollars in thousands) 2016 2015
Net deferred income tax assets $58,626 $ 66,810
Fee receivables 16,711 18,362
Accrued interest receivables 5,578 6,145
Forgivable loans, net 11,698 10,234
Income tax receivables 12,610 —
Prepaid expenses 6,609 6,161
Other 18,064 11,490
Total other assets $129,896 $ 119,202

Note 11 Goodwill and Intangible Assets

Capital Asset
(Dollars in thousands) Markets Management Total
Goodwill
Balance at December 31, 2015 $21,132 $ 196,844 $217,976
Goodwill acquired 72,764 — 72,764
Balance at June 30, 2016 $93,896 $ 196,844 $290,740

Intangible assets
Balance at December 31, 2015 $8,256 $ 22,274 $30,530
Intangible assets acquired 14,611 — 14,611
Amortization of intangible assets (4,616 ) (2,774 ) (7,390 )
Balance at June 30, 2016 $18,251 $ 19,500 $37,751

The addition of goodwill and intangible assets during the six months ended June 30, 2016 related to the acquisition of
Simmons, as discussed in Note 3. Management identified $14.6 million of intangible assets, consisting of customer
relationships ($13.8 million) and the Simmons trade name ($0.8 million), which will be amortized over a weighted
average life of 2.0 years and 5.0 years, respectively.

The following table summarizes the future aggregate amortization expense of the Company's intangible assets with
determinable lives for the years ended:
(Dollars in thousands)
Remainder of 2016 $8,086
2017 12,183
2018 6,516
2019 6,009
2020 1,427
Thereafter 670
Total $34,891
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Note 12 Short-Term Financing 

Outstanding Balance   Weighted Average
Interest Rate

June 30, December 31, June 30, December 31,
(Dollars in thousands) 2016 2015 2016 2015
Commercial paper (secured) $ 263,433 $ 276,894 1.99% 1.74%
Prime broker arrangement 238,413 169,296 1.21% 1.07%
Total short-term financing $ 501,846 $ 446,190

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, 2016, the weighted average maturity of CP Series A, CP Series II A and CP Series
III A was 81 days, 29 days and 12 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’s U.S. broker dealer subsidiary to maintain excess net capital of $120 million.

The Company has established an arrangement to obtain financing with a prime broker related to its municipal bond
funds. Financing under this arrangement is secured by certain securities, primarily municipal securities, and collateral
limitations could reduce the amount of funding available under this arrangement. The prime broker financing
activities are recorded net of receivables from trading activity. The funding is at the discretion of the prime broker
subject to a notice period.

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, 2016 consisted of a one-year $250 million
committed revolving credit facility with U.S. Bank, N.A., which was renewed in December 2015. Advances under this
facility are secured by certain marketable securities. The facility includes a covenant that requires the Company’s U.S.
broker dealer subsidiary to maintain minimum net capital of $120 million, and the unpaid principal amount of all
advances under this facility will be due on December 17, 2016. The Company pays a nonrefundable commitment fee
on the unused portion of the facility on a quarterly basis. At June 30, 2016, the Company had no advances against this
line of credit.

The Company’s uncommitted secured lines at June 30, 2016 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, 2016, the Company had no advances against these lines of credit.

Note 13 Senior Notes 

The Company has entered into variable and fixed rate senior notes with certain entities advised by Pacific Investment
Management Company ("PIMCO"). The following table presents the outstanding balance by note class at June 30,
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2016 and December 31, 2015, respectively.

Outstanding Balance
June 30, December 31,

(Dollars in thousands) 2016 2015
Class A Notes $50,000 $ 50,000
Class C Notes 125,000 125,000
Total senior notes $175,000 $ 175,000
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On October 8, 2015, the Company entered into a second amended and restated note purchase agreement ("Second
Amended and Restated Note Purchase Agreement") under which the Company issued $125 million of fixed rate Class
C Notes. The Class C Notes bear interest at an annual fixed rate of 5.06 percent, payable semi-annually and mature on
October 9, 2018. The variable rate Class A Notes bear interest at a rate equal to three-month LIBOR plus 3.00 percent,
adjusted and payable quarterly and mature on May 31, 2017. The unpaid principal amounts are due in full on the
respective maturity dates and may not be prepaid by the Company.

The Second Amended and Restated Note Purchase Agreement includes customary events of default and covenants
that, among other things, require the Company to maintain a minimum consolidated tangible net worth and regulatory
net capital, limit the Company's leverage ratio and require the Company to maintain a minimum ratio of operating
cash flow to fixed charges. With respect to the net capital covenant, the Company's U.S. broker dealer subsidiary is
required to maintain minimum net capital of $120 million. At June 30, 2016, the Company was in compliance with all
covenants.

The senior notes are recorded at amortized cost. As of June 30, 2016, the carrying value of the variable rate Class A
Notes approximated fair value. As of June 30, 2016, the fair value of the fixed rate Class C Notes was approximately
$128.2 million.

Note 14 Contingencies and Commitments  

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.

The Company has established reserves for potential losses that are probable and reasonably estimable that may result
from pending and potential legal actions, investigations and regulatory proceedings. In many cases, however, it is
inherently difficult to determine whether any loss is probable or even possible or to estimate the amount or range of
any potential loss, particularly where proceedings may be in relatively early stages or where plaintiffs are seeking
substantial or indeterminate damages. Matters frequently need to be more developed before a loss or range of loss can
reasonably be estimated.

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
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 statements of financial condition, results of operations
or cash flows of the Company. However, if during any period a potential adverse contingency should become
probable or resolved for an amount in excess of the established reserves, the results of operations and cash flows in
that period and the financial condition as of the end of that period could be materially adversely affected. In addition,
there can be no assurance that material losses will not be incurred from claims that have not yet been brought to the
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Company’s attention or are not yet determined to be reasonably possible.

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 investment contracts and municipal derivative products.
The complaints, which were consolidated into a single nationwide class action entitled In re Municipal Derivatives
Antitrust Litigation, MDL No. 1950 (Master Docket No. 08-2516), alleged 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 sought unspecified treble damages under Section 1 of the Sherman Act. Piper Jaffray entered into a
settlement agreement with respect to In re Municipal Derivatives Antitrust Litigation in the amount of $9.8 million in
the third quarter of 2015. This settlement received final court approval from the U.S. District Court for the Southern
District of New York in the second quarter of 2016.
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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. Aggregate minimum lease commitments under operating leases as of
June 30, 2016 are as follows:
(Dollars in thousands)
Remainder of 2016 $7,927
2017 14,206
2018 13,144
2019 11,495
2020 10,996
Thereafter 26,707

$84,475

Note 15 Restructuring 

The Company incurred the following pre-tax restructuring charges within the Capital Markets segment primarily in
conjunction with the Simmons acquisition discussed in Note 3.

