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OATH OR AFFIRMATION

I, Daniel R. 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 LLC , as

of _ December 31 ,20_11 |, are true and correct, I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account
classified solely as that of a customer, except as follows:

/
state of (JEAIN __ M /2 %%/
County of MIH}/)O/YY{(/\ Slgnature

pated A-17-20] % Chief Financial Officer
Title

A7 4971 a8 AY OFFICIAL
ic R MARY MARGARET HANSCHAR
/M}/ %/1{ /12 /ﬁ /6 / £E9 Y9013 NOTARY PUBLIC-OREGON
This report ¥* contains (check all applicable boxes): MY C COMMISSION NO. 437226
10 (a) Facing Page. OMMISSION EXPIRES APRIL 6, 2013

=

B3 (b) Statement of Financial Condition.

B (c) Statement of Income (Loss).

B (d) Statement of Changes in Financial Condition.

Kl (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

[J (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

B (g) Computation of Net Capital.

0 (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

I (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3

3 () A Reconciliation, 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.

a

]

&

O

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

(1) An Oath or Affirmation.
{m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Member
Pacific Crest Securities LLC

We have audited the accompanying statement of financial condition of Pacific Crest Securities LLC (the
Company) (a wholly-owned subsidiary of Pacific Crest Securities Holdings Inc.) as of December 31, 2011
that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934. This financial
statement is the responsibility of the Company’s management. Our responsibility is to express an
opinion on the financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statement is free of material misstatement. An audit includes consideration
of internal control over financial reporting as a basis for designing audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statement, assessing the accounting principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation. We believe that our audit provides a
reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of Pacific Crest Securities LLC as of December 31, 2011 in conformity
with accounting principles generally accepted in the United States of America.

%‘J M—WLL/

Portland, Oregon
February 27, 2012

* .
Praxity:
MEMBER «*

GLOBAL ALLIANCE OF
INDEPENDENT FIRMS



PACIFIC CREST SECURITIES LLC
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2011

(amounts in thousands)

ASSETS

Cash and cash equivalents $ 28,649
Deposit with clearing organization 200
Due from clearing agent 3,365
Receivable from related party 125
Prepaid expenses and other 543
Commissions receivable from customers 248
Receivables from noncustomers, net of allowance 1,561
Property and equipment, net 1,045
Deferred tax asset 121

Total assets $ 35,857

LIABILITIES AND MEMBER’S EQUITY

Accounts payable and accrued expenses $ 19,761

Total liabilities 19,761

COMMITMENTS AND CONTINGENCIES (Note 5 and 8)

MEMBER'’S EQUITY
Member’s equity 11,068
Retained earnings 5,028
Total member's equity 16,096
Total liabilities and member’s equity $ 35,857

See accompanying notes. 2




PACIFIC CREST SECURITIES LLC
NOTES TO FINANCIAL STATEMENT

Note 1 - General Information and Significant Accounting Policies

Pacific Crest Securities LLC (the Company)} is a registered broker dealer in securities under the
Securities and Exchange Act of 1934. The Company is primarily engaged in a single line of business as a
full service investment bank, providing research, principal and agency transactions, underwriting, and
other corporate finance services. The Company, like other securities firms, is directly affected by general
economic and market conditions, including fluctuations in volume and price levels 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 financial condition.

Corporate reorganization - Effective February 1, 2008, the Company completed a corporate
reorganization, pursuant to which, through a series of transactions, the Company (formerly an Oregon
corporation) became a Delaware limited liability company and a wholly-owned subsidiary of newly
formed Pacific Crest Securities Holdings Inc. (Holdings). Both entities are under common control. The
former stockholders of the Company became stockholders of Holdings. Following completion of the
reorganization, Holdings issued preferred stock in the amount of $17,000,000 and entered into a debt
financing agreement of $13,000,000. Contemporaneously with the consummation of the preferred stock
and debt transaction, Holdings used a substantial portion of the proceeds to repurchase and redeem
certain shares of Holdings’ common stock. The preferred stock represents 36.2% of the ownership of
Holdings and existing common stockholders of the Company own 63.8%.

