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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements (unaudited)

MCF CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)

Three Months Ended Nine Months Ended

September
30,
2004

September
30,
2003

September
30,
2004

September
30,
2003

Revenue:
Commissions $ 4,805,372 $ 2,757,379 $ 15,770,617 $ 5,759,313
Principal transactions 155,602 261,132 1,264,122 992,655
Investment banking 1,340,750 4,752,164 9,478,007 5,464,904
Other 1,623 1,646 23,595 2,311

Total revenue 6,303,347 7,772,321 26,536,341 12,219,183

Operating expenses:
Compensation and benefits 5,170,358 4,824,660 18,953,618 7,991,480
Brokerage and clearing fees 588,099 375,849 1,887,754 941,903
Professional services 346,151 288,019 979,198 516,994
Occupancy and equipment 219,511 100,585 596,383 260,566
Communications and technology 383,015 227,193 984,774 612,135
Depreciation and amortization 38,780 24,823 96,641 57,102
Other 1,015,887 429,554 2,254,516 1,209,615

Total operating expenses 7,761,801 6,270,683 25,752,884 11,589,795

Operating income (loss) (1,458,454) 1,501,638 783,457 629,388
Interest income 24,428 7,300 60,145 19,034
Interest expense (20,451) (122,057) (97,648) (1,418,118)
Gain on retirement of convertible note payable �  �  �  3,088,230

Income (loss) before income taxes (1,454,477) 1,386,881 745,954 2,318,534
Income tax benefit (expense) 425,630 �  (37,715) �  

Net income (loss) $ (1,028,847) $ 1,386,881 $ 708,239 $ 2,318,534

Net income (loss) per share:
Basic $ (0.02) $ 0.05 $ 0.01 $ 0.06
Diluted $ (0.02) $ 0.02 $ 0.01 $ 0.05

Weighted average common shares outstanding:
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Basic 59,919,209 27,629,195 57,094,385 25,771,978
Diluted 59,919,209 66,384,215 76,958,136 37,546,365

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

CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

(unaudited)

September 30,
2004

December 31,
2003

ASSETS
Cash and cash equivalents $ 14,273,852 $ 6,142,958
Securities owned:
Marketable, at fair value 1,568,936 608,665
Not readily marketable, at estimated fair value 197,683 637,533
Restricted cash 775,000 500,000
Due from clearing broker 1,254,620 775,697
Accounts receivable, net 571,544 498,236
Equipment and fixtures, net 458,918 192,421
Prepaid expenses and other assets 849,914 348,436

Total assets $ 19,950,467 $ 9,703,946

LIABILITIES AND STOCKHOLDERS� EQUITY
Accounts payable $ 455,928 $ 179,620
Commissions payable 1,468,167 1,006,192
Accrued liabilities 1,460,667 1,149,321
Due to clearing and other brokers 109,738 154,995
Securities sold, not yet purchased 67,476 225
Capital lease obligation 335,165 24,401
Convertible notes payable, net 409,549 520,612
Notes payable 1,343,159 1,407,370

Total liabilities 5,649,849 4,442,736

Commitments and contingencies

Stockholders� equity:
Preferred stock, Series A�$0.0001 par value; 2,000,000 shares authorized; 0 and 657,201 shares issued and
outstanding as of September 30, 2004 and December 31, 2003, respectively; aggregate liquidation
preference of $0 �  66
Preferred stock, Series B�$0.0001 par value; 12,500,000 shares authorized; 8,750,000 shares issued and 0
shares outstanding as of September 30, 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 September 30, 2004 and December 31, 2003; aggregate liquidation preference of
$0 �  �  
Common stock, $0.0001 par value; 300,000,000 shares authorized; 65,911,625 and 55,951,675 shares
issued; and 65,831,625 and 55,871,675 shares outstanding as of September 30, 2004 and December 31,
2003, respectively 6,583 5,587
Treasury stock (363,653) (363,653)

Additional paid-in capital 107,428,104 95,870,008
Deferred compensation (3,167,191) (1,244,490)
Accumulated deficit (89,603,225) (89,006,308)
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Total stockholders� equity 14,300,618 5,261,210

Total liabilities and stockholders� equity $ 19,950,467 $ 9,703,946

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

4

Edgar Filing: MCF CORP - Form 10-Q

Table of Contents 7



Table of Contents

MCF CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

Nine Months Ended September 30,

2004 2003

Cash flows from operating activities:
Net income $ 708,239 $ 2,318,534
Adjustments to reconcile net income to net cash provided by operating activities:
Gain on retirement of convertible note payable �  (3,088,230)
Depreciation and amortization 96,641 57,102
Stock-based compensation 795,839 233,198
Common Stock issued for services �  121,449
Amortization of discounts on convertible notes payable 38,938 579,047
Amortization of debt issuance costs 23,340 588,604
Unrealized (gain) loss on securities owned 115,685 (64,825)
Common stock and stock warrants received for advisory services (461,933) (1,250)
Other 22,652 �  
Changes in operating assets and liabilities:
Marketable securities owned (106,922) 15,477
Restricted cash (275,000) 110,240
Due from clearing broker (478,923) (300,853)
Accounts receivable (73,308) (25,139)
Prepaid expenses and other assets (513,818) (224,004)
Accounts payable 276,308 120,967
Commissions payable 461,975 602,988
Accrued liabilities 311,346 815,627
Due to clearing and other brokers (45,257) 44,007

Net cash provided by operating activities 895,802 1,902,939

Cash flows from investing activities:
Investment in affiliate (11,000) �  
Purchase of equipment and fixtures (44,831) (166,302)

Net cash used in investing activities (55,831) (166,302)

Cash flows from financing activities:
Proceeds from the issuance of common stock 6,273,316 �  
Proceeds from the issuance of Series B preferred stock �  1,750,000
Proceeds from the issuance of Series C preferred stock �  250,000
Proceeds from the issuance of convertible notes payable �  1,000,000
Proceeds from the exercise of stock options and warrants 798,911 208,884
Cash used to retire convertible notes payable �  (500,000)
Proceeds from the issuance of common stock for ESPP 313,103 �  
Debt service payments (94,407) (28,041)
Preferred stock dividends �  (50,250)

Net cash provided by financing activities 7,290,923 2,630,593
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Net increase in cash and cash equivalents 8,130,894 4,367,230
Cash and cash equivalents at beginning of period 6,142,958 1,402,627

Cash and cash equivalents at end of period $ 14,273,852 5,769,857
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MCF CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS�CONTINUED

(unaudited)

Nine Months Ended September 30,

2004 2003

Supplementary disclosure of cash flow information:

Cash paid during the period:
Interest $ 65,298 $ 216,214
Income taxes $ 192,728 $ �  

Non-cash investing and financing activities:
Conversion of notes payable to Series C preferred stock $ �  $ 2,700,000
Conversion of notes payable to common stock 150,000 650,000
Common stock issued to retire note payable �  400,000
Stock warrants issued to note payable investor �  129,215
Stock warrants issued to preferred stock investors �  231,801
Stock warrants issued to common stock investors 1,212,399 �  
Maturity of note payable �  400,000
Issuance of note payable �  456,000
Issuance of restricted stock accounted for as deferred compensation 2,548,606 1,090,000
Issuance of stock options at intrinsic value accounted for as deferred compensation 139,250 168,000
Purchase of equipment and fixtures with capital lease 340,959 4,551
Preferred stock dividends 92,758 97,820

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

Commission and Principal Transaction Revenue

Commission revenue includes revenue resulting from executing 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. Revenue generated from trading activities 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 for 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 and nine
months ended September 30, 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.

