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May 7, 2007
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! Dear Shareholders,
' .

+ 2006 was a year of significant progress and transition {for Ladenburg Thalmann marked
| by the following highlights:

The successful introduction of new management

Strategic acquisitions that enhanced our offerings and broadened our reach to
middle-market and emerging growth companies

Significant growth in revenues, profits and cash generation due to increased
investment banking, underwriting and investment advisory fees

Emergence as an industry leader in the growing market for underwriting Specified
Purpose Acquisition Companies (SPAC) offerings

The relocation of our Corporate headquarters from New York City to Miami

The recent agreement to further strengthen Ladenburg’s capital structure and
increase shareholders’ equity by eliminating debt through a debt for equity

exchange

Financial Results

i 2006 revenues were $46.86 million, marking a 52.7% increase over revenues of $30.69

‘ million in 2005. Revenues generated from our retail and institutional brokerage business
accounted for 60% of Ladenburg’s business in 2006, up from 51.3% in 2005. Notably,

| our private client services and institutional sales departments currently serve

| approximately 60,000 accounts nationwide. During the year, fees generated from the
investment banking activities represented 16.6% of our total revenues, up from 14.6% in

+ 2005 and 4.3% in 2004. Significantly, we have served as lead or co-manager of over $2.8

* billion of SPAC offerings since December 2005 and were the co-lead manager on the

| three largest SPAC deals in history, placing Ladenburg among the top industry

| performers in this dynamic market area. Moreover, we expect additional revenues and
profits from our role in these various SPAC transactions as the business combinations

I contemplated by these offerings are implemented. '

 Ladenburg recorded net income of $4.66 million, or $0.03 per diluted share, in 2006,

| compared to a net loss of $25.97 million, or $0.24 per diluted share, in 2005. The 2006
| results included a gain of $3.86 million relating to the sale of our New York Stock

Exchange (NYSE) membership, a $1.13 million gain on the sale of our CBOE

| membership, as well as non-cash compensation expense of $2.89 million. In comparison,
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2005 results included debt conversion expense of $19.36 million and non-cash

compensation expense of $728,000. EBITDA' for fiscal 2006, adjusted to exclude the
net gains related to the sale of the NYSE and CBOE memberships and non-cash
compensation expense, was $3.82 million. In 2005, EBITDA, adjusted to exclude non-
cash compensation expense and debt conversion expense, was a loss of $4.08 million.

Strategic Acquisitions

In September 2006, Ladenburg acquired substantially all of the securities brokerage
accounts, registered representatives and employees of BroadWall Capital LLC, a
boutique broker-dealer located in New York City, which catered to both institutional and
private clients. The former principals of BroadWall, David Rosenberg and Adam
Malamed, are seasoned executives with track records of managing and building retail and
institutional brokerage businesses, and now lead our retail and institutional business as
Senior Vice Presidents of our broker-dealer subsidiary, Ladenburg Thalmann & Co. Inc.

In October 2006, Ladenburg completed the acquisition of South Florida-based Capitalink,
L.C., an investment banking firm focused on providing services to middle-market and
emerging growth companies. The addition of Capitalink, which earned a national
reputation for providing a wide range of investment banking services, furthers our long-
term strategy and significantly enhances our investment banking capabilities in Florida,
an important location for our target market. James S. Cassel, who now serves as Vice
Chairman and Head of Investment Banking of Ladenburg Thalmann & Co. Inc., and
Scott Salpeter and Barry Steiner, who serve as Managing Directors — Investment
Banking, joined us through this transaction.

Recapitalization

On February 13, 2007, we entered into a Debt Exchange Agreement with New Valley
LLC (“New Valley”) to retire our remaining outstanding indebtedness. New Valley
holds $5 million principal amount of promissory notes due March 31, 2007 and has
agreed to exchange the principal amount of its notes for approximately 2,777,778 shares
of our common stock. The notes will continue to accrue interest through the closing of
the debt exchange and the accrued interest, which was approximately $1.5 million at
December 31, 2006, will be paid in cash at or prior to the closing of the transaction. The
transaction is subject to shareholder approval at our annual meeting, which we anticipate
holding during the second quarter of 2007. Upon closing, New Valley’s beneficial
ownership of our common stock will increase from approximately 7.2% to approximately
8.7%. Upon approval from our shareholders, we are confident that this transaction will
complete the recapitalization of Ladenburg, and will position us for future growth.

. Eamings before interest, taxes, depreciation and amortization, or EBITDA, adjusted for gains ot losses on sales of assets
and non-cash compensation expense, is a key metric the Company uses in evaluating its financial performance. EBITDA is considered
a non-GAAP financtal measure as defined by Regulation G promulgated by the $i2C pursuant to the Securities Act of 1933, as
amended. The Company considers EBITDA, as adjusted, an important measure of its ability to generate cash flows to repurchase
shares, service debt, fund capital expenditures and fund other corporate investing and financing activities. EBITDA, as adjusted,
eliminates the non-cash effect of tangible asset depreciation and amortization of intangible assets and stock-based compensation.
EBITDA should be considered in addition to, rather than as a substitute for, pre-tax income, net income and cash flows from operating

activities.




This follows on the heels of our private equity offerings completed in April 2006, which
enabled Ladenburg to raise approximately $25 million. Additionally, as evidence of our
belief in Ladenburg’s future, we announced in March of 2007 a program to repurchase up
to 2,500,000 shares of our common stock. The repurchase program will be funded using

approximately 15% of our EBITDA, as adjusted.

Management
In 2006, both of us -- Dr. Phillip Frost and Richard Lampen -- assumed new positions at

Ladenburg. Dr. Frost, a principal shareholder of Ladenburg and a Director since 2004,
became Chairman of the Board of the Company in July, and Mr. Lampen was named
Ladenburg’s President and Chief Executive Officer in September. Also during the year,
Howard Lorber, our previous Chairman of the Board, became Vice Chairman of the
Board, Mark Zeitchick was appointed President and Chief Executive Officer of
Ladenburg Thalmann & Co. Inc., and Diane Chillemi, Ladenburg's Controller, took over
as Ladenburg's Vice President and Chief Financial Officer. We are confident we have
the right team in place to drive Ladenburg’s future growth.

Outlook
We are very pleased with the significant progress Ladenburg made in 2006 and we will

continue to explore opportunities to grow our business. We are proud of our leadership
position in the SPAC industry and expect it will continue to be a significant business for
us. We remain enthusiastic about our future prospects and look forward to creating value

for our shareholders going forward.

We thank our shareholders, employees and clients for their continued dedication and

support.
Sincerely, )
Phillip Frost, M.D. Richard J. Lampen

Chairman of the Board President and Chief Executive Officer
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i PART I

ITEM 1. BUSINESS.

beneral

I We are engaged in retail and institutional securities brokerage, investment banking services, asset
management services and investment activities through our principal operating subsidiary, Ladenburg Thalmann
& Co. Inc. (“Ladenburg™). We are committed to establishing a significant presence in the financial services
Imdustry by meeting the varying investment needs of our corporate, institutional and retail clients.

| Ladenburg is a full service broker-dealer that has been a2 member of the New York Stock Exchange
(“NYSE”) since 1879. It provides its services principally for middle market and emerging growth companies and
ihigh net worth individuals through a coordinated effort among corporate finance, capital markets, investment
management, brokerage and trading professionals. Ladenburg is subject to regulation by, among others, the
|Securities and Exchange Commission (“SEC™), the NYSE and the National Association of Securities Dealers,
‘Inc. ("NASD”) and is a member of the Securities Investor Protection Corporation (“SIPC”). Ladenburg had
'approximately 114 registered representatives and 58 other full time employees at December 31, 2006. Its private
fcliem services and institutional sales departments serve approximately 60,000 accounts nationwide and its asset
management area provides investment management and financial planning services to numerous individuals and

‘institutions.

We were incorporated under the laws of the State of Florida in February 1996. Ladenburg was
!incorporated under the laws of the State of Delaware in December 1971 and became our wholly-owned
|sub51dlary in May 2001. Our principal executive offices are located at 4400 Biscayne Boulevard, 12th Floor,
Miami, Florida 33137. Ladenburg’s principal executive officers are located at 153 East 53rd Street, New York,
‘New York 10022. Both of our telephone numbers are (212) 409-2000. Ladenburg has branch offices located in
Metville, New York, Miami and Boca Raton, Florida, Los Angeles, Califomia, New York, New York, Princeton,

i New Jersey and Lincolnshire, Illinois.

| Ladenburg maintains a website located at www.ladenburg.com. Qur corporate filings, including our

Annual Report on Form 10-K, our Quarterly Reports on Form 10-Q, our Current Reports on Form 8-K, our

| proxy statements and reports filed by our officers and directors under Section 16(a) of the Securities Exchange

" Act, and any amendments to those filings, are available, free of charge, on Ladenburg’s website as soon as
reasonably practicable after we electronically file such material with the SEC. We do not intend for information
contained in our website to be a part of this Annual Report on Form 10-K.

Recent Developments

I
On September 11, 2006, Ladenburg acquired substantially all of the securities brokerage accounts and
! registered representatives and employees of BroadWall Capital LLC (“BroadWall™), a boutique broker-dealer
located in New York City, which caters to both institutions and private clients.

Acquisitions

On October 18, 2006, we consummated the transactions contemplated by an agreement and plan of
merger, dated as of September 6, 2006, with Telluride Acquisition, Inc., our wholly-owned subsidiary, Telluride
Holdings, Inc. and each of James S. Cassel, Scott Salpeter and Barry Steiner, the stockholders of Telluride
Holdings. Telluride Holdings is a Fiorida holding company that operates principally through its subsidiary,
Capitalink, L.C., an investment banking firm focused on providing services to middle market and emerging
growth compantes. Pursuant to the merger agreement, Telluride Holdings merged with and into Telluride
i Acquisition, with Telluride Acquisition continuing as the surviving company.

i We continue to explore opportunities to grow our businesses, including through potential acquisitions of
* other securities firms, both domestically and internationally. These acquisitions may involve payments of
material amounts of cash or debt or the issuance of significant amounts of our equity securities, which may be
dilutive to our existing shareholders. We cannot assure you that we will be able to consummate any such



potential acquisitions on terms acceptable to us or, if we do, that any acquired business will be profitable. There
is also a risk that we will not be able to successfully integrate acquired businesses into cur existing business and
operations. '

Debt Exchange

On February 13, 2007, we entered into a Debt Exchange Agreement with New Valley LLC (“New
Valley”) to retire our remaining outstanding indebtedness. News Valley holds $5,000,000 principal amount of
promissory notes due March 31, 2007. Pursuant to the agreernent, New Valley has agreed to exchange the
principal amount of its notes for shares of our common stock at an exchange price of $1.80 per share,
representing the average closing price of our common stock for the 30 trading days ending on the date of the
agreement. The promissory notes will continue to accrue interest through the closing of the debt exchange. The
accrued interest on the notes, which was approximately $1,500,000 at December 31, 2006, will be paid in cash at
or prior to the closing of the transaction.

The consummation of the transaction is subject to shareholder approval at our annual meeting of
shareholders, which we anticipate holding during the second quarter of 2007. We expect to consummate the
transaction as soon as practicable once shareholder approval is cbtained. Upon closing, the $5,000,000 principal
amount of notes will be exchanged for approximately 2,777,778 shares of our common stock. As a result, New
Valley’s beneficial ownership of our common stock will increase from approximately 7.2% to approximately
8.7%.

Retail and Institutional Brokerage Business

A significant percentage of our revenues during the last several years have been generated from the
retail and institutional brokerage business of Ladenburg (60% in 2006, 51.3% in 2005 and 82.0% in 2004).
Ladenburg’s private client services and institutional sales departments currently serve approximately a total of
60,000 accounts nationwide. Ladenburg charges commissions 1o our individual and institutiona! clients for
executing buy and sell orders of securities on national and ragional exchanges. In addition to traditional
commission-based accounts, Ladenburg offers a non-discretionary fee in lieu of commission program that allows
retail clients to trade their portfolio under an all inclusive wrap fec.

Investment Banking Activities

Investment banking fees generated from the investment banking activities of Ladenburg represent
16.6%, 14.6% and 4.3% of our total revenues in 2006, 2005 and 2004, respectively. Our investment banking
professionals maintain relationships with businesses, private equity firms, other financial institutions as well as
high net worth individuals. Our bankers provide them with extensive corporate finance and investment banking
services. At December 31, 2006, we had approximately 20 prcfessionals in our investment banking group,
located in Miami, Florida and New York, New York.

In addition to providing general investment banking and corporate finance consulting services,
Ladenburg provides the following services:

Underwriting of public equity and debt offerings. Ladenburg has been active as lead and co-managing
underwriters, general underwriters and/or selling group members in numerous public equity transactions.
Participation as a managing underwriter or in an underwriting syndicate involves both economic and regulatory
risks. An underwriter may incur losses if it is unable to resell tae securities it is committed to purchase. In
addition, under the federal securities laws, other laws and court decisions with respect to underwriters’ liabilities
and limitations on the indemnification of underwriters by issuers, an underwriter is subject to substantial
potential liability for misstatements or omissions of material facts in prospectuses and other communications
with respect to such offerings. Acting as a managing underwriter increases these risks. Underwriting
commitments constitute a charge against net capital and Ladenburg’s ability to make underwriting commitments
may be limited by the requirement that it must at all times be in compliance with regulations regarding its net
capital.




i SPAC underwritings. Ladenburg’s investment banking area is also actively involved in underwritings of
blank check companies known as Specified Purpose Acquisition Companies (SPACs). These companies are
:formed for the purpose of raising funds in an initial public offering, a significant portion of which is placed in
trust, and then acquiring a target business, thereby making the target business “public.” In recent years, there has
been a surge of activity in this segment of the market, as it provides an opportunity for smaller, privately held
companies to become public by being acquired by SPACs in lieu of going through the rigorous IPQ process.
.Ladenburg is a leader in underwriting SPAC offerings, having lead or co-managed over $2 billion of SPAC
|oﬁ‘erings, and our professionals provide unique deal structures and a proprietary retail distribution network that
adds value and validity to the offering. Compensation derived from these underwritings include normal discounts
and commissions as well as deferred fees that will be payable to us only upon the SPAC’s completion of a
'business combination. Generally, these fees may be received within 24 months from the respective date of the
offering, or not received at all if no business combination transactions are consummated during such time period.
‘At Decemnber 31, 2006, we are entitled to $13,400,000 of deferred fees for our SPAC-related transactions, or
approximately $8,200,000 net of expenses. These deferred fees are not included in our revenues, however, until a
business combination is completed by the SPAC and we are paid. Accordingly, if the SPACs from which we are
owed deferred fees are unable to consummate business combinations, we will not be entitled to receive the
|deferred fees.

