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PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements (unaudited)

MERRIMAN CURHAN FORD GROUP, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)
Three Months Ended
September 30, September 30,
2009 2008
Revenue:
Commissions $ 9,804,718 $ 7,992,614
Principal transactions (35,522) (5,384,303)
Investment banking 3,127,596 1,600,260
Adpvisory and other fees 411,602 341,656
Total revenue 13,308,394 4,550,227
Operating expenses:
Compensation and benefits 10,230,680 7,876,092
Brokerage and clearing fees 208,051 558,344
Professional services 1,063,883 3,994,278
Occupancy and equipment 551,300 540,104
Communications and technology 881,879 662,912
Depreciation and amortization 109,922 279,261
Travel and entertainment 449,108 634,689
Litigation settlement expenses 5,334,926
Other expenses 369,581 1,295,405
Total operating expenses 19,199,330 15,841,085
Operating loss (5,890,936) (11,290,858)
Other income
Change in fair value of warrant
liability (9,628,460)
Interest income 4,425 195,283
Interest expense (1,289,401) (20,236)
Loss before provision for income tax (16,804,372) (11,115,811)
(Provision for) benefit from income
tax 235,727 (198,014)
Loss from continued operations (16,568,645) (11,313,825)
Loss from discontinued operations (409,513)
Net loss (16,568,645) (11,723,338)
Preferred stock deemed dividend (5,066,702)
Preferred stock cash dividend (39,100)

Net loss attributable to common
shareholders $
Basic and diluted loss per share
attributable to common shareholders —
continued operations

Basic and diluted loss per share
attributable to common shareholders —
discontinued operations

(21,674,447)

(1.71)

$ (11,723,338)

(0.89)

(0.04)

$ (24,161,074)

(1.89)

(0.01)

Nine Months Ended
September 30, September 30,
2009 2008
$ 28,892,568 $ 24,353,696

(131,020) (5,280,550)
5,411,463 9,423,666
1,618,282 581,256

35,791,293 29,078,068
29,687,486 31,205,145
791,407 2,042,828
3,096,428 7,356,228
1,617,347 1,601,104
2,442,979 2,556,652
372,913 537,166
1,058,840 2,528,083
5,334,926
1,631,435 3,297,102
46,033,761 51,124,308
(10,242.,468) (22,046,240)
2,000,000
(9,628,460)
13,591 325,703
(1,333,569) (53,619)
(19,190,906) (21,774,156)
230,528 1,640,730
(18,960,378) (20,133,426)
(94,894) (3,753,729)
(19,055,272) (23,887,155)
(5,066,702)
(39,100)

$ (23,887,155)

(1.61)

(0.30)

4
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Basic and diluted net loss per share

attributable to common shareholders  $ (1.71) $ (093) $ (1.90) $ (1.91)
Weighted average common shares

outstanding:

Basic and Diluted 12,668,073 12,672,598 12,692,013 12,498,687

The accompanying notes are an integral part of these consolidated financial statements.
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MERRIMAN CURHAN FORD GROUP, INC.
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(unaudited)

September 30,

2009

December 31,
2008

ASSETS

Cash and cash equivalents
Securities owned:
Marketable, at fair value
Not readily marketable, at estimated fair value
Other
Restricted cash
Due from clearing broker
Accounts receivable, net
Prepaid expenses and other assets
Equipment and fixtures, net
Assets held for sale
Total assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Accounts payable
Commissions and bonus payable
Accrued expenses
Due to clearing and other brokers
Securities sold, not yet purchased
Deferred revenue
Capital lease obligation
Warrant liability
Liabilities held for sale
Total liabilities
Commitments and contingencies
Stockholders' equity:

Preferred stock, Series A—$0.0001 par value; 2,000,000 shares authorized; O shares
issued and outstanding as of September 30, 2009 and December 31, 2008,;

aggregate liquidation preference of $0

Preferred stock, Series B—$0.0001 par value; 12,500,000 shares authorized;
1,250,000 shares issued and 0 shares outstanding as of September 30, 2009 and

December 31, 2008; aggregate liquidation preference of $0

Preferred stock, Series C—$0.0001 par value; 14,200,000 shares authorized;
1,685,714 shares issued and 0 shares outstanding as of September 30, 2009 and

December 31, 2008; aggregate liquidation preference of $0

Convertible Preferred stock, Series D—$0.0001 par value; 24,000,000 shares
authorized, 23,720,916 shares issued and 23,720,916 shares outstanding as of
September 30, 2009; and O shares authorized, issued and outstanding as of

December 31, 2008; aggregate liquidation preference of $10,199,994 prior to

conversion, and pari passu with common stock on conversion.

Common stock, $0.0001 par value; 300,000,000 shares authorized; 12,915,442 and
12,756,656 shares issued and 12,713,565 and 12,730,218 shares outstanding as of

$ 7525918 $ 6,358,128

4,628,719 4,622,577
284,540 366,061
138,032 185,065

1,072,771 1,131,182

2,113,303 1,752,535

2,045,059 612,234
748,412 619,759
592,720 1,260,011

- 1,958,038

$ 19,149,474 $ 18,865,590

$ 774,774 $ 712,591

3,926,424 3,182,941
1,953,594 3,637,345
9,177 28,022
838,199 903,217
338,648 709,691
514,184 923,683

26,521,711
- 1,052,899

34,876,711 11,150,389

2,372
1,292 1,278



Edgar Filing: Merriman Curhan Ford Group, Inc. - Form 10-Q

September 30, 2009 and December 31, 2008, respectively

Additional paid-in capital 122,903,643 127,193,195
Treasury stock (225,613) (125,613)
Accumulated deficit (138,408,931) (119,353,659)
Total stockholders' (deficit) equity (15,727,237) 7,715,201
Total liabilities and stockholders' (deficit) equity $ 19,149474 $ 18,865,590

The accompanying notes are an integral part of these consolidated financial statements.
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MERRIMAN CURHAN FORD GROUP, INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited)

Cash flows from operating activities:
Net loss

Adjustments to reconcile net loss to cash used in operating activities:

Depreciation and amortization

Gain on sale of ICD

Stock-based compensation

Amortization of discounts on notes payable
Amortization of debt issue costs
Amortization of beneficial conversion feature
Change in fair value of warrant liability
Non-cash legal settlement expense
Non-cash professional services

