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A. REGISTRANT|IDENTIFICATION

NAME OF BROKER-DEALER:

Pacific Crest Securities Inc.

ADDRESS OF PRINCIPAL PLACE OF BUSINESS:
(Do not use P.O. Box No.)

111 S.W. Fifth Avenue, 42nd Floor

Portland

{No. and Street)

OR

97204

(City)

NAME AND TELEPHONE NUMBER OF PERSO!

Daniel R. Shank, Chief Financial Officer

N TO CONTACT IN REGARD TO THIS REPORT

(503) 248-0721

{Arca Code — Telephone No.)

B. ACCOUNTAN':[' IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose tlypinion is contained in this Report*
{Name - if individual, state last, first, middle name)

KPMG LLP
1300 S.W Fifth Avenue, Suite 3800 Portland 97201
{ADDRESS} Number and Strect City StalePRoCEs S El Zip Code
CHECK ONE:

Certified Public Accountant MAR 2 3 2007

Ol Public Accountant THOMSON

! Accountant not resident in United States or any of its pOﬂNhNCIAl

*Claims for exemption from the requirement that the ann

|ua:l.l report be covered by the opinion of an independent public
accountant must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See
Section 240.17a-5(e)(2).
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OATH OR AFFIRMATION

I, Daniel Shank, swear (or affirm) that, to the best of my knowledge and belief the accompanying financial
statement and supporting schedules pertaining to the firm of Pacific Crest Securities, Inc., as of 12/31/06,
are true and correct. I further swear (or affirm) th'at neither the company nor any partaer, proprietor,
principal officer or director has any proprietary interest in any account classified solely as that of a
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I OFFICIAL SEAL

MCJ"\HY M. HANSCHAR

NOTARY PUBLIC-OREGON
- COMMISSION NO. 389800 ﬁm——/ /é /
I MY COMMISSION EXPIRES APRIL 6, 2009 ““—/Damel R. Shank

/

Chief Financial Officer
% Notary Public

MY Qo M 155790 PSS ¥ 0

This report** contains (check all applicable boxes):

/

/ 008 U 0 UOUHUHKHHHY

(a) Facing page
(b) Statement of Financial Condition
(©) Statement of Operations
() Statement of Cash Flows’
(e) Statement of Changes in Stockholder’s Equity of Partners’ or Sole Proprietor’s Capital
()] Statement of Changes in Liabilities Subordinated to Claims of Creditors

(g) Computation of Net Capital

(h) "Computation for Determination|of Reserve Requirement Pursuant to Rule 15¢3-3
- (i) Information Relating to the Possession or Control Requirements under Rule 15¢3-3
) A Recouciliation, including appropriate explanation, of the Computation of Net Capital

under Rule 15¢3-1 and the | Computation for Determination of the Reserve
Requirements under Exhibit A of Rule 15¢3-3

Schedule of Segregation Requirements and Funds in Segregation pursuant to
Commaodity Exchange Act

(k) A Reconciliation between the allldited and unaudited Statements of Financial Condition
with respect to methods of consolidation

()] An Oath or Affirmation
(m) A Copy of the SIPC Supplemental Report

(n) A Report describing any material inadequacies found to exist or found to have existed
since the date of the previous audit

(0) Independent Auditors’ Report on Internal Control Structure

*+ For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e}(3)
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KPMG LLP
Suite 3800 ‘
1300 South West Fifth Avenue
Portland, OR 97201 '
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lndepc'ndc nt Audltors Report !
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The Board of Directors RO N R
. .. B : . A
Pacific Crest Securitics Inc.: R 5 R SR
: . '.. ER 4 " ’,' £
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We have audited the accompanying statement of financial conldmon of Pacific Crcst Securities Inc. as of
December 31, 2006. This financial statement i the rcsp0n31b1hly of the Company s management. Qur

N i
rcsponsnblllly is 1o express an opinion on this financial statement based on our audit.
| .