The Company is a single member LLC, treated as a disregarded division of Holdings for federal, state,
and local income tax purposes. The federal, state, and local income taxes related to the Company will be
paid to the various tax authorities by Holdings. Since the Company funds the payment of these taxes
from its operations, the Company has provided for income taxes on these stand alone financial
statements.

Use of estimates — The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Actual results could differ from those estimates.




PACIFIC CREST SECURITIES LLC
NOTES TO FINANCIAL STATEMENT

Note 1 - General Information and Significant Accounting Policies (continued)

Income taxes - Under the asset and liability method, deferred tax assets and liabilities are recognized
for the future tax consequences attributable to differences between the financial statement carrying
amounts of existing assets and liabilities and their respective tax bases. Deferred tax assets and
liabilities are measured using enacted tax rates expected to apply to taxable income in the years in
which those temporary differences are expected to be recovered or settled.

The Company applies the provisions of Financial Accounting Standards Board (FASB) Accounting
Standards Codification (ASC) 740-10, Income Taxes, relating to accounting for uncertain tax positions.
The Company recognizes the tax benefit from uncertain tax positions only if it is more likely than not
that the tax positions will be sustained on examination by the tax authorities, based on the technical
merits of the position. The tax benefit is measured based on the largest benefit that has a greater than
50% likelihood of being realized upon ultimate settlement. See Note 9 for additional details.

Cash and cash equivalents - Cash and cash equivalents consist of cash and highly-liquid investments
with initial maturities of 90 days or less.

As of December 31, 2011, $635,000 of the Company’s cash balance was held with the Company’s
clearing agent in interest-bearing accounts. The remaining cash and cash equivalent balance of
$28,014,000 was held at other financial institutions.

Due from clearing agent - The Company’s customers’ transactions are introduced to the clearing agent
for execution, clearance, and settlement. Customers are required to complete their transactions on
settlement date, generally three business days after the trade date. The amount due from clearing agent
represents amounts receivable in connection with the clearance of customer securities transactions. The
Company believes that all amounts are collectible and, therefore, has not recorded an allowance for
doubtful accounts. No amounts were written off as a result of nonpayment of amounts due from clearing
agent during the year ended December 31, 2011.

Property and equipment - Property and equipment are stated at cost and are depreciated using the
straight-line method over the estimated useful lives of the assets, generally 3 to 7 years. Leasehold
improvements 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 accounts, and any resulting gain or loss is
recognized in income for the period. The cost of maintenance and repairs is charged to income as
incurred; significant renewals and betterments are capitalized.

Commissions receivable from customers - Commissions receivable from customers represent
revenue earned for research services provided to customers. Amounts due from customers are recorded
at the invoiced amount and do not bear interest. As of December 31, 2011, $248,000 was due to the
Company from customers. No reserve for bad debts was considered necessary at December 31, 2011.




PACIFIC CREST SECURITIES LLC
NOTES TO FINANCIAL STATEMENT

Note 1 - General Information and Significant Accounting Policies (continued)

Receivables from noncustomers - Receivables from noncustomers relate to transactions derived from
investment banking activity. Amounts due from noncustomers are recorded at the invoiced amount and
do not bear interest. The Company continually evaluates these receivables for collectability. At
December 31, 2011, the Company recorded an unspecified $50,000 reserve for bad debt based on trends
in the current business environment. Historically, the Company has successfully collected the originally
invoiced amounts.

Subsequent event evaluation - Subsequent events are events or transactions that occur after the date of
the statement of financial condition, but before financial statements are issued. The Company recognizes in
the financial statements the effects of all subsequent events that provide additional evidence about
conditions that existed at the date of the statement of financial condition, including the estimates inherent
in the process of preparing the financial statements. The Company’s financial statements do not recognize
subsequent events that provide evidence about conditions that did not exist at the date of the statement of
financial condition, but arose after that date and before the financial statements are issued.

