










D.A. DAVIDSON & CO. 

Notes to Statement of Financial Condition 

March 31, 2008 

  

 (2) Net Capital Requirements 

D.A. Davidson & Co. is subject to the Uniform Net Capital Rule (SEC Rule 15c3-1) pursuant to the 
Securities Exchange Act of 1934. Under the alternate method, the Company is required to maintain a net 
capital amount in excess of the greater of $250,000 or 2% of aggregate debit balances as defined in the 
Formula for Reserve Requirements under SEC Rule 15c3-3. At March 31, 2008, the Company’s net capital 
of $61,883,341 was 88.7% of aggregate debit items and net capital exceeded the required capital of 
$1,395,853 by $60,487,488. 

 (3) Receivables from and Payable to Brokers, Dealers and Clearing Organizations 

Amounts receivable from and payable to brokers, dealers and clearing organizations consist of the 
following: 

  Receivable  Payable 
March 31, 2008:     

Deposits for securities borrowed/loaned $ 552,000  –      
Securities failed-to-deliver/receive  120,552  2,068,114 
Unsettled proprietary trades  3,813,302     –      
Other  1,711,214  1,305,407    

     

 $ 6,197,068  3,373,521 
 

 

The Company held securities belonging to counterparties as collateral under stock borrow agreements, 
with the right to re-pledge or sell the assets, with fair market values of $539,863 as of March 31, 2008.  

(4) Securities Owned  and Sold, Not Yet Purchased 

Securities owned and sold, not yet purchased, consist of trading and investment securities at market values, 
as follows: 

     
   

Owned 
 Sold, Not Yet 

Purchased 
     

Bonds $ 22,866,151  14.931 
Stocks  3,013,755  217,213 
Other  1,252,518  –             

     

 $ 27,132,424  232,144 
 

Other securities includes private investments which are not readily marketable.  Securities not readily 
marketable also includes certain non-rated municipal bonds and warrants, totaling $6,090,947 as of March 
31, 2008, for which there is no market on a securities exchange or no independent publicly quoted market.  
The Company records its investments in securities which are not readily marketable at estimated fair value. 
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(5) Secured and Unsecured Loans 

The Company has two revolving lines of credit with banks totaling $80,000,000, secured by certain 
Company or customer margin assets, and one unsecured revolving line of credit with a bank for 
$10,000,000. The revolving lines of credit bear interest at an intra-day federal funds rate plus .50% to .75% 
and the lines of credit do not have an expiration date. There were no outstanding borrowings under these 
lines of credit at March 31, 2008. 

(6) Employee Benefit Plans 

Employees of the Company participate in the Parent’s retirement savings and profit sharing plan and 
employee stock ownership plan. Each plan is a defined contribution plan covering all employees who have 
completed a year of service. Participants become 100% vested in the employer contribution account after 
seven years of service. The proportionate cost of the respective plans is borne by the Company through 
annual contributions in amounts determined by the board of directors of the Parent. Investments of the 
employee stock ownership plan consist entirely of common stock of the Parent. The Parent’s common 
stock is appraised twice annually including as of the end of each plan year by an independent certified 
business appraiser to determine the current fair market value.  

Participants may contribute to the Parent’s retirement savings and profit sharing plan under the retirement 
savings portion of the plan. Contributions are based on a participant’s choice of a percentage up to limits 
established by the plan. 

(7) Income Taxes 

Differences between the financial statement carrying amounts and the tax bases of assets and liabilities that 
give rise to significant portions of deferred tax assets and liabilities at September 30, 2007 are as follows: 

 

  September 30, 2007  
Deferred tax assets:    

Employee compensation and benefits $ 6,372,832  
Equipment and leasehold improvements, principally 

differences in depreciation 
  

1,112,839 
 

Allowance for doubtful receivables  138,687  
Accrued expenses  289,350  
Other  92,382  

Total deferred tax assets  8,006,090  
    

Deferred tax liabilities: 
Prepaid expenses 

  
637,510 

 

State taxes  64,675  
Total deferred tax liabilities  702,185  

    

Net deferred tax asset $ 7,303,905  
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In assessing the realizability of deferred tax assets, management considers 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 the existence of, or generation of, taxable income in the periods in which those 
temporary differences are deductible. Management considers the scheduled reversal of deferred tax liabilities, 
taxes paid in carryback years, projected future taxable income, and tax planning strategies in making this 
assessment. Based upon the level of historical taxable income and estimates of future taxable income over the 
periods in which the deferred tax assets are deductible, management believes it is more likely than not that 
the Company will realize the benefits of these deductible differences. The Company adjusts the classification 
of deferred taxes annually at fiscal year end. This adjustment between current and deferred taxes does not 
have a significant impact on the statement of financial condition. 

