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Independent Auditors’ Report

The Board of Directors
Raymond James Financial Services, Inc.:

We have audited the accompanying statement of financial condition of Raymond James Financial Services,
Inc. (a wholly owned subsidiary of Raymond James Financial, Inc.) (the Company) as of September 30,
2008, that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 and Regulation
1.10 under the Commodity Exchange Act. This statement of financial condition is the responsibility of the
Company’s management. Our responsibility is to express an opinion on this statement of financial
condition based on our audit.

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

In our opinion, the statement of financial condition referred to above presents fairly, in all material
respects, the financial position of Raymond James Financial Services, Inc. as of September 30, 2008, in
conformity with U.S. generally accepted accounting principles.

KPMc LP

November 24, 2008
Certified Public Accountants

KPMG LLP, a U.S. imited hability partnership, s the U.S
member firm of KPMG International, a Swiss cooperativa



Raymond James Financial Services, Inc.

(a wholly-owned subsidiary of Raymond James Financial, Inc.)
STATEMENT OF FINANCIAL CONDITION

(in thousands, except share and par amounts)

SEPTEMBER 30, 2008

ASSETS

Cash and cash equivalents

Receivables from affiliates .... 48,593
Other receivables, net of allowance of $739.. . 18,729
Deferred income taxes, Net..........cccoevevenencieneieiens 13,777
Property and equipment, less accumulated
depreciation 0f $2,224 ... 220
Prepaid expenses and other assets...........ccocevverienienieneeneeseenn 627
$___167,773
LIABILITIES AND STOCKHOLDER’S EQUITY
Accrued compensation, commissions and benefits 53,107
Income taxes payable . 18,665
Payables to affiliates 2,864
Accrued expenses and other liabilities..............ccceveiiiniinicnicnes 11,923
86,559

Stockholder’s equity:
Common stock - $1 par value, authorized 5,000 shares,
issued and outstanding 5,000 shares ...........cccccceoeveicriennennn. 5
Additional paid-in capital 27,021
Retained earnings 54,188

81,214

$_167,773

NOTES TO STATEMENT OF FINANCIAL CONDITION
NOTE 1 - ORGANIZATION AND NATURE OF BUSINESS:

Raymond James Financial Services, Inc. (the "Company") is a Florida corporation
and is a wholly-owned subsidiary of Raymond James Financial, Inc. ("RJF” or the
“Parent”). The Company, a broker-dealer registered with the Securities and Exchange
Commission, is a member of the Financial Industry Regulatory Authority (“FINRA") and
Securities Investor Protection Corporation (“SIPC”). The Company provides a
comprehensive range of investments and services to its retail customers, including
asset management, estate planning, retirement planning and cash management.
NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of presentation

The Company conforms to its Parent's fiscal year end on September 30", The
Statement of Financial Condition is prepared in conformity with U.S. generally accepted
accounting principles, the more significant of which are summarized below.
Securities transactions

The Company clears all securities transactions on a “fully-disclosed" basis through
Raymond James & Associates, Inc. ("RJA"), a wholly-owned broker-dealer subsidiary
of RJF. Under the clearing arrangement, RJA confirms securities trades, processes
securities movements and records transactions for clients in its accounts.
Cash and cash equivalents

The Company considers short-term investments with an initial maturity of 90 days or
less to be cash equivalents.
Receivables and allowance for doubtful accounts

The Company makes loans or pays advances to Financial Advisors of the
Company, who are independent contractors. These loans and advances are included
in Other receivables in the amount of $17,477,000 less an allowance for doubtful
accounts of $739,000. The Company provides for an allowance for doubtful accounts
based on an evaluation of the Company's ability to collect such receivables. The
Company's ongoing evaluation includes the review of specific accounts of Financial
Advisors no longer associated with the Company and the Company's historical
collection experience. When the review of these accounts indicates that any further
collection activity is highly unlikely, the loans are written off and the corresponding
allowance for doubtful accounts is reversed.
Property and equipment

Property and equipment is stated at cost less accumulated depreciation and
amortization. Depreciation of assets is provided using the straight line method for
financial reporting purposes over the estimated useful lives of the assets, which range
from two to seven years for software and two to five years for furniture, fixtures and
equipment.