7
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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 and nine months ended September 30, 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 September 30, Nine Months Ended September 30,

2004 2003 2004 2003

Net income (loss), as reported $ (1,028,847) $ 1,386,881 $ 708,239 $ 2,318,534
Add: Stock-based employee compensation expense included in the
reported net income (loss) 19,203 170,698 73,875 233,198
Less: Stock-based employee compensation expense determined under
fair value method for all awards (655,790) (1,374,951) (1,402,918) (3,273,536)

Pro forma net income (loss) $ (1,665,434) $ 182,628 $ (620,804) $ (721,804)

Net income (loss) per share, as reported:
Basic $ (0.02) $ 0.05 $ 0.01 $ 0.06

Diluted $ (0.02) $ 0.02 $ 0.01 $ 0.05

Net income (loss) per share, pro forma:
Basic $ (0.03) $ 0.00 $ 0.01 $ (0.05)

Diluted $ (0.03) $ 0.00 $ 0.01 $ (0.05)

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
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standard did not have a material effect on the Company�s financial position or results of operations.

Reclassification

Certain prior year amounts have been reclassified to conform to current year condensed 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 September 30, Nine Months Ended September 30,

2004 2003 2004 2003

Net income (loss) $ (1,028,847) $ 1,386,881 $ 708,239 $ 2,318,534
Deemed dividend for issuance of preferred stock �  �  �  (537,602)
Preferred stock dividends (79,562) (63,459) (92,758) (148,069)

Net income (loss) available to common stockholders � basic (1,108,409) 1,323,422 615,481 1,632,863
Interest and dividends on dilutive common shares �  89,721 �  237,680

Net income (loss) available to common stockholders � diluted $ (1,108,409) $ 1,413,143 $ 615,481 $ 1,870,543

Weighted-average number of common shares � basic 59,919,209 27,629,195 57,094,385 25,771,978
Exercise or conversion of all potentially dilutive common shares
outstanding �  38,755,020 19,863,751 11,774,387

Weighted-average number of common shares � diluted 59,919,209 66,384,215 76,958,136 37,546,365

Basic net income (loss) per common share $ (0.02) $ 0.05 $ 0.01 $ 0.06

Diluted net income (loss) per common share $ (0.02) $ 0.02 $ 0.01 $ 0.05

Basic net income (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 net income (loss) per share is calculated by dividing net income (loss) available to common
stockholders, plus interest and dividends on dilutive common shares, by the weighted average number of common shares used in the basic net
income (loss) per share calculation plus the number of common shares that would be issued assuming exercise or conversion of all potentially
dilutive common shares outstanding.

Shares used in the diluted net income 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 net income 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

Edgar Filing: MCF CORP - Form 10-Q

Table of Contents 15



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 and warrants were calculated using an average price of the Company�s common stock of
$1.60 and $1.90 per share for the three months and nine months ended September 30, 2004, respectively. The dilutive impact of the Company�s
stock options and warrants were calculated using an average price of the Company�s common stock of $0.66 and $0.43 per share for the three
months and nine months ended September 30, 2003.
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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 net income (loss) per share computation, as their inclusion would
have been anti-dilutive:

Three Months Ended September 30,Nine Months Ended September 30,

2004 2003 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 6,573,013 7,628,661 5,778,264 13,331,517
Weighted average stock options, stock warrants and restricted stock,
calculated using the treasury stock method, that were excluded due to the
Company reporting a net loss during the period 18,848,525 �  �  �  
Weighted average shares issuable upon conversion of the convertible notes
payable 2,500,000 354,923 2,532,058 5,935,368
Weighted average shares issuable upon conversion of the convertible
preferred stock 29,781 �  275,009 6,421,281

Total common stock equivalents excluded from diluted net income (loss) per
share 27,951,319 7,983,584 8,585,331 25,688,166

3. Capital Transactions

On August 10, 2004, the Company entered into a strategic alliance with London Merchant Securities plc, or LMS. In conjunction with this
alliance, LMS made a private investment of $6.0 million in MCF Corporation. The Company issued 4,615,385 shares of common stock to LMS
at $1.30 per share. LMS was also issued warrants to purchase an additional 1,384,616 shares of common stock at a price of $1.48 per share. The
Company registered these shares with the Securities and Exchange Commission in October 2004.

4. Regulatory Requirements

Merriman Curhan Ford & Co. is a broker-dealer subject to Rule 15c3-1 of the Securities and Exchange Commission, which specifies uniform
minimum net capital requirements, as defined, for their registrants. As of September 30, 2004, Merriman Curhan Ford & Co. had regulatory net
capital, as defined, of $11,396,000, which exceeded the amount required by $11,121,000. Merriman Curhan Ford & Co. is exempt from Rules
15c3-3 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.
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5. Income Taxes

The Company has recorded a provision for income taxes in the amount of $38,000 and $0 during the nine months ended September 30, 2004 and
2003, respectively, as the Company had sufficient net operating loss carryforwards to offset most of the taxable income. During the first six
months of 2004, the Company had recorded a provision for income taxes in the amount of $463,000 based on its estimate of taxable income for
2004. This income tax expense was largely reversed during the three months ended September 30, 2004 as the Company lowered its taxable
income estimate for 2004.
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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,� variations of such words,
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 20 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, LLC. Merriman Curhan
Ford & Co., or MCF & Co., is a securities broker-dealer and investment bank focused on fast growing 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
manages alternative investment vehicles through a fund of funds and will engage in fixed income asset management for corporate clients.

Our aim is to fill the void in San Francisco-based investment banking services for fast growing 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 industrial
technologies, next generation energy, enterprise software, internet applications and services, data communications, wireless technologies,
gaming, semi-conductor capital equipment, retail and apparel, restaurants and consumer, biotechnology/therapeutics, and GARP/special
situations. Our mission is to become a leader in the researching, advising, financing and trading of emerging growth companies.

Executive Overview

Our diluted net loss per share was $0.02 for the three months ended September 30, 2004, compared to net income of $0.02 per diluted share
during the third quarter of 2003. Revenue amounted to $6,303,000 during the third quarter of 2004, down approximately 19% from the
$7,772,000 recognized during the three months ended September 30, 2003. The decline in our third quarter results, compared with the similar
period last year, reflects the difficult capital markets environment that had a direct and material impact on our investment banking revenue,
partially offset by strong growth in institutional brokerage revenue. Third quarter 2004 was our first quarter of net loss following four
consecutive quarters of profitability.
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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.
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Business Environment

The third quarter 2004 was a very difficult environment for financial services companies. A confluence of events in the third quarter drove
energy prices to levels well beyond the expectations of most market experts. Storms in the Gulf of Mexico, political tension in the Middle East
and labor issues in Norway and Latin America all combined to crimp the supply chain in the energy sector. With winter on the way, the energy
markets are in a very precarious supply/demand situation. The FOMC views the spike in energy as a rather transitory event. That said, the event
is two quarters old and shows no sign of abating. The cost associated with this spike in energy costs is slowly working itself through the
economy and will likely either be passed along to ultimate consumers or erode corporate profit margins. Either way the impact is hardly
constructive for the global economy and financial markets.

