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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements (unaudited)

MCF CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)
Three Months Ended March 31,
2004 2003
Revenue:
Commissions $ 5,906,064 $ 1,279,841
Principal transactions 624,478 215,340
Investment banking 4,687,694 371,875
Other 4,040
Total revenue 11,222,276 1,867,056
Operating expenses:
Compensation and benefits 7,601,180 1,387,936
Brokerage and clearing fees 717,549 302,520
Professional services 254,498 84,089
Occupancy and equipment 152,271 74,172
Communications and technology 265,280 184,821
Depreciation and amortization 23,940 15,230
Other 518,035 436,813
Total operating expenses 9,532,753 2,485,581
Operating income (loss) 1,689,523 (618,525)
Interest income 10,022 4,101
Interest expense (58,676) (212,071)
Income (loss) before income taxes 1,640,869 (826,495)
Income tax expense (396,448)
Net income (loss) $ 1,244,421 $ (826,495)
Earnings (loss) per share:
Basic $ 0.02 $ (0.04)
Diluted $ 0.02 $ (0.04)
Weighted average common shares outstanding:
Basic 54,758,184 23,521,580
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Diluted 79,879,489 23,521,580

The accompanying notes are an integral part of these condensed consolidated financial statements.
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MCF CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

Cash and cash equivalents
Securities owned:
Marketable, at fair value

Not readily marketable, at estimated fair value

Restricted cash

Due from clearing broker
Accounts receivable, net
Equipment and fixtures, net

Debt issuance costs

Prepaid expenses and other assets

Total assets

(unaudited)

ASSETS

LIABILITIES AND STOCKHOLDERS EQUITY

Accounts payable

Commissions payable

Accrued liabilities

Due to clearing and other brokers
Securities sold, not yet purchased
Capital lease obligation
Convertible notes payable, net
Notes payable

Total liabilities

Commitments and contingencies

Stockholders equity:

Preferred stock, Series A $0.0001 par value; 2,000,000 shares authorized; 169,364 and 657,201 shares

issued and outstanding as of March 31, 2004 and December 31, 2003, respectively; aggregate

liquidation preference of $467,162

Preferred stock, Series B $0.0001 par value; 12,500,000 shares authorized; 8,750,000 shares issued and
0 shares outstanding as of March 31, 2004 and December 31, 2003; aggregate liquidation preference of

$0

Preferred stock, Series C $0.0001 par value; 14,200,000 shares authorized; 11,800,000 shares issued

and 0 shares outstanding as of March 31, 2004 and December 31, 2003; aggregate liquidation

preference of $0

Common stock, $0.0001 par value; 300,000,000 shares authorized; 58,928,243 and 55,951,675 shares
issued; and 58,848,243 and 55,871,675 shares outstanding as of March 31, 2004 and December 31,

2003, respectively
Treasury stock

Additional paid-in capital

Table of Contents

$

$

March 31,

2004

9,315,884

1,235,106
1,117,971
500,000
1,261,155
727,278
272,481

273,352

14,703,227

305,819
2,374,104
2,013,928

146,529

56,395

113,449

396,628
1,386,180

6,793,032

17

5,885
(363,653)

97,564,520

December 31,
2003

$ 6,142,958

608,665
637,533
500,000
775,697
498,236
192,421

23,340
325,096

$ 9,703,946

$ 179,620
1,006,192
1,149,321

154,995
225
24,401
520,612
1,407,370

4,442,736

66

5,587
(363,653)

95,870,008
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Deferred compensation (1,523,702) (1,244,490)
Accumulated deficit (87,772,872) (89,006,308)
Total stockholders equity 7,910,195 5,261,210

Total liabilities and stockholders equity $ 14,703,227 $ 9,703,946

The accompanying notes are an integral part of these condensed consolidated financial statements.
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MCF CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)
Three Months Ended March 31,
2004 2003