Three
Months
Ended

Six
Months
Ended

June 30, June 30,
(Dollars in thousands) 2016 2016
Severance, benefits and outplacement costs $ 1,207 $ 6,608
Vacated redundant leased office space 1,320 1,320
Contract termination costs 422 1,026
Total pre-tax restructuring charges $ 2,949 $ 8,954

Note 16 Shareholders’ Equity

Share Repurchases

Effective August 14, 2015, the Company's board of directors authorized the repurchase of up to $150.0 million in
common shares through September 30, 2017. During the six months ended June 30, 2016, the Company repurchased
1,351,015 shares at an average price of $38.76 per share for an aggregate purchase price of $52.4 million related to
this authorization. The Company has $79.2 million remaining under this authorization.

The Company also purchases shares of common stock from restricted stock award recipients upon the award vesting
as recipients sell shares to meet their employment tax obligations. The Company purchased 233,431 shares and
249,156 shares, or $9.8 million and $13.2 million of the Company’s common stock for this purpose during the six
months ended June 30, 2016 and 2015, respectively.

Issuance of Shares

The Company issues common shares out of treasury stock as a result of employee restricted share vesting and exercise
transactions as discussed in Note 17. During the six months ended June 30, 2016 and 2015, the Company issued
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674,981 shares and 442,165 shares, respectively, related to these obligations.
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Noncontrolling Interests 

The consolidated financial statements include the accounts of Piper Jaffray Companies, its wholly owned subsidiaries
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 Companies.
Noncontrolling interests include the minority equity holders’ proportionate share of the equity in a merchant banking
fund of $38.4 million, a municipal bond fund with employee investors of $8.7 million and a senior living fund
aggregating $5.1 million as of June 30, 2016. As of December 31, 2015, noncontrolling interests included the minority
equity holders’ proportionate share of the equity in a merchant banking fund of $31.8 million, a municipal bond fund
with employee investors of $7.0 million and private investment vehicles aggregating $10.4 million.

Ownership interests in entities held by parties other than the Company’s common shareholders are presented as
noncontrolling interests within shareholders’ equity, separate from the Company’s own equity. Revenues, expenses and
net income or loss are reported on the consolidated statements of operations on a consolidated basis, which includes
amounts attributable to both the Company’s common shareholders and noncontrolling interests. Net income or loss is
then allocated between the Company and noncontrolling interests based upon their relative ownership interests. Net
income applicable to noncontrolling interests is deducted from consolidated net income to determine net income
applicable to the Company. There was no other comprehensive income or loss attributed to noncontrolling interests
for the six months ended June 30, 2016 and 2015, respectively.

The following table presents the changes in shareholders' equity for the six months ended June 30, 2016:
Common Common Total
Shares Shareholders’Noncontrolling Shareholders’

(Amounts in thousands, except share amounts) Outstanding Equity Interests Equity
Balance at December 31, 2015 13,311,016 $ 783,659 $ 49,161 $ 832,820
Net income — 4,375 3,324 7,699
Amortization/issuance of restricted stock (1) — 49,502 — 49,502
Issuance of treasury shares for options exercised 2,000 82 — 82
Issuance of treasury shares for restricted stock vestings 672,981 — — —
Repurchase of common stock through share repurchase
program (1,351,015 ) (52,370 ) — (52,370 )

Repurchase of common stock for employee tax withholding (233,431 ) (9,772 ) — (9,772 )
Reduced tax benefit from stock-based compensation — (113 ) — (113 )
Shares reserved/issued for director compensation 23,518 904 — 904
Other comprehensive loss — (1,256 ) — (1,256 )
Deconsolidation of investment partnerships (2) — — (9,415 ) (9,415 )
Fund capital contributions, net — — 9,178 9,178
Balance at June 30, 2016 12,425,069 $ 775,011 $ 52,248 $ 827,259
(1)Includes amortization of restricted stock as part of deal consideration. See Note 3 for further discussion.

(2)The Company deconsolidated certain investment partnerships upon adoption of ASU 2015-02. See Note 2 for
further discussion.
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Note 17 Compensation Plans 

Stock-Based Compensation Plans

The Company maintains two stock-based compensation plans, the Piper Jaffray Companies Amended and Restated
2003 Annual and Long-Term Incentive Plan (the "Incentive Plan") and the 2016 Employment Inducement Award Plan
(the "Inducement Plan"). The Company’s equity awards are recognized on the consolidated statements of operations at
grant date fair value over the service period of the award, net of estimated forfeitures.

The following table provides a summary of the Company’s outstanding equity awards (in shares or units) as of
June 30, 2016:
Incentive Plan
Restricted Stock
Annual grants 1,327,891
Sign-on grants 337,362

1,665,253
Inducement Plan
Restricted Stock 274,430

Total restricted stock related to compensation 1,939,683

Simmons Deal Consideration (1) 1,095,955

Total restricted stock outstanding 3,035,638

Incentive Plan
Restricted Stock Units
Market condition leadership grants 374,460

Incentive Plan
Stock Options 132,788

(1)The Company issued restricted stock with service conditions as part of deal consideration for Simmons. See Note 3
for further discussion.

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 and directors for up to 8.2 million shares of common stock
(0.8 million shares remained available for future issuance under the Incentive Plan as of June 30, 2016). The Company
believes that such awards help align the interests of employees and directors with those of shareholders and serve as
an employee retention tool. The Incentive Plan provides for accelerated vesting of awards if there is a severance event,
a change in control of the 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 Company’s board of directors.

Restricted Stock Awards
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Restricted stock grants are valued at the market price of the Company’s common stock on the date of grant and are
amortized over the requisite service period. The Company grants shares of restricted stock to employees as part of
year-end compensation (“Annual Grants”) and upon initial hiring or as a retention award (“Sign-on Grants”).
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The Company’s Annual Grants are made each year in February. Annual Grants vest ratably over three years in equal
installments. The Annual Grants 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 agreements
entered into upon termination. The Company determined the service inception date precedes the grant date for the
Annual Grants, and that the post-termination restrictions do not meet the criteria for an in-substance service condition,
as defined by FASB Accounting Standards Codification Topic 718, "Compensation – Stock Compensation" ("ASC
718"). Accordingly, restricted stock granted as part of the Annual Grants is expensed in the one-year period in which
those awards are deemed to be earned, which is generally the calendar year preceding the February grant date. For
example, the Company recognized compensation expense during fiscal 2015 for its February 2016 Annual Grant. If an
equity award related to the Annual Grants is forfeited as a result of violating the post-termination restrictions, the
lower of the fair value of the award at grant date or the fair value of the award at the date of forfeiture is recorded
within the consolidated statements of operations as a reversal of compensation expense.