. Placement of private debt and equity offerings. Ladenburg has extensive experience in both the equity
and debt capital markets and has developed relationships with private equity firms, mezzanine, senior debt and
other institutional financing sources. Ladenburg undertakes a process-oriented approach to targeting institutional
'sources. When applicable, Ladenburg also works with its clients to target other types of investors, including
'strategic parties with whom a synergistic relationship might be formed.

Merger, acquisition, and divestiture advisory services. A merger, acquisition or the sale of all or part of
a business can be a key factor in enhancing a company’s success and in advancing its corporate and/or
shareholder objectives. Ladenburg reviews a merger or acquisition client’s individual situation and specific
'needs and then provides that client with targeted services to better suit the client. Ladenburg also acts as a
financial advisor and assists its clients with merger and acquisition services in a variety of scenarios, Capitalink,
L.C., a subsidiary of ours, is a member of M&A International Inc., the world’s largest M&A alliance with 40
office locaticns in 35 countries who focus primarily on mid-market acquisitions.

| Rendering fairness and solvency opinions, Faimess and solvency opinions are issued through
| Ladenburg and Capitalink. Capitalink has developed a proven expertise in the fairness opinion niche of the
| market and over the past several years has established an unparalleled reputation in the issuance of thorough and
- unbiased faimess and solvency opinions. They have also been actively involved in rendering fairness opinions
| for SPACs in connection with their business combinations.

| The objective evidence supplied by a fairness or solvency opinion is often necessary in a variety of

situations, including mergers, acquisitions, restructurings, financings and privatizations. Given recent regulations
| and growing concerns regarding potential conflicts of interest between a company and its shareholders, a fairness
opinion serves to mitigate the possible risks and associated litigation. A fairness opinion from a qualified
financial advisor is one of the most effective risk management tools available to assure sound business judgment
_ has been exercised in varying types of corporate transactions.

Ladenburg and Capitalink provide both faimess and solvency opinions and analyses to boards of
 directors, independent committees of boards of directors and shareholders. In addition, the firm provides
objective advice on the valuation of businesses and securities in connection with transactions involving mergers,

" acquisitions, leveraged buyouts and restructurings, going-private transactions and certain other market activities.

I Due to the increased scrutiny and regulation arising from inherent conflicts of interest where investment
- banks serve as a client’s exclusive financial advisor and assist in both the sale of a company and provide a
* faimess opinion on the transaction, there has been an increased need for “second™ fairness opinions from an
independent party. Capitalink has experience in issuing these “second” opinions and provides unbiased and
independent evaluations to assist in these situations.




Financial valuations. The value of a business can become a matter of concern in a variety of
transactions, including but not limited to sale or purchase transactions and recapitalizations. Valuations are also
integral in tax planning and for accounting compliance. Capitalink has extensive valuation expertise.
Capitalink’s professionals are umiquely qualified to determine the value of private companies, closely-held
business interests, limited partnership interests, intellectual property and other intangible assets and corporate
securities with marketability concerns,

Investment Activities

Ladenburg may from time to time seek to realize investment gains by purchasing, selling and holding
securities for its own account on a daily basis. Ladenburg may also from time to time engage for its own account
in the arbitrage of securities. We are required to commit the capital necessary for use in these investment
activities. The amount of capital committed at any particular timie will vary according to market, economic and
financial factors, including the other aspects of our business. Additionally, in connection with our investment
banking activities, Ladenburg frequently receives warrants that entitle it to purchase securities of the corporate
issuers for which it raises capital or provides advisory services.

Ladenburg Thalmann Asset Management

Ladenburg provides its customers with a broad range of wealth management services in order to help
them manage their financial investments. Its subsidiary, Ladenburg Thalmann Asset Management Inc.
(“LTAM”), a registered investment adviser, provides clients with discretionary portfolio management and
financial planning, access to money managers and investment furds.

Wealth Management

LTAM offers investment management and planning services primarily to high net-worth individuals
and corporations and institutional investors such as private equity, hedge funds and funds of funds. A review is
performed for each client that entails focusing on the client’s telerance for risk, capital growth expectations, and
current financial position and income requirements. The review also analyzes whether the client may benefit
from, among other services, income tax planning, estate and gift tax planning, comprehensive retirement
planning and cash flow analysis.

Ladenburg Asset Management Program

LTAM offers its customers the Ladenburg Asset Management Program to assist them in achieving their
desired investment objectives through centralized management of mutual fund and exchange-traded fund
portfolios based on asset allocation models. Features of the program include active rebalancing at the asset class
and security level, minimum account balance, risk analysis, customized investment policy statements and
comprehensive performance reporting.

Alternative Investments

LTAM provides high net worth clients and institutional investors the opportunity to invest in proprietary
and third party altemnative investments. These include, but are not limited to, hedge funds, funds of funds, private
equity, venture capital and real estate.

Private Investment Management

LTAM offers a few specialized programs to access professional money managers. The Private
Investment Management program allows internal managers to provide portfolio services to clients on a
discretionary basis with specific styles of investing for an annmal asset-based fee. The Private Investment
Management Program Accredited (“PIMA™) is offered for accredited investors. The internal PIMA managers
manage certain accounts using the same investment strategy used to manage LTAM’s private funds and other
investment strategies involving short-selling and use of leverage. In addition to the annual asset-based fee,
-certain customers are also charged an incentive fee, if earned, at the end of each calendar year.




i LTAM’s Investor Consulting Services is designed to provide clients with access to proven independent
managers usually only available to large institutions, across the spectrum of major asset classes. LTAM performs
due diligence on the managers to ensure that, by maintaining them as a recommended manager, they may
represent a suitable solution for the investor.

' Retirement Plan Sponsor Services

LTAM provides investment consulting services to sponsors of certain retirement plans, such as 401(k)
plans. These services include: identifying mutual funds for the plan sponsor’s review and final selection based on
the selection criteria stated in the plan’s investrent policy statement; assisting in the planning and coordination
of and participating in enrollment and communication meetings; and providing the plan sponsor a written
mutual fund-by-mutual-fund quarterly performance report for the purpose of meeting the plan fiduciary’s
|obllg__:;atmn to monitor plan assets. Certain plan participants may also engage LTAM to manage their plan assets
on a discretionary basis.

i
Research Services

l Our research department takes a fresh, critical approach to analyzing primary sources and developing
proprietary research. Many individuals, institutions, portfolio managers and hedge fund managers, on all levels,
thave been neglected by brokerage firms ignoring the demands for unbiased research. Ladenburg provides a
'superior branded in-depth research product geared only to action-oriented investment ideas. Our research
department focuses on investigating investment opportunities by utilizing fundamental, technical and
.quantitative methods to conduct in-depth analysis. Currently, our research department specializes in small- to
mid-cap companies in the energy sector and on a special situations basis and may expand to additional sectors in
‘the future. Research ts provided on a fee basis to certain institutional accounts. Qur research department:

* reviews and analyzes general market conditions and other industry groups;
! * issues written reports on companies, with recommendations on specific actions to buy, sell or held;
| + fumnishes information to retait and institutional customers; and
| = responds to inquires from customers and account executives.
‘ Administration, Operations, Securities Transactions Processing and Customer Accounts

‘ Ladenburg does not hold funds or securities for its customers. Instead, it uses the services of National

Financial Services LLC, a Fidelity Investments company, as its clearing agent on a fully disclosed basis. This
! clearing agent processes all securities transactions and maintains customer accounts on a fee basis. Customer
i accounts are protected through the SIPC for up to $500,000, of which coverage for cash balances is limited to
| $100,000. In addition, all customer accounts are fully protected by an excess securities bond, “Excess SIPC”,
" issued by Customer Asset Protection Company, providing protection for the account’s entire net equity (both
l cash and securities). The services of this clearing agent include billing, credit control, and receipt, custody and

delivery of securities. The clearing agent provides operational support necessary to process, record and maintain
J securities transactions for Ladenburg’s brokerage activities. It provides these services to Ladenburg’s customers
at a total cost which we believe is less than it would cost us to process such transactions on our own, The
clearing agent also lends funds to Ladenburg’s customers through the use of margin credit. These loans are made
to customers on a secured basis, with the clearing agent maintaining collatera! in the form of saleable securities,
cash or cash equivalents. Ladenburg has agreed to indemnify the clearing broker for losses it may incur on these

credit arrangements.
Competition

Ladenburg encounters intense competition in all aspects of its business and competes directly with
many other securities firms for clients, as well as registered representatives. Many of its competitors have
significantly greater financial, technical, marketing and other resources than it does. National retail firms such as
Merrill Lynch,” Citigroup Global Markets Inc. and Morgan Stanley dominate the industry. Ladenburg also




competes with numerous regional and local firms. In addition, a number of firms offer discount brokerage
services to retail customers and generally effect transactions at substantially lower commission rates on an
“execution only” basis, without offering other services such as investment recommendations and research.
Moreover, there is substantial commission discounting by full-service broker-dealers competing for institutional
and retail brokerage business. A growing number of brokerage firms offer online trading which has further
intensified the competition for brokerage customers. Afthough Ladenburg offers on-line account access to its
customers to review their account balances and activity, it currently does not offer any online trading services to
its customers. The continued expangion of discount brokerage firms and online trading could adversely affect the
retail business. Other financial institutions, notably commercial banks and savings and loan associations, offer
customers some of the same services and products presently provided by securities firms. While it is not possible
to predict the type and extent of competing services which banks and other institutions ultimately may offer to
custormers, Ladenburg may be adversely affected to the extent those services are offered on a large scale basis,
We try to compete through our advertising and recruiting programs for registered representatives interested in
joining us.

Government Regulation

The securities industry and our business is subject to extensive regulation by the SEC, state securities
regulators and other governmental regulatory authorities. The principal purpose of these regulations is the
protection of customers and the securities markets. The SIEC is the federal agency charged with the
administration of the federal securities laws. Much of the regulation of broker-dealers, however, has been
delegated to self-regulatory organizations, principally the NASD Regulation, Inc., the regulatory arm of the
NASD, the NYSE and the Municipal Securities Rulemaking Board. These self-regulatory organizations adopt
rules, subject to approval by the SEC, which govern its members and conduct periodic examinations of member
firms’ operations. In November 2006, the NASD and NYSE announced a plan to consolidate their member
regulation operations into a combined organization that will be the sole U.S. private-sector provider of member
firm regulation for securities firms doing business with the public. The plan is intended to remove duplicative
and inconsistent regulation and overlapping jurisdiction among the regulatory bodies. However, the merger is
subject to approval by the SEC and there is no assurance that it will be approved or if it is, when it might happen.
Accordingly, we are still required to comply with each bodies’ regulations.

Securities firms are also subject to regulation by state securities commissions in the states in which they
are registered. Ladenburg is a registered broker-dealer with the SEC and a member firm of the NYSE. It is
licensed to conduct activities as a broker-dealer in all 50 states.

Ladenburg Thalmann Europe, Ltd., a wholly-owned subgidiary of Ladenburg, is an authorized securities
broker regulated by the Financial Services Authority of the VUnitéd Kingdom and, through the European
Community’s passporting provisions, is authorized to conduct business in all of the member countries of the
European Community.

The regulations to which broker-dealers are subject cover all aspects of the securities industry,
including;

. sales methods and supervision;

. trading practices among broker-dealers;

. use and safekeeping of customers’ funds and securities;
. capital structure of securities firms;

. record keeping; and

. the conduct of directors, officers and employees.

Additional legislation, changes in rules promulgated by the SEC and by self-regulatory bodies or
changes in the interpretation or enforcement of existing laws and rules often directly affect the method of
operation and profitability of broker-dealers. 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, employees
or registered representatives.




Net Capital Requirements
|

‘ As a registered broker-dealer and member of the NYSE, Ladenburg is subject to the SEC’s net capital
rule, which is designed to measure the general financial integrity and liquidity of a broker-dealer. Net capital is
deﬁned as the net worth of a broker-dealer subject to ceriain adjustments. In computing net capital, various
adjustments are made to net worth which exclude assets not readily convertible into cash. Additionally, the
{egu]atmns require that certain assets, such as a broker-dealer’s position in securities, be valued in a conservative
manner so as to avoid over-inflation of the broker-dealer’s net capital. We compute net capital under the
altematc method permitted by the net capital rule. Under this method, Ladenburg is required to maintain net
:I;apltal equal to $250,000. Compliance with the net capital rule limits those operations of broker-dealers which
Tequire the intensive use of their capital, such as underwriting commitments and principal trading activities. We
may from time to time enter into temporary subordinated loan arrangements to borrow funds on a short-term
lpasns from our shareholders and clearing broker in order to supplement the capital of our broker-dealer to
facilitate underwriting transactions.

| In addition to the above requirements, funds invested as equity capital may not be withdrawn, nor may
any unsecured advances or loans be made to any stockholder of a registered broker-dealer, if, after giving effect
to the withdrawal, advance or loan and to any other withdrawal, advance or loan as well as to any scheduled
payments of subordinated debt which are scheduled to occur within six months, the net capital of the broker-
dealer would fall below 120% of the minimum dollar amount of net capital required or the ratio of aggregate
indebtedness to net capital would exceed 10 to 1. Further, any funds invested in the form of subordinated debt
generally must be invested for a minimum term of one year and repayment of such debt may be suspended if the
broker-dcaler fails to maintain certain minimum net capltal levels, For example, scheduled payments of
subordmated debt are suspended in the event that the ratio of aggregate indebtedness to net capital of the broker-
dcalcr would exceed 12 to 1 or its net capital would be less than 120% of the minimum dollar amount of net
capltal required. The net capital rule also prohibits payments of dividends, redemption of stock and the
prepayment or payment in respect of principal or subordinated indebtedness if net capital, after giving effect to
thc payment, redemption or repayment, would be less than the specified percent (120%) of the minimum net
f:apnal requirement.

: At December 31, 2006, Ladenburg had regulatory net capital of $16,696,000 which exceeded its
minimum net capital requirement, as defined by SEC’s Uniform Net Capital Rule 15C3-1, of $250,000, and as
deﬁned by the: Commodity Futures Trading Commissions Regulation 1.17, of $500,000, by $16,446,000 and
$16,196,000, respectively. Failure to maintain the required net capital may subject a firm to suspension or
expulsmn by the NYSE, the SEC and other regulatory bodies and ultimately may require its liquidation.