Cash flows from operating activities:
Net income (loss) $ 1,244421 $  (826,495)
Adjustments to reconcile net income (loss) to net cash provided by (used in) operating activities:
Depreciation and amortization 23,940 15,230
Stock-based compensation 159,166 31,250
Stock warrants issued 9,849
Amortization of discounts on convertible notes payable 26,016 74,302
Amortization of debt issuance costs 23,340 17,019
Unrealized (gain) loss on securities (141,519) (28,299)
Common stock and stock warrants received for investment banking services (456,683)
Other 4,371
Changes in operating assets and liabilities:
Marketable securities owned (452,507) 239,745
Due from clearing broker (485,458) (59,495)
Accounts receivable (229,042) 11,466
Prepaid expenses and other assets 51,744 10,211
Accounts payable 126,199 168,671
Commissions payable 1,367,912 70,497
Accrued liabilities 864,607 121,900
Due to clearing and other brokers (8,466) (13,448)
Net cash provided by (used in) operating activities 2,127,890 (167,446)
Cash flows from investing activities:
Purchase of equipment and fixtures (17,481) (26,595)
Net cash used in investing activities (17,481) (26,595)
Cash flows from financing activities:
Proceeds from the exercise of stock options and warrants 629,760
Proceeds from the issuance of common stock 455,789
Debt service payments (23,032)
Net cash provided by financing activities 1,062,517
Increase (decrease) in cash and cash equivalents 3,172,926 (194,041)
Cash and cash equivalents at beginning of period 6,142,958 1,402,627
Cash and cash equivalents at end of period $ 9,315,884 $ 1,208,586
Supplementary disclosure of cash flow information:
Cash paid during the period:
Interest $ 22,570 $ 105,000
Income taxes $ 120,800 $
Non-cash investing and financing activities:
Preferred stock dividends $ 10,985 $ 41,708
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Issuance of restricted stock $ 294,294 $

Issuance of stock options accounted for at intrinsic value $ 123,250 $
Conversion of notes payable to common stock $ 150,000 $
Acquisition of equipment and fixtures on capital lease $ 90,890 $

Common stock issued to settle accrued liabilities $ $ 4,551

The accompanying notes are an integral part of these condensed consolidated financial statements.
4
Table of Contents



Edgar Filing: MCF CORP - Form 10-Q

Table of Conten
MCF CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

1. Significant Accounting Policies

Basis of Presentation

The interim financial statements included herein for MCF Corporation, or the Company, have been prepared, without audit, 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 2003 audited consolidated financial
statements and notes thereto included in the Company s Annual Report on Form 10-K for the year ended December 31, 2003.

Institutional Brokerage Revenue

Agency commission revenue includes revenue resulting from executing stock exchange-listed securities, over-the counter securities and other
transactions as agent. 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.
Revenue generated from institutional brokerage transactions and related expenses are recorded on a trade date basis.

Investment Banking Revenue

Investment banking revenue consists of fees earned from private placements, mergers and acquisitions, management fees for

underwritten offerings, financial restructurings and other advisory services provided to clients. Investment banking fees are recorded as revenue
when the related service has been rendered, the client is contractually obligated to pay, and its collection is probable. Certain fees received in
advance of services rendered are recognized as revenue over the service period.

Stock-Based Compensation
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The Company uses the intrinsic value-based method in accordance with Accounting Principles Board, or APB, Opinion No. 25, Accounting for
Stock Issued to Employees, to account for employee stock-based compensation. Accordingly, compensation cost is recorded on the date of grant
to the extent the fair value of the underlying share of common stock exceeds the exercise price for a stock option or the purchase price for a
share of common stock. Such compensation cost is amortized on a straight-line basis over the vesting period of the individual award. Pursuant to
Statement of Financial Accounting Standards, or SFAS, No. 123, Accounting for Stock-Based Compensation, the Company discloses the pro
forma effect of using the fair value method of accounting for employee stock-based compensation. Stock-based awards granted to nonemployees
are accounted for pursuant to the fair value method in SFAS No. 123 and Issue No. 96-18 of the Emerging Issues Task Force. The associated
expense is measured and recognized by the Company over the period the services are performed by the nonemployee.

In December 2002, the Financial Accounting Standards Board, or FASB, issued SFAS No. 148, Accounting for Stock-Based
Compensation-Transition and Disclosure. SFAS 148 amends SFAS 123 to provide alternative methods of transition for a voluntary change to
the fair value based method of accounting for stock-based employee compensation. In addition, SFAS 148 amends the disclosure requirements
of SFAS 123 to require prominent disclosures in both annual and interim financial statements about the method of accounting for stock-based
employee compensation and the effect of the method used on reported results. The Company adopted SFAS No. 148 during 2002.