We conducted our audit in accordance with auditing slandards generally accepted in the United States of
America. Those standards require that we plan and perform lhc audit to obtain rcésonablc assurance about
whether the financial statements are free of n';alenal m:sstatemem An audlt mcludes constderation of
internal control over financial reporting as a ba51s for demgmng audit procedures lhat are appropriate in the
c1rcumstances but not for the purpose of expressing an opinion on the effeclweness of the Company’s
internal control over financial reporting. Accordmgly, we efnpress no such oplmon An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in; ithe financial statements,
assessing the accoummg principles used andngmﬁcanl eshmaies made by management, as well as
evaluating the overall financial statement presentation. We believe that our audn provndes a reasonable

basis for our opmlon g

L ) . . _F . ;
In our opmlon the financial statement rct"errled to above presents fairly, in all material respects, the
financial position of Pacific Crest Securities lnc as of December 31, 2006 in conformuy with accounting

principles generally accepied in the United States of America. f

KPMe LLP |

Portland, Oregon
February 26, 2007 :

i
!
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KPMG LLP, a U.S. limited
member firm of KPMG Inte

*o

lability partnarshap, is the U.S.
rnational, & Swiss cooperative.
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PACIFIC CREST SECURlTlEiS INC.

Statement of FF

J
mancial Condition

December 31, 2006

Assets

Cash
Securities owned:

Marketable

Nonmarketable
Due from clearing agent
Property and equipment, net
Prepaid expenses and other
Deposit with clearing organization
Notes reccivable from employees
Receivables from noncustomers

Liabilities and Stockhelde

Accounts payable and accrued expenses
Total liabilities
Commitments and contingencies

Stockholders’ equity:

- Common stock, full voling, no par value. Authonzed

10,000,000 shares; issued and outstanding 3,570
Common stock, limited-voting, no par value.
Authorized 10,000,000 shares; issued and outsta
Notes receivable from stockholders
Retained eamnings

Total stockholders’ equity

See accompanying notes to financial statements.

rs’ Equity

080 shares

nding 1,223,500 shares

" 137214

1,380,632
1,750
21,039,855
471,451
340,712
100,000
1,736,958
1,107,560

26,316,132

7,833,531

7,833,531

623,233

3,238,715
(644,790)
15,265,443

18,482,601

26,316,132
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PACIFIC CREST SECURITIES INC.
Notes to Financial Statements

December 31, 2006

CGeneral Informatlon and Significant Accountmg Policies . !
A

Pacific Crest Sccuntles Inc. (the Company) is a reglslered broker dealer .in ‘;ecumlcs under the Securities
and Exchange Act of 1934. The Company is pnmarlly engaged in a single- lme of busmess as a.full service
investment bank, providing research, principal and agency transactions, underwmmg, and other corporate
finance services. The Company, like other securities firms, isi directly affected by general economic and
market conditions, including fluctuations in VOllllmB and pnice levcls of securities;"changes in interest rates
and demand for investment banking, and securities brokerage services, all of which have an impact on the
Company’s {inancial condition.

(a) Revenue Recognition

Equity transactions and related revenue are recorded on a settlement date 'baSlS generally the third
business day following the transaction|date. The lmpacl of using sctllement date accounting
approximates the results that would have been ach:cved under trade da{e accounting. Investment
banking fees are recognized as payments lare received as opposed to recogmzmg the fees when they
arc eamed. The use of the cash basis to recognize investment banking fees has not had a material
impact on the financial statement.

(b) Income Taxes

Effective January 1, 2006, the Company|is an S Corporation as defined under Section 1362 of the
Internal Revenue Code. Generally, the election permits the income of the S Corporation 1o be taxed
to the shareholders of the corporation rather than to the corporallon itself. Howevcr the Company is
liable for tax imposed on built-in gains of| the assets and liabilities of the corporauon on the date of
election. Built-in gains are the differences between fair market value and mx basis of the Company’s
assets and liabilities. The tax applies whern certain assets or liabilities are sold or realized for income
tax purposes within the ten years followmg the effecuvc date of the election. Anything disposed of
subsequent lo the ten-year holding pcrllod would not be subject to lhe built-in gains tax. The

Company does not intend to pay any built-in gains tax and accordingly, has not accrued a liability.
I

Prior to January -1, 2006, the Company| accounted for' income taxes under the asset and liability
method. Under the asset and liability method, deferred tax assets and l1ab|lmes are recogmzcd for the
future tax consequences attributable to differences bclween the financial statmnent carrying amounts
of existing assets and liabilities and Ihéll’ respeclive tax bases and opcralmg loss and tax credit
carryforwards. Deferred tax assets and llablhnes are measured using enacled {ax rates expected to
apply to taxable income in the years lln which those temporary dlfferemes are expected to be
recovered or settled. The effect on deferred tax- assels and liabilities of a change in tax rates is
recognized in income in the period that includes the enactment date.