]Compllance with the net capital rule could limit Ladenburg’s operations that require the intensive use of capital,

such as underwriting and trading activities, and also could restrict our ability to withdraw capital from it, which
Iin tun could limit our ability to pay dividends, repay debt and redeem or purchase shares of our outstanding
capital stock.

lPersonnel

! At December 31, 2006, we had a total of approximately 172 employees, of which 114 are registered
representatives and 58 are other full time employees. These employees are not covered by a collective bargaining
;agrccmem. We consider our relationship with our employees to be good.

ITEM IA. RISK FACTORS.

; You should carefuily consider all of the material risks described below regarding our company. Cur
|business, financial condition or results of operation could be materially adversely affected by any of these risks.

1
We have incurred in the past, and may incur in the future, significant operating losses.

Although we had net income for the year ended December 31, 2006, we did incur significant losses
from operations during each of the four years ended December 31, 2005. We cannct assure you that we will be
able to sustain revenue growth profitability or positive cash flow on either a quarterly or annual basis. Although

|
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we believe that we have adequate cash and regulatory capital to fund our current level of operating activities
through December 31, 2007, if we are unable to sustain profitability, we may not be financially viable in the
future and may have to curtail, suspend or cease operations.

We may be unable to successfully integrate acquired businesses into our existing business and operations.

Ladenburg made two acquisitions in 2006. On September 11, 2006, Ladenburg acquired substantially
all of the securities brokerage accounts and registered represeniatives and employees of BroadWall Capital. On
October 18, 2006, we acquired Telluride Holdings and its operating subsidiary, Capitalink, L.C. We continue to
explore opportunities to grow our businesses, including through potential acquisitions of other securities firms,
both domestically and internationally. These acquisitions may iavolve payments of material amounts of cash or
debt or the issuance of significant amounts of our equity securities, which may be dilutive to our existing
shareholders. We may experience difficulty integrating the operations of these entities or any other entities
acquired in the future into our existing business and operations. Furthermore, we may not be able retain all of the
employees we acquire as a result of these transactions. If we are unable to effectively address these risks, we
may be required to restructure the acquired businesses or write-off the value of some or all of the assets of the
acquired business. If we are unable to successfully integrate acjuired businesses into our existing business and
operations in the future, it could-have a material adverse effect o2 our results of operations.

A substantial portion of our revenue for any period may result from a limited number of underwriting
transactions.

A large part of our revenue for any period may be derived from a limited number of underwritings in
which we serve as either the lead or co-manager. We cannot assure you that we will continue to serve as lead or
co-manager of similar underwritings in the future. If we are not able to do so, our revenue may significantly
decrease and our resuits of operations may be adversely affected.

Our revenues may decline if the market for SPAC offerings declines.

A downturn in the market for SPAC transactions could adversely affect cur results of operations.
Underwritings for SPAC transactions have been an important source of revenues for us during 2006 and 2005.
SPAC transactions are currently exempt from rules adopted by the SEC to protect investors of blank check
companies, such as Rule 419 under the Securities Act of 1933. However, the SEC may determine to adopt new
rules relating to SPAC transactions which could impact our ability to successfully underwrite these transactions.

A substantial portion of our underwriting fees is deferred and may not be received by us in certain
situations.

At December 31, 2006, we were owed deferred fees from SPAC underwritings that we participated in of
$13,400,000, or approximately $8,200,000 after expenses. These: deferred fees are not included in our revenues,
however, until a business combination is completed by the SPAC and we are paid. Accordingly, if the SPACs
from which we are owed deferred fees are unable to consummate business combinations, we will not be entitled
to receive the deferred fees we are owed. SPACs face significant competition in consummating business
combinations. Since August 2003, based upon publicly available information, approximately 84 SPACs have
completed initial public offerings as of March 7, 2007. Of these companies, only 19 companies have
consummated a business combination, while 25 other companies have announced they have entered into a
definitive agreement for a business combination, but have not consummated such business combination and four
companies have failed to complete business combinations and have dissolved and returned trust proceeds to their
stockholders. Accordingly, if the SPACs that owe us deferred fees do not consummate business combinations,
we will not receive these fees and our results of operations may be adversely affected.

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 the level of underwritings and advisory transactions completed by us and the
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chvel of fees we receive from those underwritings and transactions. Accordingly, our operating results may
iﬂuctuate significantly due to an increased or decreased number of transactions in any particular quarter or year.

(If we are unable to repay our outstanding indebtedness obligations when due, our operations may be
‘materially adversely affected.

| Currently, we have an aggregate of $5,000,000 principal amount of indebtedness outstanding owed to
‘our former parent, New Valley, which is due on March 31, 2007. We have entered into an agreement with New
Valley pursuant to which it will exchange the principal amount of indebtedness for shares of our common stock,
subject to approval of our shareholders, and we will pay in cash the accrued interest on such indebtedness, which
was approximately $1,500,000 at December 31, 2006. If this agreement is not consummated, we may be forced,
Iamong other things, to reduce the capital of Ladenburg to repay this indebtedness which may have an adverse

iimpact on our investment banking activities.

'We are currently subject to extensive securities regulation and the failure to comply with these regulations
|‘ could subject us to penalties or sanctions.
| The securities industry and our business is subject to extensive regulation by the SEC, state securities
regulators and other governmental regulatory authorities. We are also regulated by industry self-regulatory
| organizations, including the NYSE, the NASD and the Municipal Securities Rulemaking Board. The regulatory
environment is also subject to change and we may be adversely affected as a result of new or revised legislation
I or regulations imposed by the SEC, other federal or state governmental regulatory authorities, or self-regulatory
. organizations. We also may be adversely affected by changes in the interpretation or enforcement of existing
! laws and rules by these governmental authorities and self-regulatory organizations.

Ladenburg is a registered broker-dealer with the SEC and a member firm of the NYSE. Broker-dealers
1 are subject to regulations which cover all aspects of the securities business, including:

i . sales methods and supervision;

‘ . trading practices among broker-dealers;

: . use and safekeeping of customers’ funds and securities;
' . capital structure of securities firms;

! . record keeping; and

. the conduct of directors, officers and employees.

| Compliance with many of the regulations applicable to us involves a number of risks, particularly in
| arcas where applicable regulations may be subject to varying interpretation. The requirements imposed by these
regulators are designed to ensure the integrity of the financial markets and to protect customers and other third
parties who deal with us. Consequently, these regulations often serve to limit our activities, including through net
capital, customer protection and market conduct requirements. Much of the regulation of broker-dealers has been
delegated to self-regulatory organizations, principally the NASD Regulation, Inc., the regulatory arm of the
NASD, and the NYSE, which are our primary regulatory agencies, NASD Regulation and the NYSE adopt rules,
- subject to approval by the SEC, that govem its members and conducts periodic examinations of member firms’
| operations. In November 2006, the NASD and NYSE announced a plan to consolidate their member regulation
operations into a combined organization that will be the sole U.S. private-sector provider of member firm
regulation for securitics firms doing business with the public. The plan is intended to remove duplicative and
| inconsistent regulation and overlapping jurisdiction among the regulatory bodies. However, the merger is subject
to approval by the SEC and there is no assurance that it will be approved or if it is, when it might happen.
| Accordingly, we are still required to comply with each bodies’ regulations.

‘ If we are found to have violated any applicable regulation, formal administrative or judicial proceedings
may be initiated against us that may result in:

I . censure;
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. fine;

. civil penalties, including treble damages in the case of insider trading violations;
. the issuance of cease-and-desist orders;

. the deregistration or suspension of our broker-dealer activities;

. the suspension or disqualification of our officers or employees; or

. other adverse consequences.

The imposition of any of these or other penalties could have a material adverse effect on our operating results
and financial condition.

We may incur significant losses from trading and investment activities due to market fluctuations and
volatility.

We may maintain trading and investment positions in the equity markets. To the extent that we own
assets, i.e., have long positions, in those markets, a downturn in those markets could result in losses from a
decline in the value of those long positions. Conversely, to the extent that we have sold assets that we do not
own, i.c., have short positions, in any of those markets, an upturr. in those markets could expose us to potentially
unlimited losses as we attempt to cover our short positions by acquiring assets in a rising market.

We may from time to time have a trading strategy consisting of holding a long position in one security
and a short position in another security from which we expect to eamn revenues based on changes in the relative
value of the two securities. If, however, the relative value of the two securities changes in a direction or manner
that we did not anticipate or against which we are not hedged, we might realize a loss in those paired positions.
In addition, we maintain trading positions that can be adversely affected by the level of volatility in the financial
markets, i.e., the degree to which trading prices fluctuate over a particular period, in a particular market,
regardless of market levels.

We may need to raise additional funds in the near future,

Our capital requirements have been adversely affected in past years by our inability to generate cash
from operations. We have been forced to rely on borrowings and proceeds from the sale of our common stock in
order to generate working capital for our operations. Accordingly, we may need to seek to raise additional capital
through other available sources, including through equity offerings or borrowing additional funds on a short-term
basis from third parties, including our current shareholders and clearing broker. As of December 31, 2006, we
had cash and cash equivalents of approximately $7,000,000. If we are unable to generate cash from operations
and are unable to find other sources of funding, it would have an adverse impact on our liquidity and operations.

We may be prohibited from underwriting securities due to capital limits.

From time to time, our underwriting activities may require that we temporarily receive an infusion of
capital for regulatory purposes. This is predicated on the amount of commitment Ladenburg makes for each
underwriting. In the past, we entered into temporary suborclinated loan arrangements with our current
shareholders or clearing firm. Should we no longer be able to receive such funding from these sources, and if
there are no other viable sources available, it would have an adverse impact on our ability to generate profits,
recruit financial consultants and retain existing customers.

Our expenses may increase due to real estate commitments,
We have ceased using our Madison Avenue (New York City) office space and have subleased the entire
premises to various subtenants. Should any of the sub-tenants not renew or renew for a sub-rental less than

Ladenburg’s lease commitments, or not pay their rent for ar extsnded period of time, it may have a material
adverse effect on Ladenburg’s financial position and liquidity.
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(I)ur business could be adversely affected by a downturn in the financial markets.

As a securities broker-dealer, our business is materially affected by conditions in the financial markets
a;nd economic conditions generally, both in the United States and elsewhere around the world. Many factors or
events could lead to a downturn in the financial markets including war, terrorism, natural catastrophes and other
t}'pes of disasters. These types of events could cause people to begin to lose confidence in the financial markets
and their ability to function effectively. If the financial markets are unable to effectively prepare for these types
of events and ease public concern over their ability to function, our revenues are likely to decline and our
cl)peratlous will be adversely affected.

9ur revenues may decline in adverse market or economic conditions.

| Our investment banking revenues, in the form of financial advisory and underwriting fees, are directly
related to the number and size of the transactions in which we participate and therefore may be adversely
aﬂ’ccted by any downturn in the securities markets. Additionally, downtumn in market conditions may lead to a
(Iieclme in the volume of transactions that we execute for our customers and, therefore, to a decline in the
revenues we would otherwise receive from commissions and spreads. Should these adverse financial and
economic conditions appear and persist for any extended period of time, we will incur a further decline in

transactlons and revenues that we receive from commissions and spreads.
\

We depend on our senior employees and the loss of their services could harm our business.

!

Our success is dependent in large part upon the services of several of our senior executives and
employees including those of Ladenburg. We do not maintain and do not intend to ebtain key man insurance on
the life of any executive or employee. if our senior executives or employees terminate their employment with us
Iand we are unable to find suitable replacements in relatively short periods of time, our operations may be
materially and adversely affected.

We face significant competition for professional employees.

| From time to time, individuals we employ may choose to leave our company to pursue other
opportunities. We have experienced losses of registered representatives, trading and investment banking
professionals in the past, and the level of competition for key personnel remains intense. We cannot assure you
that the loss of key personne! will not occur again in the future. The loss of a registered representative or a
trading or investment banking professional, particularly a senior professional with a broad range of contacts in an
'industry, could materially and adversely affect our operating results,

Qur principal shareholders including our directors and officers coatrol a large percentage of our shares of
Icommon stock and can significantly influence our corporate actions.’

At the present time, our executive officers, directors and companies that these individuals are affiliated
'thh beneficially own approximately 38% of our common stock. Accordingly, these individuals and entities will
‘be able to significantly influence most, if not all, of our corporate actions, including the election of directors and
|the appointment of officers. Additionally, this ownership of our common stock may make it difficult for a third
party to acquire control of us, therefore possibly discouraging third parties from seeking to acquire us. A third
‘party would have to negotiate any possible transactions with these principal shareholders, and their interests may
be different from the interests of our other shareholders. This may depress the price of our common stock.

‘The American Stock Exchange may delist our common stock from quotation on its exchange.

| Our common stock is currently quoted on the American Stock Exchange. In order to continue quotation
! of our commeon stock, we must maintain certain financial, distribution and stock price levels. Generally, we must
maintain a minimum amount in shareholders’ equity (usually between $2,000,000 and $4,000,000) and a
|mm1mum number of public shareholders (usually 300 shareholders). Additionally, our commeon stock cannot
'have what is deemed to be a “low selling price” as determined by the Exchange.

! ' If the Exchange delists our commeon stock from trading on its exchange, we could face significant

’ material adverse consequences including:
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«  alimited availability of market quotations for our common stock;

*  adetermination that our common stock is a “penny stock” which will require brokers trading in our
common stock to adhere to more stringent rules aad possibly resulting in a reduced level of trading
activity in the secondary trading market for our common stock;

*  alimited amount of news and analyst coverage for our company; and
+  adecreased ability to issue additional securities or obtain additional financing in the future.
We may lose customers and our revenues may decline due to our lack of online trading service capability.

A growing number of brokerage firms offer online trading services to their customers in response to
increased customer demand for these services, Currently, we are unable to offer online trading services, nor do
we anticipate having such ability in the near future. Should we offer such services in the future, the services may
not appeal to our current or prospective customers and these services may not be profitable. Our failure to
commence online trading services in the near future could kave a material adverse effect on our business
including the loss of our existing customers to competitors that do offer these services,

Additionally, if we commence online trading services but are unable to attract customers for those services, our
revenues will decline.

We rely on one primary clearing broker and the termination of the agreement with this clearing broker
could disrupt our business,

Ladenburg primarily uses one clearing broker to process its securities transactiens and maintain
customer accounts on a fee basis. The clearing broker also provides billing services, extends credit and provides
for control and receipt, custody and delivery of securities. Ladenburg depends on the operational capacity and
ability of the clearing broker for the orderly processing of transactions. In addition, by engaging the processing
services of a clearing firm, Ladenburg is exempt from some capital reserve requirements and other regulatory
requirements imposed by federal and state securities laws, If the :learing agreement is terminated for any reason,
we would be forced to find an alternative clearing firm. We canaot assure you that we would be able to find an
alternative clearing firm on acceptable terms to us or at all.