The Company has elected to continue to account for its stock-based compensation in accordance with the provisions of APB 25 and present the
pro forma disclosures required by SFAS 123 as amended by SFAS 148. Stock-based employee compensation for the three months ended March
31, 2004 and 2003 was accounted for under the intrinsic value method and, therefore, no compensation expense was recognized for those stock
options that had no intrinsic value at the date of grant.
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MCF CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

(unaudited)

If the Company were to recognize compensation expense over the relevant service period under the fair value method with respect to stock
options granted for the three months ended March 31, 2004 and all prior periods, net income (loss) would have changed, resulting in pro forma
net income (loss) and pro forma net income (loss) per share as presented below:

Three Months Ended March 31,

2004 2003
Net income (loss), as reported $ 1,244,421 $ (826,495)
Add: Stock-based employee compensation expense included in the reported net income
(loss) 36,849 31,250
Less: Stock-based employee compensation expense determined under fair value method
for all awards (403,127) (662,176)
Pro forma net income (loss) $ 878,143 $(1,457,421)
Net income (loss) per share, as reported:
Basic $ 0.02 $ (0.04)
Diluted $ 0.02 $ (0.04)
Net income (loss) per share, pro forma:
Basic $ 0.02 $ (0.04)
Diluted $ 0.01 $ (0.06)

The above pro forma disclosures are not necessarily representative of the effects on reported net income or loss for future years.

Newly Issued Accounting Standards

In January 2003, the FASB issued FIN 46, Consolidation of Variable Interest Entities, an Interpretation of ARB No. 51. In December 2003, the
FASB issued a revision to FIN 46, or Revised Interpretation, to clarify some of the provisions of FIN 46. FIN 46 provides guidance on how to
identify a variable interest entity, or VIE, and determine when the assets, liabilities, non-controlling interests, and results of operations of a VIE
must be included in a company s consolidated financial statements. A company that holds variable interests in an entity is required to consolidate
the entity if the company s interest in the VIE is such that the company will absorb a majority of the VIEs expected losses and/or receive a
majority of the entity s expected residual returns, if any. VIEs created after January 31, 2003, but prior to January 1, 2004, may be accounted for
either based on the original interpretation or the Revised Interpretations. However, the Revised Interpretations must be applied no later than the
first quarter of fiscal year 2004. VIEs created after January 1, 2004 must be accounted for under the Revised Interpretations. The adoption of this
standard did not have a material effect on its financial position or results of operations.
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Reclassification

Certain prior year amounts have been reclassified to conform to current year consolidated financial statement presentation.
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MCF CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

(unaudited)

2. Net Income (Loss) per Share

The following is a reconciliation of the basic and diluted net income (loss) available to common stockholders and the number of shares used in
the basic and diluted net income (loss) per common share computations for the periods presented:

Three Months Ended March 31,

2004 2003

Net income (loss) $ 1,244,421 $ (826,495)
Preferred stock dividends (10,985) (41,696)
Net income (loss) available to common stockholders basic 1,233,436 (868,191)
Interest and dividends on dilutive securities 10,211

Net income (loss) available to common stockholders diluted $ 1,243,647 $ (868,191)
Weighted-average number of common shares  basic 54,758,184 23,521,580
Exercise or conversion of all potentially dilutive common shares outstanding 25,121,305

Weighted-average number of common shares  diluted 79,879,489 23,521,580
Basic net income (loss) per share $ 0.02 $ (0.04)
Diluted net income (loss) per share $ 0.02 $ (0.04)

Basic earnings (loss) per share is computed by dividing net income (loss), less dividends on preferred stock, by the weighted average number of
common shares outstanding. Diluted earnings per share is calculated for the three months ended March 31, 2004 by dividing net income, less
dividends on preferred stock, by the weighted average number of common shares used in the basic earnings per share calculation plus the
number of common shares that would be issued assuming exercise or conversion of all potentially dilutive common shares outstanding. Diluted
loss per share is unchanged from basic loss per share for the three months ended March 31, 2003, because the addition of common shares that
would be issued assuming exercise or conversion would be anti-dilutive.

Shares used in the diluted net income (loss) per share computation in the above table include the dilutive impact of the Company s stock options
and warrants. The impact of the Company s stock options and warrants on shares used for the diluted earnings per share computation is
calculated based on the average share price of the Company s common stock for each period using the treasury stock method. Under the treasury
stock method, the tax-effected proceeds that would be hypothetically received from the exercise of all stock options and warrants with exercise
prices below the average share price of the Company s common stock are assumed to be used to repurchase shares of the Company s common
stock. The dilutive impact of the Company s stock options was calculated using an average price of the Company s common stock of $1.74 per
share for the three months ended March 31, 2004. Because the Company reported a net loss during the three months ended March 31, 2003, the
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Company excluded the impact of all stock options and warrants in the computation of dilutive earnings per share, as their effect would be
anti-dilutive.
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MCF CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS CONTINUED

(unaudited)