Securities received for services

Loss on disposal of equipment and fixtures
Provision for bad debt

Unrealized loss on securities owned
Amortization of intangible assets
Impairment of goodwill

Impairment of intangible assets

Changes in operating assets and liabilities:
Securities owned

Restricted cash

Due from clearing broker

Accounts receivable

Prepaid expenses and other assets
Accounts payable

Commissions and bonus payable

Accrued expenses

Due to clearing and other brokers

Net cash used in operating activities

Cash flows from investing activities:
Purchase of equipment and fixtures
Proceeds from sale of Panel

Proceeds from sale of ICD

Net cash provided by (used in) investing activities

Cash flows from financing activities:

Proceeds from the issuance of Series D Convertible Preferred Stock, net of
reinvestments of previous bridge financing and expenses
Proceeds from the exercise of stock options and warrants

Debt service principal payments
Issuance of bridge note

Proceeds from the issuance of convertible notes payable

Payments on convertible notes payable

Nine Months Ended
September 30,

2009

383,523
(2,000,000)
429,986
552,639
346,995
180,639
9,628,460
1,230,953
35,000
(290,331)
294,378
58,074
480,292

(132,567)
58,411
(360,768)
(1,261,782)
172,601
(80,174)
738,270
(2,436,032)
(18,845)
(11,045,550)

702,966
2,000,000
2,702,966

8,808,256
(520,774)

500,000

625,000
(125,000)

2008

$(19,055,272) $(23,887,155)

614,390

1,897,033
2,584

(1,713,361)

156,300
8,105,058
349,607
2,208,735
392,781

(1,793,662)
(441,875)
(5,102)
1,981,574
216,664
(211,350)
(11,375,042)
(265,235)
6,368
(23,761,688)

(202,398)

(202,398)

436,225
(519,585)
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Proceeds from the issuance of unsecured promissory notes payable
Payments on unsecured promissory notes payable
Net cash provided by (used in) financing activities
Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents, assets held for sale
Cash and cash equivalents at end of period
Supplementary disclosure of cash flow information:
Cash paid during the period:

Interest

Income taxes

Supplementary non-cash information:

Stock received as part of sale of Panel

Conversion of note payable into common stock

Conversion of note payable and accrued interest into Series D Convertible Preferred

Stock

Conversion of legal settlement into Series D Convertible Preferred Stock
Conversion of professional services into Series D Convertible Preferred Stock

Property acquired through capitalized leases

300,000 -
(300,000) -
9,287,482 (83,260)
944,898  (24,047,446)
6,358,128 31,962,201
222,892 -
$ 7525918 $ 7,914,755

$ 252,252 % 59,089
$ 5200 $ 574,497
100,000 -
- 200,000
1,060,717 -
296,027
35,000
- 805,776

The accompanying notes are an integral part of these consolidated financial statements.
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(unaudited)

1. Significant Accounting Policies
Basis of Presentation

The interim unaudited financial statements included herein for Merriman Curhan Ford Group, Inc. (formerly MCF
Corporation), or the Company, have been prepared pursuant to the rules and regulations of the Securities and
Exchange Commission. In the opinion of management, the financial statements included in this report reflect all
normal recurring adjustments that the Company considers necessary for the fair presentation of the results of
operations for the interim periods covered and the financial position of the Company at the date of the interim
statement of financial condition. Certain information and footnote disclosures normally included in annual financial
statements prepared in accordance with accounting principles generally accepted in the United States have been
condensed or omitted pursuant to such rules and regulations. However, the Company believes that the disclosures are
adequate to understand the information presented. The operating results for interim periods are not necessarily
indicative of the operating results for the entire year. These financial statements should be read in conjunction with the
Company’s 2008 audited consolidated financial statements and notes thereto included in the Company’s Annual Report
on Form 10-K and on Form 10-K/A for the year ended December 31, 2008.

Under Accounting Standards Codification Topic (“ASC”) 855, “Subsequent Events”, the Company has evaluated all
subsequent events through November 16, 2009, the date these consolidated financial statements were filed with the
SEC.

Securities Owned

“Securities owned” and ““Securities sold, but not yet purchased” in the consolidated statements of financial condition
consist of financial instruments carried at fair value with related unrealized gains or losses recognized in the
consolidated statement of operations. The securities owned are classified into “Marketable”, “Non-marketable” and
“Other”. Marketable securities are those that can readily be sold, either through a stock exchange or through a direct
sales arrangement. Non-marketable securities are typically securities restricted under Rule 144 A or have some
restriction on their sale whether or not a buyer is identified. Other securities consist of investments accounted for
under the equity method.

Fair Value of Financial Instruments

Substantially all of the Company's financial instruments are recorded at fair value or contract amounts that
approximate fair value. Securities owned and securities sold, not yet purchased are stated at fair value, with any
related changes in unrealized appreciation or depreciation reflected in principal transactions in the consolidated
statements of operations. The carrying amounts of the Company’s financial instruments, which include cash and cash
equivalents, restricted cash, securities owned, due from clearing broker, accounts receivable, assets held for sale,
accounts payable, commissions and bonus payable, accrued expenses, due to clearing and other brokers, liabilities
held for sale and note payable approximate their fair values due to their short term nature and, where applicable,
market interest rates.

The Company issued debt and equity instruments in the three months ended September 30, 2009, including
Convertible Preferred Stock Series D on September 9, 2009. At September 30, 2009, only the Convertible Preferred
Stock Series D and warrants for the purchase of the Company’s common stock remain outstanding. Please refer to
Notes 3 and 4 for discussion and disclosure of the instruments.

10
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Fair Value Measurement—Definition and Hierarchy

The Company adopted the provisions of ASC 820, “Fair Value Measurement” and Disclosures for our financial assets
and liabilities. Under ASC 820, fair value is defined as the price that would be received to sell an asset or paid to
transfer a liability (i.e., the “exit price”) in an orderly transaction between market participants at the measurement date.