Sign-on Grants are used as a recruiting tool for new employees and are issued to current employees as a retention tool.
These awards have both cliff and ratable vesting terms, and the employees must fulfill service requirements in
exchange for rights to the awards. Compensation expense is amortized on a straight-line basis from the grant date over
the requisite service period, generally one to five years. Employees forfeit unvested shares upon termination of
employment and a reversal of compensation expense is recorded.

Annually, the Company grants stock to its non-employee directors. The stock-based compensation paid to
non-employee directors is fully expensed on the grant date and included within outside services expense on the
consolidated statements of operations.

Restricted Stock Units

The Company grants restricted stock units to its leadership team (“Leadership Grants”). The units will vest and convert
to shares of common stock at the end of each 36-month performance period only if the Company's stock performance
satisfies predetermined market conditions over the performance period. Under the terms of the grants, the number of
units that will vest and convert to shares will be based on the Company's stock performance achieving specified
market conditions during each performance period as described below. Compensation expense is amortized on a
straight-line basis over the three-year requisite service period based on the fair value of the award on the grant date.
The market condition must be met for the awards to vest and compensation cost will be recognized regardless if the
market condition is satisfied. Employees forfeit unvested share units upon termination of employment with a
corresponding reversal of compensation expense.

Up to 50 percent of the award can be earned based on the Company’s total shareholder return relative to members of a
predetermined peer group and up to 50 percent of the award can be earned based on the Company’s total shareholder
return. The fair value of the awards on the grant date was determined using a Monte Carlo simulation with the
following assumptions:

Risk-free Expected Stock
Grant Year Interest Rate Price Volatility
2016 0.98% 34.9%
2015 0.90% 29.8%
2014 0.82% 41.3%
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Because a portion of the award vesting depends on the Company’s total shareholder return relative to a peer group, the
valuation modeled the performance of the peer group as well as the correlation between the Company and the peer
group. The expected stock price volatility assumptions were determined using historical volatility as correlation
coefficients can only be developed through historical volatility. The risk-free interest rates were determined based on
three-year U.S. Treasury bond yields.

35

Edgar Filing: PIPER JAFFRAY COMPANIES - Form 10-Q

62



Table of Contents
Piper Jaffray Companies
Notes to the Consolidated Financial Statements
(Unaudited)

Stock Options

The Company previously granted options to purchase Piper Jaffray Companies common stock to employees and
non-employee directors in fiscal years 2004 through 2008. Employee and director options were expensed by the
Company on a straight-line basis over the required service period, based on the estimated fair value of the award on
the date of grant using a Black-Scholes option-pricing model. As described above pertaining to the Company’s Annual
Grants of restricted shares, stock options granted to employees were expensed in the calendar year preceding the
annual February grant date. For example, the Company recognized compensation expense during fiscal 2007 for its
February 2008 option grant. The maximum term of the stock options granted to employees and directors is ten years.
The Company has not granted stock options since 2008.

Inducement Plan

The Company established the Inducement Plan in conjunction with the acquisition of Simmons. The Company
granted $11.6 million (286,776 shares) in restricted stock under the Inducement Plan on May 15, 2016. These shares
cliff vest in three years. Inducement Plan awards are amortized as compensation expense on a straight-line basis over
the vesting period. Employees forfeit unvested Inducement Plan shares upon termination of employment and a
reversal of compensation expense is recorded.

Stock-Based Compensation Activity

The Company recorded compensation expense of $13.7 million and $8.5 million for the three months ended June 30,
2016 and 2015, respectively, and $23.7 million and $22.2 million for the six months ended June 30, 2016 and 2015,
respectively, related to employee restricted stock and restricted stock unit awards. Forfeitures were $0.2 million for
the three months ended June 30, 2016 and 2015, respectively, and $0.2 million and $0.3 million, for the six months
ended June 30, 2016 and 2015, respectively. The tax benefit related to stock-based compensation costs totaled $5.1
million and $3.3 million for the three months ended June 30, 2016 and 2015, respectively, and $8.8 million and $8.7
million for the six months ended June 30, 2016 and 2015, respectively.

The following table summarizes the changes in the Company’s unvested restricted stock:

Unvested Weighted
Average

Restricted
Stock Grant Date

(in Shares) Fair Value      
December 31, 2015 1,287,915 $ 46.20
Granted 2,336,209 41.68
Vested (546,701 ) 45.90
Canceled (41,785 ) 44.15
June 30, 2016 3,035,638 $ 42.80

The following table summarizes the changes in the Company’s unvested restricted stock units:

Unvested Weighted
Average

Restricted Grant Date
Stock Units      Fair Value      
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December 31, 2015 356,242 $ 22.18
Granted 135,483 19.93
Vested (117,265 ) 21.32
Canceled — —
June 30, 2016 374,460 $ 21.63

As of June 30, 2016, there was $64.3 million of total unrecognized compensation cost related to restricted stock and
restricted stock units expected to be recognized over a weighted average period of 2.6 years.
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The following table summarizes the changes in the Company’s outstanding stock options:
Weighted Average

Weighted Remaining
Options Average Contractual Term Aggregate

Outstanding      Exercise Price     (in Years) Intrinsic
Value

December 31, 2015 157,201 $ 50.35 1.6 $ —
Granted — —
Exercised (2,000 ) 41.09
Canceled — —
Expired (22,413 ) 59.83
June 30, 2016 132,788 $ 48.88 1.4 $ —

Options exercisable at June 30, 2016 132,788 $ 48.88 1.4 $ —

As of June 30, 2016, there was no unrecognized compensation cost related to stock options expected to be recognized
over future years. The intrinsic value of options exercised and resulting tax benefit realized were immaterial for the six
months ended June 30, 2016. The intrinsic value of options exercised was $0.8 million, and the resulting tax benefit
realized was $0.3 million for the six months ended June 30, 2015.

Deferred Compensation Plans

The Company maintains various deferred compensation arrangements for employees.

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
Company invests, as a principal, in investments to economically hedge its obligation under the nonqualified deferred
compensation plan. Investments in the grantor trust, consisting of mutual funds, totaled $23.0 million and $14.6
million as of June 30, 2016 and December 31, 2015, respectively, and are included in investments on the consolidated
statements of financial condition. The compensation deferred by the employees is expensed in the period earned. The
deferred compensation liability was $23.1 million and $14.5 million as of June 30, 2016 and December 31, 2015,
respectively. Changes in the fair value of the investments made by the Company are reported in investment income
and changes in the corresponding deferred compensation liability are reflected as compensation and benefits expense
on the consolidated statements of operations.

