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formula basis. Options are generally granted for a five year term and
generally vest at the rate of 25% of the amount granted for each year held.
The authorized number of Class A non-voting shares that may be made
subject to options under the EIP is 3,230,000.

2000 1999
Weighted Weighted
average average

Number exercise Number exercise
of shares price of shares price

Options outstanding, 
beginning of year 1,557,669 $15.18 1,226,110 $12.71
Options granted 229,950 $16.28 755,909 $14.96
Options exercised (88,000) $10.86 (413,000) $7.93
Options forfeited (59,595) $15.68 (51,350) $15.16
Options outstanding, 
end of year 1,640,024 $15.46 1,557,669 $15.18
Options vested, 
end of year 318,045 $13.95 152,750 $9.04

The following table summarizes stock options outstanding and exercisable as
at December 31, 2000. 

Weighted Weighted
Weighted average average

Range of average exercise exercise
exercise remaining price on Number price on
prices Number contractual outstanding exercisable vested

in U.S.$ outstanding life options (vested) options

$10.47 - $14.94 682,914 2.3 years $13.13 175,795 $11.24

$15.13 - $24.10 957,110 2.9 years $17.13 131,750 $17.54

$10.47 - $24.10 1,640,024 2.6 years $15.46 307,545 $13.94

The Company issued Class A non-voting shares from Treasury to the
Company’s 401(k) plan as follows:

Total
Number Date Issue Price Consideration

Year of shares of issue per share Paid

1998 56,000 January 12, 1999 US $15.875 US $889,000 
1999 nil
2000 nil

In 2000, the Company paid cash dividends to holders of Class A non-voting
and Class B shares as follows (U.S. $0.28 in 1999):

Dividend 
per share Record Date Payment Date

US$0.07 February 11, 2000 February 25, 2000
US$0.08 May 5, 2000 May 19, 2000
US$0.08 August 4, 2000 August 18, 2000
US$0.08 November 3, 2000 November 17, 2000

The Company may purchase up to 596,537 Class A non-voting shares by way
of a Normal Course Issuer Bid through the facilities of The Toronto Stock
Exchange and/or the New York Stock Exchange. During the year ended
December 31, 2000, the Company purchased 244,600 Class A non-voting
shares for a total consideration of $3,916,000 under a Normal Course Issuer
Bid which expired on July 4, 2000 (562,700 shares for $8,038,000 in 1999
and 415,500 shares for $6,290,000 in 1998). Unless terminated earlier by the
Company, it may continue to purchase shares up to July 4, 2001.

6. Contributed capital
Contributed capital represents the tax benefit on the difference between
market price and exercise price on employee stock options exercised.

7. Income taxes
The income tax provision shown in the consolidated statement of operations
is reconciled to amounts of tax that would have been payable (recoverable)
from the application of combined federal, state, provincial and local tax rates
to pre-tax profit as follows:

2000 1999
(Expressed in thousands of U.S. dollars)

Securites sold, but not yet
purchased consist of:
Corporate equities $ 3,912 $ 4,454
Corporate debt 3,988 3,372
U.S. government and agency

and state and municipal
government obligations
and other 253 10,835

$ 8,153 $ 18,661

Securities owned and sold, but not yet purchased, consists of trading and
investment securities at market values. At December 31, 2000, the Company
has pledged securities owned of $532,000 ($534,000 in 1999) as collateral to
counterparties for securities loaned transactions, which can be sold or
repledged.

4. Bank call loans
Bank call loans, primarily payable on demand, bear interest at various rates
but not exceeding the broker call rate, which was 8.25% at December 31,
2000. These loans, collateralized by firm and customer securities with
market values of approximately $34,230,000 and $97,992,000, respectively,
are primarily with two money center banks. Details of the bank call loans are
as follows:

December 31, 2000 1999 1998
(Expressed in thousands of U.S. dollars)

Year-end balance $25,899 $66,322 $42,217

Weighted interest rate 
(at end of year) 7.09% 4.82% 6.03%

Maximum balance 
(at any month end) $170,406 $66,322 $56,432

Average amount outstanding 
(during the year)  (1) $77,579 $39,505 $27,246

Weighted average interest rate 
(during the year) (2) 7.86% 6.41% 4.30%

(1) The average amount outstanding during the year was computed by
adding amounts outstanding at the end of each month and dividing by
twelve.