Where available, fair value is based on observable market prices or parameters or derived from such prices or
parameters. Where observable prices or inputs are not available, valuation models are applied. These valuation
techniques involve some level of management estimation and judgment, the degree of which is dependent on the price
transparency for the instruments or market and the instruments’ complexity. Assets and liabilities recorded at fair value
in the consolidated statement of financial condition are categorized based upon the level of judgment associated with
the inputs used to measure their fair value. Hierarchical levels, defined by ASC 820 and directly related to the amount
of subjectivity associated with the inputs to fair valuation of these assets and liabilities, are as follows:

6
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)

Level 1 — Inputs are unadjusted, quoted prices in active markets for identical assets or liabilities at the measurement
date. The types of assets and liabilities carried at Level 1 fair value generally are G-7 government and agency
securities, equities listed in active markets, investments in publicly traded mutual funds with quoted market prices and
listed derivatives.

Level 2 — Inputs (other than quoted prices included in Level 1) are either directly or indirectly observable for the asset
or liability through correlation with market data at the measurement date and for the duration of the instrument’s
anticipated life. Fair valued assets that are generally included in this category are stock warrants for which there are
market-based implied volatilities, unregistered common stock and thinly traded common stock.

Level 3 — Inputs reflect management’s best estimate of what market participants would use in pricing the asset or
liability at the measurement date. Consideration is given to the risk inherent in the valuation technique and the risk
inherent in the inputs to the model. Generally, assets carried at fair value and included in this category include stock
warrants for which market-based implied volatilities are not available.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy. In
such cases, for disclosure purposes the level in the fair value hierarchy within which the fair value measurement falls
in its entirety is determined based on the lowest level input that is significant to the fair value measurement in its
entirety.

For further information on financial assets and liabilities that are measured at fair value on a recurring and
nonrecurring basis, and a description of valuation techniques, see Note 6, Fair Value of Assets and Liabilities.

Investment Banking Revenue

Investment banking revenue includes underwriting and private placement agency fees earned through the Company’s
participation in public offerings and private placements of equity and convertible debt securities and fees earned as
financial advisor in mergers and acquisitions and similar transactions. Underwriting revenue is earned in securities
offerings in which the Company acts as an underwriter and includes management fees, selling concessions and
underwriting fees. Fee revenue relating to underwriting commitments is recorded when all significant items relating to
the underwriting cycle have been completed and the amount of the underwriting revenue has been determined. This
generally is the point at which all of the following have occurred: (i) the issuer’s registration statement has become
effective with the SEC, or other offering documents are finalized, (ii) the Company has made a firm commitment for
the purchase of the shares or debt from the issuer, and (iii) the Company has been informed of the exact number of
shares or the principal amount of debt that it has been allotted.

Syndicate expenses related to securities offerings in which the Company acts as underwriter or agent are deferred until
the related revenue is recognized or we determine that it is more likely than not that the securities offerings will not
ultimately be completed. Underwriting revenue is presented net of related expenses. As co-manager for registered
equity underwriting transactions, management must estimate the Company’s share of transaction related expenses
incurred by the lead manager in order to recognize revenue. Transaction related expenses are deducted from the
underwriting fee and therefore reduces the revenue that is recognized as co-manager. Such amounts are adjusted to
reflect actual expenses in the period in which the Company receives the final settlement, typically 90 days following
the closing of the transaction.

12
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Merger and acquisition fees and other advisory service revenue are generally earned and recognized only upon
successful completion of the engagement. Unreimbursed expenses associated with private placement and advisory
transactions are recorded as expenses as incurred.

Commissions and Principal Transactions Revenue

Commissions revenue includes revenue resulting from executing trades in stock exchange-listed securities, over-the
counter securities and other transactions as agent for the Company’s clients. Principal transactions consist of a portion
of dealer spreads attributed to the Company’s securities trading activities as principal in NASDAQ-listed and other
securities, and include transactions derived from activities as a market-maker. Additionally, principal transactions
include gains and losses resulting from market price fluctuations that occur while holding positions in trading security
inventory. Commissions revenue and related clearing expenses are recorded on a trade-date basis as security
transactions occur. Principal transactions in regular-way trades are recorded on the trade date, as if they had settled.
Profit and loss arising from all securities and commodities transactions entered into for the account and risk of the
Company are recorded on a trade-date basis.

7
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)

1. Significant Accounting Policies - Continued
Share-Based Compensation Expense

The Company measures and recognizes compensation expense based on estimated fair values for all share-based
awards made to employees and directors, including stock options, non-vested stock, and participation in the
Company’s employee stock purchase plan. The Company estimates fair value of share-based awards on the date of
grant using the Black-Scholes option-pricing model. The value of the portion of the award that is ultimately expected
to vest is recognized as expense in the Company’s consolidated statements of operations over the requisite service
periods. Share-based compensation expense recognized in the Company’s consolidated statement of operations
includes compensation expense for share-based awards granted (i) prior to, but not yet vested as of December 31,
2005, based on the grant date fair value, and (ii) subsequent to December 31, 2005. Compensation expense for all
share-based awards subsequent to December 31, 2005 is recognized using the straight-line single-option method.
Because share-based compensation expense is based on awards that are ultimately expected to vest, share-based
compensation expense has been reduced to account for estimated forfeitures. Forfeitures are estimated at the time of
grant and revised, if necessary, in subsequent periods if actual forfeitures differ from those estimates.

To calculate stock-based compensation resulting from the issuance of options, restricted common stock, and warrants,
the Company uses the Black-Scholes option pricing model, which is affected by the Company’s stock price as well as
assumptions regarding a number of subjective variables. These variables include, but are not limited to the Company’s
expected stock price volatility over the term of the awards, and actual and projected employee stock option exercise
behaviors. No tax benefits were attributed to the share-based compensation expense because a valuation allowance
was maintained for all net deferred tax assets.

Warrant Liabilities

Stock warrants issued to our investors and creditors are rights to purchase our common stock. Such positions are
considered illiquid and do not have readily determinable fair values, and therefore require significant management
judgment or estimation. For the warrant liabilities, we use the Black-Scholes valuation methodology or similar
techniques. They are classified within Level 3 of the fair value hierarchy. In accordance with ASC 820, assets
measured at fair value on a recurring basis are categorized based upon the lowest level of significant input to the
valuations.