{c) Securities Valuauon .

'--'

Marketable securities owncd and securities sold but not yel purchased consist of corporate stock and

) ]
arc stated at market value, with changes therein reﬂected in retained earnmg:,s.
4

Securities not readfli; marketable includl‘ mveslmcm securities (a) for whlch there is no market on a
securities exchange or no independent publicly quoted market, (b) that C"mnol be publicly offered or
sold unless registration has been effected under the Securities Act of 1933, or (c) that cannot be

3 {Continued)




(d)

{e)

(g)

i
PACIFIC CREST SECURITIES INC.

i
Notes to Financial Sta(cmcnlts

December 31, 2006
1 ‘ . ¥

T . . ' .
offered or sold because of other arran;,cmcnls restrlcuon or conditions applicable to the secunties
or to the Company. The Company monit S lhese securmm for |mpatrmem|and makes appropnate
reductions n carrying value when an other, ihan temporary decline is e\ndent At December 31,2006,

not readily marketable securities consist of warrants and slock at an estlm'ued fair value of $1,750.

+

Due from Clearing Agent

Amounts due from clearing agent are rec?rded at the mvi01ced amount and do not bear interest. The
Company believes that all amounts are collectible and (herefore has not rc.corded an allowance for
doubtful accounts. No amounts were wntten off as a result of nonpayment of amounts due from
clearing agent dunng the years ended December 31, 2006 and 2005. The Company does not have
any off-balance-sheet credit exposure related to its customers.

Property and Equipment ;

Property and equipment are stated at cost and are dcprecnaled using the slralghl line method over the
estimated useful lives of the assets, gene;‘a]ly Jw7 years Leasehold |mprovcmenis are amortized
using the straight-line method over the lesser of the lease term or the estimated useful lives of the
assets. When assets are retired or otherwise disposed of, the cost and related accumulated

depreciation are removed from the accou
for the penod. The cost of maintenance
rencwals and betterments are capitalized.

Receivables From Noncustomers

Reccivables from noncustomers relate to
rescarch services provided to customers.
invoiced amount and do not bear interest.
therefore has not recorded an allowanc

nts, and any resulting gain or loss is recognized in income
. . . 1 B . .
and repairs is charged to income as incurred; significant

transactions derwed from 1nveslmem banking activity and

Amounts due from noncustomers are recorded at the
The Company' believes that all amoums are collectible and
e for doubtfull accounts. The Company has a history of

successfully collecting the originally invoiced amounts.

Stock Option Plan

Prior to fiscal 2006, the Company appli
Principles Board Opinion No. 25, Acco
related interpretations, in accounting for §

: | .

ed the intrinsic value method as prescribed in Accounting
unting for Stock Issued to mel'oyees (APB No. 25), and
tock options gramed under the stack option plan. Under the

I
intrinsic value method, no compensallon| cosl is recogm/cd if the excrcise price of the Company’s
employee stock options was equal to or greater than the market price of the underlying stock on the
datc of the grant. Accordingly,” no cdmpensationi cost”was recognized in the accompanying

statements of income prior to fiscal 'ye
options granted under the- Company's st
value of the und{.r]ymg common stoc,k on

ar 2006 on stock options grameld 1o employees, since all
ock option plan had an exercise price equal to the market

1

the date ofgranl ) '

Effective January . 1, 2006 lhe Company, adopled FASB Statement No 123(R), Share-Based
Paymeni (Slatemcnl 123(R)). This statcmcnl rcp!acesl FASB Statement No 123, Accounting for
Stock-Based Compensation (Stalemenl lQS) and supersedes APB No. 25. Slalemenl 123(R) requires
that all stock-based compensation be recognized as an'expense in the ﬁn:ancial statements and that
such cost be measured at the fair value of the award. This statement was adopted using the

4 : {Continued)



-y

2)

3

@

&)

PACIFIC CREST

|

SECURITIES INC.