The quarter witnessed two political conventions, three debates and endless campaign rhetoric. Labor markets lost momentum in the quarter and
remain an issue for the economic recovery both at home and abroad. Against this backdrop the financial markets had difficulty establishing a
sustainable trend in either direction. Buyers of new equity issues held the advantage in pricing negotiations and those deals that did get
completed often got done at or below the low end of the range. This closed the window to many companies interested in accessing the financial
markets for capital. Many companies chose to delay fund raising until more even handed conditions returned.

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 revenue 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, revenue in any particular period may vary significantly from year to year. Finally, the financial services
industry continues to be affected by an extremely competitive environment.

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 condensed 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
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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,
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 commission and principal transaction 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 for 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 September 30, 2004 and December 31, 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

September 30, 2004 Compared to December 31, 2003

Cash and Cash Equivalents
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Cash and cash equivalents increased by $8,131,000, or 132%, from $6,143,000 as of December 31, 2003 to $14,274,000 as of September 30,
2004. Cash and cash equivalents were higher primarily as a result of proceeds from the issuance of common stock and net cash provided by our
operating activities.

Marketable Securities Owned

Marketable securities owned increased by $960,000, or 158%, from $609,000 as of December 31, 2003 to $1,569,000 as of September 30, 2004.
We increased the level of marketable equity securities owned in connection with our proprietary trading activity.

Securities Owned, Not Readily Marketable

Not readily marketable securities owned decreased by $440,000, or 69%, from $638,000 as of December 31, 2003 to $198,000 as of September
30, 2004. The decrease was mainly due to the registration and sale of common stock and stock warrants that were previously unregistered for
sale. During 2004, several of these securities were registered by the issuers with the Securities and Exchange Commission.
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Restricted Cash

Restricted cash increased by $275,000, or 55% from $500,000 as of December 31, 2003 to $775,000 as of September 30, 2004. The increase was
the result of a cash set aside to secure a standby letter of credit issued to the landlord for a new office lease.

Due from Clearing Broker

Due from clearing broker increased by $479,000, or 62%, from $776,000 as of December 31, 2003 to $1,255,000 as of September 30, 2004. The
increase was attributed to higher brokerage revenue in September 2004 relative to December 2003. Amounts receivable from our clearing broker
are typically collected monthly, one month in arrears.

Equipment and Fixtures

Equipment and fixtures increased by $266,000, or 138%, from $192,000 as of December 31, 2003 to $459,000 as of September 30, 2004. The
higher balance was the result of capital purchases to build out our offices and support the growth in employee headcount.

Prepaid Expenses and Other Assets

Prepaid expenses and other assets increased by $501,000, or 144%, from $348,000 as of December 31, 2003 to $850,000 as of September 30,
2004. The higher balance was the result of prepaid rent, taxes receivable and security deposits for new office leases.

Accounts Payable

Accounts payable increased by $276,000, or 154%, from $180,000 as of December 31, 2003 to $456,000 as of September 30, 2004. The increase
was attributed to the expenses incurred in September 2004 for our first annual investor conference.

Commissions Payable

Commissions payable increased by $462,000, or 46%, from $1,006,000 as of December 31, 2003 to $1,468,000 as of September 30, 2004. The
increase was attributed to the increase in revenue during September 2004 relative to December 2003. Commissions are paid to our brokers
monthly, one month in arrears.
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Accrued Liabilities

Accrued liabilities increased by $311,000, or 27%, from $1,149,000 as of December 31, 2003 to $1,461,000 as of September 30, 2004. The
increase was the result of higher accruals for professional fees, insurance expense and potential litigation settlement costs.

Capital Leases

Capital leases increased by $311,000, or 1,274%, from $24,000 as of December 31, 2003 to $335,000 as of September 30, 2004. The increase
was attributed to the financing of capital purchases to furnish our facilities and support the growth in employee headcount. Currently, we have
lease agreements with a commercial bank and a computer supplier which allow us to finance most of our capital expenditures through capital
leases.

Additional Paid-In Capital

Additional paid-in capital increased by $11,558,000, or 12%, from $95,870,000 as of December 31, 2003 to $107,428,000 as of September 30,
2004. The increase was attributed to (i) the issuance of common stock of $6,586,000, (ii) the issuance of restricted common stock of $2,548,000,
(iii) issuance of stock warrants of $1,222,000, (iv) Series A preferred stock dividends of $93,000, (v) proceeds from the exercise of stock options
and warrants of $799,000, (vi) conversion of notes payable to common stock of $150,000, (vii) issuance of stock options with intrinsic value of
$160,000.

Off- Balance Sheet Arrangements

The Company was not a party to any off-balance sheet arrangements during the nine months ended September 30, 2004 other than securities
sold, not yet purchased. From time to time, the Company has sold securities it does not currently own in anticipation of a decline in the fair value
of that security. Securities sold, not yet purchased represent obligations of the Company to deliver the specified security at the contracted price
and thereby create a liability to purchase the security in the market at prevailing prices. These transactions result in off-balance sheet risk as the
Company�s ultimate obligation to purchase such securities may exceed the amount recognized in the condensed consolidated statements of
financial condition.
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Results of Operations

Three Months ended September 30, 2004 Compared to Three Months ended September 30, 2003

Revenue

Revenue was $6,303,000 and $7,772,000 during the three months ended September 30, 2004 and 2003, respectively. The decrease in revenue of
approximately $1,469,000, or 19%, from 2003 to 2004 was attributed to the weak performance of the overall equity capital markets leading to
lower investment banking revenue in the third quarter of 2004.

Agency commissions amounted to $4,805,000 or 76%, of our revenue during the three months ended September 30, 2004. This represented a
74% increase over the $2,757,000 recognized during the three months ended September 30, 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 September 30, 2004, one brokerage customer accounted 13% of
our revenue, while no single brokerage customer accounted for more than 10% of our revenue during the three months ended September 30,
2003.

Principal transactions revenue, including market making and proprietary trading for our own account, amounted to $156,000 or 2%, of our
revenue during the three months ended September 30, 2004. This represented a 40% decrease compared to the $261,000 recognized during the
three months ended September 30, 2003. The decrease was primarily attributed to the decline in value of securities owned during the third
quarter of 2004.

Investment banking revenue amounted to $1,341,000 or 21%, of our revenue during the three months ended September 30, 2004. This
represented a decrease of $3,411,000, or 72% as compared to the $4,752,000 recognized during the three months ended September 30, 2003.
Investment banking revenue resulted primarily from advisory service fees in connection with the closing of one private placement offering, one
merger & acquisition transaction and two registered underwriting transactions. During the three months ended September 30, 2004, one
investment banking customer accounted for 12% of our revenue, while three investment banking customers each accounted for more than 10%
of our revenue and combined accounted for 51% during the three months ended September 30, 2003.

During the three months ended September 30, 2004, one sales professional accounted for 20% of our revenue. Three sales professionals each
accounted for more than 10% of our revenue and combined accounted for 39% during the three months ended September 30, 2003.

Compensation and Benefits

Compensation and benefits expense was $5,170,000 and $4,825,000 during the three months ended September 30, 2004 and 2003, respectively.
The increase of approximately $346,000, or 7%, from 2003 to 2004 was due primarily to increase of headcount from 67 in September 2003 to
109 in September 2004. Additionally, non-cash stock-based compensation expense for restricted common stock granted to employees during the
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three months ended September 30, 2004 and 2003 was $284,000 and $121,000, respectively.