Additions, improvements and expenditures for repairs and maintenance that
significantly extend the useful life of an asset are capitalized.

Income taxes

The results of operations of the Company are included in the consolidated income
tax returns of RJF. The Company utilizes the asset and liability approach defined in
Statement of Financial Accounting Standards (“SFAS”) No. 109, "Accounting for
Income Taxes" (“SFAS 109"). SFAS 109, as interpreted by Financial Accounting
Standards Interpretation (“FIN”) No. 48, “Accounting for Uncertainty in Income Taxes”
(“FIN 48"), establishes financial accounting and reporting standards for the effect of
income taxes. The objectives of accounting for income taxes are to recognize the
amount of taxes payable or refundable for the current year and deferred tax liabilities
and assets for the future tax consequences of events that have been recognized in the
Company’s financial statements or tax returns. Judgment is required in assessing the
future tax consequences of events that have been recognized in the Company's
financial statements or tax returns. Variations in the actual outcome of these future tax
consequences could materially impact the Company’s financial position, results of
operations, or cash flows. The Company recognizes the accrual of interest and
penalties related to income tax matters in interest expense and other expense,
respectively. See Note 6 of the Notes to Statement of Financial Condition for further
information on the Company’s income taxes.

In June 2006, the Financial Accounting Standards Board (“FASB”) issued FIN 48,
which clarifies the accounting for uncertainty in income taxes recognized in an
enterprise’s financial statements in accordance with SFAS 109. FIN 48 establishes a
recognition threshold and measurement attribute for the financial statement recognition
and measurement of a tax position taken or expected to be taken in a tax return. Under
FIN 48, evaluation of income tax benefits is a two-step process. First, income tax
benefits can be recognized in financial statements for a tax position if it is considered
“more likely than not” (as defined in SFAS 5, “Accounting for Contingencies”) of being
sustained on audit based solely on the technical merits of the income tax position.
Second, if the recognition criteria are met, the amount of income tax benefits to be
recognized is measured based on the largest income tax benefit that is more than 50
percent likely to be realized on ultimate resolution of the tax position. This interpretation
also provides guidance on derecognition, classification, interest and penalties,
accounting in interim periods, disclosure and transition. The Company adopted the
provisions of FIN 48 on October 1, 2007. See Note 6 of the Notes to Statement of
Financial Condition for information regarding the impact the adoption of FIN 48 had on
the Company’s financial statements.

Stock compensation

Select employees participate in various RJF incentive stock option and restricted stock
plans which provide for the issuance of RJF common stock. The Financial Advisors of
the Company, who are independent contractors, participate in two non-qualified stock
option plans and a restricted stock plan. In accordance with the fair value provisions of
SFAS No. 123(R), “Share Based Payment” (“SFAS 123R") and Emerging Issues Task
Force (“EITF”) No. 96-18, “Accounting for Equity Instruments That Are Issued to Other
Than Employees for Acquiring, or in Conjunction with Selling, Goods or Services,”
these grants are measured at their vesting date fair value and their fair value estimated
at reporting dates prior to that time. The compensation expense recognized each
period is based on the most recent estimated fair value. Further, in accordance with
EITF No. 00-19, “Accounting for Derivative Financial Instruments Indexed to, and
Potentially Settled in, a Company’s Own Stock,” the Company classifies these non-
employee awards as liabilities at fair value upon vesting, with changes in fair value
reported in earnings until these awards are exercised or forfeited. Stock-based
compensation amounts are allocated by RJF to the Company. RJF allocates the cost
of providing these plans to the Company based on cost per individual.
Commitments and contingencies

The Company recognizes liabilities for contingencies when there is an exposure
that, when fully analyzed, indicates it is both probable that a liability has been incurred
and the amount of loss can be reasonably estimated. When a range of probable loss
can be estimated, the Company accrues the most likely amount, no less than the
minimum of the range of probable loss.

Management estimates and assumptions

The preparation of the Statement of Financial Condition in conformity with U.S.
generally accepted accounting principles requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the Statement of Financial Condition.
Actual results could differ from those estimates and could have a material impact on the
Statement of Financial Condition.