)
Notes to Financial Slalemenlls

Decemb

er 31, 2006

i

prospeclive basis. Therefore, prior years

T
financial slalemcnls have not been festated. For stock-

. " . | '
prospective method of application, which 1<:qu1rcs the Company to rccogmze compensation cost on a

based awards granted after January 1, 2006, the Company recogmzes compemat:on expense based
on estimated grant date; fair value using the Black- Scholcs option- prlcmg model. The Company did

not grant any stock-bascd awards during 2

{h) Use of Estimates

The preparation of financial statements in

006. '

, . . .
conformity with accounting pnnnnples generally accepted

in the United States of America requires management to make estimates and assumptions that affect

the reported amounts of assets and habiliti
date of the financial statement. Actual resu

Exemption from Rule 15¢3-3

The Company is exempt

. | . ' .y g
es and disclosure of contingent assets and liabilities at the
Its could differ from those estimates.

from Rule 15¢33 of the Securities Exchange Act of 1934 under

subparagraph (k)(2)(i1) as all customer transactions are clearcd through a c!eanng agent on a fully

disclosed basis. The agreement with the clearingl

Net Capital

agent prowdes for paymenlt of anagent clearing fee.

b

The Company is subject to the Securities and Exchange Commission (SEC) Uniform Net Capital

Rule 15¢3-1 which requires the maintenance of mlmmum net c*xpltal as defined, and requires that the ratio

of aggregate indebtedness- o net capital, both a%

deﬁned shalt!not exceed 15 to l At December 31, 2006,

the Company had net capital, as defined by the” SEC Umlorm Net Capital Rule 15¢3-1, of $14,617,225,

which was $14,094,990 in excess of its required

net capital of $522 235. The Company s ratio of aggrepate

indebtedness to net capital was 0.57 10 | at December 31, 2006.

Profit Sharing Plans -

' L
The Company has two qualified profit sharing and 401(k) plans (ihe Plans). Eligible employees may make
voluntary contributions to the Plans up to 100%|of their total compensation. The Company matches 25% of
the employee’s contribution up to 4% of total compensation. In addition, the Company may make annual

profit sharing contributions.

Leases

The Company has noncancelable operating leases, which cxplrc at vanous datcs durmg the next four years,
including leased premises for its Portland, Boston, Connecticut and California operatlons

5 o {Continued)
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PACIFIC CREST SECURITIES INC.
i
Notes to Financial Statcments

December 31, 2006

Future minimum lease payments under noncancelable opera(mg leases wnh |mt1al or remammg lease terms

in cxcess of one year as of December 31, 2006 are as follows e . ,:,

Year ending December 31: ] i o v

2007 ‘ $ 933,350

2008 713,432

2009 310,251

2010 75,516 .
$ 2,032,549

(6) Stockholders’ Equity

The Company has two types of stock. One type of stock has full voting rights on all matters put forth to the
Company. The other common stock has limited voting rights whereby the common stockholders have no
right to vote on any matier excepl as otherwise required by lhe Oregon Busmec;s Corporation Act. Upon
dissolution of the Company the limited voting common stockholders share cqually with the common
stockholders with full voting in the net assets. '

Effective January 1, 2006, the Company has made an elecllon to be treated a<; an S Corporation under
Section 1362 of the [memal Revenue Code. Ih1:s election permns the Company’ slincome to be taxed to the |
sharcholders of the corporation. Shareholder distributions are declared and paid at the discretion’ of the
board of directors. During the year ended Decémber i1, 2006 the Company pald cash distributions to its
shareholders of $6,815,784. :
i
(7y Phantom Stock Awards
Under the terms of the Directors Compensation Program, certain directors are awarded shares of phantom
stock. Each share provides the holder the opportunity to earn a cash award equal ¢ to the fair market value of
the Company’s stock. The shares vest only upon sale of the Company, thus no compensation expense has
been recognized on the awards to date. ' !

(8) Notes Receivable from Stockholders : !

The Company has sold shares of common stock for notes receivable. These notes are due and payable at
various dates and bear interest at various rates. The notes are full recourse notes! The majority of the notes
are from employees and contain forgiveness prowsmns if the! .employee is still cmployed by the Company
on certain dates. Upon forgiveness, the Company records: compensauon expensc for the amount forgiven.

6 : (Continued)
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PACIFIC CREST SECURITIES INC.

. . 1
Notes to Financial Statements

December 31, 2006

Stock Option Plan

In March 1997, the Company adopted the 1997
shares of common stock have been reserved for
pursuant to the Plan may be either incentive
Revenue Code, or nonqualified stock options,
generally vest over five years with 25% of the ¢
the remaining 75% vesting ratably over the foll
exercised within three months of the optionee™s t
of the grant. Option prices are generally equal 1o

At December 31,
granted in 2006.