Income Taxes

The Company uses the asset and liability method of accounting for income taxes. Deferred tax assets and liabilities are
recognized for the estimated 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. A valuation allowance is recorded to reduce deferred tax assets to
an amount whose realization is more likely than not. The effect on deferred tax assets and liabilities of a change in tax
rates is recognized in the consolidated statements of operations in the period that includes the enactment date.

Use of Estimates

14
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The preparation of financial statements in conformity with accounting principles generally accepted in the United
States requires management to make estimates, judgments and assumptions that affect the reported amounts of assets,
liabilities, revenue and expenses. Actual results could differ from those estimates.

Segment Reporting

The Company has determined that it has only one operating and reportable segment, Merriman Curhan Ford & Co.,
for the purpose of making operating decisions and assessing performance, which comprised more than 90% of the
Company’s consolidated total assets as of September 30, 2009 and consolidated total revenues for the three and nine
month periods ended September 30, 2009. In the fourth quarter of 2008, Merriman Curhan Ford Group, Inc. decided
to liquidate the funds under management by MCF Asset Management, LL.C, which was no longer considered by
management as an operating and reportable segment. In January 2009, the Company sold its primary research
business, Panel Intelligence, LLC and has presented its results of operations as discontinued operations.

8
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)

1. Significant Accounting Policies - Continued
New Accounting Pronouncements

On July 1, 2009, the Company adopted the FASB Accounting Standards Codification (“ASC”). The ASC does not alter
current U.S. GAAP, but rather integrated existing accounting standards with other authoritative guidance. The ASC
provides a single source of authoritative U.S. GAAP for nongovernmental entities and supersedes all other previously
issued non-SEC accounting and reporting guidance. The adoption of the ASC did not have any effect on our results of
operations or financial position. All prior references to U.S. GAAP have been revised to conform to the ASC. Updates
to the ASC are issued in the form of Accounting Standards Updates (“ASU”).

In January 1, 2009, the Company adopted the revisions to U.S. GAAP accounting standards included in ASC 815,
“Derivatives and Hedging”. ASC 815 applies to any freestanding financial instruments or embedded features that have
the characteristics of a derivative and to any freestanding financial instruments that are potentially settled in an entity’s
own common stock. As a result of adopting ASC 815, warrants to purchase shares of our common stock previously
treated as equity pursuant to the derivative treatment exemption were no longer afforded equity treatment. The
adoption of the revised guidance related to derivatives and hedging resulted in classification of certain warrants issued
during the quarter in connection with financing activities as derivative liabilities with mark to market accounting. See
Note 5 for additional information regarding the accounting for the warrant liabilities.

In April 2009, the Company adopted the revisions to U.S. GAAP accounting standards included in ASC 825,
“Financial Instruments”, which requires public companies to include disclosures required for all financial instruments
within the scope of ASC 825 in their interim financial statements. In addition, this guidance requires disclosure about
the method and significant assumptions to estimate fair value of financial instruments and disclosure of changes in the
methods or significant assumptions, if any, during the period. The adoption of the revised guidance related to financial
statement disclosure only and did not have any effect on our results of operations or financial position.

Also in April 2009, the Company adopted the revisions to U.S. GAAP accounting standards included in ASC 820,
which provides additional guidance in determining whether a market for a financial asset is not active and a
transaction is not distressed for fair value measurement purposes. This guidance does not have a significant impact on
the Company’s financial position, results of operations, or cash flows.

In May 2009, the Company adopted the revisions to U.S. GAAP accounting standards included in ASC 855,
“Subsequent Events”, which establishes the accounting and disclosure of events that occur after the balance sheet date
but before financial statements are issued or are available to be issued. It requires the disclosure of the date through
which an entity has evaluated subsequent events and the basis for that date. This guidance did not have any impact on
the Company’s financial position, results of operations, or cash flows.

In June 2009, the FASB issued SFAS No. 167, Amendments to FASB Interpretation No. 46(R) (SFAS 167), which
has not yet been codified in the ASC. This guidance is a revision to pre-existing guidance pertaining to the
consolidation and disclosures of variable interest entities. Specifically, it changes how a reporting entity determines
when an entity that is insufficiently capitalized or is not controlled through voting (or similar rights) should be
consolidated. The determination of whether a reporting entity is required to consolidate another entity is based on,
among other things, the other entity’s purpose and design and the reporting entity’s ability to direct the activities of the
other entity that most significantly impact the other entity’s economic performance. This guidance will require a
reporting entity to provide additional disclosures about its involvement with variable interest entities and any

16
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significant changes in risk exposure due to that involvement. A reporting entity will be required to disclose how its
involvement with a variable interest entity affects the reporting entity’s financial statements. This guidance will be
effective at the start of a reporting entity’s first fiscal year beginning after November 15, 2009. Early application is not
permitted. The Company is currently evaluating the impact on our financial statements, if any, upon adoption.

9
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)

2. Going Concern

These consolidated financial statements have been prepared assuming that the Company will continue as a going
concern for the foreseeable future and will be able to realize its assets and discharge its liabilities in the normal course
of operations.

During the nine months ended September 30, 2009, the Company incurred a net loss of $19,055,000 and used
$11,046,000 in net cash from operating activities, of which $4,300,000 was for the settlement of certain legal cases
against the Company. At September 30, 2009, the Company had cash and cash equivalents of $7,526,000, marketable
securities of $4,629,000 and receivables from clearing broker of $2,113,000. The Company had liabilities of
$34,877,000, of which $26,522,000 represent warrant liabilities which will not be settled in cash. The Company’s
ability to generate profits is highly dependent on stock market trading volumes and the general economic
environment. As a result, the ability of the Company to meet its forward obligations and the ability to continue as a
going concern may be in question.

In 2008, the Company incurred a net loss of over $30 million and used approximately $25 million in cash.

The Company has largely completed implementing a plan to increase its operating flexibility and extend its cash
reserves. The plan primarily consisted of four steps which are more fully described below:

1. Reduce operating costs (on-going)
2. Shed non-essential operations (mostly completed)

3. Negotiate a settlement of pending litigations (completed
for key cases)

4. Raise additional capital (completed)

During 2008 and early 2009, the Company implemented significant expense control and cost reduction programs
focused on reducing cash losses and increasing operational flexibility eliminating more than $10 million in annual
operating expenses. The primary contributor to these savings has been the elimination of more than 50% of the
Company’s workforce, as well as salary reductions. The Company believes that it has been able to execute these
reductions with limited impact to its ability to generate and execute new business in the current market environment.
With these measures largely complete, the Company believes that it has increased its ability to meet its obligations
during the remainder of 2009 and beyond.