NOTE 3 - NET CAPITAL REQUIREMENTS:

As a registered broker-dealer, the Company is subject to the Uniform Net Capital
Rule (Rule 15c3-1) under the Securities Exchange Act of 1934. The Company, a
member firm of the Financial Industry Regulatory Authority (“FINRA”), is also subject to
the rules of FINRA, whose requirements are substantially the same. Rule 15¢3-1 also
provides for an “alternative net capital requirement” which the Company has elected. It
requires that the minimum net capital, as defined, equal to the greater of $250,000 or
two percent of aggregate debit items arising from client transactions. At September 30,
2008, the Company’s net capital was $54,225,000. The Company had no aggregate
debit items and therefore the minimum net capital of $250,000 is applied, resulting in
excess net capital of $53,975,000.

NOTE 4 - RELATED PARTY TRANSACTIONS:

Pursuant to formal clearing agreements, RJA clears trades for the Company. RJA
confirms securities trades, processes securities movements, records transactions with
clients in its accounts and collects commissions and fees on behalf of the Company.
RJA retains a portion of such commissions and fees as a clearing fee for its services.

The Company participates with its Parent and affiliates in certain expense sharing
agreements. The Statement of Financial Condition reflects amounts receivable,
primarily for fees and sales commissions receivable; and amounts payable for these
related party transactions.



At September 30, 2008, receivables from affiliates of $48,593,000, primarily for fees
and sales commissions receivable, and payable to its Parent and affiliates of
$2,864,000, reflect amounts receivable and payable for these related party transactions.

NOTE 5 - BENEFIT PLANS:

The Company’s employees participate in various qualified and non-qualified savings,
incentive and stock plans of RJF along with other affiliated companies. RJF allocates
the cost of providing these plans to the Company based on the profitability of the
Company. The qualified plans include profit sharing, employee stock ownership,
401(k), employee stock purchase and incentive stock options plans. The profit sharing
plan and employee stock ownership plan provide certain death, disability or retirement
benefits for all employees who meet certain service requirements. The plans are
noncontributory. Contributions by RJF, if any, are determined annually by RJF's Board
of Director's on a discretionary basis. The profit sharing plan and employee stock
ownership plan benefits become fully vested after six years of qualified service. The
401(k) plan provides for the Company to match 100% of the first $500 of compensation
and 50% of the next $500 of compensation contributed by each participant annually.
The employee stock purchase plan allows employees to purchase shares of RJF
common stock on four specified dates throughout the year at a 15% discount from
market value, subject to certain limitations. As approved by the RJF Board of Directors,
the incentive stock option plans grant options on RJF stock to key management
employees. Non-qualified plans, available to only select employees, include deferred
long-term incentive compensation, restricted stock, stock bonus, stock options and
employee investment funds.

The Financial Advisors of the Company, who are independent contractors, are not
eligible to participate in any employee plans discussed above but are eligible to
participate in two non-qualified stock option plans, a restricted stock plan and three non-
qualified deferred compensation plans in which awards are based on sales production
and/or asset levels. The Company's independent contractor Financial Advisors
participate in the Wealth Accumulation Plan (“WAP”) of RJF which is one of the non-
qualified deferred compensation plans that provides benefits to the Company’s
independent contractor Financial Advisors who meet certain production requirements.
RJF has purchased and holds life insurance on independent contractor Financial
Advisors, to earn a competitive rate of return for participants and to provide the source
of funds available to satisfy its obligations under this plan. The WAP contribution is
made in amounts approved annually by RJF's Board of Directors. RJF allocates the
cost of providing these plans to the Company based on cost per individual.

NOTE 6 - FEDERAL AND STATE INCOME TAXES:
The major deferred tax asset (liability) items, as computed under SFAS 109, are as
follows:

Deferred tax assets:
Deferred compensation...
Accrued expenses....
Capital expenditures.

Total deferred tax assets....

Deferred tax liabilities:

Total deferred tax liabilities ...
Net deferred taxX @SSetS .......coviriiriiiiieeieeee e

The Company has recorded a deferred tax asset at September 30, 2008. No
valuation allowance as defined by SFAS 109 is required at September 30, 2008 as
management believes it is more likely than not that the deferred tax asset is realizable.
FIN 48

The Company adopted the provisions of FIN 48 on October 1, 2007. The impact of
the adoption of FIN 48 resulted in a decrease to beginning retained earnings and an
increase to the liability for unrecognized tax benefits of approximately $1,915,000.