The Piper Jaffray Companies Mutual Fund Restricted Share Investment Plan is a fully funded 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 investment funds.
MFRS Awards are awarded to qualifying employees in February of each year, and represent a portion of their
compensation for performance in the preceding year similar to the Company's Annual Grants. 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. Forfeitures are recorded as a reduction of compensation and benefits
expense within the consolidated statements of operations. MFRS Awards are owned by employee recipients and as
such are not included on the consolidated statements of financial condition.
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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. Compensation expense from these awards will be amortized on a
straight-line basis over the requisite service period of two to five years.

The Company recorded compensation expense of $3.9 million and $5.8 million for the three months ended June 30,
2016 and 2015, respectively, and $7.2 million and $13.9 million for the six months ended June 30, 2016 and 2015,
respectively, related to employee MFRS Awards. Total compensation cost includes year-end compensation for MFRS
Awards and the amortization of sign-on MFRS Awards, less forfeitures. Forfeitures were immaterial for the three and
six months ended June 30, 2016 and 2015, respectively.
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Note 18 Earnings Per Share 

The Company calculates earnings per share using the two-class method. Basic earnings per common share is
computed by dividing net income/(loss) applicable to Piper Jaffray Companies’ common shareholders by the weighted
average number of common shares outstanding for the period. Net income/(loss) applicable to Piper Jaffray
Companies’ common shareholders represents net income/(loss) applicable to Piper Jaffray Companies reduced by the
allocation of earnings to participating securities. Losses are not allocated to participating securities. All of the
Company’s unvested restricted shares are deemed to be participating securities as they are eligible to share in the
profits (e.g., receive dividends) of the Company. The Company’s unvested restricted stock units are not participating
securities as they are not eligible to share in the profits of the Company. Diluted earnings per common share is
calculated by adjusting the weighted average outstanding shares to assume conversion of all potentially dilutive stock
options.

The computation of earnings per share is as follows:
Three Months
Ended Six Months Ended

June 30, June 30,
(Amounts in thousands, except per share data) 2016 2015 2016 2015
Net income applicable to Piper Jaffray Companies $1,938 $16,999 $4,375 $33,971
Earnings allocated to participating securities (1) (361 ) (1,300 ) (690 ) (2,458 )
Net income applicable to Piper Jaffray Companies’ common shareholders (2) $1,577 $15,699 $3,685 $31,513

Shares for basic and diluted calculations:
Average shares used in basic computation 12,927 14,487 13,043 14,888
Stock options 15 26 13 32
Average shares used in diluted computation 12,942 14,513 13,056 14,920

Earnings per common share:
Basic $0.12 $1.08 $0.28 $2.12
Diluted $0.12 $1.08 $0.28 $2.11

(1)

Represents the allocation of earnings to participating securities. Losses are not allocated to participating securities.
Participating securities include all of the Company’s unvested restricted shares. The weighted average participating
shares outstanding were 2,951,985 and 1,201,359 for the three months ended June 30, 2016 and 2015, respectively,
and 2,445,372 and 1,164,338 for the six months ended June 30, 2016 and 2015, respectively.

(2)

Net income/(loss) applicable to Piper Jaffray Companies’ common shareholders for diluted and basic EPS may
differ under the two-class method as a result of adding the effect of the assumed exercise of stock options to
dilutive shares outstanding, which alters the ratio used to allocate earnings to Piper Jaffray Companies’ common
shareholders and participating securities for purposes of calculating diluted and basic EPS.

The anti-dilutive effects from stock options were immaterial for the six months ended June 30, 2016 and 2015,
respectively.
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Note 19 Segment Reporting 

Basis for Presentation

The Company structures its segments primarily based upon the nature of the financial products and services provided
to customers and the Company’s management organization. The Company evaluates performance and allocates
resources based on segment pre-tax operating income or loss and segment pre-tax operating margin. Revenues and
expenses directly associated with each respective segment are included in determining their operating results. Other
revenues and expenses that are not directly attributable to a particular segment are allocated based upon the Company’s
allocation methodologies, including each segment’s respective net revenues, use of shared resources, headcount or
other relevant measures. Segment assets are based on those directly associated with each segment, and include an
allocation of certain assets based on the most relevant measures applicable, including headcount and other factors. The
substantial majority of the Company's net revenues and long-lived assets are located in the U.S.

Reportable segment financial results are as follows:
Three Months Ended Six Months Ended
June 30, June 30,

(Dollars in thousands) 2016 2015 2016 2015

Capital Markets
Investment banking
Financing
Equities $16,786 $34,324 $23,352 $70,331
Debt 33,325 27,648 49,297 48,636
Advisory services 48,112 44,020 129,741 74,518
Total investment banking 98,223 105,992 202,390 193,485

Institutional sales and trading
Equities 22,612 20,407 42,281 39,312
Fixed income 28,952 20,482 46,006 41,699
Total institutional sales and trading 51,564 40,889 88,287 81,011

Management and performance fees 1,794 621 2,759 2,028

Investment income 7,451 215 9,537 14,920

Long-term financing expenses (2,293 ) (1,553 ) (4,585 ) (3,113 )

Net revenues 156,739 146,164 298,388 288,331

Operating expenses (1) 152,028 123,687 290,883 239,890

Segment pre-tax operating income $4,711 $22,477 $7,505 $48,441

Segment pre-tax operating margin 3.0 % 15.4 % 2.5 % 16.8 %
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Three Months Ended Six Months Ended
June 30, June 30,

(Dollars in thousands) 2016 2015 2016 2015

Asset Management
Management and performance fees
Management fees $12,801 $18,436 $25,684 $37,543
Performance fees — 200 — 208
Total management and performance fees 12,801 18,636 25,684 37,751

Investment income/(loss) 943 (734 ) (33 ) (145 )

Net revenues 13,744 17,902 25,651 37,606

Operating expenses (1) 11,946 14,520 23,205 28,896

Segment pre-tax operating income $1,798 $3,382 $2,446 $8,710

Segment pre-tax operating margin 13.1 % 18.9 % 9.5 % 23.2 %

Total
Net revenues $170,483 $164,066 $324,039 $325,937

Operating expenses (1) 163,974 138,207 314,088 268,786

Pre-tax operating income $6,509 $25,859 $9,951 $57,151

Pre-tax operating margin 3.8 % 15.8 % 3.1 % 17.5 %
(1)Operating expenses include intangible asset amortization expense as set forth in the table below:     

Three Months
Ended

Six Months
Ended

June 30, June 30,
(Dollars in thousands) 2016 2015 2016 2015
Capital Markets $2,707 $263 $4,616 $526
Asset Management 1,387 1,510 2,774 3,020
Total intangible asset amortization expense $4,094 $1,773 $7,390 $3,546

Reportable segment assets are as follows:
June 30, December 31,

(Dollars in thousands) 2016 2015
Capital Markets $1,888,306 $ 1,870,272
Asset Management 232,998 268,246

$2,121,304 $ 2,138,518
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Note 20 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. The Financial Industry Regulatory Authority (“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.