The Company excludes all potentially dilutive securities from its diluted net income (loss) per share computation when their effect would be
anti-dilutive. The following common stock equivalents were excluded from the earnings per share computation, as their inclusion would have
been anti-dilutive:

Three Months Ended March 31,

2004 2003

Stock options and warrants excluded due to the exercise price exceeding the average fair value

of the Company s common stock during the period 6,516,220

Weighted average stock options and warrants, calculated using the treasury stock method, that

were excluded due to the Company reporting a net loss during the period 17,991,972
Weighted average shares issuable upon conversion of the convertible notes payable 96,525 9,459,459
Weighted average shares issuable upon conversion of the convertible preferred stock 141,565 627,853
Total common stock equivalents excluded from diluted net income (loss) per share 6,754,310 28,079,284

3. Regulatory Requirements

Merriman Curhan Ford & Co. is a broker-dealer subject to Rule 15¢3-1 of the Securities and Exchange Commission, which specifies uniform
minimum net capital requirements, as defined, for their registrants. As of March 31, 2004, Merriman Curhan Ford & Co. had regulatory net
capital, as defined, of $3,811,000, which exceeded the amount required by $3,427,000. Merriman Curhan Ford & Co. is exempt from Rules
15¢3-3 and 17a-13 under the Securities Exchange Act of 1934 because it does not carry customer accounts, nor does it hold customer securities
or cash.

4. Income Taxes

The effective tax rate for the three months ended March 31, 2004 was approximately 24%. The effective tax rate for 2004 reflects the utilization
of some of the Company s net operating loss carryforwards. The Company did not record a provision for income taxed during the three month
ended March 31, 2003 because it reported a net loss for the period.
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ITEM 2. Management s Discussion and Analysis of Financial Condition and Results of Operations

This Quarterly Report on Form 10-Q, including this Management s Discussion and Analysis of Financial Condition and Results of Operations

contains forward-looking statements regarding future events and our future results that are based on current expectations, estimates, forecasts,

and projections about the industries in which we operate and the beliefs and assumptions of our management. Words such as may, will, should,
expects, anticipates, targets, goals, projects, intends, plans, believes, seeks, estimates, predicts, potential or continue,

and similar expressions are intended to identify such forward-looking statements. In addition, any statements that refer to projections of our

future financial performance, our anticipated growth and trends in our businesses, and other characterizations of future events or circumstances,

are forward-looking statements. Readers are cautioned that these forward-looking statements are only predictions and are subject to risks,

uncertainties, and assumptions that are difficult to predict. Therefore, actual results may differ materially and adversely from those expressed in

any forward-looking statements. Readers are referred to risks and uncertainties identified under Risk Factors beginning on Page 12 and

elsewhere herein. We undertake no obligation to revise or update publicly any forward-looking statements for any reason.

Overview

We are a financial services holding company that provides research, capital markets services, asset management, corporate and venture services,
and investment banking through our operating subsidiaries, Merriman Curhan Ford & Co. and MCF Asset Management, LL.C. Merriman Curhan
Ford & Co. is a securities broker-dealer and investment bank focused on emerging growth companies and growth-oriented institutional
investors. Merriman Curhan Ford & Co. is registered with the Securities and Exchange Commission as a broker-dealer and is a member of the
National Association of Securities Dealers, Inc. and Securities Investors Protection Corporation. MCF Asset Management, LLC, a registered
investment advisor, will engage in fixed income asset management for corporate clients and will manage alternative investment vehicles through
a fund of funds.

Our aim is to fill the void in San Francisco-based investment banking services for emerging growth companies by offering research, brokerage,
investment banking, advisory and corporate services for our institutional and corporate clients. By the end of the 1990 s, many of the investment
banking firms that previously served emerging-growth companies were acquired by large commercial banks and subsequently refocused to serve
larger clients and larger transactions. We are filling the gap created by the refocusing of such firms by originating differentiated research for our
institutional investor clients and providing specialized services for our emerging-growth corporate clients. The market sectors for our research
focus include technology, consumer, healthcare and life technology. Within these sectors, the specific industries covered include enterprise data
equipment, industrial technologies, enterprise software, internet applications and services, data communications, wireless technologies, media,
entertainment, restaurants, biotechnology and health-enabling technologies. Our mission is to become a leader in the researching, advising,
financing and trading of emerging growth companies.