2006, there were 677,630 sh

block Opuon Plan (the P!an) wheireby atotal of 2 000,000
thie grant ‘of stock optlons to employees Options granted
stock options | las defined iri Section 422 of the Internal
at the dlscreuon of the Board. ‘Under the Plan, options
yptions granled becoming exercisable after two years, and.
wing three years. Options gramed under the Plan must be
ermination of employmenl and wnlhm ten years of the date
the fair market value of the shares at the date of grant.

ares available for grant under the Plan. No options were

Stock option activity during the periods indicated is as follows:

Number average

of shares exercise price
Balance at December 31, 2005 542,130 $ 1.28
Exercised (512,1 ;30) 1.23
Forfeited — —
Balance at December 31, 2006 30,000 3.00

At December 31, 2006, the exercise price and weighted average remaining contractual life of outstanding

options was $3.00 and 8 years, respectively.

1

At December 31, 2006, the number of options exercisablc was 30,000 and the weighted average exercise

price of those options was $3.00.

Stock Restriction Agreement

Under the terms of a stock restniction agreement,

1

the Company: shall have the ﬁrsi aption to repurchase, on

the same terms and conditions as an outside of;fcr or on the Company purchase'ierms (as defined), all or
part of the common stock owned by a stockholder. Upon death, termination of cmployment or disability of

a stockholder, the Company also shall have the |fi
as an outside offer or on the Company purchase
by the stockholder.

Concentrations of Credit-Risk

As a securities broker and dealer; the Compan
activities servicing a dlvcrse group of mvestom
executed with and on behalf of investors, inc
governmental agencies, mulual funds, and fi
Company’s exposure io credit risk associated

irst option to repurchase on the s?mc terms and conditions
terms-(as' defined), all or part of the common stock owned

i .

’ . ?

y is engaged in various sccuntlcs trading and brokerage
A subslanual portion of the Company s transactions are
uding other brokers and dcalers’tcommercnl banks, U.S.
nancial institutions and are gcngrally collateralized. The

with the nonp:erformancc of the:ﬁc customers in fulfilling

(Continued)
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PACIFIC CREST SECURITIES INC.

Notes to Financial Statements

Decem

ber 31, 2006

v
'

|

their contractual obligations pursuant to secum:es transachons can be dlrcclly impacted by volatile

securities markets, credit markets, and regulatory changes C

Commitments and Contingencies

fa) Litigation

-
!
1

1

The Company is involved in various legal lactions in the normal course of | lls business. In the opinion

of management, based in part on discussi

ions with counsel, the ultimate dlsposmon of such matters

will not have a material effect on the financial position of the Company. !

()  Letter of Credit

The Company has a stand by letter of credit for performance under a lease lor office space with a

bank in the amount of $72,500.

Property and Equipment

Property and equipment consist of the following at December 31:

Furniture
Equipment
Leaschold improvements

Less accumulated depreciation and amortizatio

Subordinated Borrowings

2006

b 660,948
762,657
733,582

2,157,187
(1,685,736)
$ 471,451

=

a’

Subordinated borrowings are available in computing net capnal under the SEC s uniform net capital rule.

To the extent that such borrowings are required
net capital requirecments, thcy may not be
subordinated borrowings outstanding.

Notes Receivable frem Employees

d for the Company s comtinued Compllance with minimum
repald At December 31, 2006, the Company had no

Notes receivable from employecs in the amount of $1,736,958 as of December 31, 2006, represents loans

to 11 employees o assist in funding the purch

ase of the Company s stock from lhelr self-directed 401{k)

plan. The notes receivable from employees.are secured by ali common stock of the Company owned. In

addition, the Company has full'recourse to the
intcrest at 4%, payable. annually ‘As of Dec¢
$1,675,409 and accrued interest was $61,5490
formula to dividend distributions made by the €

=mployees for payment. The notes arc due in 2010 and bear
cmber 31, 2006, the principal balance of the notes was
'l'he notes call for annual prmc1pal payments related by
ompany.

8 (Continued)
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PACIFIC CREST] SECUR[TIE§ INC. ' ,
Notes to Financial Statements ‘

December 31, 2006
|
t
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(16) Subsequent Event

L

The Company made a distribution to shareho dcrs on February 9, 2007 in the aggregate amount of
$4,793,580. Of this distribution amount, annual [principal paymenls of $872,800 were applied against the
principal balance outstanding of the notes reccivable from employces.

END
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