Brokerage and Clearing Fees

Brokerage and clearing fees were $588,000 and $376,000 during the three months ended September 30, 2004 and 2003, respectively. The
increase of approximately $212,000, or 56%, from 2003 to 2004 was due to greater volume of brokerage transactions during the third 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 $346,000 and $288,000 during the three months ended September 30, 2004 and 2003, respectively. The
increase of approximately $58,000, or 20%, from 2003 to 2004 was primarily attributed to audit and consulting fees incurred in connection with
our compliance with Section 404 of the Sarbanes-Oxley Act of 2002. We intend to be in compliance with this internal control reporting
requirements 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 $220,000 and $101,000 during the three months ended September 30, 2004 and 2003, respectively. The
increase of approximately $119,000, or 118%, from 2003 to 2004 resulted mostly from the opening of new offices in New York City and
Portland, Oregon during the second quarter of 2004 and equipment purchases due to the continued hiring of institutional brokerage and
investment banking professionals.

Communications and Technology

Communications and technology expense was $383,000 and $227,000 during the three months ended September 30, 2004 and 2003,
respectively. The increase of approximately $156,000 or 69%, from 2003 to 2004 was due to higher telephone and data service fees related to
our increased headcounts and opening of new offices.

Depreciation and Amortization

Depreciation and amortization expense was $39,000 and $25,000 during the three months ended September 30, 2004 and 2003, respectively.
The increase of approximately $14,000, or 56%, from 2003 to 2004 was due primarily to capital purchases to build out our offices and support
our growth in headcount. For the third quarter of 2004, we purchased $136,000 of equipment and fixtures and did not dispose of any equipment
and fixtures.

Other Operating Expense

Other operating expense was $1,016,000 and $430,000 during the three months ended September 30, 2004 and 2003, respectively. The increase
of approximately $586,000 or 136%, from 2003 to 2004 was attributed mostly to expenses incurred for our first investor conference in
September, as well as higher travel and business development costs incurred in 2004.

Interest Income

Interest income was $24,000 and $7,000 during the three months ended September 30, 2004 and 2003, respectively. The increase of
approximately $17,000, or 235%, from 2003 to 2004 was due to a higher average balance of interest earning assets, as compared to the similar
period in 2003.

Interest Expense
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Interest expense was $20,000 and $122,000 during the three months ended September 30, 2004 and 2003, respectively. The 2004 amount
included $14,000 for interest expense and $6,000 for amortization of discounts, while the 2003 amount included $17,000 for interest expense
and $105,000 for amortization of discounts and debt issuance costs. The decline in interest expense resulted from the retirement of long-term
debt during 2003, as well as the conversion of long-term debt to common stock in 2004.

Income Tax Expense (Benefit)

The Company has recorded a provision for income taxes in the amount of $38,000 and $0 during the nine months ended September 30, 2004 and
2003, respectively, as the Company had sufficient net operating loss carryforwards to offset most of the taxable income. During the first six
months of 2004, the Company had recorded a provision for income taxes in the amount of $463,000 based on its estimate of taxable income for
2004. This income tax expense was largely reversed during the three months ended September 30, 2004 as the Company lowered its taxable
income estimate for 2004.
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Nine Months ended September 30, 2004 Compared to Nine Months ended September 30, 2003

Revenue

Revenue was $26,536,000 and $12,219,000 during the nine months ended September 30, 2004 and 2003, respectively. The increase in revenue
of approximately $14,317,000, or 117%, from 2003 to 2004 was attributed to the growth across each of our lines of business.

Agency commissions amounted to $15,771,000 or 59%, of our revenue during the nine months ended September 30, 2004. This represented a
174% increase over the $5,759,000 recognized during the nine months ended September 30, 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 nine months ended September 30, 2004, one brokerage customer accounted for 11%
of our revenue, while no single brokerage customer accounted for more than 10% of our revenue during the nine months ended September 30,
2003.

Principal transactions revenue, including market making and proprietary trading for our own account, amounted to $1,264,000, or 5%, of our
revenue during the nine months ended September 30, 2004. This represented a 27% increase compared to the $993,000 recognized during the
nine months ended September 30, 2003.

Investment banking revenue amounted to $9,478,000, or 36%, of our revenue during the nine months ended September 30, 2004. This
represented a 73% increase compared to the $5,465,000 recognized during the nine months ended September 30, 2003. Investment banking
revenue during 2004 resulted primarily from advisory service fees in connection with the closing of ten private placement transactions, two
merger & acquisitions and seven registered offerings. During the nine months ended September 30, 2004, no single investment banking
customer accounted for more than 10% of our revenue, while two investment banking customers each accounted for more than 10% and
combined accounted for 25% during the nine months ended September 30, 2003.

During the nine months ended September 30, 2004, one sales professional accounted for 16% of our revenue. During the nine months ended
September 30, 2003, four sales professionals each accounted for more than 10% of our revenue and, combined, accounted for 46%.

Compensation and Benefits

Compensation and benefits expense was $18,954,000 and $7,991,000 during the nine months ended September 30, 2004 and 2003, respectively.
The increase of approximately $10,962,000, or 137%, from 2003 to 2004 was due primarily to higher commissions and variable compensation.
Our headcount has increased from 67 in September 2003 to 109 in September 2004. Additionally, non-cash stock-based compensation expense
for restricted common stock granted to employees during the nine months ended September 30, 2004 and 2003 was $726,000 and $223,000,
respectively.

Brokerage and Clearing Fees
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Brokerage and clearing fees were $1,888,000 and $942,000 during the nine months ended September 30, 2004 and 2003, respectively. The
increase of approximately $946,000, or 100%, from 2003 to 2004 was due to greater volume of brokerage transactions during the first nine
months of 2004 as compared to the similar period in 2003. MCF & Co. is a fully-disclosed broker-dealer, which 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 $979,000 and $517,000 during the nine months ended September 30, 2004 and 2003, respectively. The
increase of approximately $462,000 or 89%, from 2003 to 2004 was primarily attributed to increased accounting and audit costs, legal expense
in connection with pending litigation involving the Company, and consulting fees in connection with our compliance with Section 404 of the
Sarbanes-Oxley Act of 2002.
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Occupancy and Equipment

Occupancy and equipment expense was $596,000 and $261,000 during the nine months ended September 30, 2004 and 2003, respectively. The
increase of approximately $336,000, or 129%, from 2003 to 2004 resulted mostly from expansion of our offices and computer equipment
purchases resulting from the hiring of additional institutional brokerage and investment banking professionals.

Communications and Technology

Communications and technology expense was $985,000 and $612,000 during the nine months ended September 30, 2004 and 2003,
respectively. The increase of approximately $373,000, or 61%, 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 expansion of
our offices.

Depreciation and Amortization

Depreciation and amortization expense was $97,000 and $57,000 during the nine months ended September 30, 2004 and 2003, respectively. The
increase of approximately $40,000, or 69%, from 2003 to 2004 was due to increase capital expenditures to facilitate our growth and expansion.
We purchased $363,000 of equipment and fixtures and did not dispose of any equipment or fixtures during the first nine months of 2004.