The total amount of gross unrecognized tax benefits as of the date of adoption was
approximately $2,833,000. Of this total, approximately $1,915,000 (net of the federal
benefit on state issues) represents the amount of unrecognized tax benefits that, if
recognized, would favorably affect the effective tax rate in future periods. At September
30, 2008 our liability for unrecognized tax benefits remained at $2,775,000 and the
amount of unrecognized tax benefits that, if recognized, would affect the effective tax
rate for income from continuing operations remained at $1,946,000.

The Company is included in the consolidated income tax returns of RJF in the U.S.
federal jurisdiction and various consolidated states. It also files separate income tax
returns in various states and local jurisdictions. With few exceptions, the Company is
no longer subject to U.S. federal, state and local income tax examination by tax
authorities for years prior to 2008 for federal tax returns and 2004 for state and local tax
returns. During the second quarter, the Company settled the Limited Issue Focused
Examinations by the Internal Revenue Service for fiscal years 2005 and 2006. During
the fourth quarter, the fiscal year 2007 federal income tax return examined under the
IRS Compliance Assurance Program was accepted as filed. The 2008 federal income
tax return is currently being examined under the IRS Compliance Assurance Program.
This program accelerates the examination of key issues in an attempt to resolve them
before the tax return is filed. Certain state and local returns are also currently under
various stages of audit. The 2008 IRS audit and state audits in process are expected to
be completed in fiscal year ending 2009. It is anticipated that the unrecognized tax
benefits may increase by an estimated $273,000 over the next 12 months.

NOTE 7 - COMMITMENTS AND CONTINGENCIES:

As a result of the extensive regulation of the securities industry, the Company is
subject to regular reviews and inspections by regulatory authorities and self-regulatory
organizations, which can result in the imposition of sanctions for regulatory violations,

ranging from non-monetary censure to fines and, in serious cases, temporary or
permanent suspension from business. In addition, from time to time, regulatory
agencies and self-regulatory organizations institute investigations into industry
practices, which can also result in the imposition of such sanctions.

In connection with auction rate securities (“ARS”), the Company has been
subject to ongoing examinations, with which it is cooperating fully, by the Securities
and Exchange Commission (“SEC”), the New York Attorney General’'s Office and
Florida’s Office of Financial Regulation. The Company is also named in a class
action similar to that filed against a number of brokerage firms alleging various
securities law violations, which it is vigorously defending.

Several large banks and brokerage firms, most of who were the primary
underwriters of and supported the auctions for, ARS have announced agreements,
usually as part of a regulatory settlement, to repurchase ARS at par from some of
their clients. Other brokerage firms have entered into similar agreements. The
Company, in conjunction with other industry participants is actively seeking a
solution to ARS' illiquidity. This includes issuers restructuring and refinancing the
ARS, which has met with some success. Should these restructurings and
refinancings continue, then clients’ holdings could be reduced further, however,
there can be no assurance these events will continue. If the Company were to
consider resolving pending claims, inquiries or investigations by offering to
repurchase all or some portion of these ARS from certain clients, it would have to
have sufficient regulatory capital and cash or borrowing power to do so, and at
present it does not have such capacity. Further, if such repurchases were made at
par value there could be a market loss if the underlying securities’ value is less than
par and any such loss could adversely affect the results of operations.

The Company is a defendant or co-defendant in various lawsuits and arbitrations
incidental to its securities business. The Company is contesting the allegations in
these cases and believes that there are meritorious defenses in each of these
lawsuits and arbitrations. In view of the number and diversity of claims against the
Company, the number of jurisdictions in which litigation is pending and the inherent
difficulty of predicting the outcome of litigation and other claims, the Company
cannot state with certainty what the eventual outcome of pending litigation or other
claims will be. In the opinion of the Company's management, based on currently
available information, review with outside legal counsel, and consideration of
amounts provided for in the accompanying consolidated financial statements with
respect to these matters, the ultimate resolution of these matters will not result in a
material adverse impact on the Company’s financial position or results of
operations. However, resolution of one or more of these matters may have a
material effect on the results of operations in any future period, depending upon the
ultimate resolution of those matters and upon the level of income for such period.
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