Our clearing broker extends credit to our clients and we are liable if the clignts do not pay.

Ladenburg permits its clients to purchase securities on a margin basis or sell securities short, which
means that the clearing firm extends credit to the client secured by cash and securities in the client’s account.
During periods of volatile markets, the value of the collateral held by the clearing broker could fall below the
amount borrowed by the client. If margin requirements are not sufficient to cover losses, the clearing broker sells
or buys securities at prevailing market prices, and may incur losses to satisfy client obligations. Ladenburg has
agreed to indemnify the cleaning broker for losses it may incur while extending credit to its clients.

We are subject to various risks associated with the securities industry,

As a securities broker-dealer, Ladenburg is subject to uncertainties that are common in the securities
industry. These uncertainties include:

+ the volatility of domestic and international financial, bond and stock markets;
= extensive governmental regulation;

* litigation;

* intense competition;

 substantial fluctuations in the volume and price level of securities; and
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* dependence on the solvency of various third parties.

. As a result, revenues and earnings may vary significantly from quarter to quarter and from year to year.
In periods of low volume, profitability is impaired because certain expenses remain relatively fixed. Ladenburg
i$ much smaller and has much less capital than many competitors in the securities industry. In the event of a
markel downturn, our business could be adversely affected in many ways. Our revenues are llkely to decline in
such circumstances and, if we are unable to reduce expenses at the same pace, our profit margins would erode.

Our risk management policies and procedures may leave us exposed to unidentified risks or an
ulnanticipated level of risk.

! The policies and procedures we employ to identify, monitor and manage risks may not be fully
elffective. Some methods of risk management are based on the use of observed historical market behavior. As a
result, these methods may not predict future risk exposures, which could be significantly greater than the
hlistorical measures indicate. Other risk management methods depend on evaluation of information regarding
markets, clients or other matters that are publicly available or otherwise accessible by us. This information may

_not be accurate, complete, up-to-date or properly evaluated. Management of operational, legal and regulatory
rilsk requires, among other things, policies and procedures to properly record and verify a large number of
transactions and events. We cannot assure you that our policies and procedures will effectively and accurately
récord and verify this information.

We seek to monitor and control our risk exposure through a variety of separate but complementary
financial, credit, operational and legal reporting systems. We believe that we effectively evaluate and manage the
market, credit and other risks to which we are exposed. Nonetheless, the effectiveness of our ability to manage
nlsk exposure can never be completely or accurately predicted or fully assured. For example, unexpectedly large
or rapid movements or disruptions in one or more markets or other unforeseen developments can have a material
adverse effect on our results of operatlons and financial condition. The consequences of these developments can
mclude losses due to adverse changes in inventory values, decreases in the liquidity of trading positions, higher
volauhty in earnings, increases in our credit risk to customers as well as to third parties and increases in general
systemic risk.

Gl'redit risk exposes us to losses caused by financial or other problems experienced by third parties.

We are exposed to the risk that third parties that owe us money, securities or other assets will not

perform their obligations. These parties include:
I

{ »  trading counterparties;
*  customers;
*  clearing agents;
*  exchanges;
*  clearing houses; and

| »  other financial intermediaries as well as issuers whose securities we hold.

These parties may default on their obligations owed to us due to bankruptcy, lack of liquidity,
operational failure or other reasons. This risk may arise, for example, from:

| » holding securities of third parties;

counterparty or systems failure by clearing agents, exchanges, clearing houses or other financial

' .
| » executing securities trades that fail to settle at the required time due to non-delivery by the
|
: intermediaries; and
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» extending credit to clients through bridge or margin loans or other arrangements.

Significant failures by third parties to perform their obligations owed to us could adversely affect our revenues
and perhaps our ability to borrow in the credit markets.

Intense competition from existing and new entities may adversely affect our revenues and profitability.

The securities industry is rapidly evolving, intensely competitive and has few barriers to entry. We
expect competition to continue and intensify in the fumre. Many of our competitors have significantly greater
financial, technical, marketing and other resources than we do. Some of our competitors also offer a wider range
of services and financial products than we do and have greater name recognition and a larger client base. These
competitors may be able to respond more quickly to new or changing opportunities, technologies and client
requirements. They may also be able to undertake more extensive promotional activities, offer more attractive
terms to clients, and adopt more aggressive pricing policies. We may not be able to compete effectively with
current or future competitors and competitive pressures faced by us may harm our business.

The precautions we take to prevent and detect employee misconduct may not be effective and we could be
exposed to unknown and unmanaged risks or losses.

i

We run the risk that employee misconduct could occur. Misconduct by employees could include:

* employees binding us to transactions that exceed authorized limits or present unacceptable risks to
us;

+ employees hiding unauthorized or unsuccessful activities from us; or
« the improper use of confidential information.

These types of misconduct could result in unknown and unmanaged risks or.losses to us including regulatory
sanctions and serious harm to our reputation. The precautions ‘we take to prevent and detect these activities may
not be effective. If employee misconduct does occur, our business operations could be materially adversely
affected.

Failure to comply with net capital requirements could subject us to suspension or revocation by the SEC
or suspension or expulsion by the NASD and the NYSE. ‘

Ladenburg is subject to the SEC’s net capital rule which requires the maintenance of minimum net
capital. We compute net capital under the alternate method permitted by the net capital rule. Under this method,
Ladenburg is required to maintain net capital equal to $250,000. At December 31, 2006, Ladenburg had net
capital of $16,696,000, which exceeded its minimum net capital requirement by $16,446,000. The net capital
rule is designed to measure the general financial integrity and liquidity of a broker-dealer. In computing net
capital, various adjustments are made to net worth which exclude assets not readily convertible into cash.
Additionally, the regulations require that certain assets, such as a broker-dealer’s position in securities, be valued
in a conservative manner so as to avoid over-inflation of the broker-dealer’s net capital. The net capital rule
reguires that a broker-dealer maintain a certain minimum level of net capital. The particular levels vary in
application depending upon the nature of the activity undertaken by a firm. Compliance with the net capital rule
limits those operations of broker-dealers which require the intensive use of their capital, such as underwriting
commitments and principal trading activities. The rule also limits the ability of securities firms to pay dividends
or make payments on certain indebtedness such as subordinated debt as it matures. A significant operating loss
or any charge against net capital could adversely affect the ability of a broker-dealer to expand or, depending on
the magnitude of the loss or charge, maintain its then present level of business. The NASD and the NYSE may
enter the offices of a broker-dealer at any time, without notice, and calculate the firm’s net capital. If the
calculation reveals a deficiency in net capital, the NASD may immediately restrict or suspend certain or all of the
activities of a broker-dealer, including its ability to make markets. Ladenburg may not be able to maintain
adequate net capital, or its net capital may fall below requirements established by the SEC, and subject us to
disciplinary action in the fonm of fines, censure, suspension, expulsion or the termination of business altogether.
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Risk of losses associated with securities laws violations and litigation.

Many aspects of our business involve substantial risks of liability. An underwriter is exposed to
substantial liability under federal and state securities laws, other federal and state laws, and court decisions,
including decisions with respect to underwriters’ liability and limitations on indemnification of underwriters by
ilssuers. For example, a firm that acts as an underwriter may be held liable for material misstatements or
omissions of fact in a prospectus used in connection with the securities being offered or for statements made by
1ts securities analysts or other personnel. In recent years, there has been an increasing incidence of litigation
1|nv01v1ng the securities industry, including class actions that seek substantial damages. Our underwriting
activities will usually involve offerings of the securities of smaller companies, which often involve a higher
cllegree of risk and are more volatile than the securities of more established companies. In comparison with more
establlshed companies, smaller companies are also more likely to be the subject of securities class actions, to
carry directors and officers liability insurance policies with lower limits or not at all, and to become insolvent.
Iliach of these factors increases the likelihood that an underwriter of a smaller companies’ securities will be
required to contribute to an adverse judgment or settlement of a securities lawsuit.

In the normal course of business, our operating subsidiaries have been and continue to be the subject of
numetous civil actions and arbitrations arising out of customer complaints relating to our activities as a broker-
cliealer, as an emplover and as a result of other business activities. In general, the cases involve various
elxllegations that our employees had mishandled customer accounts. We believe that, based on our historical
experience and the reserves established by us, the resolution of ‘the claims presently pending will not have a
matena] adverse effect on our financial condition. However, although we typically reserve an amount we believe
\lwll be sufficient to cover any damages assessed against us, we have in the past been assessed damages that
exceeded our reserves. If we misjudged the amount of damages that may be assessed against us from pending or
threatened claims, or if we are unable to adequately estimate the amount of damages that will be assessed against
us from claims that arise in the future and reserve accordingly, our financial condition may be materially
adverse]y affected.

Possible additional issuances will cause dilution,

At December 31, 2006, we had outstanding 155,972,805 shares of common stock and options and
warrants to purchase a fotal of 25,443,311 shares of common stock. We are authorized to issue up to
?00,000,000 shares of common stock and are therefore able to issue additional shares without being required
1|mder corporate law to obtain shareholder approval. If we issue additional shares, or if our existing sharcholders
exercise their outstanding options and warrants, our other shareholders may find their holdings drastically
diluted, which if it occurs, means that they will own a smaller percentage of our company.

‘We may issue preferred stock with preferential rights that may adversely affect your rights.

The rights of our shareholders will be subject to and may be adversely affected by the rights of holders
of any preferred stock that we may issue in the future. Our articles of incorporation authorize our board of
directors to issue up to 2,000,000 shares of “blank check” preferred stock and to fix the rights, preferences,

;IJrivilege and restrictions, including voting rights, of these shares without further shareholder approval.

The price of our common stock may fluctuate significantly, and this may make it difficult for you to resell
the shares of our common stock at prices you find attractive.

The trading price of our common stock has ranged between $0.62 and $3.75 per share over the past 52
weeks. We expect that the market price of our common stock will continue to fluctuate.

The market price of our common stock may fluctuate in response to numerous factors, many of which
are beyond our control. These factors include the following:

*  variations in quarterly operating results;

*  our announcements of significant contracts, milestones, acquisitions;
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s our relationships with other companies;

*  our ability to obtain needed capital commitments;

«  additions or departures of key personnel;

»  the initiation or outcome of litigation or arbitrations;

«  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.

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. Furthermore, stockholders may initiate
securities class action lawsuits if the market price of our stock drops significantly, which may cause us to incur
substantial costs and could divert the time and attention of our management. These factors, among others, could
significantly depress the price of our common stock.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

Not applicable.

ITEM 2. PROPERTIES.

Our principal executive offices are located at 4400 Fiscayne Boulevard, 12th Floor, Miami, Florida
33137 where we lease approximately 15,800 square feet of office space. We are leasing this space pursuant to a
month-to-month lease agreement with Frost Real Estate Holdings, LLC, an entity affiliated with Dr. Phillip
Frost, our Chairman of the Board and principal shareholder. We are currently finalizing a five-year lease
agreement with this entity for this space. The lease will provide for payments of $37,558 per month in the first
year increasing to $44,789 per month in the fifth year, plus applicable sales tax. The rent is inclusive of operating
expenses, property taxes and parking. We will receive a $60,0G0 credit for the costs of tenant improvements to
be applied against the first year’s rent.

The principal executive officers of Ladenburg and other subsidiaries of ours are located at 153 East 53rd
Street, 49th Floor, New York, New York 10022, where we lease approximately 11,000 square feet of office
space pursuant to a lease that expires in July 2008. The lease provides for payments of $38,000 per month. Our
previous New York City office located at 590 Madison Avenue representing approximately 90,000 rentable
square feet of office space has been subleased to various non-related parties at various terms and lease periods.
The lease, which we are still obligated under as the main lessor, expires in June 2015. We also operate several
branch offices located in California, illinois, Florida, New Jersey and New York.
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ITEM 3. LEGAL PROCEEDINGS.

; See Note 8 to our Consolidated Financial Statements included in Part II, Item 8 of this Annua) Report
o:n Form 10-K.
f

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.
! On November 1, 2006, we held our annuaI meeting of shareholders at which we submitted the followmg
matters to a vote of sccunty ho!dcrs

{ 1. Qur shareholders elected each of the individuals nominated for election for a term of one year and
until their successors are elected and qualified as follows:

Authority

Votes For Withheld
Henry C. Beinstein ..c..ovoeeiveeeeiiiiecnneiasienens 125,466,808 900,270
Robert J.Eide ... 125,538,972 828,106
Phillip FEOSt...ooorieeeee s iaceres e 125,603,608 763,470
Brian 8. Genson.........ccccovvcreinicnni e 125,539,432 827,646
Saul GilinsKi.........cooevcevirireicrecrecrnerere e neeneeren 125,607,444 759,634
Richard M. Krasno ........ccooccisiiviinnserisiminnsneen 125,600,576 766,502
Richard J. Lampen.......cccovvvvcmeionimienininiiinne 125,579,851 787,227
Howard M, Lorber.......ccocoiriniecienverreenceeenns 117,893,653 8,473,425
Jeffrey S. Podell.........coo e 125,602,015 765,063
Richard J. ROSenstock ...ovevvvvecrvrrerererrereerersnreeres 123,503,284 2,863,794
Mark Zeitchick ......c.oovevvievieireiciecirniniercss s s 123,541,049 2,826,029

‘ 2. Our sharehelders authorized an amendment to our Amended and Restated 1999 Performance Equity
Plan to increase the number of shares of common stock available for issuance under the plan from 10,000,000
shares to 25,000,000 shares and to increase the number of shares of common stock issuable to individuals in any
one year from 1,000,000 to 1,500,000 as follows:

4 For Agpainst Abstaining Not Voted
86,778,105 10,504,248 132,913 28,951,812

3. Our shareholders authorized an amendment to our Qualified Employee Stock Purchase Plan to
increase the number of shares of common stock available for issuance under the plan from 5,000,000 to
10,000,000 as follows:

i
i
|

For Against Abstaining Not Voted

92,869,843 4,374,777 170,646 28,951,812
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PART 11

ITEM5 MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

Our common stock trades on the Exchange under the symbol “LTS.” The following table sets forth the
high and low prices of the common stock for the pericds specified.

High($) Low

2007

First Quarter* § 3.75 $ 1.18
2006

Fourth Quarter $ 149 $ 091

Third Quarter $ 1.20 $ 076

Second Quarter 5198 $ 081

First Quarter $1.54 $ 044
2005 .