At June 30, 2016, net capital calculated under the SEC rule was $202.7 million, and exceeded the minimum net capital
required under the SEC rule by $201.6 million.

The Company’s committed short-term credit facility and its 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.

Piper Jaffray Ltd. and SCIL, broker dealer subsidiaries registered in the United Kingdom, are subject to the capital
requirements of the Prudential Regulation Authority and the Financial Conduct Authority. As of June 30, 2016, Piper
Jaffray Ltd. and SCIL were in compliance with the capital requirements of the Prudential Regulation Authority and
the Financial Conduct Authority.

Piper Jaffray Hong Kong Limited is licensed by the Hong Kong Securities and Futures Commission, which is subject
to the liquid capital requirements of the Securities and Futures (Financial Resources) Rule promulgated under the
Securities and Futures Ordinance. At June 30, 2016, Piper Jaffray Hong Kong Limited was in compliance with the
liquid capital requirements of the Hong Kong Securities and Futures Commission.

Note 21 Income Taxes 

For the three months ended June 30, 2016, the Company's effective income tax rate, excluding noncontrolling
interests, was 50.7 percent, compared to 36.0 percent for the three months ended June 30, 2015. The effective income
tax rate for the three months ended June 30, 2016 was unusually high because the Company recorded a 100 percent
valuation allowance against tax benefits generated from net operating losses within SCIL.

The Company's effective income tax rate, excluding noncontrolling interests, for the six months ended June 30, 2016
was 34.0 percent, compared to 35.9 percent for the six months ended June 30, 2015.
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ITEM
2.

MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.

The following information should be read in conjunction with the accompanying unaudited consolidated financial
statements and related notes and exhibits included elsewhere in this report. Certain statements in this report may be
considered forward-looking. Statements that are not historical or current facts, including statements about beliefs and
expectations, are forward-looking statements. These forward-looking statements include, among other things,
statements other than historical information or statements of current condition and may relate to our future plans and
objectives and results, and also may include our belief regarding the effect of various legal proceedings, as set forth
under "Legal Proceedings" in Part I, Item 3 of our Annual Report on Form 10-K for the year ended December 31,
2015 and in our subsequent reports filed with the SEC. Forward-looking statements involve inherent risks and
uncertainties, and important factors could cause actual results to differ materially from those anticipated, including
those factors discussed below under "External Factors Impacting Our Business" as well as the factors identified under
"Risk Factors" in Part I, Item 1A of our Annual Report on Form 10-K for the year ended December 31, 2015, as
updated in our subsequent reports filed with the SEC. These reports are available at our Web site at
www.piperjaffray.com and at the SEC Web site at www.sec.gov. Forward-looking statements speak only as of the
date they are made, and we undertake no obligation to update them in light of new information or future events.

Explanation of Non-GAAP Financial Measures

We have included financial measures that are not prepared in accordance with U.S. generally accepted accounting
principles ("GAAP"). These non-GAAP financial measures include adjustments to exclude (1) revenues and expenses
related to noncontrolling interests, (2) amortization of intangible assets related to acquisitions, (3) compensation from
acquisition-related agreements and (4) restructuring and acquisition integration costs. These adjustments affect the
following financial measures: net revenues, compensation expenses, non-compensation expenses, net income
applicable to Piper Jaffray Companies, earnings per diluted common share, return on average common shareholders'
equity, segment net revenues, segment operating expenses, segment pre-tax operating income and segment pre-tax
operating margin. Management believes that presenting these results and measures on an adjusted basis in conjunction
with U.S. GAAP measures provides the most meaningful basis for comparison of our operating results across periods.
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Executive Overview

Our business principally consists of providing investment banking, institutional brokerage, asset management and
related financial services to corporations, private equity groups, public entities, non-profit entities and institutional
investors in the United States and Europe. We operate through two reportable business segments: Capital Markets and
Asset Management. Refer to our Annual Report on Form 10-K for the year ended December 31, 2015 for a full
description of our business.

Over the last twelve months, we have made significant progress on our strategic initiatives, primarily by expanding
into new industry sectors within equity capital markets and the expansion of our fixed income middle market sales
platform. The following is a summary of our most recent significant activity:

•
As part of our strategy to expand our equity investment banking business into the energy sector and grow our advisory
business, on February 26, 2016, we completed the purchase of Simmons & Company International ("Simmons"), an
employee-owned investment bank and broker dealer focused on the energy industry.

•In the second quarter of 2015, we began expanding our equity investment banking business into the financial
institutions sector through significant hiring in our Capital Markets segment.

•

On September 30, 2015, we built upon our expansion into the financial institutions sector by acquiring the assets of
River Branch Holdings LLC ("River Branch"), an equity investment banking boutique focused on the financial
institutions sector. The acquisition further strengthened our mergers and acquisitions leadership in the middle markets
and added investment banking resources dedicated to banks, thrifts, and depository institutions.

•

On October 9, 2015, we completed the acquisition of BMO Capital Markets GKST Inc. ("BMO GKST"), a
municipal bond sales, trading and origination business of BMO Financial Corp. This acquisition expanded our
fixed income institutional sales, trading and underwriting platforms. Additionally, it strengthened our strategic
analytic and advisory capabilities.

•
For more information on our acquisitions, see Note 3 of our accompanying unaudited consolidated financial
statements included in this report. We incurred $10.2 million of restructuring, integration and transaction costs for the
six months ended June 30, 2016 principally related to the Simmons acquisition.

Results for the three and six months ended June 30, 2016 

Net income applicable to Piper Jaffray Companies in the second quarter of 2016 was $1.9 million, or $0.12 per diluted
common share, compared with $17.0 million, or $1.08 per diluted common share, for the prior-year period. Net
revenues for the three months ended June 30, 2016 were $170.5 million, an increase of 3.9 percent from $164.1
million reported in the year-ago period, as higher debt financing and fixed income institutional brokerage revenues
and investment income were partially offset by declines in equity financing and asset management revenues. In the
second quarter of 2016, compensation and benefits expenses were $117.1 million, an increase of 13.1 percent
compared with $103.6 million in the prior-year period, due primarily to higher acquisition-related compensation costs.
For the three months ended June 30, 2016, non-compensation expenses were $46.8 million, up 35.1 percent compared
with $34.7 million in the second quarter of 2015. Non-compensation expenses in the second quarter of 2016 included
restructuring and integration costs, intangible amortization expense and other incremental costs related to our recent
acquisitions of Simmons, BMO GKST and River Branch.
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For the three months ended June 30, 2016, adjusted net income applicable to Piper Jaffray Companies was $13.9
million(1), or $0.88(1) per diluted common share, compared with $18.6 million(1), or $1.19(1) per diluted common
share, for the prior-year period. Adjusted net revenues for the three months ended June 30, 2016 were $167.2
million(1), an increase of 2.0 percent from $163.9 million(1) reported in the year-ago period. Adjusted compensation
and benefits expenses were $107.1 million(1) in the second quarter of 2016, an increase of 4.3 percent compared with
$102.7 million(1) in the prior-year period. For the three months ended June 30, 2016, adjusted non-compensation
expenses were $38.6 million(1), up 20.5 percent from $32.0 million(1) for the three months ended June 30, 2015.