As a part of the four-step plan mentioned above, in January of 2009, the Company shed non-essential operations or
those requiring substantial cash infusions. First, the Company sold Panel Intelligence, LLC on January 30, 2009. This
subsidiary required a cash injection of $1,131,000 during 2008 and was projected to reach breakeven only in late
2009. Also in January 2009, the Company sold its operations known as Institutional Cash Distributors (or “ICD”) to a
group of its employees. While this business was profitable, management structured a transaction that substantially
increased the near-term flow of capital. The Company expects to finalize the sale of ICD when the buyers obtain their
broker-dealer license, although all the sales proceeds have been received.
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Finally, the Company is in the process of shutting down MCF Asset Management, another subsidiary in which the
Company had invested considerable resources during 2008. The result of these actions has been to reduce operating
losses and increase available cash, which will also strengthen its capital position.

The Company settled seven of the civil litigations resulting from the alleged fraud by its former customer William
Del Biaggio III and its terminated employee Scott Cacchione. The total amount of the claims made in the cases
amounted to approximately $43.5 million. These claims were settled for $4.3 million, the issuance of 5-year warrants
to buy 1,538,461 shares of the Company’s common stock at $0.65 each, and the assignment of rights to collect certain
insurance payments from the Company’s insurers. The Company substantially reduced its potential liability in these
legal proceedings and the expenses required to fight the allegations. In addition, it has also freed up valuable
management resources needed to face challenging market and economic conditions.

10
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)

2. Going Concern — continued

The Company completed a strategic transaction in which it issued 23,720,916 shares Series D Convertible Preferred
Stock and the same number of warrants to purchase the Company’s common stock. The strategic transaction resulted
in the infusion of $10.2 million of capital prior to the payment of the settlement amount of $4.3 million. On May 29,
June 30, and July 31, 2009, the Company issued convertible notes, promissory notes and a secured promissory note,
respectively. The principal and interest of all prior financings were either redeemed or reinvested in the Series D
Convertible Preferred Stock. At September 30, 2009, the Company had no debt outstanding. (See Notes 3 and 4.)

The Company’s ability to meet its going concern obligations is highly dependent on market and economic

conditions. Even after executing the majority of its four-step plan, it will not be capable of sustaining losses of the
same magnitude as those incurred in 2008. However, it is worth noting that 2008 was an unprecedented year both in
terms of stock market volatility and general economic challenges. Furthermore, the large number of civil litigations
and resulting SEC investigation was a massive drain on corporate resources. The Company believes that its reduced
cost structure, lower legal expenses and shedding of non-core business have increased its operating runway. However,
if operating conditions worsen or if the company receives adverse judgments in its pending litigations, it may not have
the resources to meet its financial obligations as a going concern.

These financial statements do not reflect adjustments in the carrying values of assets and liabilities, the reported
revenues and expenses, and the balance sheet classifications used that would be necessary if the going concern
assumption were not appropriate. These adjustments could be material.

As a result of the completion of a major part of our plan and the issuance of the Series D Convertible Preferred Stock,
management will reassess the appropriateness of this going concern disclosure at fiscal year end. There is no
assurance whether or not going concern disclosures will be required when assessed.

3. Issuance of Debt

The Company entered into a series of strategic transactions beginning in May 2009 which culminated in the issuance
of Series D Convertible Preferred Stock on September 8, 2009. The May 2009 transaction is described in the
Company’s Form 10-Q for the period ending June 30, 2009 and below.

Convertible Notes

On May 29, 2009, the Company sold and issued $525,000 in principal amount of Secured Convertible Promissory
Notes (each a “Note,” and collectively, the “Notes”). On June 1, 2009, the Company issued an additional $100,000 of
Notes. The investor group included eight individuals, comprised of certain officers and employees of the Company as
well as an outside investor. The Notes were issued in a private placement exempt from registration

requirements. There were no underwriters, underwriting discounts or commissions involved in the transactions. The
Notes carried an interest rate of 11% per annum, payable in cash quarterly, and were due upon the earlier of two years
from issuance or a change in control of the Company. As part of this transaction, the Company entered into a Security
Agreement with the investors in the Notes by which the Company pledged all assets of the Company as security for
the Notes. If the Company were to liquidate, the investors in the Notes would have to be repaid before any other
obligations of the Company, which would have reduced the amount of assets available for distribution to the
Company’s Stockholders.
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The Notes were convertible into common stock of the Company at a price of $0.50 per share and came with warrants
(the “Warrants”) to purchase additional shares of common stock of the Company at $0.50 per share for a number of
shares of common stock equal to 75% of the principal amount of the Notes purchased, divided by $0.50. The Notes
would have been convertible beginning six months after issuance while the Warrants are exercisable at any time.

11

21



Edgar Filing: Merriman Curhan Ford Group, Inc. - Form 10-Q

MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)

3. Issuance of Debt — continued

Both the Notes and the Warrants have anti-dilution features so that if the Company pays dividends, splits (forward or
reverse) its common shares, or adjusts its shares outstanding due to a combination, the conversion and exercises
prices, respectively, would also adjust proportionally. The Notes had a two-year maturity and the warrants will expire
10 years from the date of the transaction.

The total proceeds of $625,000 raised in the transaction described above were accounted for under generally accepted
accounting principles, ASC 470, “Debt”. The Company has accounted for this transaction as the issuance of convertible
debt and a detachable stock warrant. The total proceeds of $625,000 have been allocated to these individual
instruments based on their relative fair value as determined by management.

The Company estimated the fair value of its convertible debt at the time of issuance. As a result, the Notes and the
Warrants were carried at fair values of $419,000 and $206,000, respectively, at inception. The Notes had an
embedded beneficial conversion option and the $419,000 value could be bifurcated into a host valued at $239,000 and
a beneficial conversion option valued at $180,000. The value of the Warrant was recorded as an increase to additional
paid-in capital.