Fourth Quarter $ 063 $ 042

Third Quarter $ 0.66 3045

Second Quarter $ 079 $§ 052

First Quarter $ 099 $ 035

*Through March 15, 2007
Holders

On March 15, 2007, there were approximately 17,100 holders of record of our common stock.
Dividends

To date, we have not paid or declared any dividends on our common stock. The payment of future
dividends, if any, will be at the discretion of our board of directors after taking into account varicus factors,
including our financial condition, operating resuits, current anticipated cash needs as well as any other factors
that the board of directors may deem relevant. Our ability to pay dividends in the future also may be restricted by
our operating subsidiary’s obligations to comply with the net capital requirements imposed on broker-dealers by
the SEC. We do not intend to declare any dividends in the forezeeable future, but instead intend on retaining all
eamings for use in our business.

Recent Sales of Unregistered Securities

We did not effect the sale of any unregistered securities during the fourth quarter of 2006 other than
those described in Current Reports on Form 8-K.
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lss:’uer Purchases of Equity Securities
I

{ Our purchases of our common stock during the fourth quarter of 2006 were as follows:

Total
Number of  Average
Shares Price Paid
Period Purchased per Share

Oct?ber 1 to October 31, 2006 ................... — —
Novlember 1 to November 30, 2006(1)....... 451,585 $ 1.32
December 1 to December 31, 2006 ............ — _—

TOtAL ..ot et 451,585 $_132

Total Number
of Shares
Purchased as
Part of Publicly
Announced
Plans

or Programs

|y

Maximum
Number
of Shares that
May Yet Be
Purchased Under
the Plans

or Programs

(1) Represents delivery of shares to us in payment of exercise price in connection with exercise of employee

i stock options for 1,200,000 shares in November 2006.
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ITEM 6. SELECTED FINANCIAL DATA.

The selected financial data set forth below is derived from our audited financial statements. This
selected financial data should be read in conjunction with the section under the caption “Management’s
Discussion and Analysis of Financial Condition and Resulis of Operations” and the Consolidated Financial
Statements included elsewhere in this Annual Report on Form 10-K:

Year Ended December 31,

2006 2005 2004 2003 2002
(in thousands, except per share amounts)
Operating Results:
Total revenues.......oocn........ § 46,858 $ 30,690 $ 38,441 $ 57,420 $ 76,801
Total expenses........coccvuee. 42,010 56,607 48,354 62,618 121,668
Income (loss) from continuing
operations before income
170, 0.1 S 4,848 (a} (25,917) (b) (9,913) (5,198) (44,867} (¢)
Net income (1088).....ocurvnnrens . 4,659 (a) (25,971) (b) {9,854) (5,490) (46,393} (c)
Per common and equivalent
share:
Basic and diluted:
Income (loss) per Common
Share ...oooeeecee e $0.03 $.(0.24) $0.22) 5(0.13y 5010
Basic weighted average ‘
Common Shares................. 148,693,521 108,948,623 45,144, 48] 42,567,798 42025211
Diluted weighted average
- Common Shares............... 133,087,961 108,948,623 45,144,481 42,567,798 42025211
Balance Sheet Data:
Total assets........ccevecrivenerins $47,343 $39,299 $ 21,631 $ 44,644 $ 48,829
Total liabilities, excluding
subordinated liabilities ....... 19,009 26,332 27,657 35,180 32,620
Subordinated debt ................ — — 18,010 22,500 22,500
Limited partners’ interest in .
discontinued operations...... — — — 3,136 4,603
Shareholders’ equity (capital ‘ .
deficit) ..o 28,334 12,967 (24,036) (16,172) (10,894)
Other Data:
Book value per share............ $0.18 $0.09 $§ — 5 — $ —
Average registered
representatives.........c.oeeveene 97 97 145 196 399

(2) Includes $4,983 gain on sale of NYSE and CBOE seats, and a charge of $2,885 for non-cash compensation.

(b) Includes a $19,359 charge in connection with debt conversion.

{c) Includes an $18,762 charge for impairment of goodwill.

22




i
|
ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

| (Dollzrs in Thousands, Except Per Share Amounts)

Intreduction

We are engaged in retail and institutional securities brokerage, investment banking services, asset
management services and investment activities through our principal operatmg subsidiary, Ladenburg.
Ladenburg is a full service broker-deater that has been a member of the NYSE since 1879. It provides its
serwces principally for middle market and emerging growth companies and high net worth individuals through a
coordmated effort among corporate finance, capital markets, investment management, brokerage and trading
professnouals Ladenburg is subject to regulation by, among others, the SEC, the NYSE and the NASD and is a
member of the SIPC. Ladenburg had approximately 114 registered representatives and 58 other full time
errlxployees at December 31, 2006. Its private client services and institutionai sales departments serve
approximately 60,000 accounts nationwide and its asset management area provides investment management and
firiancial planning services to numerous individuals and institutions.

Our consolidated financial statements inclede our accounts and the accounts of cur wholly-owned
subsidiaries. Our subsidiaries include, among others, Ladenburg, Ladenburg Capital, Ladenburg Thalmann
Europe Ltd., Ladenburg Asset Management Inc and Telluride Acquisitions Inc.

Ladenburg Capital Fund Management (*L.CFM”) was the sole general partner of the Ladenburg Focus
Fund, L.P., an open-ended private investment fund that invests its capital in publicly traded equity securities and
options strategies. Effective December 31, 2004, we sold LCFM to an entity owned by three of our directors for
$5 Accordingly, LCFM and the lumted partnership are presented as discontinued operations in our 2004
consohdated statements of operations.

Recent Developments

Debt Exchange

In February 2007, we entered into a Debt Exchange Agreement with New Valley to retire our remaining
oultstandmg indebtedness. New Valley holds $5,000 principal amount of promissory notes due March 31, 2007.
Pursuant to the agreement, New Valley has agreed to exchange the principal amount of its notes for shares of our
coplmon stock at an exchange price of $1.80 per share, representing the average closing price of our common
smlck for the 30 trading days ending on the date of the agreement. The promissory notes will continue to accrue
interest through the closing of the debt exchange. The accrued interest on the notes, which was approximately
s 1500 at December 31, 2006, will be paid in cash at or prior to the closing of the transaction.

| The consummation of the transaction is subject to shareholder approval at our annual meeting of
shareholders which we anticipate holding during the second quarter of 2007. We expect to consummate the
transactlon as soon as practicable once shareholder approval is obtained. Upon closing, the $5,000 principal
amFount of notes will be exchanged for approximately 2,777,778 shares of our common stock.

! Sale of CBOE Seat

i On October 24, 2006, Ladenburg sold its membership on the Chicago Board Options Exchange for a
gailn of $1,125.

Deferred Underwriting Compensation

i Ladenburg is entitled to receive deferred investment banking and underwriting fees from certain clients
whose initial public offerings Ladenburg managed and participated. These clients are primarily Specified
Putpose Acquisition Companies (SPACs) and the payment of deferred fees is contingent upon the SPACs

cot?summating business combinations. Such fees are not reflected in our results of operations until the
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underlying business combinations have been completed and the fees have been irrevocably eamned. Generally,
these fees may be received within 24 months from the respecrive date of the offering, or not received at all if no
business combination transactions are consummated during such time period. As of December 31, 2006,
Ladenburg had unrecorded potential deferred fees for our SPAC-related transactions of $13,400, which, net of
expenses, amounted to approximately $8,200.

Acquisitions

On September 11, 2006, Ladenburg acquired substaatially all of the securities brokerage accounts and
registered representatives and employees of BroadWall Capital LLC, a boutique broker-dealer located in New
York City, which caters to both institutions and private clients. In connection with this acquisition, we issued to
BroadWall ten-year warrants to purchase 1,500,000 shares of our common stock at an exercise price of $0.94 per
share. In connection with the acquisition, David Rosenberg, the Chief Executive Officer of BroadWall, and
Adam Malamed, the President of BroadWall, became Senicr Vice Presidents of Ladenburg and serve as co-
heads of Ladenburg’s Private Client Services department. The warrants issued to BroadWall are currently
exercisable as to 150,000 shares and will become exercisable as to 337,500 shares on each of September 11,
2007, 2008, 2009 and 2010. However, any unvested portion of the warrants shall terminate if the employment of
Messrs. Rosenberg and Malamed is terminated by Ladenburg for “cause” or by Messrs. Rosenberg and Malamed
without “good reason.” Additionally, the warrant shall become fully vested and exercisable if Ladenburg
terminates Messrs, Rosenberg and Malamed without “cause,” Messrs. Rosenberg and Malamed terminate their
employment with “good reason,” both Messrs. Rosenberg and Malamed die or become disabled, or if we
undergo a change of control.

On October 18, 2006, we consummated the transactions contemplated by an agreement and plan of
merger, dated as of September 6, 2006, with Telluride Acquisition, Inc., our wholly-owned subsidiary, Telluride
Holdings, Inc. and each of James S. Cassel, Scott Salpeter and Barry Steiner, the stockholders of Telluride
Holdings. Telluride Holdings is the parent of Capitalink, L.C., a Miami-based investment banking firm which
provides services to middle-market and emerging growth companies. Pursuant to the merger agreement,
Tefluride Holdings merged with and into Telluride Acquisizion, with Telluride Acquisition comntinuing as the
surviving company. In exchange for all the capital stock of Telluride Holdings, we paid Messrs. Cassel, Salpeter
and Steiner $1,000 in cash and issued to them (i} 4,000,000 shares of our common stock and (ii) ten-year
warrants 1o purchase 2,900,000 shares of our common stock at an exercise price of $0.96 per share. Warrants to
purchase 966,666 shares of our common stock are immediately exercisable and the remaining warrants will
become immediately exercisable upon their release from escrow as described below. In connection with the
merger, Ladenburg entered into three-year employment agreements with each of Messrs. Cassel, Salpeter and
Steiner. Mr. Cassel became Vice Chairman, Senior Managing Director and Head of Investment Banking of
Ladenburg, and each of Messrs. Salpeter and Steiner became Managing Directors — Investment Banking of
Ladenburg. Of the consideration issued to Messrs. Cassel, Salpeter and Steiner, (x) 2,666,667 of the shares, (y)
warrants to purchase 1,933,333 shares of common stock and (z) $667 in cash has been placed in escrow. One-
half of the escrow amount will be released to the stockholders on June 3, 2007 and one-half of the escrow
amount will be released to the stockholders on January 18, 2008; provided, however, that (i) if any of such
stockholder’s employment is terminated by Ladenburg “without cause,” or by the stockholder for “good reason,”
or upon his death or disability, or if we undergo a change of control, then such stockholder’s pro rata portion of
the escrow amount will be released to him; and (ii) if any of such stockholder’s employment is terminated for
any reason other than as a result of an event set forth in the preceding clause, then such stockholder’s pro rata
portion of the escrow amount will be returned to us.

The Capitalink transaction resulted in an increase of $2,122 additional paid-in capital resulting from the
issuance of 4,000,000 shares of common stock and 966,66/ vested warrants. Unearned employee stock-based
compensation attributable to unvested equity instruments amounting to $4,270 will be recognized over the
vesting pericd, of which $823 was recognized as of December 31, 2006. The 2,666,667 shares of common stock
placed in escrow have been considered cutstanding as the former Telluride sharcholders are entitled to voting

rights.
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Change in Location
|
; In October 2006, we relocated our corporate headquarters from New York City to Miami, Florida. We
contmue to maintain Ladenburg’s investment banking, asset management, institutional and retail securities
brokerage business in New York City.

| Proceeds from Sale of NYSE Seat
I
As of December 31, 2005, Ladenburg owned one membership on the NYSE, which had been accounted

for at a cost of $868 in accordance with industry practice. On April 20, 2005, the NYSE and Archipelago
Holdmgs, Inc. entered into a definitive merger agreement, as amended and restated on July 20, 2005 (as so
amended the “NYSE Merger Agreement™), pursuant to which Archipelago and NYSE agreed to combine their
busmesses and become wholly-owned subsidiaries of NYSE Group, Inc. (“NYSE Group”), a newly-created, for-
pr?ﬁt and publicly-traded holding company (collectively, the “NYSE Merger”).

On March 7, 2006, the NYSE Merger was consummated, and each NYSE membership became entitled
to recewe in exchange for the NYSE membership $300 in cash, plus 80,177 shares of NYSE Group common
stqck In addition, immediately prior to the consummation of the NYSE Merger, the NYSE announced a
“permitted dividend” to be paid to each NYSE membership in the amount of approxtmate!y 371, which was
eqiivalent to the membership’s pro rata portion of the NYSE’s “excess cash,” as defined in the NYSE Merger
Agreement. We received the permitted dividend and the merger consideration relating to our NYSE membership
in IMarch 2006.

As a result of the NYSE Merger, Ladenburg’s NYSE membership was converted into $371 in cash
(including the permitted dividend) and 80,177 shares of NYSE Group common stock. The shares of NYSE
Group common stock received in the NYSE Merger are subject to a three-year restriction on transfer. The
restriction will be removed in three equal installments on each of March 7, 2007, 2008 and 2009, unless the
restrictions are removed earlier by the NYSE Group in its sole discretion. We have accounted for the investment
in the NYSE Group restricted common stock at the estimated fair value with changes in fair value reflected in
operations. The shares were valued at a discount from the published market value as a result of the transfer
restrictions.

Sale of NYSE Group Shares

‘ On May 5, 2006, Ladenburg participated in a secondary underwriting of its restricted NYSE Group
commeon stock and sold 51,900 restricted shares for an aggregate amount of $3,128, or average net proceeds of
$60 27 per share, which was $440 less than the carrying value of such shares. After the sale, Ladenburg’s
nvestmem in the NYSE Group common shares consisted of 1,552 shares restricted through March 7, 2008 and
26 725 shares restricted through March 7, 2009,

i On June 20, 2006, Ladenburg transferred the 28,277 remaining restricted shares to us at the estimated
fallr value of $1,228 at such date. We account for restricted investments at cost, adjusted for other than temporary
impairment. As of December 31, 2006, the estimated fair value of the restricted shares was $2,230.

Included in revenues for the year ended December 31, 2006 is a gain of $4,859 on the merger
transaction, representing the difference between the estimated fair value of consideration received on the merger
of $5 727 and the carrying value of our membership of 8868, and realized losses of $1,001, consisting of a loss
of $440 on the sale of 51,900 shares and a loss of $561 representing the decline in the fair market value of the
28,277 remaining NYSE Group restricted common shares on June 20, 2006 as compared to March 7, 2006.