Executive Overview

Our diluted earnings per share were $0.02 for the three months ended March 31, 2004, compared to a net loss of $0.04 per share during the first
quarter of 2003. Our profit margin was 11% and our return on average stockholders equity was 19%. The increase in our first quarter results,
compared with the same period last year, reflects strong growth in each of our lines of business, including investment banking and institutional
brokerage. In investment banking, revenue was up significantly reflecting the continued strong demand for private placements in public entities
and an increase in industry-wide equity underwriting activity during the quarter. In institutional brokerage, we continued to see increased trading
and investing opportunities for our clients.
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Though our operating results were strong in the first quarter, our business, by its nature, does not produce predictable earnings. Our results in
any given period can be materially affected by conditions in global financial markets and economic conditions generally.

Business Environment

The overall business environment during the quarter ended March 31, 2004 could be characterized as exhibiting an above expectations level of
economic activity that finally began producing the job growth that central bankers have long been anticipating. Improvement in consumer
confidence has lagged expectations despite the overall economic improvement. The Federal Reserve Open
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Market Committee (FOMC) maintained a very accommodative monetary policy by keeping the Fed Funds rate at a historically low 1% level.
The low short and long-term rates have acted to support the interest sensitive industries such as housing and autos. The low rates prevalent
during the month of March opened the window for homeowners seeking to refinance their home mortgage. The monthly savings recognized
helped consumers to offset the spike in energy prices that took place during the quarter. Economically sensitive commodity prices, as measured
by the CRB index, moved to multi-year highs, reducing the risk of disinflationary pressures damaging the economic recovery. Thus far the
FOMC has been very patient with their interest rate policy, preferring to be sure the economic recovery is firmly in place before boosting rates.
The Democratic Party selected its presumptive presidential nominee in a wild, albeit abbreviated primary season. This sets the stage for one of
the longest election seasons in our country s history. With the nation s electorate still largely divided and so much at stake from a fiscal and
foreign policy perspective, this election cycle may have a dramatic impact on the economic outlook. The equity markets have had a difficult time
establishing a defined trend thus far in 2004. Most markets managed modest gains for the quarter with smaller capitalization shares continuing
the trend of relative outperformance. This helped our securities broker dealer in the quarter as that sector is the focus of our activities.

Our securities broker-dealer and investment banking activities are linked to the capital markets. In addition, our business activities are focused in
the consumer growth, healthcare, specialty growth and technology sectors. By their nature, our business activities are highly competitive and are
not only subject to general market conditions, volatile trading markets and fluctuations in the volume of market activity, but also to the
conditions affecting the companies and markets in our areas of focus.

Fluctuations in revenues also occur due to the overall level of market activity, which, among other things, affects the flow of investment dollars
and the size, number and timing of investment banking transactions. In addition, a downturn in the level of market activity can lead to a decrease
in brokerage commissions. Therefore, revenues in any particular period may vary significantly from year to year.

The financial services industry continues to be affected by an intensifying competitive environment. The relaxation of banks barriers to entry
into the securities industry and expansion by insurance companies into traditional brokerage products, coupled with the repeal of laws separating
commercial and investment banking activities, has led to an increase in the number and size of companies competing for a similar customer
base; many of such competitors have greater capital resources and additional associated services with which to pursue these activities.

Critical Accounting Policies and Estimates

The consolidated financial statements are prepared in accordance with accounting principles generally accepted in the United States, which
require us to make estimates and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure
of contingent assets and liabilities. On an on-going basis, we evaluate our estimates, including those related to the valuation of securities owned
and deferred tax assets. We base our estimates on historical experience and on various other assumptions that are believed to be reasonable
under the circumstances, the results of which form the basis for making judgments about the carrying values of assets and liabilities that are not
readily apparent from other sources. Actual results could differ from those estimates. We believe the following critical accounting policies affect
our more significant judgments and estimates used in the preparation of our consolidated financial statements.

Valuation of Securities Owned

Securities owned that are not readily marketable are carried at fair value, with the accompanying gains and losses reflected in our results of
operations. The fair value of securities, for which a quoted market or dealer price is not available, is based on management s estimates. Among
the factors considered by management in determining the fair value of securities are the cost of the security, terms and liquidity, developments
since the acquisition of the securities, the sales price of recently issued securities, the financial condition and operating results of the issuer,
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earnings trends and consistency of operating cash flows, the long-term business potential of the issuer, the quoted market price of securities with
similar quality and yield that are publicly traded, and other factors generally pertinent to the valuation of securities. The fair value of these

securities is subject to a high degree of volatility and may be susceptible to significant fluctuation in the near term. Where available, we use
prices from independent sources such as listed market prices or dealer quotations.
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Revenue Recognition

We recognize brokerage revenue once the trade is consummated and the earnings process is complete. Investment banking revenue consists of
fees earned from private placements, mergers and acquisitions, management fees for underwritten offerings, financial restructurings and other
advisory services provided to clients. Investment banking fees are recorded as revenue when the related service has been rendered, the client is
contractually obligated to pay, and its collection is probable. Certain fees received in advance of services rendered are recognized as revenue
over the service period. Transaction-related expenses to date have been expensed as incurred.