The Company has evaluated subsequent events through February 27, 2012, which is the date the financial
statements were issued.

Note 2 - Exemption from Rule 15c¢3-3

The Company is exempt from Rule 15¢3-3 of the Securities Exchange Act of 1934 under subparagraph
(k)(2)(ii) as all customer transactions are cleared through a clearing agent on a fully disclosed basis.

Note 3 - Net Capital

The Company is subject to the Securities and Exchange Commission (SEC) Uniform Net Capital Rule
15¢3-1, which requires the maintenance of minimum net capital, as defined, and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. At December 31, 2011,
the Company had net capital, as defined by the SEC Uniform Net Capital Rule 15¢3-i, of $12,621,000,
which was $11,304,000 in excess of its required net capital of $1,317,000. The Company’s ratio of
aggregate indebtedness to net capital was 1.57 to 1 at December 31, 2011.

Note 4 - Profit Sharing Plans

The Company has two qualified profit sharing and 401(k} plans (the Plans). Eligible employees may
make voluntary contributions to the Plans up to 100% of their total compensation within the IRS
guidelines. 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.

5




PACIFIC CREST SECURITIES LLC
NOTES TO FINANCIAL STATEMENT

Note 5 - Leases

The Company has noncancelable operating leases, which expire at various dates during the next three
years, including leased premises for its Portland, Boston, Connecticut, California, New York, and Beijing
operations, and for equipment leases.

Future minimum lease payments under noncancelable operating leases with initial or remaining lease
terms in excess of one year as of December 31, 2011 are as follows:

Year ending December 31, 2012 $ 1,364,000
2013 1,208,000

2014 332,000

2015 275,000

2016 275,000

Thereafter 572,000

$ 4,026,000

Note 6 - Stock Option Plan

In 2008, in conjunction with the Corporate Reorganization, the 2008 Equity Incentive Plan (the Plan)
was adopted by Holdings. A total of 683,404 shares of common stock was reserved for the grant of stock
options to employees. Options granted pursuant to the Plan may be either incentive stock options as
defined in Section 422 of the Internal Revenue Code, or nonqualified stock options, at the discretion of
the Board. Under the Plan, options generally vest over four years. Options granted under the Plan must
be exercised within three months of the optionee’s termination of employment and within ten years of
the date of the grant. Option prices are equal to the greater of the fair market value of the shares at the
date of grant or $12.13.

On August 3, 2011, 258,500 nonqualified stock options were issued under the Plan, at a weighted
average exercise price of $12.13. Stock-based compensation expense is recognized ratably over the
requisite service period for all awards. The options were granted to employees and were fully and
immediately vested resulting in the recognition of $100,000 in compensation expense during 2011. All
options expire ten years from the date of grant. At December 31, 2011, there were 258,500 unexercised,
fully vested nonqualified stock options outstanding under the Plan.

The following assumptions were used by management when the options were granted. The dividend
yield is based on no historical dividends. The expected volatility of 35% is based on an index of
comparative broker stocks. The risk-free interest rate of 2.19% is based on the U.S. Treasury yield curve
in effect at the date of grant for periods corresponding with the expected lives of the options granted.
The expected option lives represent the period of time that options are expected to be outstanding
giving consideration to vesting schedules and estimated exercise and forfeiture patterns.




PACIFIC CREST SECURITIES LLC
NOTES TO FINANCIAL STATEMENT

Note 6 - Stock Option Plan (continued)

The Black-Scholes option-pricing model was developed for use in estimating the fair value of stock
options that have no vesting restrictions and are fully transferable. Additionally, the model requires the
input of highly subjective assumptions. Because Holding's stock options have characteristics
significantly different from those of publicly-traded options, and because changes in the subjective input
assumptions can materially affect the fair value estimates, in the opinion of management, the Black-
Scholes option-pricing model does not necessarily provide a reliable single measure of the fair value of
the stock options.