]
Critical Accounting Policies

General. The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities, disclosure of contingent assets and liabilities and the reported amounts of revenues and expenses.
Acltual results could differ from those estimates.

i
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Clearing Arrangements. Ladenburg does not carrv accounts for customers or perform custodial
functions related to customers’ securities. Ladenburg introduces all of its customer transactions, which are not
reflected in these financial statements, to its primary clearing broker, which maintains the customers’ accounts
and clears such transactions. Additionally, the primary clearing broker provides the clearing and depository
operations for Ladenburg’s proprietary securities transactions. These activities may expose Ladenburg to off-
balance-sheet risk in the event that customers do not fulfill their obligations with the primary clearing broker, as
Ladenburg has agreed to indemnify its primary clearing broker for any resulting losses. We continually assess
risk associated with each customer who is on margin credit and record an estimated loss when we believe
collection from the customer is unlikely. We incurred losses from these arrangements, prior to any recoupment
from our financial consultants, of $18, $37 and $125 for the years ended December 31, 2006, 2005 and 2004,
respectively.

Customer Claims, Litigation and Regulatory Matters. In the normal course of business, our operating
subsidiaries have been and continue to be the subject of numerous civil actions and arbitrations arising out of
customer complaints relating to our activities as a broker-dealer, as an employer and as a result of other business
activities. In general, the cases involve various allegations that our employees had mishandled customer
accounts. Due to the uncertain-nature of litigation in general, we are unable to estimate a range of possible loss
related to lawsuits filed against us, but based on our historical experience and consultation with counsel, we
typically reserve an amount we believe will be sufficient to cover any damages assessed against us. We have
accrued $483 and $1,958 for potential arbitration and lawsuit losses as of December 31, 2006 and 2005,
respectively. However, we have in the past been assessed damages that exceeded our reserves. If we misjudged
the amount of damages that may be assessed against us from pznding or threatened claims, or if we are unable to
adequately estimate the amount of damages that will be assessed against us from claims that arise in the future
and reserve accordingly, our operating income would be reduced. Such costs may have a material adverse effect
on our future financial position, results of operations or liquidity.

Exit or Dispasal Activities. Duning the fourth quarter of 2002, we early adopted SFAS No. 146,
“Accounting for Costs Associated with Exit or Disposal Activities”. Under SFAS No. 146, a cost associated with
an exit or disposal activity shall be recognized and measured initially at its fair value in the period in which the
liability is incurred. For operating leases, a liability for costs that will continue to be incurred under the Jease for
its remaining term without economic benefit to the entity shall be recognized and measured at its fair value when
the entity ceases using the right conveyed by the lease (the “cease-use date™). The fair value of the liability at the
“cease-use date” shall be determined based on the remaining lease rentals, reduced by estimated sublease rentals
that could be reasenably obtained for the property.

In May 2003, Ladenburg relocated employees from its former New York City office to its Melville,
New York office. As a result of this move, Ladenburg ceased using one of the several floors it occupied in its
former New York City office, which it subleased in September 2004 for the remaining term of its lease. The fair
value of Ladenburg’s obhgation with respect to the lease computed in accordance with SFAS No. 146 was
approximately $1,500 at inception of the sublease and approximated the balance of our deferred rent liability
relating to such space, Accordingly, no charge to operations v/as required in connection with the sublease, The
balance of this liability as of December 31, 2006 and 2005 was approximately $503 and $364, respectively, and
is included in accrual expenses and other liabilities. The change in the liability results from net cash flows
relating to the space, including certain costs in connection with the sublease.

In the third quarter of 2004, Ladenburg ceased using a portion of another floor of its former New York
City office. Accordingly, the related leasehold improvements were written-off. In conjunction with the write-off
of these leasehold improvements, the unamortized deferred rent credit representing reimbursement from the
landlord for such leasehold improvements was also written-off. The write-off of unamortized leasehold
improvements of $1,275, net of the write-off of the unamortized deferred rent credit of $729, resulted in a net
charge to operations in 2004 of $546. In November 2004, Ladenburg subleased the space through June 30, 2010,
for a sub-rental equal to its lease comnmitment with the landlord through the sublease period.

In December 2005, Ladenburg entered into an agrecment to sublet the remaining floor of its former
New York City office, commencing no later than March 15, 2006, for a term through the end of our lease period.
Accordingly, the remaining leasehold improvements were wristen-off as of December 31, 2005. In conjunction
with the write-off of leasehold improvements, a portion of tae unamortized deferred rent credit representing
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reimbursement from the landlord of such leasehold improvements was also written-off. The write-off of
unamomzed leasehold lmprovements of $1,326, net of the write-off of $1,264 of the $2,093 of unamortized
deferred rent credit, resulted in a net charge to operations in 2005 of $62. The $829 balance of the unamortized
deferred rent credit was equivalent to the fair value of Ladenburg’s obligation with respect to the lease. The
ba]ance of this liability at December 31, 2006 was approximately $86 and is included in accrued expenses and
other liabilities. The decrease in this liability results from net cash flows related to the space, lncludmg certain
coéts in connection with the sublease.

i Fair Value. “Trading securities owned” and “Securities sold, but not yet purchased” on our consolidated
statements of financial condition are carried at fair value or amounts that approximate fair value, with related
unrealized gains and losses recognized in our results of operations. The determination of fair value is
fundamental to our financial condition and results of operations and, in certain circumstances, it requires
mqnagement to make complex judgments.

Fair values are based on listed market prices, where possible. If listed market prices are not available or
if the liquidation of our positions would reasonably be expected to impact market prices, fair value is determined
ba.'sed on other relevant factors, including dealer price quotations. Fair values for certain derivative contracts are
derived from pricing models that consider market and contractual prices for the underlying financial instruments

or commodities, as well as time value and yield curve or volatility factors underlying the positions.

Pricing models and their underlying assumptions impact the amount and timing of unrealized gains and
losses recogmzed and the use of different pricing models or assumptions could produce different financial
results Changes in the fixed income and equity markets will impact our cstimates of fair value in the future,
potentlally affecting principal trading revenues. The illiquid nature of certain securities or debt instruments also
reqmres a high degree of judgment in determining fair value due to the tack of listed market prices and the
poltenual impact of the liquidation of our position on market prices, among other factors.

Valuation of Deferred Tax Assets. We account for taxes in accordance with SFAS No. 109, “Accounting
for Income Taxes,” which requires the recognition of tax benefits or expense on the timing differences between
theI tax basis and book basis of its assets and liabilities. Deferred tax assets and liabilities are measured using the
enacted tax rates expected to apply to taxable income in the years in which those timing differences are expected
to be recovered or settled. Deferred tax amounts as of December 31, 2006, which consist principally of the tax
benefit of net operating loss carryforwards and accrued expenses, amount to $23,276. After consideration of all
the evidence, both positive and negative, especially the fact we sustained operating losses during 2005 and 2004,
we have determined that a valuation allowance at December 31, 2006 was necessary to fully offset the deferred
tax assets based on the likelihood of future realization. At December 31, 2006, we had net operating loss
cafzyforwards of approximately $49,000, expiring in various years from 2015 through 2026.

' Expense Recognition of Employee Stock Options. Effective January 1, 2006, we adopted SFAS No. 123
(Rev:sed 2004), Share-Based Payment (“SFAS No. 123R™), which requires an entity to measure the cost of
employee officer and director services received in exchange for an award of equity instruments, including stock
options, based on the grant-date fair value of the award. The cost is recognized as compensation expense over
the service period, which would normally be the vesting period of the options. SFAS No. 123R supersedes our
prevnous accounting under SFAS No. 123, Accounting for Stock-Based Compensation (*SFAS No. 123”), which
pen-mned us to account for such compensation under Accounting Principles Board Opinion No. 25, Accounting
for, Stock Issued to Employees (“APB No. 25”). Pursuant to APB No. 25, and related interpretations, no
compensation cost had been recognized in connection with the issuance of stock options, as all options granted
under our Amended and Restated 1999 Performance Equity Plan (the “Option Plan”} and all options granted
out51de the Option Plan had an exercise price equal to or greater than the market value of the underlying
common stock on the date of grant. We adopted SFAS No. 123R using the modified prospective transition
method which requires that compensation cost be recorded as earned, (i) for all unvested stock options
outstandmg at the beginning of the first fiscal year of adoption of SFAS No. 123R based upon the grant- date fair
value estimated in accordance with the original provisions of SFAS No. 123 and (ii) for all share-based
payments granted subsequent to the adoption, based on the grant-date fair value estimated in accordance with the
prowsmns of SFAS No. 123R. In addition, balances of unearned compensation attributable to awards granted
pnor to the adoption of SFAS No. 123R were netted against additional paid-in capital. As a result of adopting
SFAS 123R, our income before income taxes and net income for the year ended December 31, 2006 were
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$1,047, or $0.01 per share, lower than if we had continued to account for share-based compensation under APB
No. 25.

Results of Operations

The following table sets forth 2 summary of financial highlights for the three' years ended December 31,
2006;

Year Ended December 31,
2006 2005 2004

TOtAl TEVERUE ......cveeeeerinineireerssrsrssnsssneesserssensassesssnssensssssensrnsens $ 46,858 $ 30,690 $ 38,441
Total Operating EXPenses .........cocvereeeecrenrrarrreeesereneseresmaenesesencs 42,010 56,607 48,354
Operating income (L05S)........comvernrmenreancrirmenermersennensseres 4,848 (25,917) 9,913
Nt INCOME (L0SS).-trrrrmrrrrerersrmssvemsmseeememmemsmsessessesmesmesmessesesssnssoe 4,659 (25,971) (9,854)
EBITDA and other adjustiments.......co..evoveveressessersrsereasssrsesarens 3,824 (4,082) (6,224)
Add:

INtEIESE INCOME..cveererenrerresrrrnrerirerserassnssesrressrsrsersssnarassonerens 220 152 15

InCOme tax BEneLit ittt ene s — — 127

Sale of exchange memberships........occcnieiineicecicrisninnnes 4,983 — —
Less:

INEETESt EXPENSE . ovveeveeecerarc e errerere s aeraeesen s eneresreses rasrens (499) (1,027) (2,189)

INCOME LAX EXPEISE. v ceeee s rerieseee e e ceamerease et enee e e sara s (189) 59 —

Depreciation and amortization.......... ettt sre e s (754) (811) (1,037)

Write-off of furniture, fixtures and leasehold improvements,

TIB e s1iereeseireseae e see s vt ems et em e ene s e s st e b et en e e s s anar e sna e (41) (62) (546)
Non-cash COMPENSAtION .....oiviiseomireemriererstisssemscerrcerserbosetons {2,885) (728) —
Debt COnVErSIONn EXPENSE .....cveerererrvereireesamamsesressensessiesersess —_ (19,359) —

Net inCome (lOS8)....cvreecccrerriiicrem et s e e 4,659 (25,971) (9,854}

Earnings before interest, taxes, depreciation and amortization, or EBITDA, adjusted for gains or losses
on sales of assets and non-cash compensation expense, is a key metric we use in evaluating our financial
performance, EBITDA is considered a non-GAAP financial measure as defined by Regulation G promulgated by
the SEC pursuant to the Securities Act of 1933, as amended. We consider EBITDA, as adjusted, an important
measure of cur ability to generate cash flows to repurchase shares, service debt, fund capital expenditures and
fund other corporate investing and financing activities. EBITDA, as adjusted, eliminates the non-cash effect of
tangible asset depreciation and amortization of intangible assets and stock-based compensation. EBITDA should
be considered in addition to, rather than as a substitute for, pre-tax income, net income and cash flows from
operating activities.

Qur EBITDA, as adjusted, increased 37,906 in 2006 compared to 2005, and EBITDA, as adjusted,
increased $2,142 in 2005 compared to 2004.

Year ended December 31, 2006 compared to year ended December 31, 2005

For the fiscal year ended December 31, 2006, we had net income of $4,659, compared to a net loss of
$25,971 for the fiscal year ended December 31, 2005. The net income for 2006 included a $4,859 gain from the
NYSE Merger, a $440 realized loss from the sale of 51,900 NYSE Group shares and $561 of realized losses on
the NYSE Group shares, and a $1,125 gain from the sale of our CBOE membership. In addition, $2,885 of non-
cash compensation expense was included in the 2006 net income, including $823 relating to the Capitalink
acquisition. The net loss for 2005 included $19,359 of non-cash debt conversion expense (see “Liquidity and
Capital Resources — Senior Convertible Notes Payable, Debt Conversion and Private Financing” below) and
$728 of non-cash compensation expense.

Our revenues for 2006 increased $16,168 or 52.68% from 2005, primarily as a result of increased
principal transactions of $7,088, increased investment banking fees of $1,840, increased underwriting fees of
$1,577, and increased investment advisory fees of $1,116. In addition we had a net gain on the sale of exchange
memberships for $4,983.
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Excluding the debt conversion expense of $19,359 in 2005 and non-cash compensation of $2,885 in
2006 and $728 in 2005, our expenses for 2006 increased $2,605 from 2005 primarily as a result of increased
vanab]e costs, which corresponds with the increase in revenues.

. The $7,088 (175.36%) increase in net principal transactions was primarily the result of increased
institutional sales credits from greater participation in initial and secondary public offerings, including those for
whlch Ladenburg was a lead manager or co-manager of the underwriting or was part of the selling group.

The $1,840 (41.11%) increase in investment banking fees was primarily the result of an increase in the
mimber of public offerings where Ladenburg acted as either a lead or co-manager from 5 offerings in 2005 to 16
offerings in 2006.

The $1,577 (321.18%) increase in syndications and underwritings was primarily the result of the
inlcrease in the number of underwriting transactions in the 2006 period.

The $1,116 (88.22%) increase in investment advisory fees was due to an increase in assets under
m:anagement, primarily relating to customers associated with the employees we hired in the second and third
ql.%larters of 2005.

The $3,979 (17.49%) increase in compensation expense was primarily due to an increase in producers
co;mpensation as a result of the net increase in revenues.

| The $536 (22.45%) increase in brokerage, communication and clearance fees is primarily due to an
increase in telephone and data service charges of $262 (16.1%), which is a result of increased headcount and the
expansion of our offices, as well as higher costs to upgrade our information technology infrastructure. In
addmon execution fees that we pay to floor brokers and electronic communication networks increased $211
(41 .3%). These expenses are the result of an increase in our institutional desk transactions.

The $452 (17.2%) decrease in rent and occupancy (net of sublease revenue) was primarily due to the
sublettmg of the entire 34th floor of Ladenburg’s former New York City office during the first quarter of 2006
anid moving to our current New York City office.

We incurred income tax expense of $189 in 2006 as compared to $54 in 2005. After consideration of all
the evidence, both positive and negative, especially the fact we sustained recurring operating losses in 2005 and
2004 management determined that a valuation allowance at December 31, 2006 was necessary to fully offset the
deferred tax assets based on the likelihood of future realization. The income tax rate for the 2006 and 2005
penods does not bear a customary relationship to effective tax rates primarily as a result of unrecognized tax
beneﬁts from net operating losses.