Stock-Based Compensation

As part of our compensation of employees, we may use stock-based compensation, including stock options, restricted stock and other
stock-based awards. Compensation related to restricted stock and other stock-based awards is amortized over the vesting period of the award,
which is generally three to four years, and is included in our results of operations as compensation. Accounting principles generally accepted in
the United States allow alternative methods of accounting for stock options, including an intrinsic value method and a fair value method. The
intrinsic value method is intended to reflect the impact of stock options on stockholders based on the appreciation in the stock option over time,
generally driven by financial performance. The fair value method requires an estimate of the value of stock options to be recognized as
compensation over the vesting period of the awards. Currently, we use the intrinsic value method and do not recognize the impact of these
awards as compensation expense. Accordingly, we provide disclosure of the impact of the estimated fair value of the stock options on our
compensation and reported income in the notes to the consolidated financial statements. In determining the estimated fair value of stock options,
we use the Black-Scholes option-pricing model, which requires judgment regarding certain assumptions, including the expected life of the
options granted, dividend yields and stock volatility.

Deferred Tax Valuation Allowance

We account for income taxes in accordance with the provision of SFAS No. 109, Accounting for Income Taxes, which requires the recognition
of deferred tax assets and liabilities at tax rates expected to be in effect when these balances reverse. Future tax benefits attributable to temporary
differences are recognized to the extent that the realization of such benefits is more likely than not. We have concluded that it is more likely than
not that our deferred tax assets as of March 31, 2004 and 2003 will not be realized based on the scheduling of deferred tax liabilities and
projected taxable income. The amount of the deferred tax assets actually realized, however, could vary if there are differences in the timing or
amount of future reversals of existing deferred tax liabilities or changes in the actual amounts of future taxable income. Should we determine
that we will be able to realize all or part of the deferred tax asset in the future, an adjustment to the deferred tax asset will be recorded in the
period such determination is made.

Financial Condition

March 31, 2004 Compared to December 31, 2003

Cash and Cash Equivalents
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Cash and cash equivalents increased by $3,173,000, or 52%, from $6,143,000 as of December 31, 2003 to $9,316,000 as of March 31, 2004.
Cash and cash equivalents were higher primarily as a result of net cash provided by our operating activities and proceeds from the exercise of
stock options and warrants.

Securities Owned

Securities owned increased by $1,107,000, or 89%, from $1,246,000 as of December 31, 2003 to $2,353,000 as of March 31, 2004. This
increase consisted of $626,000 related to marketable securities and $481,000 related to securities owned, not readily marketable. We increased
the level of marketable equity securities owned as of March 31, 2004 in connection with our proprietary trading activity. The higher balance of
securities owned that were not readily marketable resulted primarily from a change in management s estimate for the carrying value of
non-marketable securities, including stock warrants.
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Due from Clearing Broker

Due from clearing broker increased by $485,000, or 63%, from $776,000 as of December 31, 2003 to $1,261,000 as of March 31, 2004. The
increase was attributed to the growth in our brokerage revenue during the first quarter 2004. Amounts receivable from our clearing broker are
typically collected monthly, one month in arrears.

Accounts Receivable

Accounts receivable increased by $229,000, or 46%, from $498,000 as of December 31, 2003 to $727,000 as of March 31, 2004. The higher
balance was primarily the result of our participation in two equity underwritings during the first quarter of 2004. Receivables from underwritten
transactions are typically collected 90 days following the closing date.

Commissions Payable

Commission payable increased by $1,368,000, or 136%, from $1,006,000 as of December 31, 2003 to $2,374,000 as of March 31, 2004. The
increase was attributed to the growth in our revenue across each of our lines of business. Commissions are typically paid monthly, one month in
arrears.

Accrued Liabilities

Accrued liabilities increased by $865,000, or 75%, from $1,149,000 as of December 31, 2003 to $2,014,000 as of March 31, 2004. The increase
was the result of higher accruals for discretionary bonuses and vacation time.

Convertible Notes Payable

Convertible Notes Payable decreased by $124,000, or 24%, from $521,000 as of December 31, 2003 to $397,000 as of March 31, 2004. During
the first quarter of 2004, investors converted notes payable with a principal sum of $150,000 into common stock. The notes payable that were
converted into equity were carried on the balance sheet net of discounts amounting to $20,000.