The Notes were converted into Series D Convertible Preferred Stock (see Note 4). At September 30, 2009, no Notes
remain outstanding.

Unsecured Promissory Notes

On June 30, 2009, the Company issued $300,000 in unsecured promissory notes to three of its employees at an
interest rate of 3.25%. The maturity date of the notes was October 31, 2009, although they were repayable earlier on
the occurrence of certain events. These notes were paid in full in cash. At September 30, 2009, no unsecured
promissory notes remain outstanding.

Bridge Note

On July 31, 2009, the Company issued Mr. Ronald L. Chez, the lead investor in the Series D Transaction, a Secured
Promissory Note in the amount of $500,000 at an annual interest rate of 9.00%. The term of the Note was three years,
redeemable by Mr. Chez upon presentation of written demand. The Note was guaranteed personally by Messrs.
Jonathan Merriman (CEO) and Peter Coleman (CFO). The Company issued 10-year warrants to purchase 1,162,791
shares of the Company’s common stock at an exercise price of $0.65 per share to Mr. Chez in connection with this
transaction. (See Note 5 regarding the accounting for the warrants.) Each of the two members of management was
compensated for the guarantee with identical warrants to purchase 581,395 shares of the Company’s common stock.

As discussed above, the Company issued warrants to purchase 2,325,581 shares of common stock in conjunction with
the issuance of the Bridge Note. These warrants were assessed in accordance with ASC 815 “Derivatives and Hedging”
and it was determined that the full ratchet provision included in the warrant agreement triggered derivative liability
accounting. As a result, in accordance with the accounting guidance, the warrants were recorded at fair value and will
be marked to market on each reporting date with the change in fair value recorded in the Consolidated Statements of
Operations. Additionally, the proceeds of the transaction will be allocated between the Bridge Note and the warrants
using the residual method in which proceeds are first allocated to the warrant liability and any remaining value is then
allocated to the Bridge Note. The warrants were valued using the Black-Scholes fair value model. The grant date fair
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value of the warrants issued in connection with the Bridge Note to the note holder and the members of management
was $347,000 and $347,000, respectively. The Company allocated all of the proceeds to the warrant liability and
recorded a full debt discount to be applied against the note using the residual method. The fair value of the warrants
issued to members of management in compensation for the note guarantee was recorded as a debt issuance cost. Both
the debt discount and the debt issuance cost was to be amortized to interest expense over the term of the note. (See
Note 5 below for more information regarding the warrant liability.)

12
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)

3. Issuance of Debt — continued

In September 2009, the Bridge Note was converted into Series D Convertible Preferred Stock. At the date of
conversion, there was $503,000 of principal and interest outstanding on the Bridge note which was converted
into1,171,000 shares of Series D Convertible Preferred Stock. Additionally, as of the conversion date, the entire debt
discount and related debt issuance costs were expensed and no outstanding balance remained at September 30, 2009.

4. Series D Convertible Preferred Stock

On September 8, 2009, the Company issued 23,720,916 shares of Series D Convertible Preferred Stock along with
5-year warrants to purchase 23,720,916 shares of the Company’s common stock with an exercise price of $0.65 per
share. The investor group constituted of 56 individuals and entities including certain officers, directors and employees
of the Company, as well as outside investors. All or portions of the principal and accrued interest of the May 29, 2009
Convertible Notes, the June 30 Unsecured Promissory Note and the July 31 Bridge Note were converted into the
Series D Convertible Preferred Stock shares. None of these debt instruments remain outstanding after September 8,
2009. The warrants issued in conjunction with the May 29 Convertible Notes and with the July 31 Bridge Note
remain outstanding. (See Note 5 regarding the accounting for the warrants issued.)

The Series D Convertible Preferred Stock was issued in a private placement exempt from registration requirements
pursuant to Regulation D of the Securities Act of 1933, as amended. Cash consideration was deposited into escrow on
or around August 27, 2009. Each share of Series D Convertible Preferred Stock is convertible into one share of
Common Stock of the Company. The Series D Convertible Preferred Stock carries a dividend rate of 6% per annum,
payable in cash monthly.

Both the Series D Convertible Preferred Stock and the warrants issued in connection with the Series D Convertible
Preferred Stock have anti-dilution features including a full ratchet provision so that if the Company pays dividends,
splits its common shares forward or reverse, or adjusts its shares outstanding due to a combination, the conversion and
exercises prices would also adjust proportionally. The warrants will expire 5 years from the date of the

transaction. Holders of the Series D Convertible Preferred Stock may convert them into shares of the Company’s
common stock at any time in amounts no less than $100,000 unless all of the shares held by the holder are for a lesser
amount. The Series D Convertible Preferred Stock will automatically convert at the discretion of the Company upon
10-day notice given when the average closing price of the Company’s common stock over a 30-day period is at or
above $3.00 per share and when the average trading volume for the immediately prior four-week period is 30,000
shares or more, provided that the shares have been effectively registered with the Securities and Exchange
Commission or all of the Series D Convertible Preferred Stock may be sold under Rule 144 of the 1933 Exchange Act.

The total proceeds of $10.2 million raised in the transaction described above are accounted for under generally
accepted accounting principles, primarily ASC 470, “Debt”. The Company has accounted for this transaction as the
issuance of convertible preferred stock and a detachable stock warrant. The total proceeds of $10.2 million have been
allocated to these individual instruments based on the residual method.

As discussed above, the Company issued warrants to purchase 23,720,916 shares of common stock in conjunction
with the sale of the Series D Convertible Preferred Stock. These warrants were assessed in accordance with ASC 815
“Derivatives and Hedging” and it was determined that the full ratchet provision included in the warrant agreement
triggered derivative liability accounting. As a result, in accordance with the accounting guidance, the warrants were
recorded at fair value and will be marked to market on each reporting date with the change in fair value recorded in

24



Edgar Filing: Merriman Curhan Ford Group, Inc. - Form 10-Q

the Consolidated Statements of Operations. Additionally, the proceeds of the transaction were allocated between the
Series D Convertible Preferred Stock and the warrants using the residual method in which proceeds are first allocated
to the warrant liability and any remaining value is then allocated to the preferred stock. The warrants were valued
using the Black-Scholes fair value model. The grant date fair value of the warrants issued with the Series D
Convertible Preferred Stock was $15,264,000. As the fair value of the warrants exceeds the proceeds received, the
Company allocated all of the proceeds, with the exception of the par value of the Series D Convertible Preferred
Stock, to the warrant liability. The additional value needed to record the warrants at fair value was recorded as a
charge to additional paid-in capital (APIC) and shown as deemed dividend on the Consolidated Statements of
Operations. (See Note 5 below for more information regarding the warrant liability.)