(2) The weighted average interest rate during the year was computed by
dividing the actual interest expense by the average bank call loans
outstanding at the end of each month.

Aggregate interest paid by the Company on a cash basis during the years
ended December 31, 2000, 1999, and 1998 was $33,061,000, $19,378,000 and
$16,643,000, respectively.

5. Share capital
The Company’s authorized share capital, all of which is without par value,
consists of (a) an unlimited number of first preference shares issuable in
series; (b) an unlimited number of Class A non-voting shares; and (c) 99,680
Class B voting shares.

The Class A non-voting and the Class B voting shares are equal in all respects
except that the Class A non-voting shares are non-voting.

The Company’s issued and outstanding share capital is as follows (no first
preference shares have been issued):

2000 1999 1998
(Expressed in thousands of U.S. dollars)

11,990,969 (12,147,569 in 1999
and 12,241,269 in 1998)
Class A non-voting shares $ 29,886 $ 32,854 $ 36,728
99,680 Class B voting shares 133 133 133

$ 30,019 $ 32,987 $ 36,861

Under the Company’s 1996 Equity Incentive Plan as amended February 29,
2000 (“EIP”), the compensation and stock option committee of the board of
directors of the Company may grant options to purchase Class A non-voting
shares to officers and key employees of the Company and its subsidiaries.
Grants of options are made to the Company’s independent directors on a
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2000 1999 1998
(Expressed in thousands of U.S. dollars)

Profit before income tax $ 71,712 $50,466 $21,723

U.S. federal tax at 35% $ 25,110 $ 17,663 $ 7,589
Canadian tax at 44% — — 17
Combined state and local tax,

net of federal tax benefit 5,846 4,444 1,870

Income taxes before 
under-noted 30,956 22,107 9,476

Tax effect of non-taxable
interest and dividends (258) (177) (244)

Tax effect of differences
between accounting and
taxable income 113 1,146 44

Income taxes $ 30,811 $ 23,076 $ 9,276

Profit before income tax provision
Canadian operations $ (32) $ — $ 39
U.S. operations $ 71,744 $ 50,466 $21,684

The current U.S. income tax provision in 2000 is $30,811,000  ($23,076,000
in 1999 and $9,276,000 in 1998).  The current Canadian income tax
provision in 2000 is nil  (nil in 1999 and 1998).

Income taxes included in the consolidated statements of income represent
the following:

2000 1999 1998
(Expressed in thousands of U.S. dollars)

U.S. federal tax $21,817 $16,239 $ 6,399
State and local tax 8,994 6,837 2,877

$30,811 $23,076 $ 9,276

Aggregate future income tax assets, which relate primarily to fixed assets and
non-deductible expenses, are included in other assets and amounted to
approximately $4,287,000 ($3,100,000 in 1999).

On a cash basis, the Company paid income taxes for the years ended
December 31, 2000, 1999 and 1998 in the amounts of $46,163,000,
$4,700,000 and $21,170,000,  respectively.

8. Earnings per share
Earnings per share has been calculated using the weighted average number
of Class A non-voting and Class B shares outstanding during the year: 2000 -
12,108,798; 1999 - 12,479,550; 1998 - 12,575,905. Fully diluted earnings per
share assume exercise of options, if dilutive, at the earlier of the beginning of
the year or date of issuance and that funds derived therefrom would have
been invested at prime interest rates.

9. Commitments and contingencies
(a) The Company and its subsidiaries are obligated under lease agreements
expiring at various dates through 2013 to pay the following future minimum
rentals:

2001 $7,210,000
2002 6,107,000
2003 5,393,000
2004 4,239,000
2005 and thereafter 21,311,000

Total $44,260,000

Certain of the leases contain provisions for rent escalation based on increases
in costs incurred by the lessor.

(b) The Company’s rent expense for the years ended December 31, 2000,
1999 and 1998 was $8,233,000, $8,182,000 and $8,226,000, respectively.

(c) The Company, through its subsidiaries, maintains a defined contribution
plan covering substantially all full-time U.S. employees. The Fahnestock plan
provides that the Company may make discretionary contributions.  For
certain employees who were formerly employed by First of Michigan
Corporation (“FOM”), contributions are made in accordance with the terms
of the plan document.