Additional Paid-In Capital

Additional paid-in capital increased by $1,695,000, or 2%, from $95,870,000 as of December 31, 2003 to $97,565,000 as of March 31, 2004.
The increase resulted primarily from the following transactions: (i) $755,000 from the exercise of stock warrants to purchase 1,368,000 shares of
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common stock, (ii) $264,000 from the exercise of stock options to purchase 264,000 shares of common stock, (iii) $294,000 from the issuance of
212,500 shares of restricted common stock to employees and directors, (iv) $150,000 from the conversion of notes payable into 405,000 shares
of common stock, (v) $144,000 for the issuance of stock options accounted for at intrinsic value and (vi) $66,000 for the issuance of 203,000
shares of common stock to employees in connection with their participation in the employee stock purchase plan.

Results of Operations

Three Months ended March 31, 2004 Compared to Three Months ended March 31, 2003

Revenue

Revenue was $11,222,000 and $1,867,000 during the three months ended March 31, 2004 and 2003, respectively. The increase in revenue of
approximately $9,355,000, or 501%, from 2003 to 2004 was attributed to the growth of our securities broker-dealer and investment banking
activities.

Agency commissions amounted to $5,906,000, or 53%, of our revenue during the three months ended March 31, 2004. This represented a 361%
increase over the $1,280,000 recognized during the three months ended March 31, 2003. The higher agency commissions were primarily
attributed to the hiring of additional sales and research professionals and an increase in the number of active client accounts during 2004 as
compared to the similar period in 2003. During the three months ended March 31, 2004, no single brokerage customer accounted for more than
10% of our revenue, while one brokerage customer accounted for 12% of our revenue during the three months ended March 31, 2003.
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Principal transactions revenue, including market making and proprietary trading for our own account, amounted to $624,000, or 5%, of our
revenue during the three months ended March 31, 2004. This represented a 190% increase compared to the $215,000 recognized during the three
months ended March 31, 2003. The 2004 amount includes $264,000 from our participation in the selling group of a registered offering, $336,000
from a change in management s estimate for the carrying value of non-marketable securities, including stock warrants, and $175,000 from net
gains resulting from proprietary trading, partially offset by the decline in value of certain securities owned.

Investment banking revenue amounted to $4,688,000, or 42%, of our revenue during the three months ended March 31, 2004. This represented a
significant increase compared to the $372,000 recognized during the three months ended March 31, 2003. Investment banking revenue resulted
primarily from advisory service fees in connection with the closing of five private placement offerings and one co-managed underwriting
transaction, as well as the recording of the receipt of non-marketable securities including stock warrants during the three months ended March
31, 2004. During the three months ended March 31, 2004, one investment banking customer accounted for 11% of our revenue, while no single
investment banking customer accounted for more than 10% of our revenue during the three months ended March 31, 2003.

During the three months ended March 31, 2004, one sales professional accounted for 16% of our revenue. Two sales professional accounted for
more than 10% of our revenue and combined accounted for 44% during the three months ended March 31, 2003.

Compensation and Benefits

Compensation and benefits expense was $7,601,000 and $1,388,000 during the three months ended March 31, 2004 and 2003, respectively. The
increase of approximately $6,213,000, or 448%, from 2003 to 2004 was due primarily to higher commissions and variable compensation related
to the growth in revenue. Additionally, our headcount increased from 46 at March 31, 2003 to 93 at March 31, 2004.

Brokerage and Clearing Fees

Brokerage and clearing fees were $718,000 and $303,000 during the three months ended March 31, 2004 and 2003, respectively. The increase of
approximately $415,000, or 137%, from 2003 to 2004 was due to greater volume of brokerage transactions during the first quarter of 2004 as
compared to the similar period in 2003. Merriman Curhan Ford & Co. is a fully-disclosed broker-dealer that has engaged a third party clearing
broker to perform all of the clearance functions. The clearing broker-dealer processes and settles the customer transactions for MCF & Co. and
maintains the detailed customer records. Additionally, security trades are executed by third-party broker-dealers and electronic trading systems.