The Series D Convertible Preferred Stock issued by the Company pays dividends to the holders at an annual rate of
6%, payable monthly in arrears. As of September 30, 2009, the Company recorded a cash dividends payable of
$39,000 which was included in accrued liabilities as of September 30, 2009.

13
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)

5. Accounting for Warrant Liabilities

The accounting for the liabilities arising out the issuance of the Company’s warrants is discussed below under the
following sections:

*Overview of Warrant Liability accounting

Series D Convertible Preferred Stock Warrant Liabilities

JJuly 31, 2009 Bridge Note Warrant Liabilities

Settlement Warrant Liabilities

«Summary of effects of warrants on the Consolidated Statements of Operations
Overview of Warrant Liability Accounting

Under ASC 815, “Derivatives and Hedging”, instruments which do not have fixed settlement provisions are deemed to
be derivative instruments. The exercise price of the detachable warrants issued with the Company’s Series D
Convertible Preferred Stock is not fixed because the exercise prices may be lowered if the Company issues securities
at prices lower than the price on which the exercise price for the warrant was based. This is also the case with the
warrants issued in connection with the $500,000 Bridge Note issued on July 31, 2009 and the warrants issued to the
litigants in the settlement. The Company included the reset provisions in order to protect the warrant holders from
potential dilution associated with future financings. In accordance with ASC 815, the warrants were recognized as a
derivative instrument and have been characterized as warrant liabilities at their fair value. ASC 815 requires that the
fair value of these liabilities be re-measured at the end of every reporting period, with the change in value reported in
the Consolidated Statements of Operations.

Series D Convertible Preferred Stock Warrant Liabilities

The portion of warrant liabilities related to outstanding warrants issued in connection with the Series D Convertible
Preferred Stock was valued using the Black-Scholes option valuation model.

Sept 8, Sept 30,
Inception Date / Measurement Date 2009 2009
Number of warrants 23,720,916 23,720,916
Fair value — warrant liability $15,264,330 $22,850,737
Change in value since inception $ 7,586,407

As of September 30, 2009, the Series D Convertible Preferred Stock warrant liability had a fair value of $22,851,000.
The increase in value of $7,586,000 within the three months ended September 30, 2009 is included in the
Consolidated Statements of Operations, in accordance with ASC 815.
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)
5. Accounting for Warrant Liabilities — continued

Bridge Note Warrant Liabilities

The portion of warrant liabilities related to outstanding warrants issued in connection with the July 31, 2009 bridge
note was valued using the Black-Scholes option valuation model.

July 31, Sept 30,
Inception Date / Measurement Date 2009 2009
Number of warrants 2,325,581 2,325,581
Fair value — warrant liability $ 693,994 $ 2,240,261
Change in value since inception $ 1,546,267

As of September 30, 2009, the Bridge Note warrant liability had a fair value of $2,240,000. The increase in value of
$1,546,000 within the three months ended September 30, 2009 is included in the Consolidated Statements of
Operations, in accordance with ASC 815.

Settlement Warrant Liabilities

As discussed in Note 13, during the 3 months ended September 30, 2009, the Company issued 5-year warrants to
purchase 1,538,461 shares of common stock at $0.65 in connection with a legal settlement. The warrants contained the
same anti-dilution provision as the Series D Convertible Preferred Stock warrants and the Bridge Note warrants. In
accordance with ASC 815 “Derivatives and Hedging” the Company recorded the fair value of the settlement warrants as
a warrant liability on the date of grant and will mark the warrants to market on each reporting date with the change in
value recorded in the Consolidated Statements of Operations.

The portion of warrant liabilities related to outstanding warrants issued in connection with the settlement of litigation
was valued using the Black-Scholes option valuation model.

Sept 8, Sept 30,
Inception Date / Measurement Date 2009 2009
Number of warrants 1,538,461 1,538,461
Fair value — warrant liability $ 934926 $ 1,430,712
Change in value since inception $ 495,786
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)
5. Accounting for Warrant Liabilities — continued
As of September 30, 2009, the total settlement warrant liability had a fair value of $1,431,000. The increase in value
of $496,000 within the three months ended September 30, 2009 is included in the Consolidated Statements of
Operations, in accordance with ASC 815.

Summary of Effects of Warrants on the Consolidated Statements of Operations

Warrant Operating  Non-Operating

Liabilities Expense  Expense
Series D Convertible Preferred Stock warrant liability $ 15,264,330
Bridge note warrant liability 693,995
Settlement warrant liability 934,926 934,926
Change in value - Series D Convertible Preferred Stock warrant
liability 7,586,407 7,586,407
Change in value - Bridge note warrant liability 1,546,267 1,546,267
Change in value - Settlement warrant liability 495,786 495,786
Net effect of warrant liabilities $26,521,711 $ 934926 $ 9,628,460

6. Fair Value of Assets and Liabilities

Fair value is defined as the price at which an asset would sell for or an amount paid to transfer a liability in an orderly
transaction between market participants at the measurement date (the exit price). Where available, fair value is based
on observable market prices or parameters or derived from such prices or parameters. Where observable prices or
parameters are not available, valuation models are applied. These valuation techniques involve some level of
management estimation and judgment, the degree of which is dependent on the price transparency for the instruments
or the market on which they are primarily traded, and the instruments’ complexity. Assets and liabilities recorded at
fair value in the Consolidated Statements of Financial Condition are categorized based upon the level of judgment
associated with the inputs used to measure their fair value. A description of the valuation techniques applied to the
Company’s major categories of assets and liabilities measured at fair value on a recurring basis follows.