FOM sponsors an unfunded Supplemental Executive Retirement Program

(“SERP”), which is a non-qualified plan that provides certain former officers
additional retirement benefits. Benefits payable under the SERP were
approximately $1,956,000 at December 31, 2000.

The Company made contributions to the plans of $2,503,000, $2,692,000 and
$2,344,000 in 2000, 1999 and 1998, respectively.

(d) On November 30, 2000 the Company established an Executive Deferred
Compensation Plan (“EDCP”) in order to offer to certain qualified high-
performing financial consultants, a bonus based upon a formula reflecting
years of service, gross commissions and a valuation of their clients’ assets.
The bonus amounts calculated with respect to fiscal 2000 total approximately
$900,000 and will normally vest on January 1, 2006. The liability is being
recognized on a straight-line basis over the vesting period.  No expense was
recognized in fiscal 2000.

(e) At December 31, 2000, the Company has collateralized and
uncollateralized letters of credit for $41,500,000. Collateral for these letters
of credit include marketable securities of approximately $10,831,000, pledged
to two financial institutions. No amounts have been drawn on the letters of
credit at December 31, 2000.

(f) The Company is involved in certain litigation arising in the ordinary
course of business. Management believes, based upon discussions with legal
counsel, that the outcome of this litigation will not have a material effect on
the Company’s financial position. The materiality of legal matters to the
Company’s future operating results depends on the level of future results of
operations as well as the timing and ultimate outcome of such legal matters.

(g) The Company’s principal subsidiary, Fahnestock, is subject to the uniform
net capital requirements of the Securities and Exchange Commission
(“SEC”) under Rule 15c3-1 (the “Rule”). Fahnestock computes its net capital
requirements under the alternative method provided for in the Rule which
requires that Fahnestock maintain net capital equal to two percent of
aggregate customer related debit items, as defined in SEC Rule 15c3-3. At
December 31, 2000, Fahnestock had net capital of $158,298,000 which was
$148,598,000 in excess of the $9,700,000  required to be maintained at that
date. 

(h) In accordance with the Securities and exchange Commission’s No Action
Letter dated November 3, 1998, the Company has computed a reserve
requirement for the proprietary accounts of introducing firms as of
December 31, 2000. The Company had no deposit requirements as of
December 31, 2000. 

10. Financial instruments with off-balance sheet risk and concentra-
tion of credit risk
In the normal course of business, the Company’s securities activities involve
execution, settlement and financing of various securities transactions for
customers. These activities may expose the Company to risk in the event
customers, other brokers and dealers, banks, depositories or clearing
organizations are unable to fulfill their contractual obligations.

The Company is exposed to off-balance sheet risk of loss on unsettled
transactions in the event customers and other counterparties are unable to
fulfill their contractual obligations. It is the Company’s policy to periodically
review, as necessary, the credit standing of each counterparty with which it
conducts business.

Securities sold, but not yet purchased represent obligations of the Company
to deliver the specified security at the contracted price and thereby create a
liability to repurchase the security in the market at prevailing prices.
Accordingly, these transactions result in off-balance-sheet risk, as the
Company’s ultimate obligation to satisfy the sale of securities sold, but not
yet purchased may exceed the amount recognized on the balance sheet.
Securities positions are monitored on a daily basis.

The Company’s customer financing and securities lending activities require
the Company to pledge customer securities as collateral for various financing
sources such as bank loans and securities lending. At December 31, 2000, the
Company has approximately $600 million of customer securities under
customer margin loans that are available to be pledged of which the
Company has repledged approximately $116,185,000 under securities loan
agreements. In addition, the Company has received collateral of
approximately $108,094,000 and $27,337,000 under securities borrow and
reverse purchase agreements, respectively, of which the Company has
repledged approximately $109,548,000 as collateral under securities loan and
repurchase agreements. Included in receivable from brokers and clearing
organizations are receivables from three major broker-dealers totalling
$62,235,000.



23

The Company monitors the market value of collateral held and the market
value of securities receivable from others. It is the Company’s policy to
request and obtain additional collateral when exposure to loss exists. In the
event the counterparty is unable to meet its contractual obligation to return
the securities, the Company may be exposed to off-balance sheet risk of
acquiring securities at prevailing market prices.