Professional Services

Professional services expense was $254,000 and $84,000 during the three months ended March 31, 2004 and 2003, respectively. The increase of
approximately $170,000, or 203%, from 2003 to 2004 was primarily attributed to higher accounting and compliance costs. We intend to be in
compliance with the internal control reporting requirements of Section 404 of the Sarbanes-Oxley Act of 2002 as of December 31, 2004. This
effort is being supported by external consultants.
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Occupancy and Equipment

Occupancy and equipment expense was $152,000 and $74,000 during the three months ended March 31, 2004 and 2003, respectively. The
increase of approximately $78,000, or 105%, from 2003 to 2004 resulted mostly from equipment purchases and the increase in office space
rental due to the continued hiring of institutional brokerage and investment banking professionals and the establishment of new branch offices.

Communications and Technology

Communications and technology expense was $265,000 and $185,000 during the three months ended March 31, 2004 and 2003, respectively.
The increase of approximately $80,000, or 44%, from 2003 to 2004 was due to higher telephone and data service fees incurred in our brokerage
operations during 2004. The higher telephone and data service charges are the result of increased headcount and the opening of offices in
California, New York and Massachusetts.
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Depreciation and Amortization

Depreciation and amortization expense was $24,000 and $15,000 during the three months ended March 31, 2004 and 2003, respectively. The
increase of approximately $9,000, or 57%, from 2003 to 2004 was due primarily to our growth in personnel. We purchased $221,000 of
equipment and fixtures and did not dispose of any equipment or fixtures during 2003. For the first three months of 2004, we purchased $104,000
of equipment and fixtures and did not dispose of any equipment and fixtures.

Other Operating Expense

Other operating expense was $518,000 and $437,000 during the three months ended March 31, 2004 and 2003, respectively. The increase of
approximately $81,000, or 19%, from 2003 to 2004 was attributed mostly to higher travel costs incurred in 2004.

Interest Income

Interest income was $10,000 and $4,000 during the three months ended March 31, 2004 and 2003, respectively. The increase of approximately
$6,000, or 144%, from 2003 to 2004 was due to a higher average balance of interest earning assets, which increased during the three months
ended March 31, 2004 as compared to the similar period in 2003.

Interest Expense

Interest expense was $59,000 and $212,000 during the three months ended March 31, 2004 and 2003, respectively. The 2004 amount included
$10,000 for interest expense and $49,000 for amortization of discounts and debt issuance costs, while the 2003 amount included $121,000 for
interest expense and $91,000 for amortization of discounts and debt issuance costs. The decline in interest expense resulted from the retirement
of long-term debt during 2003.

Income Taxes

The effective tax rate for the three months ended March 31, 2004 was approximately 24%. The effective tax rate for 2004 reflects the utilization
of some of our net operating loss carryforwards. We did not record a provision for income taxed during the three month ended March 31, 2003
because we reported a net loss for the period.

Liquidity and Capital Resources
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Historically, we have satisfied our liquidity and regulatory capital needs through the issuance of equity and debt securities. During the three
months ended March 31, 2004, we increased our liquidity through positive cash flow provided by our operations and through proceeds from the
exercise of stock options and stock warrants and from the issuance of common stock. As of March 31, 2004, our working capital was $8,416,000
and we had long-term notes payable of $1,783,000, net of certain discounts.

Our principal assets consist of cash and cash equivalents, marketable securities held for trading purposes, restricted cash, receivables and
equipment and fixtures. As of March 31, 2004, liquid assets consisted primarily of cash and cash equivalents of $9,316,000 and marketable
securities of $1,235,000, for a total of $10,551,000.

Merriman Curhan Ford & Co., as a broker-dealer, is subject to Rule 15¢3-1 of the Securities Exchange Act of 1934, which specifies uniform
minimum net capital requirements, as defined, for their registrants. As of March 31, 2004, Merriman Curhan Ford & Co. had regulatory net
capital, as defined, of $3,811,000, which exceeded the amount required by $3,427,000.

Cash and cash equivalents increased by $3,173,000 during the three months ended March 31, 2004. During the first quarter of 2004, cash
provided by operating activities was $2,128,000, primarily attributed to our net income adjusted for certain non-cash expenses and gains, as well
as increases and decreases in operating assets and liabilities. Non-cash expenses included depreciation and amortization, stock based
compensation and amortization of discounts on convertible notes payable. Cash provided by financing activities was $1,063,000 during the first
three months of 2004 due primarily to the exercise of stock options and stock warrants. Cash used in investing activities during the first quarter
of 2004 was $17,000, reflecting the purchase of equipment and fixtures.

We believe that our existing cash balances and investments will be sufficient to meet our liquidity and capital spending requirements, both for
the next twelve months as well as for the long-term. However, we have mostly incurred operating losses since inception and, to date, we have
generated only limited revenue. Furthermore, we may require additional capital investment to fund our worki