43

Edgar Filing: PIPER JAFFRAY COMPANIES - Form 10-Q

75



Table of Contents

Net income applicable to Piper Jaffray Companies in the first half of 2016 was $4.4 million, or $0.28 per diluted
common share, compared with $34.0 million, or $2.11 per diluted common share, for the prior-year period. For the
twelve months ended June 30, 2016, we generated a rolling twelve month return on average common shareholders'
equity of 2.8 percent, compared with 7.5 percent for the rolling twelve months ended June 30, 2015. Net revenues for
the six months ended June 30, 2016 were $324.0 million, down slightly from $325.9 million in the year-ago period, as
higher advisory services and institutional brokerage revenues were more than offset by lower equity financing and
asset management revenues. Compensation and benefits expenses were $221.6 million in the first half of 2016, up
11.1 percent from $199.4 million in the year-ago period, due to additional compensation expenses associated with our
recent acquisitions. For the six months ended June 30, 2016, non-compensation expenses were $92.5 million, an
increase of 33.3 percent compared with $69.4 million for the six months ended June 30, 2015, due to higher
acquisition-related expenses and higher costs as a result of business expansion.

In the first half of 2016, adjusted net income applicable to Piper Jaffray Companies was $24.5 million(1), or $1.58(1)

per diluted common share, compared with $37.5 million(1), or $2.33(1) per diluted common share, for the prior-year
period. For the twelve months ended June 30, 2016, we generated an adjusted rolling twelve month return on average
common shareholders' equity of 6.7 percent(2), compared with 8.5 percent(2) for rolling twelve months ended June 30,
2015. Adjusted net revenues for the six months ended June 30, 2016 were $319.4 million(1), consistent with $319.6
million(1) reported in the year-ago period. Adjusted compensation and benefits expenses were $208.2 million(1) for the
six months ended June 30, 2016, and increase of 5.6 percent compared with $197.3 million(1) in the year-ago period.
In the first half of 2016, adjusted non-compensation expenses were $73.6 million(1), up 15.6 percent from $63.7
million(1) for the six months ended June 30, 2015.

(1)Reconciliation of U.S. GAAP to adjusted non-GAAP financial information
Three Months Ended Six Months Ended
June 30, June 30,

(Amounts in thousands, except per share data) 2016 2015 2016 2015
 Net revenues:
Net revenues – U.S. GAAP basis $170,483 $164,066 $324,039 $325,937
Adjustments:
Revenue related to noncontrolling interests (3,295 ) (187 ) (4,644 ) (6,319 )
Adjusted net revenues $167,188 $163,879 $319,395 $319,618

Compensation and benefits:
Compensation and benefits – U.S. GAAP basis $117,148 $103,554 $221,584 $199,411
Adjustments:
Compensation from acquisition-related agreements (10,062 ) (904 ) (13,368 ) (2,155 )
Adjusted compensation and benefits $107,086 $102,650 $208,216 $197,256

Non-compensation expenses:
Non-compensation expenses – U.S. GAAP basis $46,826 $34,653 $92,504 $69,375
Adjustments:
Non-compensation expenses related to noncontrolling interests (720 ) (869 ) (1,320 ) (2,171 )
Restructuring and integration costs (3,433 ) — (10,206 ) —
Amortization of intangible assets related to acquisitions (4,094 ) (1,773 ) (7,390 ) (3,546 )
Adjusted non-compensation expenses $38,579 $32,011 $73,588 $63,658

Net income applicable to Piper Jaffray Companies:
Net income applicable to Piper Jaffray Companies – U.S. GAAP basis $1,938 $16,999 $4,375 $33,971
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 Adjustments:
Compensation from acquisition-related agreements 6,623 552 8,643 1,316
Restructuring and integration costs 2,876 — 7,014 —
Amortization of intangible assets related to acquisitions 2,501 1,083 4,515 2,166
Adjusted net income applicable to Piper Jaffray Companies $13,938 $18,634 $24,547 $37,453

Earnings per diluted common share:
 Earnings per diluted common share – U.S. GAAP basis $0.12 $1.08 $0.28 $2.11
 Adjustments:
Compensation from acquisition-related agreements 0.42 0.04 0.56 0.08
Restructuring and integration costs 0.18 — 0.45 —
Amortization of intangible assets related to acquisitions 0.16 0.07 0.29 0.13
 Adjusted earnings per diluted common share $0.88 $1.19 $1.58 $2.33

(2)

Adjusted return on average common shareholders' equity is computed by dividing adjusted net income applicable
to Piper Jaffray Companies for the last 12 months by average monthly common shareholders' equity. For a detailed
explanation of the components of adjusted net income, see "Reconciliation of U.S. GAAP to adjusted non-GAAP
financial information" in footnote (1).
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External Factors Impacting Our Business

Performance in the financial services industry in which we operate is highly correlated to the overall strength of
economic conditions and financial market activity. Overall market conditions are a product of many factors, which are
beyond our control, often unpredictable and at times inherently volatile. These factors may affect the financial
decisions made by investors, including their level of participation in the financial markets. In turn, these decisions
may affect our business results. With respect to financial market activity, our profitability is sensitive to a variety of
factors, including the demand for investment banking services as reflected by the number and size of equity and debt
financings and merger and acquisition transactions, the volatility of the equity and fixed income markets, changes in
interest rates and credit spreads (especially rapid and extreme changes), overall market liquidity, the level and shape
of various yield curves, the volume and value of trading in securities, overall equity valuations, and the demand for
active asset management services.

Factors that differentiate our business within the financial services industry may also affect our financial results. For
example, our capital markets business focuses on specific industry sectors while serving principally middle-market
clientele. If the business environment for our focus sectors is impacted adversely, our business and results of
operations will be negatively impacted. In addition, our business, with its specific areas of focus and investment, may
not track overall market trends. Given the variability of the capital markets and securities businesses, our earnings
may fluctuate significantly from period to period, and results for any individual period should not be considered
indicative of future results.