As part of its trading strategy, the Company uses derivative financial
instruments. Net revenues from principal transactions, including derivatives,
for the year ended December 31, 2000 included net revenues from trading
equities of $71,830,000 ($57,078,000 in 1999 and $14,617,000 in 1998) and
net revenues from trading fixed income securities of $12,590,000
($13,936,000 in 1999 and $18,110,000 in 1998).

Futures contracts, comprised mainly of stock index futures, represent
commitments to purchase or sell securities at a future date and at a specified
price. Credit risk and market risk exist with respect to these instruments.
Credit risk associated with the contracts is limited to amounts recorded in
the balance sheet. Notional or contractual amounts are used to express the
volume of these transactions, and do not represent the amounts potentially
subject to market risk. At December 31, 2000, the Company had open
contracts to sell stock index futures contracts with notional values of
approximately $10,012,000 ($22,263,000 in 1999). The fair value of these
derivative financial instruments included in brokers and clearing
organizations at December 31, 2000 was approximately $461,000 ($974,000
in 1999), and the monthly average fair values of the instruments during the
year were assets of $333,000 and liabilities of $466,000 (assets of $267,000
and liabilities of $335,000 in 1999).

Cash is deposited to satisfy initial margin requirements for open futures
contracts and is included in receivable from brokers and clearing
organizations with any gain or loss from the unsettled futures transactions.

At December 31, 2000 the Company had outstanding commitments to buy
and sell of $1,143,000 and $135,000, respectively,  of mortgage-backed
securities on a when issued basis. These commitments have off-balance sheet
risks similar to those described above.

11. Differences between Canadian and United States generally accepted
accounting principles
The consolidated financial statements of the Company are prepared in
accordance with Canadian generally accepted accounting principles (“CDN
GAAP”). These principles conform, in all material respects, with accounting
principles generally accepted in the United States of America (“US GAAP”),
except as described below.

(a) Earnings per share
The application of US GAAP results in the following disclosure in accordance
with Statement of Financial Accounting Standards No. 128 - Earnings Per
Share (“FAS128”):

2000 1999 1998

Basic weighted 
average number of 
shares outstanding 12,108,798 12,479,550 12,575,905
Stock options 308,053 114,902 365,412
Diluted common shares 12,416,851 12,594,452 12,941,317
Net profit $40,901,000 $27,390,000 $12,447,000
Basic profit per share $3.38 $2.19 $0.99
Diluted profit per share $3.29 $2.17 $0.96

The dilutive impact of stock options has been determined by application of
the treasury stock method.

FASB Statement No.123 “Accounting for Stock-Based Compensation” (“SFAS
123”) was issued in 1995, and changed the method for accounting for stock
compensation plans similar to those of the Company.

Adoption of SFAS 123’s fair value recognition method is optional. The
Company has chosen to continue to apply Accounting Principles Board
Opinion No. 25, Accounting for Stock Issued to Employees, and related
interpretations in accounting for its stock compensation plans.

The unaudited proforma results if compensation expense for the Company’s
2000 grants for stock compensation had been determined in accordance with
SFAS 123, expressed in thousands of U.S. dollars except per share amounts,
are as follows:

December 31,2000 December 31, 1999 December 31, 1998
As As As

Reported    Proforma Reported    Proforma Reported    Proforma

Net profit $40,901 $39,518 $27,390 $26,215 $12,447 $11,857
Basic profit 
per share $3.38 $3.26 $2.19 $2.10 $0.99 $0.94
Diluted profit 
per share $3.29 $3.18 $2.17 $2.08 $0.96 $0.92

For purposes of the proforma presentation, the Company determined fair
value using an option pricing model with the following weighted average
assumptions for grants in 2000: risk-free interest rates ranging from 5.11%
to 6.80% (4.78% to 6.34% in 1999 and 4.02% to 5.63% in 1998), expected
dividend yield of 1.5% (1.8% in 1999 and 1998), expected life of 5 years and
expected volatility ranging from 21% to 29% (24% to 48% in 1999 and 24%
to 30% in 1998). The weighted average fair value of options granted during
2000 was $952,000 ($3,889,000 in 1999 and $1,747,000 in 1998). The fair
value is being amortized over five years on an after-tax basis, where
applicable for purposes of proforma presentation. Stock options generally
expire five years after the date of grant or three months after the date of
retirement, if earlier. Stock options generally vest over a five year period with
0% in year one, 25% of the shares becoming exercisable on each of the next
three anniversaries of the grant date and the balance vesting in the last six
months of the option life. The vesting period is at the discretion of the
Compensation and Stock Option Committee and is determined at the time of
grant.