Securities Owned

Corporate Equities

Corporate equities are comprised primarily of exchange-traded equity securities that the Company takes selective
proprietary positions based on expectations of future market movements and conditions. They are generally valued
based on quoted prices from the exchange. To the extent these securities are actively traded, valuation adjustments are

not applied and they are categorized in Level 1 of the fair value hierarchy.
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)

6. Fair Value of Assets and Liabilities — continued
Stock Warrants

Stock warrants provide their holders with the right to purchase equity in a publicly traded company. Such positions
are considered illiquid and do not have readily determinable fair values, and therefore require significant management
judgment or estimation. For these securities, the Company uses the Black-Scholes valuation methodology or similar
techniques. They are classified within Level 3 of the fair value hierarchy.

Underwriters’ Purchase Options

Underwriters’ purchase options represent the right to purchase securities of publicly-traded companies for which the
Company acted as an underwriter to account for any overallotment of these securities in a public offering. Such
positions are considered illiquid and do not have readily determinable fair values, and therefore require significant
management judgment or estimation. For these securities, the Company uses the Black-Scholes valuation
methodology. They are classified within Level 3 of the fair value hierarchy.

Preferred Stock

Preferred stock represents preferred equity in publicly traded companies. The preferred stock owned by the Company
is convertible at the Company’s discretion. For these securities, the Company uses the exchange-quoted price of the
common stock equivalents to value the securities. They are classified within Level 1 of the fair value hierarchy.

Securities Sold, Not Yet Purchased

Securities sold, not yet purchased are comprised primarily of exchange-traded equity securities that the Company sold
short based on expectations of future market movements and conditions. They are generally valued based on quoted
prices from the exchange. To the extent these securities are actively traded, valuation adjustments are not applied and
they are categorized in Level 1 of the fair value hierarchy.

Securities Issued
Warrant Liabilities

Stock warrants issued to the Company’s investors and creditors are rights to purchase equity in the Company. Such
positions are considered illiquid and do not have readily determinable fair values, and therefore require significant
management judgment or estimation. For the warrant liabilities, the Company uses the Black-Scholes valuation
methodology or similar techniques. They are classified within Level 3 of the fair value hierarchy. In accordance with
ASC 820 “Fair Value Measurements and Disclosures”, assets measured at fair value on a recurring basis are categorized
in the table below based upon the lowest level of significant input to the valuations.
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MERRIMAN CURHAN FORD GROUP, INC.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED

6. Fair Value of Assets and Liabilities — continued

Summary

Assets:

Securities owned:
Corporate equities
Stock warrants
Preferred stock

Total securities owned

Liabilities:

Warrant liabilities

Securities sold, not yet purchased
Total fair value liabilities

Assets:
Securities owned:
Corporate equities
Stock warrants
Underwriters’ purchase option
Preferred stock
Total securities owned

Liabilities:

Warrant liabilities

Securities sold, not yet purchased
Total fair value liabilities

18

(unaudited)

Fair Value at September 30, 2009
Level 1 Level 2 Level 3 Total
$ 2955112 $ —3$ —$ 2,955,112
— — 1,956,455 1,956,455
1,692 — — 1,692
$ 2,956,804 $ —3$ 1,956,455 $ 4,913,259
— — 26,521,711 26,521,711
$ 838,199 $ —$ —3$ 838,199
$ 838,199 $ —$26,521,711 $27,359,910
Fair Value at December 31, 2008
Level 1 Level 2 Level 3 Total
$ 3,353,784 $ 650 $ 695 $ 3,355,129
— — 1,605,451 1,605,451
— — 27,995 27,995
63 — — 63
$ 3,353,847 $ 650 $ 1,634,141 $ 4,988,638
$ 903,217 $ —3 —$ 903,217
$ 903,217 $ —3 —$ 903,217
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MERRIMAN CURHAN FORD GROUP, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED
(unaudited)

6. Fair Value of Assets and Liabilities — continued

The following summarizes the change in carrying values associated with Level 3 financial instruments for the nine
months ended September 30, 2009:

Corporate Stock Underwriters’
Equities Warrants ~ Purchase Option Total

Assets:

Balance at December 31, 2008 $ 695 $ 1,605,451 $ 27,995 $ 1,634,141
Purchases, issuances and settlements 50,998 254,298 — 305,296
Net transfers in / (out) (51,693) (108,900) —  (160,593)
Gains / (losses)

Realized — (79,093) (91,058) (170,151)

Unrealized — 284,699 63,063 347,762

Balance at September 30, 2009 $ —3$ 1,956,455 $ —3$ 1,956,455

Liabilities:

Balance at December 31, 2008 $ —3$ —3 —3$ —
Value at issuance — 16,893,251 — 16,893,251
Change in value — 9,628,460 — 9,628,460

Balance at September 30, 2009 $ —$26,521,711 $ —$26,521,711

The amounts of unrealized losses for the three months ended September 30, 2009 included in the table above are all
attributable to those assets held as of September 30, 2009. Net gains and losses (both realized and unrealized) for
Level 3 financial assets (securities owned by the Company) are a component of “Principal transactions” in the
Consolidated Statements of Operations. Changes in value of the warrant liabilities (warrants issued by the Company)
constitute “Change in fair value of warrant liability” in the Consolidated Statements of Operations.

7. Share-Based Compensation Expense
Stock Options and Warrants

As of September 30, 2009, there were 7,091,430 shares authorized for issuance under the Option Plans, and 612,858
shares authorized for issuance outside of the Option Plans. As of September 30, 2009, 282,231 shares were available
for future option grants under the Option Plans. There were no shares available for future option grants outside of the
Option Plans. Compensation expense for stock options during the three months and nine months ended September 30,
2009 was $119,000 and $329,000, respectively. Compensation expense for stock options during the three months and
nine months ended September 30, 2008 was $421,000 and $1,204,000, respectively.

The following table is a summary of the Company’s stock option activity for the nine months ended September 30,
2009:

Weighted
Options Average
Outstanding Exercise Price
Balance as of December 31, 2008 1,167,117 $ 5.85
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Granted 4,925,709 0.53
Exercised - -
Canceled (789,681) (3.32)
Balance as of September 30, 2009 5,303,145 $ 1.28
Exercisable as of September 30, 2009 547,300 $ 6.02

As of September 30, 2009, there were 18,333 warrants outstanding issued as compensation, issued with a 5-year term
and an exercise price of $0.65 per share.
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