Note 7 - Concentration of Credit Risk

As a securities broker and dealer, the Company is engaged in various securities trading and brokerage
activities servicing a diverse group of investors. A substantial portion of the Company’s transactions are
executed with and on behalf of investors, including other brokers and dealers, commercial banks, U.S.
governmental agencies, mutual funds, and financial institutions, and are generally collateralized. The
Company’s exposure to credit risk associated with the nonperformance of these customers in fulfilling
their contractual obligations pursuant to securities transactions can be directly impacted by volatile
securities markets, credit markets, and regulatory changes.

The Company has agreed to indemnify the clearing broker-dealer for losses that it may sustain from the
customer accounts introduced by the Company. In accordance with applicable margin lending practices,
customer balances are collateralized by customer securities or supported by other types of recourse
provisions. At December 31, 2011, no liability was recorded. All balances were subsequently settled in
the normal course of business within the three-day settlement period.

Note 8 - Commitments and Contingencies

Litigation - The Company is involved in various legal actions in the normal course of its business. In the
opinion of management, based in part on discussions with counsel, the ultimate disposition of such
matters will not have a material effect on the financial position, results of operations, or liquidity of the
Company.

Letter of credit - The Company has two standby letters of credit with a bank for performance under
two leases for office space in the amount of $125,415.




PACIFIC CREST SECURITIES LLC
NOTES TO FINANCIAL STATEMENT

Note 9 - Income Taxes
The components of deferred tax assets and liabilities as of December 31, 2011 are as follows:

Deferred tax assets

Allowance for bad debt $ 21,000
Oregon business energy tax credit 248,000
Total deferred tax assets 269,000

Deferred tax liabilities

Property, plant, and equipment (14,000)

Prepaid expenses (134,000)
Total deferred tax liabilities (148,000)
Net deferred tax asset $ 121,000

The Company is a single member LLC, treated as a division of Holdings for federal, state, and local
income tax purposes. The federal, state, and local income taxes related to the Company will be paid to
the various tax authorities by Holdings. Since the Company funds the payment of these taxes from its
operations, the Company has provided for income taxes on these stand-alone financial statements.

The Company considered whether it is more likely than not that some portion or all of the deferred tax
assets will not be realized. The ultimate realization of deferred tax assets is dependent upon future
taxable income during the periods in which those temporary differences become deductible. The
Company considered the scheduled reversal of deferred tax liabilities (including the impact of available
carryback and carryforward periods), projected future taxable income, and tax planning strategies in
making this assessment. Based upon the level of historical taxable income, projections for future taxable
income over the periods in which the deferred tax assets are deductible, and available tax-planning
strategies, the Company believes it is more likely than not that they will realize the benefits of these
deductible differences. As of December 31, 2011, the Company has not recorded any valuation
allowance on deferred tax assets.

As of December 31, 2011, the Company had no unrecognized tax benefits. The Company does not
anticipate that the amount of unrecognized tax benefits will significantly increase or decrease in the next
12 months. The Company files consolidated U.S. federal and state income tax returns, which are subject
to examination by the taxing authorities for years 2008 and later.

During 2010, the Company purchased two State of Oregon Business Energy Tax Credits (BETC’s) from
an unrelated party. The aggregate five-year credit amounts are $538,000, and are effective for the tax
years 2009 through 2013 and 2010 through 2014. The Company paid $392,000 for the BETC’s. The
$146,000 difference between the BETC amount and the cash payment will be amortized as a reduction
to income tax expense on a pro-rata basis as the credits are utilized to offset Oregon tax.




PACIFIC CREST SECURITIES LLC
NOTES TO FINANCIAL STATEMENT

Note 10 - Property and Equipment

Property and equipment consisted of the following at December 31, 2011:

Furniture and equipment $ 2,755,000
Leasehold improvements 1,293,000
4,048,000

Less accumulated depreciation and amortization (3,003,000)
$ 1,045,000
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