Year ended December 31, 2005 compared to year ended December 31, 2004

E For the fiscal year ended December 31, 2005, we had a net loss of $25,971, compared to a net loss of
$9,854 for the fiscal year ended December 31, 2004, The net loss for 2005 included $19,359 of non-cash debt
conversion expense and $728 of non-cash compensation expense.

] Our revenues for 2005 decreased $7,751 from 2004 primarily as a result of decreased commissions of
$1.1,485, partially offset by increased investment banking fees of $2,823 and increased net principal transactions
of $1,244. Our revenues were adversely affected by the decrease in our number of registered representatives
from an average of 145 in 2004 to an average of 97 in 2005.

Excluding the debt conversion expense of $19,359 in 2005, our expenses for 2005 decreased $11,106

from 2004 primarily as a result of decreased compensation and benefits of $4,941, decreased interest of $1,162,
decreased rent and occupancy (net of sublease revenues) of $1,065 and decreased other expenses of $2,807.
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The 511,485 (41.9%) decrease in commission income was primarily a result of a decrease in the number
of registered representatives we employed during 2005 compared to 2004. We employed an average of 97
registered representatives during 2005 versus an average of 145 during 2004.

The 51,244 (44.5%) increase in net principal transactions was primarily the result of increased retail and
institutional sales credits from greater participation in public offerings, including those for which Ladenburg was
a lead manager or co-manager of the underwriting or was part of the selling group.

The $2,823 (170.8%) increase in investment banking fees was primarily the result of increased lead-
managed and co-managed public offerings in 2005 compared to 2004,

The $4,213 (15.2%) decrease in compensation expense was primarily due to the net decrease in
revennes, decreased compensation arrangements for our revenue-producing personnel and various staff
reductions. '

The $810 (25.3%) decrease in brokerage, communication and clearance fees was primarily due to the
decrease in the amount of agency commission transactions in 2305 compared to 2004,

The $1,065 (28.8%) decrease in rent and occupancy (net of sublease revenue) was primarily due to the
subletting of the entire 33rd floor and the remaining un-sublet portion of the 35th floor of Ladenburg’s former
New York City office during the third quarter of 2004. Due 10 these sublets, our rent and occupancy expense
decreased by approximately $1,750 per year.

The write-off of leasehold improvements, net is a result of subletting two floors of Ladenburg’s New
York City office, one in 2004 and the other in 2005. During the third quarter of 2004, Ladenburg ceased using a
portion of the 35th floor of its New York City office. Accordingly, the related leasehold improvements were
written-off. In conjunction with the write-off of these leasehold improvements, the unamortized deferred rent
credit representing reimbursement from the landlord for such leasehold improvements was also written-off. The
write-off of unamortized leasehold improvements of $1,275, net of the write-off of the unamortized deferred rent
credit of $§729, resulted in a net charge to operations of $546 in 2004. In December 2005, Ladenburg entered into
an agreement to sublet the 34th floor of its New York City office, commencing March 15, 2006, for a term
through the end of its lease period. Accordingly, the remaining leasehold improvemnents were written-off as of
December 31, 20035. In conjunction with the write-off of leaschold improvements, a portion of the unamortized
deferred rent credit representing reimbursement from the landlord for such leasehold improvements was also
written-off. The write-off of unamortized leasehold improvements of §1,326, net of the write-off of $1,264 of the
$2,093 of unamortized deferred rent credit, resulted in a net charge to operations in 2005 of $62.

We incurred an income tax expense of $54 in 2005, In 2004, we incurred an income tax benefit of $127,
primarily due to the filing of certain state and local income tax returns on combined basis for the fiscal year
ended September 30, 2003, which reduced our overall income tax liability. After consideration of all the
evidence, both positive and negative, especially the fact we have sustained recurring operating losses,
management determined that a valuation allowance at December 31, 2005 was necessary to fully offset the
deferred tax assets based on the likelihood of future realizaton. The income tax rate for the 2005 and 2004
periods does not bear a customary relationship to effective tax rates primarily as a result of unrecognized tax
benefits from net operating losses.

Liquidity and Capital Resources

Approximately 78% of our total assets at December 31, 2006 are liquid, consisting of cash and cash
equivalents, trading securities owned and receivables from broker-dealers, all of which fluctuate, depending
upon the levels of customer business and trading activity. Reczivables from broker-dealers, which are primarily
from our primary clearing broker, turn over rapidly. As a securities dealer, we may carry significant levels of
securities inventories to meet customer needs. A relatively stnall percentage of our total assets are fixed. The
tota] assets or the individual components of total assets may vary significantly from period to period because of
changes relating to economic and market conditions, and proprietary trading strategies.
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Ladenburg is subject to the net capital rules of the SEC. Therefore, it is subject to certain restrictions on
the use of capital and its related liquidity. At December 31, 2006, Ladenburg’s regulatory net capital, as defined,
of $16,696, exceeded minimum capital requirements, as defined by SEC’s Uniform Net Capital Rule 15¢3-1, of
$250 and as defined by Commodity Futures Trading Commission’s Regulation 1.17, of $500, by $16,446 and
$16 196, respectively, Failure to maintain the required net capital may subject Ladenburg to suspension or
expulsmn by the NYSE, the SEC and other regulatory bodies and ultimately may require its liquidation. The net
capital rule also prohibits the payment of dividends, redemption of stock and prepayment or payment of principal
of subordinated indebtedness if net capital, after giving effect to the payment, redemption or prepayment, would
be less than specified percentages of the minimum net capital requirement. Compliance with the net capital rule
could limit the operations of Ladenburg that requires the intensive use of capital, such as underwriting and
tradmg activities, and also could restrict our ability to withdraw capital from it, which in tum, could limit our
ablllty to pay dividends and repay and service our debt.

Ladenburg, as guwarantor of lts customer accounts to its primary clearing broker, is exposed to off-
balance-sheet risks in the event that its customers do not fulfill their obligations with the clearing broker. In
addmon to the extent Ladenburg maintains a short position in certain securities, it is exposed to future off-
ba[lance-sheet market risk, since its ultimate obligation may exceed the amount recognized in the financial
statements.

Our sources of liquidity in recent years have been primarily from the sale of our securities and financing
activities.

We continue to explore opportunities to grow our businesses, including through potential acquisitions of
other securities firms, both domestically and internationally. These acquisitions may involve payments of
matenal amounts of cash or debt or the issuance of significant amounts of our equity securities, which may be
dllutlve to our existing shareholders. We cannot assure you that we will -be able to consummate any such
potential acquisitions on terms acceptable to us or, if we do, that any acquired business will be profitable. There
is also a risk that we will not be able to successfully integrate acquired businesses into our existing business and
operatlons

Net cash used in operating activities for the year ended December 31, 2006 was $8,997 as compared 1o
$6,872 for the 2005 period. The increase in net cash used in operating activities was primarily due to a decrease
in |secuntles sold, but not yet purchased of $6,820 in 2006 compared to an increase of $8,829 in 2005 and offset
by an increase in receivables from clearing brokers of $3,904 in 2006 compared to an increase of $10,599 in
2005 and a decrease in trading securities owned and NYSE Group Inc. common stock, not readily marketable of
$l!,735 in 2006 compared to an increase in trading securities of $1,751 in 2005.

Net cash provided by investing activities for the year ended December 31, 2006 was $325 compared to
net cash flows used in investing activities of $237 for the 2005 period. These investing activities relate
prmc1pally to proceeds from sale of exchange memberships, offset by purchase of customer relationships,
leai,sehold improvements and enhancements to computer equipment,

There was $4,519 of cash provided by financing activities for the year ended December 31, 2006,
reflecting $3,675 of cash provided by our private equity offering, $929 provided by the issuance of our common
stock other than private equity offering, and an increase in restricted assets of $835. There was §16,325 of cash
provnded by financing activities in the 2005 period. The 2005 activity primarily represented the issuance of
$14 233 of common stock and $3,500 of notes payable, net of the repurchase of $1,155 of common stock

’ At December 31, 2006, we are obligated under several non-cancelable lease agreements for office

sp:ilce which provide for future minimum lease payments aggregating approximately $48,000 through 2015,
exclusive of escalation charges and have subleased vacant space under subleases which entitle us to receive rents
aggregating approximately $35,000 through such date. The obligation excludes the lease referred to in the
followmg paragraph. In addition, one of the leases obligates us to occupy additional space at the landlord’s
optlon which may result in aggregate additional lease payments of up to $470 through June 2015.

i In February 2006, Ladenburg Capital entered into a settlement agreement with the landlord for its office -
space in New York City which Ladenburg Capital was forced to vacate during 2001 due to the events of
September 11, 2001. Under the terms of the settiement with the landlord (who had filed for bankruptcy
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reorganization), the subsidiary paid the landlord $1,900 following approval of the settlement by the bankruptcy
court in March 2006. The lease, had it not terminated as a result of the events of September 11, 2001, would
have expired by its terms in March 2010. The Hability provided at December 31, 2004 in connection with this
matter was increased by $240 with a corresponding increase in rent expense for the year ended December 31,
2005 to reflect the settlement agreement.

Senior Convertible Notes Payable, Debt Conversion and Private Financing

In conjunction with the acquisition of Ladenburg in May 2001, we issued a total of $20,060 principal
amount of senior convertible notes due December 31, 2005, secured by a pledge of the stock of Ladenburg. The
$10,000 principal amount of notes issued to the former Ladenburg stockholders, including $8,010 to New
Valley, bore interest at 7.5% per annum, and $10,000 principz! amount of notes issued to Frost-Nevada, Limited
Partnership (“Frost-Nevada”), which was subsequently assigned to Frost-Nevada Investments Trust (“Frost
Trust”), of which Frost-Nevada is the sole and exclusive beneficiary, bore interest at 8.5% per annum. Dr. Phillip
Frost, the Chairman of our Board of Directors, is the sole stockholder of the general partner of Frost-Nevada.
The notes were convertible into a total of 11,296,746 shares of common stock.

In November 2004, we entered into an amended debi conversion agreement with Frost Trust and New
Valley to convert their notes, with an aggregate principal amount of $18,010, together with accrued interest, into
shares of our common stock. Pursuant to the conversion agreement, the conversion price of notes held by Frost
Trust was reduced from the prior conversion price of $1.54 to $0.40 per share, and the conversion price of the
notes held by New Valley was reduced from the prior conversion price of $2,08 to $0.50 per share. As part of the
debt conversion agreement, each of Frost Trust and New Valley agreed to purchase $5,000 of our common stock
for $0.45 per share.

The debt conversion transaction was approved by our shareholders at our annual shareholder meeting
held on January 12, 2005 and closed on March 11, 2005. The transactions were effective as of February 22, 2005
and resulted in the following;:

= The $10,000 senior convertible promissory note to Frost Trust and related accrued interest through
February 22, 2005 of $2,761 was converted ar $0.40 per share into 31,902,320 shares of our
common stock.

= The $8,010 senior convertible promissory note 1o New Valley and related accrued interest through
February 22, 2005 of $1,928 was converted a: $0.50 per share into 19,876,358 shares of our
comnon stock,

*  Frost-Trust acquired 11,111,111 shares of our common stock at $0.45 per share in exchange for a
cash payment of $1,445 and the cancellation of our $3,500 of notes payable and related accrued
interest of $55 described below.

*  New Valley acquired i1,111,111 shares of our common stock at $0.45 per share in exchange for a
cash payment of $1,445 and the cancellation of our $3,500 of notes payable and related accrued
interest of $55 described below.

» We recorded a pre-tax charge of $19,352 in 2005 reflecting the expense attributable to the
reduction in the conversion price of the notes that were converted. The net effect on our balance
sheet from the conversion, net of related expeases, was an increase to shareholders’ equity of
$22,699 (without giving effect to any sale of corrmon stock retating to the private financing).

Other Notes Payable

On March 27, 2002, we borrowed $2,500 from New Valley, our former parent. The loan, which bears
interest at 1% above the prime rate, was due on the earlier o7 December 31, 2003 or the completion of one or
more equity financings where we receive at least $5,000 in total proceeds. The terms of the loan restrict us from
incurring or assuming any indebtedness that is not subordinated to the loan so long as the loan is outstanding. On
July 16, 2002, we borrowed an additional $2,500 from New Vatley (collectively with the March 2002 loan, the
#2002 Loans”) on the same terms as the March 2002 loan. In November 2002, New Valley agreed in connection
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with the Clearing Loans (defined below) to extend the maturity of the 2002 Loans to December 31, 2006 and to
subordmate the 2002 Loans to the repayment of the Clearing Loans. In December 2006, New Valley agreed to
extend the maturity of the 2002 Loans to March 31, 2007.

In February 2007, we entered into a Debt Exchange Agreement with New Valley to retire our remaining
outstanding indebtedness. New Valley holds $5,000 principal amount of promissory notes due March 31, 2007.
Pursuant to the agreement, New Valley has agreed to exchange the principal amount of its notes for shares of our
common stock at an exchange price of $1.80 per share, representing the average closing price of our common
stock for the 30 trading days ending on the date of the agreement. The promissory notes will continue to accrue
interest through the closing of the debt exchange. The accrued interest on the notes, which was approximately
$1! 500 at December 31, 2006, will be paid in cash at or prior to the closing of the transaction.

The consummation of the transaction is subject to shareholder approval at our annual meeting of
shareholders, which we anticipate holding during the second quarter of 2007. We expect to consummate the
tralnsaction as soon as practicable once shareholder approval is obtained. Upon closing, the $5,000 principal
amount of notes will be exchanged for approximately 2,777,778 shares of our common stock.

In December 2002, an affiliate of Ladenburg’s clearing broker loaned us an aggregate of $3,500 (the
“Cleanng Loans™). The Clearing Loans and related accrued interest were forgivable over a four-year period,
prov:ded Ladenburg continued to clear its transactions through this primary clearing broker. As scheduled, in
November 2003, one of the loans consisting of $1,500 of principal, together with accrued interest of
approximately $90, was forgiven, in November 2004, $667 of principal, together with accrued interest of
approximately $54, was forgiven and in November 2005, $667 of principal, together with accrued interest of
approximately $97, was forgiven. The balance of the remaining loan, consisting of $666 of principal and $146 of
accrucd interest, was forgiven in November 2006. Upon the forgiveness of the Clearing Loans, the forgiven
amount was accounted for as other revenues.

! We borrowed $1,750 from New Valley and $1,750 from Frost Trust in 2004 and an additional $1,750
from each of them in the first quarter of 2005, These noles, together with accrued interest, payab]e at 2% above
the prime rate, were delivered for cancellation in March 2003 as payment, along with $2,890 in cash, for New
Valley s and Frost Trust’s purchase of $10,000 of our common stock (see above).