(8) Related Party Transactions 

The Parent wholly owns the Company and the Company’s five sister corporations: Davidson Investment 
Advisors, Inc., Davidson Travel, Inc., Davidson Trust Co., Davidson Fixed Income Management, Inc. and 
Davidson Funding Company 1. Additional related parties consist of significant shareholders of the Parent, 
directors and principal officers. 

Notes receivable consist of loans to the Company’s financial consultants. These notes earn interest at rates 
consistent with current market rates and are repaid over a term of three to ten years. Repayment is 
generally made with the consultants’ bonus compensation. 

The Company rents its Great Falls office space, at terms which it considers to be fair market value, from a 
Partnership whose partners include a significant shareholder of the Parent and his immediate family. 

In the normal course of business, the Company advances funds to and receives funds from the Parent and 
sister corporations. These receivables and payables bear interest at broker call rates. 

 
(9) Off-Balance-Sheet Risk 

In the normal course of business, the Company enters into when-issued underwriting and purchase 
commitments. Transactions relating to such commitments open at March 31, 2008, and subsequently 
settled, had no material effect on the statement of financial condition. 

The Company’s normal business activities also involve the execution, settlement and financing of various 
securities transactions. These activities may expose the Company to credit and market risks in the event the 
customer or counterparty is unable to fulfill its contractual obligations. Such risks may be increased by 
volatile trading markets. These risks are not recorded in the statement of financial condition. 

As part of its normal brokerage activities, the Company sells securities not yet purchased (short sales) for 
its own account and will therefore be obligated to purchase such securities at a later date. The Company 
has recorded these obligations in the statement of financial condition at market values of the related 
securities and will incur a loss in the event prices increase subsequent to year end. 

The Company seeks to control the risk associated with its customer activities by requiring customers to 
maintain margin collateral in compliance with various regulatory and internal guidelines. The Company 
monitors required margin levels daily and, pursuant to such guidelines, requires customers to deposit 
additional collateral or to reduce positions when necessary. 
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A portion of the Company’s customer activity involves the sale of securities not yet purchased and the 
writing of option contracts. Such transactions may require the Company to purchase or sell financial 
instruments at prevailing market prices in order to fulfill the customer’s obligation. 

The Company arranges secured financing by pledging firm and unpaid customer securities for bank loans, 
securities loaned, and to satisfy deposits required by various clearing organizations. In the event the 
counterparty is unable to return such securities pledged, the Company may be exposed to the risks of 
acquiring the securities at prevailing market prices or holding collateral possessing a market value less than 
that of the related pledged securities. The Company seeks to control these risks by monitoring the market 
value of securities pledged and requiring adjustments of collateral levels where necessary. 

The Company is engaged in various trading and brokerage activities whose counterparties primarily 
include broker-dealers, banks, and other financial institutions. In the event the counterparties do not fulfill 
their obligations, the Company may be exposed to risk. The risk of default depends on the creditworthiness 
of the counterparty or issuer of the instrument. It is the Company’s policy to review, as necessary, the 
credit standing of each counterparty with which it conducts business. 

 (10) Fair Value Considerations 

Substantially all the Company’s financial instruments are carried at fair value or amounts that approximate 
fair value. Receivables from customers, primarily consisting of floating rate loans collateralized by margin 
securities, earn interest at rates similar to other such loans made throughout the industry. The Company’s 
remaining financial instruments are generally short-term in nature and liquidate at their carrying values. 
The estimated fair value amounts have been determined by the Company using available market 
information and appropriate methodologies. Considerable judgment is necessarily required in interpreting 
market data to develop the estimates of fair value and, accordingly, the estimates are not necessarily 
indicative of the amounts that the Company could realize in a current market exchange. 

(11) Commitments and Contingencies 

The Company conducts its operations from leased facilities. The following is a schedule by year of future 
minimum rental payments required under leases that have remaining non-cancelable lease terms in excess 
of one year as of March 31, 2008: 

  Related 
Party 

 Third 
Party 

     

2009 $ 750,287  4,392,418 
2010  761,542  3,765,525 
2011  772,965  3,255,630 
2012  784,559  2,184,341 
2013  796,328  1,644,846 

Thereafter  536,168  1,079,513 
     

 $ 4,401,849  16,322,273 
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The Company has a partially self-insured plan for eligible employee medical and dental expenses. Stop 
loss insurance is maintained for individual claims in excess of $125,000 for each policy year. In addition, 
the Company has an aggregate stop loss in place of approximately $7,725,590 at March 31, 2008. The 
Company is also self-insured for employee short-term disability coverage. The maximum coverage period 
is fifty weeks. Benefits are subject to certain weekly compensation limits. 

In the normal course of business, the Company is involved in various claims and litigation. In the opinion of 
management, following consultation with legal counsel, the ultimate liability or disposition thereof is not expected 
to have a material adverse effect on the financial condition of the Company. 

 