Other Operating Expenses

Other operating expense was $2,255,000 and $1,210,000 during the nine months ended September 30, 2004 and 2003, respectively. The increase
of approximately $1,045,000, or 86%, from 2004 to 2003 was attributed to expenses associated with our first investor conference, higher travel
expenses, business development costs, and recruiting expenses.

Interest Income

Interest income was $60,000 and $19,000 during the nine months ended September 30, 2004 and 2003, respectively. The increase of
approximately $41,000, or 216%, from 2003 to 2004 was due to a higher average balance of interest earning assets.

Interest Expense
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Interest expense was $98,000 and $1,418,000 during the nine months ended September 30, 2004 and 2003, respectively. The 2004 amount
included $35,000 for interest expense and $63,000 for amortization of discounts and debt issuance costs, while the 2003 amount included
$250,000 for interest expense and $1,168,000 for amortization of discounts and debt issuance costs. The decline in interest expense resulted
from the conversion of long-term debt to common stock in January 2004.

Gain on Retirement of Convertible Note Payable

In April 2003, we exercised our right to cancel the convertible promissory note held by Forsythe with the principal sum of $5,949,042. The fair
value of the consideration provided to Forsythe was less than the carrying amount of the convertible note payable. The difference between the
fair value of the consideration provided to Forsythe and the carrying amount of the note payable was recorded as a gain in condensed
consolidated statements of operations.

Income Tax Expense (Benefit)

The Company has recorded a provision for income taxes in the amount of $38,000 and $0 during the nine months ended September 30, 2004 and
2003, respectively, as the Company had sufficient net operating loss carryforwards to offset most of the taxable income. During the first six
months of 2004, the Company had recorded a provision for income taxes in the amount of $463,000 based on its estimate of taxable income for
2004. This income tax expense was largely reversed during the three months ended September 30, 2004 as the Company lowered its taxable
income estimate for 2004.
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Liquidity and Capital Resources

Historically, we have satisfied our liquidity and regulatory capital needs through the issuance of equity and debt securities. During the nine
months ended September 30, 2004, we increased our liquidity through positive cash flow provided by our operations and through proceeds from
issuance of common stock and the exercise of stock options and stock warrants. As of September 30, 2004, our working capital was
$14,882,000, an increase of $8,847,000 from December 31, 2003, and we had long-term notes payable of $1,753,000, 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 September 30, 2004, liquid assets consisted primarily of cash and cash equivalents of $14,274,000 and marketable
securities of $1,569,000 for a total of $15,843,000.

Merriman Curhan Ford & Co., as a broker-dealer, is subject to Rule 15c3-1 of the Securities Exchange Act of 1934, which specifies uniform
minimum net capital requirements, as defined, for their registrants. As of September 30, 2004, Merriman Curhan Ford & Co. had regulatory net
capital, as defined, of $11,396,000 which exceeded the amount required by $11,121,000.

Cash and cash equivalents increased by $8,131,000 during the nine months ended September 30, 2004. Cash provided by operating activities
was $896,000, 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 $7,291,000 during the first nine months of 2004 due primarily
to the issuance of common stock to investors, as well as proceeds from the exercise of stock options and stock warrants. Cash used in investing
activities during the nine months ended September 30, 2004 was $56,000, primarily reflecting the purchase of equipment and fixtures not
financed through capital lease.

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 foreseeable future. We may require additional capital investment to fund our working capital if we
incur future operating losses. We cannot be certain that additional debt or equity financing will be available when required or, if available, that
we can secure it on terms satisfactory to us.
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Risk Factors

Investing in our securities involves a high degree of risk. In addition to the other information contained in this quarterly report, including reports
we incorporate by reference, you should consider the following factors before investing in our securities.

It is difficult to evaluate our business and prospects because we have a limited operating history.

We began actively engaging in providing securities brokerage and investment banking services in January 2002. This was an entirely new
business for us, and was a complete break with our previous business, the bandwidth brokerage business. Accordingly, we have a limited
operating history on which to base an evaluation of our business and prospects. Our prospects must be considered in light of the risks, expenses
and difficulties frequently encountered by companies in their early stage of development. We cannot assure you that we will be successful in
addressing these risks and our failure to do so could have a material adverse effect on our business and results of operations.

We may not be able to maintain a positive cash flow and profitability.

Our ability to maintain a positive cash flow and profitability depends on our ability to generate and maintain greater revenue while incurring
reasonable expenses. This, in turn, depends, among other things, on the development of our securities brokerage and investment banking
business, and we may be unable to maintain profitability if we fail to do any of the following:

� establish, maintain and increase our client base;

� manage the quality of our services;

� compete effectively with existing and potential competitors;

� further develop our business activities;

� manage expanding operations; and

� attract and retain qualified personnel.

We cannot be certain that we will be able to sustain or increase a positive cash flow and profitability on a quarterly or annual basis in the future.
Our inability to maintain profitability or positive cash flow could result in disappointing financial results, impede implementation of our growth
strategy or cause the market price of our common stock to decrease. Accordingly, we cannot assure you that we will be able to generate the cash
flow and profits necessary to sustain our business expectations, which makes our ability to successfully implement our business plan uncertain.
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Because we are a developing company, the factors upon which we are able to base our estimates as to the gross revenue and the number of
participating clients that will be required for us to maintain a positive cash flow and any additional financing that may be needed for this purpose
are unpredictable. For these and other reasons, we cannot assure you that we will not require higher gross revenue, and an increased number of
clients, securities brokerage and investment banking transactions, and/or more time in order for us to complete the development of our business
that we believe we need to be able to cover our operating expenses, or obtain the funds necessary to finance this development. It is more likely
than not that our estimates will prove to be inaccurate because actual events more often than not differ from anticipated events. Furthermore, in
the event that financing is needed in addition to the amount that is required for this development, we cannot assure you that such financing will
be available on acceptable terms, if at all.

We have a history of operating losses and negative cash flow and we anticipate losses and negative cash flow may occur in the foreseeable
future. Unless we are able to generate profits and positive cash flow we may not be able to continue operations.

We have mostly incurred net losses since our inception and financed our operations primarily through sales of equity and debt securities.
Although we had a net profit of $2,971,000 for the year ended December 31, 2003, we incurred net losses of $3,405,000 and $30,072,000 for the
years ended December 31, 2002 and 2001, respectively, and negative cash flow from operations of $3,434,000 and $13,360,000 in 2002 and
2001, respectively. At September 30, 2004, our accumulated deficit since inception was $89,603,000. We may not sustain or increase a positive
cash flow and profitability on a quarterly or annual basis in the future. If we are unable to sustain a positive cash flow and profitability, we may
be unable to continue our operations.
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The markets for securities brokerage and investment banking services are highly competitive. If we are not able to compete successfully against
current and future competitors, our business and results of operations will be adversely affected.

We are engaged in the highly competitive financial services and investment industries. We compete with large Wall Street securities firms,
securities subsidiaries of major commercial bank holding companies, U.S. subsidiaries of large foreign institutions, major regional firms, smaller
niche players, and those offering competitive services via the Internet. Many competitors have greater personnel and financial resources than we
do. Larger competitors are able to advertise their products and services on a national or regional basis and may have a greater number and
variety of distribution outlets for their products, including retail distribution. Discount and Internet brokerage firms market their services through
aggressive pricing and promotional efforts. In addition, some competitors have much more extensive investment banking activities than we do
and therefore, may possess a relative advantage with regard to access to deal flow and capital.