Outlook for the remainder of 2016

We continue to encounter mixed signals relative to the strength of the recovery for the U.S. economy. In 2016, we
believe the U.S. economy will continue its sluggish growth pattern. Risks to continued growth include, among other
factors, ongoing or accelerating weakness in major international economies, European economic uncertainty
following the Brexit vote, and significant geopolitical events (including terrorism), any of which, or in some
combination, could adversely impact the rate of growth in the U.S. and could inject volatility into the U.S. equity and
debt markets. The 2016 U.S. presidential election also could influence the volatility or direction of markets based on
investors’ assessment of the outcome and the overall political outlook in the United States.

Fixed income market conditions were accommodative in the second quarter of 2016 as market-wide municipal
issuance volumes were up sequentially from the first quarter of 2016 and our sales and trading volumes increased. Our
geographic range and industry expertise drove our strong performance which exceeded the market-wide volume
increases. We believe that municipal debt underwriting activity for the second half of 2016 will remain strong as the
low interest rate environment is driving both new issue and refinancing activity. Fixed income client trading activity
was healthier in the second quarter of 2016 driven by a broader trading platform and a more conducive trading
environment; however, periods of interest rate uncertainty may reduce activity in our fixed income institutional
brokerage business. We generally anticipate maintaining a conservative bias in managing our inventories and hedging
strategies as we assess the quality and direction of the market on an ongoing basis.

The equity markets generally were more constructive in the second quarter of 2016 after a sluggish start to the year.
While the level of equity capital raising remains at relatively modest levels, we believe these levels will steadily
improve in the second half of the year, absent any episodes of heightened volatility. Higher volatility in the second
quarter of 2016 following the Brexit vote benefited our equity sales and trading business; however, sustained market
volatility or prolonged market correction may be disruptive to our capital raising activities. Although mergers and
acquisition activity levels in our advisory services business subsided in the second quarter of 2016, we believe this
business will continue to perform well through the end of 2016 on the strength of our market position and recent

Edgar Filing: PIPER JAFFRAY COMPANIES - Form 10-Q

78



investments. Advisory services revenues for any given quarter are impacted by the timing of the deals' closings, which
can result in fluctuations in revenues period over period.

Asset management revenues will continue to be affected by broad market trends, in particular, the low interest rate
environment. The impact on our asset management business is mixed. Persistently low interest rates attract broad and
largely indiscriminate inflows into equities as investors search for yield. This can be seen in low dispersion in the
performance of specific stocks as the market substantially is correlated to low rates versus the relative performance of
specific stocks or sectors. This phenomenon favors passive investment strategies at the expense of active managers,
particularly with respect to managers of U.S. portfolios, and has been challenging for our domestic value products.
Conversely, the search for yield has benefited our yield oriented products or products with inherently more risk. While
it appears that the current environment will continue to persist, we believe that the U.S. Federal Reserve has signaled
its intent to move to a more normalized interest rate environment at the earliest possible opportunity, signals of which
would include increasing inflation, faster growth or more stability in international markets. In addition, our investment
performance, both absolute and relative, will influence both the total amount of assets under management and the
level of net flows into our products.
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Results of Operations

Financial Summary for the three months ended June 30, 2016 and June 30, 2015

The following table provides a summary of the results of our operations on a U.S. GAAP basis and the results of our
operations as a percentage of net revenues for the periods indicated.

As a Percentage
of
Net Revenues for
the

Three Months Ended Three Months
Ended

June 30, June 30,
2016

(Dollars in thousands) 2016 2015 v2015 2016 2015
Revenues:
Investment banking $97,414 $106,069 (8.2 )% 57.1 % 64.7  %
Institutional brokerage 48,185 36,661 31.4 28.3 22.3
Asset management 14,595 19,257 (24.2 ) 8.6 11.7
Interest 7,922 11,422 (30.6 ) 4.6 7.0
Investment income/(loss) 8,276 (3,299 ) (350.9) 4.9 (2.0 )
Total revenues 176,392 170,110 3.7 103.5 103.7

Interest expense 5,909 6,044 (2.2 ) 3.5 3.7

Net revenues 170,483 164,066 3.9 100.0 100.0

Non-interest expenses:
Compensation and benefits 117,148 103,554 13.1 68.7 63.1
Outside services 10,184 8,885 14.6 6.0 5.4
Occupancy and equipment 8,850 6,983 26.7 5.2 4.3
Communications 7,294 5,088 43.4 4.3 3.1
Marketing and business development 9,171 7,239 26.7 5.4 4.4
Trade execution and clearance 1,916 1,977 (3.1 ) 1.1 1.2
Restructuring and integration costs 3,433 — N/M 2.0 —
Intangible asset amortization expense 4,094 1,773 130.9 2.4 1.1
Other operating expenses 1,884 2,708 (30.4 ) 1.1 1.7
Total non-interest expenses 163,974 138,207 18.6 96.2 84.2

Income before income tax expense 6,509 25,859 (74.8 ) 3.8 15.8

Income tax expense 1,996 9,542 (79.1 ) 1.2 5.8

Net income 4,513 16,317 (72.3 ) 2.6 9.9

Net income/(loss) applicable to noncontrolling interests 2,575 (682 ) (477.6) 1.5 (0.4 )

Net income applicable to Piper Jaffray Companies $1,938 $16,999 (88.6 )% 1.1 % 10.4  %
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N/M – Not meaningful
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For the three months ended June 30, 2016, we recorded net income applicable to Piper Jaffray Companies of $1.9
million. Net revenues for the three months ended June 30, 2016 were $170.5 million, a 3.9 percent increase compared
to $164.1 million in the year-ago period. In the second quarter of 2016, investment banking revenues were $97.4
million, compared with $106.1 million in the prior-year period, as higher debt financing and advisory services
revenues were more than offset by lower equity financing revenues. For the three months ended June 30, 2016,
institutional brokerage revenues increased 31.4 percent to $48.2 million, compared with $36.7 million in the second
quarter of 2015, due to higher equity and fixed income institutional brokerage revenues. In the second quarter of 2016,
asset management fees of $14.6 million were down 24.2 percent compared with $19.3 million in the second quarter of
2015 due primarily to lower management fees from both our value equity and master limited partnership ("MLP")
product offerings resulting from decreased assets under management. For the three months ended June 30, 2016, net
interest income was $2.0 million, compared with $5.4 million in the prior-year period. The decrease primarily resulted
from the liquidation of our municipal bond fund with outside investors in the second half of 2015, and additional
interest expense on our senior notes due to an increase in the amount of debt outstanding and a higher cost as we
shifted from variable to fixed rate through our refinancing in late 2015. In the second quarter of 2016, investment
income was $8.3 million, compared with a loss of $3.3 million in the prior-year period, as we recorded higher gains
on our investment and the noncontrolling interests in the merchant banking fund that we manage, as well as gains on
the investments in registered funds that we manage and our other firm investments. Non-interest expenses were
$164.0 million for the three months ended June 30, 2016, up 18.6 percent compared to $138.2 million in the prior
year. The second quarter of 2016 included incremental expenses from our expansion into the energy and financial
institutions sectors over the past year, $3.4 million of acquisition-related restructuring and integration costs, and an
additional $2.3 million of intangible amortization expense resulting from our recent acquisitions.