The effects of applying SFAS 123 in this proforma presentation are not
indicative of future amounts because it does not take into consideration
future grants, any difference between actual and assumed forfeitures, and
only reflects grants subsequent to December 15, 1994.

(b) Quarterly Information (unaudited) 
The following unaudited quarterly information, expressed in thousands of
dollars, except per share amounts, has been prepared in accordance with 
US GAAP.
Year ended December 31, 2000 Fiscal Quarters

Fourth Third Second First Total

Revenue $74,218 $69,465 $69,424 $103,392 $316,499
Profit before

income taxes $11,118 $11,864 $14,405 $34,325 $71,712
Net profit $7,654 $6,375 $8,292 $18,580 $40,901
Earnings per share:

Basic $0.63 $0.53 $0.68 $1.52 $3.38
Diluted $0.61 $0.51 $0.67 $1.50 $3.29

Dividends per share $0.08 $0.08 $0.08 $0.07 $0.31
Market price of 

Class A Shares:
High $24.10 $23.00 $18.875 $17.125 $24.10
Low $19.875 $18.4375 $16.50 $14.5625 $14.5625

Year ended December 31, 1999
Revenue $77,264 $64,948 $72,948 $63,951 $279,111
Profit before 

income taxes $15,283 $11,436 $13,755 $9,992 $50,466
Net profit $8,185 $6,253 $7,607 $5.345 $27,390
Earnings per share:

Basic $0.66 $0.50 $0.61 $0.43 $2.19
Diluted $0.65 $0.50 $0.60 $0.42 $2.17

Dividends per share $0.07 $0.07 $0.07 $0.07 $0.28
Market price of 

Class A Shares:
High $16.125 $16.25 $18.00 $19.9375 $19.9375
Low $14.3125 $14.375 $14.3125 $13.25 $13.25

The price quotations above were supplied by the New York Stock Exchange.

(c) Impact of Recently Issued Accounting Standards - US GAAP
Under Statement of Financial Standards No. 140, Accounting for Transfers
and Servicing of Financial Assets and Extinguishments of Liabilities, the
Company is required to classify the market value of collateral pledged to
counterparties under securites loan and repurchase agreements, in which
the counterparty has the right to sell or repledge the security. The Company
is also required to disclose the market value of collateral received under
securities borrow and reverse repurchase agreements when it has the ability
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to sell or repledge the collateral loans. In addition, the Company has the
right to sell or repledge securities under customer margin loans. See notes
3 and 10.

New accounting standards issued but not effective would not have a
material impact on the Company’s financial statements.

12. Related Party Transactions
The Company has notes and accounts receivable for employees, net, of
approximately $4,727,000 at December 31, 2000. These amounts will be
forgiven over a three year period from the initial date of the loan and are
contingent on their continued employment with the Company. The
unamortized potion of the notes become due on demand in the event the
employee departs during the three year period.

13. Segment Information
The Company has determined its reportable segments based on the
Company’s method of internal reporting, which disaggregates its retail
business by branch and its proprietary and investment banking businesses
by product. The Company’s segments are: Private Client which includes all
business generated by the Company’s 75 branches, including commission
and fee income earned on client transactions; Capital Markets which
includes market-making activities in over-the-counter equities,
institutional trading in both fixed income and equities, structured assets
transactions, bond trading,  trading in mortgage-backed securities,
corporate underwriting activities, public finance activities, and syndicate
participation; Interest which is derived from client margin accounts, stock
loan activities and financing activities;  and Asset Management which
includes fees from money market funds and the investment management
services of Fahnestock’s asset management divisions employing various
programs to professionally manage client assets either in individual
accounts or in funds.  The Company evaluates the performance of its

segments and allocates resources to them based upon profitability.

The table below presents information about the reported operating income
of the Company for the years ended December 31, 2000, 1999 and 1998. The
Company’s business is predominantly in the U.S.  Asset information by
reportable segment is not reported, since the Company does not produce
such information for internal use.