Increased pressure created by any current or future competitors, or by our competitors collectively, could materially and adversely affect our
business and results of operations. Increased competition may result in reduced revenue and loss of market share. Further, as a strategic response
to changes in the competitive environment, we may from time to time make certain pricing, service or marketing decisions or acquisitions that
also could materially and adversely affect our business and results of operations. We cannot assure you that we will be able to compete
successfully against current and future competitors. In addition, new technologies and the expansion of existing technologies may increase the
competitive pressures on us.

We may experience reduced revenue due to declining market volume, securities prices and liquidity, which can also cause counterparties to fail
to perform.

Our revenue may decrease in the event of a decline in the market volume of securities transactions, prices or liquidity. Declines in the volume of
securities transactions and in market liquidity generally result in lower revenue from trading activities and commissions. Lower price levels of
securities may also result in a reduction in our revenue from corporate finance fees, as well as losses from declines in the market value of
securities held by us in trading. Sudden sharp declines in market values of securities can result in illiquid markets and the failure of
counterparties to perform their obligations, as well as increases in claims and litigation, including arbitration claims from customers. In such
markets, we may incur reduced revenue or losses in our principal trading, market-making, investment banking, and advisory services activities.

We may experience significant losses if the value of our marketable security positions deteriorates.

We conduct securities trading, market-making and investment activities for our own account, which subjects our capital to significant risks.
These risks include market, credit, counterparty and liquidity risks, which could result in losses for us. These activities often involve the
purchase, sale or short sale of securities as principal in markets that may be characterized as relatively illiquid or that may be particularly
susceptible to rapid fluctuations in liquidity and price.

We may experience significant fluctuations in our quarterly operating results due to the nature of our business and therefore may fail to meet
profitability expectations.

Our revenue and operating results may fluctuate from quarter to quarter and from year to year due to a combination of factors, including:
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� the level of institutional brokerage transactions and the level of commissions we receive from those transactions;

� the valuations of our principal investments;

� the number of capital markets transactions completed by our clients, and the level of fees we receive from those transactions; and

� variations in expenditures for personnel, consulting and legal expenses, and expenses of establishing new business units, including
marketing and technology expenses.

We record revenue from a capital markets advisory transaction only when we have rendered the services, the client is contractually obligated to
pay and collection is probable; generally, most of the fee is earned only upon the closing of a transaction. Accordingly, the timing of our
recognition of revenue from a significant transaction can materially affect our quarterly operating results.
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We have registered one of our subsidiaries as a securities broker-dealer and, as such, are subject to substantial regulations. If we fail to comply
with these regulations, our business will be adversely affected.

Because we have registered Merriman Curhan Ford & Co. with the Securities and Exchange Commission, or SEC, and the National Association
of Securities Dealers, Inc., or NASD, as a securities broker-dealer, we are subject to extensive regulation under federal and state laws, as well as
self-regulatory organizations. The principal purpose of regulation and discipline of broker-dealers is the protection of customers and the
securities markets rather than protection of creditors and stockholders of broker-dealers. The Securities and Exchange Commission is the federal
agency charged with administration of the federal securities laws. Much of the regulation of broker-dealers, however, has been delegated to
self-regulatory organizations, such as the NASD and national securities exchanges. The NASD is our primary self-regulatory organization.
These self-regulatory organizations adopt rules, which are subject to SEC approval, that govern the industry and conduct periodic examinations
of member broker-dealers. Broker-dealers are also subject to regulation by state securities commissions in the states in which they are registered.
The regulations to which broker-dealers are subject cover all aspects of the securities business, including net capital requirements, sales methods,
trading practices among broker-dealers, capital structure of securities firms, record keeping and the conduct of directors, officers and employees.
The SEC and the self-regulatory bodies may conduct administrative proceedings, which can result in censure, fine, suspension or expulsion of a
broker-dealer, its officers or employees. If we fail to comply with these rules and regulations, our business may be materially and adversely
affected.

The regulatory environment in which we operate is also subject to change. Our business may be adversely affected as a result of new or revised
legislation or regulations imposed by the SEC, other United States or foreign governmental regulatory authorities or the NASD. We also may be
adversely affected by changes in the interpretation or enforcement of existing laws and rules by these governmental authorities and the NASD.

Our business may suffer if we lose the services of our executive officers or operating personnel.

We depend on the continued services and performance of D. Jonathan Merriman, our Chairman and Chief Executive Officer, for our future
success. We currently have an employment agreement with Mr. Merriman, which ends on January 1, 2007, but can be terminated by either party
on 60 days� notice. The agreement contains provisions that obligate us to make certain payments to Mr. Merriman and substantially reduce
vesting periods of options granted to him if we should terminate him without cause or certain events resulting in a change of control of our
Board were to occur.

In addition to Mr. Merriman, we are currently managed by a small number of key management and operating personnel. We do not maintain �key
man� insurance on any employee. Our future success depends, in part, on the continued service of our key executive, management and technical
personnel, many of whom have only recently been hired, and our ability to attract highly skilled employees. Our business could be harmed if any
key officer or employee were unable or unwilling to continue in his or her current position. From time to time we have experienced, and we
expect to continue to experience, difficulty in hiring and retaining highly skilled employees. Competition for employees in our industry is
significant. If we are unable to retain our key employees or attract, integrate or retain other highly qualified employees in the future, such failure
may have a material adverse effect on our business and results of operations.

Our business is dependent on the services of skilled professionals, and may suffer if we can not recruit or retain such skilled professionals.

During the nine months ended September 30, 2004, one sales professional accounted for 16% of our revenue. We have a number of revenue
producers employed by our securities brokerage and investment banking subsidiary. We do not have employment contracts with these
employees. The loss of one or more of these employees could adversely affect our business and results of operations.
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Our compensation structure may negatively impact our financial condition if we are not able to effectively manage our expenses and cash flows.

We are able to recruit and retain investment banking, research and sales and trading professionals, in part because our business model provides
that we pay our revenue producing employees a percentage of their earned revenue. Compensation and benefits is our largest expenditure and
this variable compensation component represents a significant proportion of this expense. Compensation for our employees is derived as a
percentage of our revenue regardless of the profitability of the Company. Therefore, we may continue to pay individual revenue producers a
significant amount of cash compensation as the overall business experiences negative cash flows and/or net losses. We may not be able to recruit
or retain revenue producing employees if we modify or eliminate the variable compensation component from our business model.

We may be dependent on a limited number of customers for a significant portion of our revenue.

During the nine months ended September 30, 2004, one customer accounted for 11% of our revenue. We cannot assure you that we will not
become dependent on one customer, or on a small number of customers, for a large percentage of our revenue in the future. If we do become
dependent on a single customer or small group of customers, the loss of one or more large customers could materially adversely affect our
business and results of operations.

We may suffer losses through our investments in securities purchased in secondary market transactions or private placements.

Occasionally, our company, its officers and/or employees may make principal investments in securities through secondary market transactions
or through direct investment in companies through private placements. In many cases, employees and officers with investment discretion on
behalf of our company decide whether to invest in our company�s account or their personal account. It is possible that gains from investing will
accrue to these individuals because investments were made in their personal accounts, and our company will not realize gains because it did not
make an investment. Conversely, it is possible that losses from investing will accrue to our company, while these individuals do not experience
losses in their personal accounts because the individuals did not make investments in their personal accounts.