Consolidated Non-Interest Expenses

Compensation and Benefits – Compensation and benefits expenses, which are the largest component of our expenses,
include salaries, incentive compensation, benefits, stock-based compensation, employment taxes, income associated
with the forfeiture of stock-based compensation and other employee costs. A portion of compensation expense is
comprised of variable incentive arrangements, including discretionary incentive compensation, the amount of which
fluctuates in proportion to the level of business activity, increasing with higher revenues and operating profits. Other
compensation costs, primarily base salaries and benefits, are more fixed in nature. The timing of incentive
compensation payments, which generally occur in February, has a greater impact on our cash position and liquidity
than is reflected on our consolidated statements of operations. We often use restricted stock with service conditions as
a component of our acquisition deal consideration, which increases compensation expense as the awards amortize over
the vesting period.

For the three months ended June 30, 2016, compensation and benefits expenses increased to $117.1 million, compared
with $103.6 million in the corresponding period of 2015. Compensation and benefits expenses as a percentage of net
revenues was 68.7 percent in the second quarter of 2016, compared with 63.1 percent in the second quarter of 2015.
The increased compensation ratio was attributable to increased acquisition-related compensation.

Outside Services – Outside services expenses include securities processing expenses, outsourced technology functions,
outside legal fees, fund expenses associated with our consolidated alternative asset management funds and other
professional fees. Outside services expenses were $10.2 million in the second quarter of 2016, compared with $8.9
million in the corresponding period of 2015. Excluding the portion of expenses from non-controlled equity interests in
our consolidated alternative asset management funds, outside services expenses increased 8.0 percent due primarily to
higher professional fees.

Edgar Filing: PIPER JAFFRAY COMPANIES - Form 10-Q

82



Occupancy and Equipment – For the three months ended June 30, 2016, occupancy and equipment expenses increased
26.7 percent to $8.9 million, compared with $7.0 million for the three months ended June 30, 2015. The increase was
primarily the result of incremental occupancy expenses from business expansion efforts associated with our
acquisitions of River Branch and BMO GKST completed during the third and fourth quarters of 2015, respectively,
and our acquisition of Simmons completed during the first quarter of 2016.

Communications – Communication expenses include costs for telecommunication and data communication, primarily
consisting of expenses for obtaining third party market data information. For the three months ended June 30, 2016,
communication expenses increased 43.4 percent to $7.3 million, compared with $5.1 million for the three months
ended June 30, 2015, due to higher market data services, resulting in part from our financial institutions sector
expansion, and additional headcount associated with our acquisitions of River Branch, BMO GKST, and Simmons.
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Marketing and Business Development – Marketing and business development expenses include travel and
entertainment costs, advertising and third party marketing fees. For the three months ended June 30, 2016, marketing
and business development expenses increased 26.7 percent to $9.2 million, compared with $7.2 million in the
corresponding period of 2015. The increase was driven by higher travel expenses.

Trade Execution and Clearance – For the three months ended June 30, 2016, trade execution and clearance expenses
were $1.9 million, essentially flat compared with the corresponding period of 2015.

Restructuring and Integration Costs – In the second quarter of 2016, we recorded restructuring and acquisition
integration costs of $3.4 million primarily related to the acquisition of Simmons. The expenses consisted of $1.3
million for vacated redundant leased office space, $1.2 million of severance, benefits and outplacement costs, $0.5
million of transaction costs, and $0.4 million of contract termination costs.

Intangible Asset Amortization Expense – Intangible asset amortization expense includes the amortization of
definite-lived intangible assets consisting of customer relationships and the Simmons trade name. For the three
months ended June 30, 2016, intangible asset amortization expense was $4.1 million, compared with $1.8 million in
the three months ended June 30, 2015. The increase was due to incremental intangible amortization expense for the
acquisitions of River Branch, BMO GKST, and Simmons.

Other Operating Expenses – Other operating expenses include insurance costs, license and registration fees, expenses
related to our charitable giving program and litigation-related expenses, which consist of the amounts we reserve
and/or pay out related to legal and regulatory matters. Other operating expenses were $1.9 million in the second
quarter of 2016, compared with $2.7 million in the second quarter of 2015. The decrease was primarily due to lower
expense related to our charitable giving program driven by our decline in profitability, as well as foreign currency
gains recorded in the second quarter of 2016 from our foreign cash accounts.

Income Taxes – For the three months ended June 30, 2016, our provision for income taxes was $2.0 million equating to
an effective tax rate, excluding noncontrolling interests, of 50.7 percent, compared with $9.5 million in the prior-year
period equating to an effective tax rate, excluding noncontrolling interests, of 36.0 percent. The increased effective tax
rate was unusually high because we recorded a 100 percent valuation allowance against tax benefits generated from
net operating losses within Simmons & Company International Limited ("SCIL").

Segment Performance

We measure financial performance by business segment. Our two reportable segments are Capital Markets and Asset
Management. We determined these segments based upon the nature of the financial products and services provided to
customers and our management organization. Segment pre-tax operating income and segment pre-tax operating
margin are used to evaluate and measure segment performance by our chief operating decision maker in deciding how
to allocate resources and in assessing performance in relation to our competitors. Revenues and expenses directly
associated with each respective segment are included in determining segment operating results. Revenues and
expenses that are not directly attributable to a particular segment are allocated based upon our allocation
methodologies, generally based on each segment’s respective net revenues, use of shared resources, headcount or other
relevant measures.

Throughout this section, we have presented segment results on both a U.S. GAAP and non-GAAP basis. Management
believes that presenting adjusted segment pre-tax operating income and adjusted segment pre-tax operating margin in
conjunction with the U.S. GAAP measures provides a more meaningful basis for comparison of its operating results
and underlying trends between periods.
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Adjusted segment pre-tax operating income and adjusted segment pre-tax operating margin exclude (1) revenues and
expenses related to noncontrolling interests, (2) amortization of intangible assets related to acquisitions, (3)
compensation from acquisition-related agreements and (4) restructuring and acquisition integration costs. For U.S.
GAAP purposes, these items are included in each of their respective line items on the consolidated statements of
operations.
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Capital Markets

The following table sets forth the Capital Markets adjusted segment financial results and adjustments necessary to
reconcile to our consolidated U.S. GAAP pre-tax operating income and pre-tax operating margin for the periods
presented:
Three
Months
Ended June
30,
2016 2015
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