Year ended December 31,
2000 1999 1998
(Expressed in thousands of U.S. dollars) 

Revenue:

Private Client $154,698 $148,584 $138,862
Capital Markets 82,700 74,027 38,153
Asset Management 13,347 12,177 11,740
Interest 60,817 39,753 38,810
Other 4,937 4,570 5,216

Total $316,499 $279,111 $232,781

Operating Income:
Private Client $5,065 $5,220 $3,579
Capital Markets 26,537 16,307 (5,530)
Asset Management 8,168 7,760 7,361
Interest 25,657 18,382 17,078
Other 6,285 2,797 (765)

Total $71,712 $50,466 $21,723

14. Subsequent event
On January 25, 2001, a cash dividend of U.S.$0.09 per share (totalling
$1,099,000) was declared payable on February 23, 2001 to holders of Class A
non-voting and Class B shares of record on February 9, 2001. 
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Saginaw,  MI 48604-2830
(517) 792-2346

12900 Hall Road, Suite 100 
Sterling Heights, MI 48313
(810) 726-5000

2714 West Jefferson Avenue 
Trenton, MI 48183
(734) 675-0550

6230 Orchard Lake Road, Suite 230 
West Bloomfield,  MI 48322
(248) 855-2100

MISSOURI

118 East High Street
Jefferson City, MO 65101
(573) 636-3141

4717 Grand Avenue, Suite 700
Kansas City, MO 64112
(816) 932-7000

600 Emerson Road, Suite 450
St. Louis, MO 63141
(314) 872-6200

NEBRASKA

Gold 65 Professional Building
13906 Gold Circle #203
Omaha, NE 68144
(402) 697-1933

217 W. 27th Street
Scottsbluff, NE 69361
(308) 632-6123

NEW HAMPSHIRE

220 State Street
Portsmouth, NH 03801
(603) 436-7626

NEW JERSEY

742 Alexander Road
Princeton, NJ 08540
(609) 734-0400

3 Harding Road
Red Bank, NJ 07701
(732) 224-9000

382 Springfield Avenue, Suite 500
Summit, NJ 07901
(908) 273-2100

NEW YORK

3 School Street
Glen Cove, NY 11542
(516) 759-4000

1010 Northern Boulevard
Great Neck, NY 11021
(516) 466-9000

115 Broad Hollow Road
Melville, NY 11747
(631) 424-0700

West Wings Commercial Center
254 Route 17K
Newburgh, NY 12550
(914) 567-0790

125 Broad Street 
New York, NY 10004
(212) 668-8000

780 Third Avenue
New York, NY 10017
(212) 446-4400

150 East 52nd Street
New York, NY 10022
(212) 668-8000

545 Madison Avenue
New York, NY 10022
(212) 755-8878

OHIO

30100 Chagrin Boulevard, #210
Pepper Pike, OH 44124
(216) 765-5900

PENNSYLVANIA

2103 Stefko Boulevard.
Bethlehem, PA 18017
(610) 867-8631

60 North Main Street, Suite 200
Doylestown, PA 18901
(215) 348-8104

Rydal Square Building
500 Old York Road
Jenkintown, PA 19046
(215) 887-7660

1818 Market Street, Suite 2430
Philadelphia, PA 19103
(215) 656-2800

Frick Building
437 Grant Street, Suite 915
Pittsburgh, PA 15219
(412) 281-6111

101 South Centre Street
Pottsville, PA 17901
(717) 622-4844

1012 Bethlehem Pike, Suite 201
Spring House, PA 19477
(215) 654-8230

Harrisburg, PA Office
1015 Mumma Road
Wormleysburg, PA 17043
(717) 763-8200

CANADA

130 King Street West
Suite 3690, PO Box 178
Toronto, Ontario
Canada M5X 1C7
(888) 233-6647 (North America)
00800 367 00000 (Europe)

SOUTH AMERICA

San Martin 551, 1st Floor
Argentina, Buenos Aires
Telephone: 011-541-393-7552

Edificio Seguros Venezuela
Avenida Francisco De Miranda
Apartado 3089
Venezuela, Caracas
Telephone: 011-582-953-0733

FA H N E S T O C K  &  C O .  O F F I C E S