We may be unable to effectively manage rapid growth that we may experience, which could place a continuous strain on our resources and,
accordingly, adversely affect our business.

We plan to expand our operations. Our growth, if it occurs, will impose significant demands on our management, financial, technical and other
resources. We must adapt to changing business conditions and improve existing systems or implement new systems for our financial and
management controls, reporting systems and procedures and expand, train and manage a growing employee base in order to manage our future
growth. We believe that future growth will require implementation of new and enhanced communications and information systems and training
of our personnel to operate such systems. Furthermore, we may acquire existing companies or enter into strategic alliances with third parties, in
order to achieve rapid growth. For us to succeed, we must make our existing business and systems work effectively with those of any strategic
partners without undue expense, management distraction or other disruptions to our business. We may be unable to implement our business plan
if we fail to manage any of the above growth challenges successfully. Our financial results may suffer and we could be materially and adversely
affected if that occurs.

Our business and operations would suffer in the event of system failures.
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Our success, in particular our ability to successfully facilitate securities brokerage transactions and provide high-quality customer service,
largely depends on the efficient and uninterrupted operation of our computer and communications systems. Our systems and operations are
vulnerable to damage or interruption from fire, flood, power loss, telecommunication failures, break-ins, earthquake and similar events. Despite
the implementation of network security measures, redundant network systems and a disaster recovery plan, our servers are vulnerable to
computer viruses, physical or electronic break-ins and similar disruptions, which could lead to interruptions, delays, loss of data or the inability
to accept and fulfill customer orders. Additionally, computer viruses may cause our systems to incur delays or other service interruptions, which
may cause us to incur additional operating expenses to correct problems we may experience. Any of the foregoing problems could materially
adversely affect our business or future results of operations.

23

Edgar Filing: MCF CORP - Form 10-Q

Table of Contents 43



Table of Contents

We are highly dependent on proprietary and third-party systems; therefore, system failures could significantly disrupt our business.

Our business is highly dependent on communications and information systems, including systems provided by our clearing brokers. Any failure
or interruption of our systems, the systems of our clearing broker or third party trading systems could cause delays or other problems in our
securities trading activities, which could have a material adverse effect on our operating results.

In addition, our clearing brokers provide our principal disaster recovery system. We cannot assure you that we or our clearing brokers will not
suffer any systems failure or interruption, including one caused by an earthquake, fire, other natural disaster, power or telecommunications
failure, act of God, act of war or otherwise, or that our or our clearing brokers� back-up procedures and capabilities in the event of any such
failure or interruption will be adequate.

Our common stock price may be volatile, which could adversely affect the value of your shares.

The market price of our common stock has in the past been, and may in the future continue to be, volatile. A variety of events may cause the
market price of our common stock to fluctuate significantly, including:

� variations in quarterly operating results;

� our announcements of significant contracts, milestones, acquisitions;

� our relationships with other companies;

� our ability to obtain needed capital commitments;

� additions or departures of key personnel;

� sales of common stock, conversion of securities convertible into common stock, exercise of options and warrants to purchase common
stock or termination of stock transfer restrictions;

� general economic conditions, including conditions in the securities brokerage and investment banking markets;

� changes in financial estimates by securities analysts; and

� fluctuation in stock market price and volume.

Many of these factors are beyond our control. Any one of the factors noted herein could have an adverse effect on the value of our common
stock.
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In addition, the stock market in recent years has experienced significant price and volume fluctuations that have particularly affected the market
prices of equity securities of many companies and that often have been unrelated to the operating performance of such companies. These market
fluctuations have adversely impacted the price of our common stock in the past and may do so in the future.

We could be sued in a securities class action lawsuit.

In the past, following periods of volatility in the market price of a company�s securities, securities class action litigation often has been instituted
against that company. Such litigation is expensive and diverts management�s attention and resources. We can not assure you that we will not be
subject to such litigation. If we are subject to such litigation, even if we ultimately prevail, our business and financial condition may be adversely
affected.
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Your ability to sell your shares could be significantly adversely affected because our common stock could be delisted from trading on the
American Stock Exchange if our stockholders� equity declines by $10,301,000 during the last three months of 2004.

We are required to maintain net assets of at least $2,000,000 in order to comply with listing requirements. If we incur a loss from continuing
operations and/or net loss for fiscal 2004, we will be required to maintain net assets of at least $4,000,000. As of September 30, 2004, we had net
assets of approximately $14,301,000. We cannot assure you that we will be able to satisfy these guidelines on a continuing basis and
accordingly, we cannot assure you that our common stock will continue to be listed. If the listing is not retained and our common stock is
thereafter quoted only on the OTC Electronic Bulletin Board, a significantly less liquid market than the American Stock Exchange, a stockholder
may find it even more difficult to dispose of, or to obtain accurate quotations as to the price of, the common stock. A delisting could also
negatively affect our ability to raise additional capital in the future.

Anti-takeover provisions of the Delaware General Corporation Law could discourage a merger or other type of corporate reorganization or a
change in control even if it could be favorable to the interests of our stockholders.

The Delaware General Corporation Law contains provisions that may enable our management to retain control and resist our takeover. These
provisions generally prevent us from engaging in a broad range of business combinations with an owner of 15% or more of our outstanding
voting stock for a period of three years from the date that such person acquires his or her stock. Accordingly, these provisions could discourage
or make more difficult a change in control or a merger or other type of corporate reorganization even if it could be favorable to the interests of
our stockholders.

Because our Board of Directors can issue common stock without stockholder approval, you could experience substantial dilution.

Our Board of Directors has the authority to issue up to 300,000,000 shares of common stock and to issue options and warrants to purchase shares
of our common stock without stockholder approval in certain circumstances. Future issuance of additional shares of our common stock could be
at values substantially below the price at which you may purchase our stock and, therefore, could represent substantial dilution. In addition, our
Board of Directors could issue large blocks of our common stock to fend off unwanted tender offers or hostile takeovers without further
stockholder approval.
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Our ability to issue additional preferred stock may adversely affect your rights as a common stockholder and could be used as an anti take-over
device.

Our Articles of Incorporation authorize our Board of Directors to issue up to an additional 37,293,000 shares of preferred stock, without
approval from our stockholders. If you hold our common stock, this means that our Board of Directors has the right, without your approval as a
common stockholder, to fix the relative rights and preferences of the preferred stock. This would affect your rights as a common stockholder
regarding, among other things, dividends and liquidation. We could also use the preferred stock to deter or delay a change in control of our
Company that may be opposed by our management even if the transaction might be favorable to you as a common stockholder.

Our officers and directors exercise significant control over our affairs, which could result in their taking actions of which other stockholders do
not approve.

Our executive officers and directors, and entities affiliated with them, currently control approximately 21% of our outstanding common stock
including exercise of their options and warrants. These stockholders, if they act together, will be able to exercise substantial influence over all
matters requiring approval by our stockholders, including the election of directors and approval of significant corporate transactions. This
concentration of ownership may also have the effect of delaying or preventing a change in control of us and might affect the market price of our
common stock.

Any exercise of outstanding options and warrants will dilute then-existing stockholders� percentage of ownership of our common stock.

We have a significant number of outstanding options and warrants. Shares issuable upon the exercise of these options and warrants, at prices
ranging currently from approximately $0.18 to $1.90 per share, represent approximately 22% of our total outstanding stock on a fully diluted
basis using the treasury stock method. The exercise of the outstanding options and warrants would dilute the then-existing stockholders�
percentage ownership of our common stock. Any sales resulting from the exercise of options and warrants in the public market could adversely
affect prevailing market prices for our common stock. Moreover, our ability to obtain additional equity capital could be adversely affected since
the holders of outstanding options and warrants may exercise them at a time when we would also wish to enter the market to obtain capital on
terms more favorable than those provided by such options and warrants. We lack control over the timing of any exercise or the number of shares
issued or sold if exercises occur.

Item 3. Quantitative and Qualitative Disclosures About Market Risk

The following discussion about market risk disclosures involves forward-looking statements. Actual results could differ materially from those
projected in the forward-looking statements. We may be exposed to market risks related to changes in equity prices, interest rates and foreign
currency exchange rates. We do not use derivative financial instruments for speculative, trading or any other purpose.

Equity Price Risk
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The potential for changes in the market value of our trading positions is referred to as �market risk.� Our trading positions result from proprietary
trading activities. These trading positions in individual equities and equity indices may be either long or short at any given time. Equity price
risks result from exposures to changes in prices and volatilities of individual equities and equity indices. We seek to manage this risk exposure
through diversification and limiting the size of individual positions within the portfolio. The effect on earnings and cash flows of an immediate
10% increase or decrease in equity prices generally is not ascertainable and could be positive or negative, depending on the positions we hold at
the time. We do not establish hedges in related securities or derivatives. From time to time, we also hold equity securities received as
compensation for our services in investment banking transactions. These equity positions are always long. However, as the prices of individual
equity securities do not necessarily move in tandem with the direction of the general equity market, the effect on earnings and cash flows of an
immediate 10% increase or decrease in equity prices generally is not ascertainable.

Interest Rate Risk

Our exposure to market risk resulting from changes in interest rates relates primarily to our investment portfolio and long term debt obligations.
Our interest income and cash flows may be impacted by changes in the general level of U.S. interest rates. We do not hedge this exposure
because we believe that we are not subject to any material market risk exposure due to the short-term nature of our investments. We would not
expect an immediate 10% increase or decrease in current interest rates to have a material effect on the fair market value of our investment
portfolio.
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Our long term debt obligations bear interest at a fixed rate. Accordingly, an immediate 10% increase or decrease in current interest rates would
not have an impact on our interest expense or cash flows. The fair market value of our long term fixed interest rate debt is subject to interest rate
risk. Generally, the fair market value of fixed interest rate debt will increase as interest rates fall and decrease as interest rates rise. We would not
expect an immediate 10% increase or decrease in current interest rates to have a material impact on the fair market value of our long term debt
obligations.

Foreign Currency Risk

We do not have any foreign currency denominated assets or liabilities or purchase commitments and have not entered into any foreign currency
contracts. Accordingly, we are not exposed to fluctuations in foreign currency exchange rates.

Item 4. Controls and Procedures

Evaluation of disclosure controls and procedures. The Company�s chief executive officer and chief financial officer have concluded that the
Company�s disclosure controls and procedures (as defined in Rules 13a-14(c) and 15d-14(c) under the Securities Exchange Act of 1934 (the
�Exchange Act�)) were effective as of the end of the period covered by this report, based on their evaluation of these controls and procedures as
required by Rules 13a-15(b) and 15d-15(b).

Changes in internal controls. No change in the Company�s internal control over financial reporting (as defined in Rules 13a-15(d) and 15d-15(d)
of the Exchange Act) occurred during the quarter ended September 30, 2004, that materially affected, or is reasonably likely to materially affect,
the Company�s internal control over financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

Glen, Lukrich, Reichard v. MCF Corporation

A former member of the board of directors from April 1999 to February 2000, a former independent contractor who performed the corporate
controller function from December 1998 to May 2000 and a former chief executive and member of the board of directors from May 1999 to
October 2000 are named plaintiffs in a complaint filed in the Superior Court of California, City and County of San Francisco on April 8, 2004
seeking unspecified damages.

The plaintiffs allege that stock option agreements given to them in May of 1999 are still valid and exercisable. The Company has rejected the
plaintiffs� requests to exercise their stock option grants on the basis that they expired several years ago after the plaintiffs completed their services
to the Company. The Company alleges further that the plaintiffs were given notice of the expiration of their stock option grants and that the
alleged terms extending the exercisability of those grants was not authorized by the board of directors and is inconsistent with the 1999 Stock
Option and Incentive Plan. The Company has recently responded to the complaint. The matter is in the discovery stage of litigation, however,
based upon the facts as we know them to date, we do not believe that the outcome will have a material effect on the Company.

Merriman Curhan Ford & Co. v. The Seidler Companies, Inc. � NASD Arbitration

Earlier this year our broker-dealer subsidiary hired a research analyst. Prior to employment with Merriman Curhan Ford & Co., or MCF & Co.,
the analyst was employed by The Seidler Companies, Inc., or Seidler, in a similar capacity. The analyst was employed under an employment
contract that included terms which general counsel and outside counsel believe unlawfully restrict the analyst�s employment activities.

In March 2004, we acted as a co-agents for a small private placement for a client. The client was introduced to one of our investment banking
managing directors. At the time of introduction, Seidler had been trying to win the investment banking business, but had failed to obtain a signed
engagement letter with the client. MCF & Co. subsequently received a signed engagement letter from the client that named MCF & Co. as
co-placement agent. The investment banking transaction was completed.

Thereafter, in March 2004 MCF & Co. received a cease and desist letter from attorneys representing Seidler. Seidler claims that our analyst used
proprietary information in violation of his employment agreement when introducing MCF & Co. to the client. Seidler further claims that MCF &
Co. used unfair business tactics to win the business. In response to the claims, MCF & Co. and our analyst filed a claim in arbitration with the
NASD in June 2004. It is our belief that as members of the NASD, MCF & Co. and Seidler must resolve their disputes before the NASD
arbitration board. We allege unfair business practice and seek a declaration that our analyst�s prior employment contract is unenforceable.

On July 16, 2004, MCF & Co. was served with a complaint from Seidler filed in the Los Angeles County Superior Court. Plaintiffs are seeking
unspecified damages. We have successfully moved to stay the legal action. The matter is in the preliminary stages of arbitration, however, based
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upon the facts as we know them to date, we do not believe that the outcome will have a material effect on the Company.

Additionally, from time to time, we are involved in ordinary routine litigation incidental to our business.
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Item 6. Exhibits and Reports on Form 8-K

(a) Exhibits

31.1 Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934 as Adopted Pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934 as Adopted Pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

32.1 Certification of Chief Executive Officer and Chief Financial Officer Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

(b) Reports on Form 8-K

Form 8-K (Item 5 reported) filed on August 4, 2004 � MCF Corporation announces earnings for second quarter 2004.

Form 8-K (Item 5 reported) filed on August 16, 2004 � MCF Corporation enters into a strategic alliance with London Merchant Securities plc.

Form 8-K (Item 3.02 reported) filed on August 31, 2004 � Unregistered sales of equity securities.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

MCF CORPORATION

November 9, 2004 By: /s/ D. JONATHAN MERRIMAN

D. Jonathan Merriman,

Chairman of the Board and Chief Executive Officer

(Principal Executive Officer)

November 9, 2004 By: /s/ JOHN D. HIESTAND

John D. Hiestand

Chief Financial Officer

(Principal Financial Officer)
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