In December 2004, Ladenburg received a 32,000 temporary subordinated loan from each of Dr. Frost
anld New Valley to provide additional regulatory capital required for an underwriting participation. Upon
completion of the underwriting during the same month, the $4,000 was repaid with interest at the rate of prime
plus 2%. Interest amounted to $2,

In December 2005, Ladenburg received a $15,000 temporary subordinated loan from Dr. Frost to
prowde additional regulatory capital required for an underwriting participation. Upon completion of the
underwntmg during the same month, the $15,000 was repaid pius a $300 fixed amount of interest.

In December 2006, Ladenburg received a temporary subordinated loan in the amount of $2,000 {from
LTS, $12,000 from Dr. Frost and $8,000 from its clearing firm to provide additional regulatory capital required
for an underwriting participation. The temporary subordinated loans from us and Dr. Frost were subordinated by
their terms to the loan from the clearing broker. Upon completion of the underwriting during the same month,
the loans were repaid with interest at the rate of LIBOR plus 2%, which amounted to $49. In addition, Dr. Frost
was paid an additional commitment fee of $50.

|

In August 2006, Ladenburg received a $3,500 temporary subordinated toan from us to provide
ad(liitional regulatory capital -required for an underwriting participation. In September 2006, the $3,500 was
repaid with interest at the rate of 9%, which amounted to $22.

Off-Balance Sheet Arrangements and Contractual Obligations

: The table below summarizes information about our contractual obligations as of December 31, 2006 and
the effects these obligations are expected to have on our liquidity and cash flow in the future years.




Payments Due By Period (3)

Less than After
Contractual Obligations Total 1year 1-3 vears 4-5 years 3 years
Long-Term Debt, including interest of $1,504(1) ......ooverevvvienen. $ 6,504 56,504 § — 5 — 3 —
Capital Lease Obligations..........ocovceernreennnnerierininnnneesesisersesesnas — .-
Operating Leases(2) -ccieerietirnrnsessnssnrenssresssesessenseserssrnns 48,345 5.879 11,640 10,781  20.045
Other Long-Term Liabilities Reflected on our Balance Sheets
UNAET GAATP ...t eee e e nvaaresraeressatsessmrrns e sesenanan e — — — —
TOMAL.....eoeet e e e s F54.849 $12383 $11640 $10781 $20.045

(1) Interest is accrued at 1% above the prime rate on the $5,000 principal loans from our former parent. The
interest is payable upon maturity of the loans. See Notes 122 and 21 to our consolidated financial statements,

(2) Excludes sublease rentals of $34,750. See Note 8 to our consolidated financial statements.
Market Risk

Market risk generally represents the risk of loss that may result from the potential change in the value of
a financial instrument as a result of fluctuations in interest and currency exchange rates, equity and commodity
prices, changes in the implied volatility of interest rates, foreign exchange rates, equity and commodity prices
and also changes in the credit ratings of either the issuer or its related country of origin. Market risk is inherent to
both derivative and non-derivative financial instruments, and accordingly, the scope of our market risk
management procedures extends beyond derivatives to include all market risk sensitive financial instruments.

Current and proposed underwriting, corporate finance, merchant banking and other commitments are
subject to due diligence reviews by our senior management, as well as professionals in the appropriate business
and support units involved. Credit risk related to various financing activities is reduced by the industry practice
of obtaining and maintaining collateral. We monitor our exposure to counterparty risk through the use of credit
exposure information, the monitoring of collateral values and the establishment of credit limits.

We maintain inventories of trading securities. At lecember 31, 2006, the fair market value of our
inventories was 5204 in long positions and $2,037 in short positions. We performed an entity-wide analysis of
our financial instruments and assessed the related risk. Based on this analysis, in the opinion of management, the
market risk associated with our financial instruments at December 31, 2006 will not have a material adverse
effect on our consolidated financial position or resuits of operations.

Special Note Regarding Forward-Looking Statements

We and our representatives may from time to time make oral or written “forward-looking staternents”
within the meaning of the Private Securities Litigation Reforin Act of 1995, including any statements that may
be contained in the foregoing discussion in “Management’s Discussion and Analysis of Financial Condition and
Results of Operations”, in this report and in other filings with the Securities and Exchange Commission and in
our reports to shareholders, which reflect our expectations or beliefs with respect to future events and financial
performance. These forward-looking statements are subject to certain risks and uncertainties and, in connection
with the “safe-harbor” provisions of the Private Securities Litijation Reform Act, we have identified under “Risk
Factors” in Item 1A above, important factors that could cause actual results to differ materially from those
contained in any forward-looking statement made by or on behalf of us.

Results actually achieved may differ materially from expected results included in these forward-looking
statements as a result of these or other factors. Due to such wicertainties and risks, readers are cautioned not to
place undue reliance on such forward-looking statements, which speak only as of the date on which such
statements are made. We do not undertake to update any forward-looking statement that may be made from time
to time by or on behalf of us.
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ITiEM TA. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

The information under the caption “Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Market Risk” is incorporated herein by reference.

ITF.M 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA,

\ See the Consolidated Financial Statements and Notes thereto, together with the report thereon of Eisner
LLP dated March 16, 2007, beginning on page F-1 of this report.

i

lTiZM 9, CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING
; AND FINANCIAL DISCLOSURE.

I None.

{

ITEM 94, CONTROLS AND PROCEDURES.
Ev:aluation of Disclosure Controls and Procedures

Disclosure controls and procedures are our controls and other procedures that are designed to ensure
that information required to be disclosed by us in the reports that we file or submit under the Exchange Act is
recorded processed, summarized and reported, within the time periods specified in the Securities and Exchange
Colmmlssnon s rules and forms. Disclosure controls and procedures include, without limitation, controls and
procedures designed to ensure that information required to be disclosed by us in the reports that we file or submit
under the Exchange Act is accumulated and communicated to its management, including our principal executive
oﬂjcer and principal financial officer, as appropriate to allow timely decisions regarding disclosure.

! Under the supervision and with the participation of our management, including our principal executive
officer and principal financial officer, we have evaluated the effectiveness of our disclosure controls and
pro:cedures as of the end of the period covered by this report, and, based on that evaluation, our principal
executive officer and principal financial officer have concluded that these controls and procedures are effective,

Mﬁnagcment’s Report on Internal Control Over Financial Reporting
I

3 Our internal control over financial reporting is a process designed by, or under the supervision of, our
chlef executive officer and chief financial officer and effected by our board of directors, management and other
personnel to provide reasonable assurance regarding the reliability of our financial reporting and the preparation
of Puur financial statements for external purposes in accordance with generally accepted accounting principles.

Intemal control over financial reporting incledes policies and procedures that pertain to the maintenance of
reclords that in reasonable detail accurately and fairly reflect the transactions and dispositions of our assets;

provide reasonable assurance that transactions are recorded as necessary to permit preparation of our financial
statements in accordance with generally accepted accounting principles, and that our receipts and expenditures
are|bemg made only in accordance with the authorization of our board of directors and management; and provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of
our assets that could have a material effect on our financial statements.

i Under the supervision and with the participation of our management, including our chief executive
off icer and chief financial officer, we conducted an evaluation of the effectiveness of our internal control over
ﬁnanmal reporting based on the criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission. Based on our evaluation under the
criteria established in Internal Control — Integrated Framework, our management concluded that our internal
control over financial reporting was effective as of December 31, 2006.
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Management’s assessment of the effectiveness of internal control over financial reporting as of
December 31, 2006 did not include the internal controls of Capitalink because it was acquired by us in October
2006. Capitalink is included in the 2006 consolidated financial statements and constituted $2,574,000 of total
assets as of December 31, 2006 and $953,000 of total revenues and a net loss of $923,000 for the year then
ended.

Our management’s assessment of the effectiveness of our internal control over financial reporting as of
December 31, 2006 has been audited by Eisner LLP, an independent registered certified public accounting firm,
as stated in their report which is included below.

Attestation Report of the Company’s Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of
Ladenburg Thalmann Financial Services Inc.

We have audited management’s assessment, included in the accompanying Management’s Report on
Internal Control over Financial Reporting under Item 9A, that Ladenburg Thalmann Financial Services Inc. and
its subsidiaries (the “Company™) maintained effective internal control over financial reporting as of December
31, 2006, based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission {COSO). The Company’s management is responsible
for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of
internal control over financial reporting. Our responsibility is to express an opinion on management’s assessment
and an opinion on the effectiveness of the Company’s internal control over financial reporting based on our
audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Beard (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether effective internal control over financial reporiing was maintained in all material respects. Our
audit included obtaining an understanding of internal control over financial reporting, evaluating management’s
assessment, testing and evaluating the design and operating effectiveness of internal control, and performing
such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for external
purposes in accordance with generally accepted accounting principles. A company’s internal comtrol over
financial reporting includes those policies and procedures that (i) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii)
provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial
statements in accordance with accounting principles generally accepted in the United States of America, and that
receipts and expenditures of the company are being made only in accordance with authorizations of management
and directors of the company; and (i) provide reasonable assurance regarding prevention or timely detection of
unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the
financial staternents,

Because of its inherent limitations, internal control cver financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

As indicated in the accompanying Management’s Report on Internal Control over Financial Reporting,
management’s assessment of the effectiveness of internal control over financial reporting as of December 31,
2006 did not include the internal controls of Capitalink L.C. (“Capitalink™) because it was acquired by the
Company in October 2006. Capitalink is included in the 2006 consclidated financial statements and constituted
$2,574,000 of total assets as of December 31, 2006 and $953,000 of tetal revenues and a net loss of $923,000 for
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t;he year then ended. Our audit of internal control over financial reporting of the Company alse did not include an
evaluation of the internal control over financial reporting of Capitalink.

i In our opinion, management’s assessment that the Company maintained effective internal control over
financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the COSO criteria.
ffdso, in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of December 31, 2006, based on COSO criteria.

: We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the consolidated balance sheets of the Company as of December 31, 2006 and 2005, and
the related consolidated statements of operations, changes in shareholders’ equity {capital deficit), and cash
flows for each of the three years in the period ended December 31, 2006, and our report dated March 16, 2007
expressed an unquaiified opinion thereon.

/s/ Eisner LLP
?ﬁew York, New York
1\!Aarch 16, 2007

Changes in Internal Controf Over Financial Reporting

|

: There were no changes in our internal control over financial reporting during the fourth quarter that
have materially affected, or are reasonably likely to materially affect, our internal control over financial
reporting.

|

ITEM 9B. OTHER INFORMATION.

None.
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PART HI
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE,
This information will be contained in our definitive Proxy Statement for our 2007 Annual Meeting of
Shareholders, to be filed with the SEC not later than 120 days after the end of our fiscal year covered by this

report pursuant to Regulation 14A under the Securities Exchange Act of 1934, and incorporated herein by
reference.

ITEM 11. EXECUTIVE COMPENSATION.

This information will be contained in the Proxy Statement and incorporated herein by reference.

ITEM 12, SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS.

This information will be contained in the Proxy Statement and incorporated herein by reference,

ITEM13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE.

This information will be contained in the Proxy Statement and incorporated herein by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES.

This information will be contained in the Proxy Statement and incorporated herein by reference.
PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.
(a)(1): Index to 2006 Consolidated Financial Statements

The Consolidated Financial Statements and the Notes thereto, together with the report thereon of Eisner
LLP dated March 16, 2007, appear beginning on page F-1 of this report.

{a)(2): Financial Statement Schedules

Financial statement schedutes not included in this rcport have been omitted because they are not
applicable or the required information is shown in the Consolidated Financial Statements or the Notes thereto.

(a)(3): Exhibits Filed

The following is a list of exhibits filed herewith as part of this Annual Report on Form 10-K.
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Exhibit
Number

3.1
32

33

34
4.1
42

10.1 .

102

10.2.1

10.3

104

104.1

10.5

10.6

10.7.1

10.8

10.8.1

10.9

EXHIBIT INDEX

Description

Articles of Incorporation

Articles of Amendment to the Articles of Incorporation, dated
August 24, 1999

Articles of Amendment to the Articles of Incorporation, dated
April 3, 2006

Bylaws
Form of common stock certificate

Promissory Note, dated March 27, 2002, issued to New
Valley Corporation

Amended and Restated 1999 Performance Equity Plan*

Form of Stock Option Agreement, dated as of May 7, 2001,
between the Company and certain directors*

Schedule of Stock Option Agreements in the form of Exhibit
10.2, including material detail in which such documents differ
from Exhibit 10.2*

Stock Option Agreement, dated as of January 10, 2002,
between the Company and Richard J. Lampen*

Form of Stock Option Agreement, dated January 10, 2002,
between the Company and each of Victor M. Rivas, Richard
J. Rosenstock, Mark Zeitchick and Vincent A. Mangone*

Schedule of Stock Option Agreeménts in the form of Exhibit
10.4, including material detail in which such documents differ
from Exhibit 10.4*

Ladenburg Thalmann Financial Services Inc. Qualified
Employee Stock Purchase Plan*

Form of Stock Option Agreement, dated November 15, 2002,
between the Company and each of Bennett S. LeBow,
Howard M. Lorber, Henry C. Beinstein, Robert J. Eide and
Richard J. Lampen*

Schedule of Stock Option Agreements in the form of Exhibit
10.7, including material detail inf which such documents differ
from Exhibit 10.7*

Form of Stock Option Agreement, dated September 17, 2003,
between the Company and each of Howard M. Lorber, Henry
C. Beinstein, Robert J. Eide and Richard J. Lampen*

Schedule of Stock Option Agreements in the form of Exhibit
10.7, including material detail in which such documents differ
from Exhibit 10.7*

Stock -Option Agreement, dated as of March 25, 2005,
between Ladenburg Thalmann Financial Services Inc. and
Michael Philipps*
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Incorporated
By Reference
from
Document

A
B

No. in

Document

3.1
3.2

31

32
4.1
4.1

4.1
10.3

10.3.1

10.2

10.3

10.3.1

Exhibit A

10.48

10.48.1

10.1

10.1.1

10.1
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Exhibit
Number

10.10

10.11
10.12

10.13

10.14

10.15

10.16

1017

21
23.1
311

31.2

32.1

322

Description

Stock Option Agreement, dated July 13, 2006, issued to Dr.
Phillip Frost*

Warrant issued to BroadWall Capital LLC

Form of Stock Option Agreement issued to employees of
BroadWall

Letter Agreement, dated September 14, 2006, between
Ladenburg Thalmann Financial Services Inc. and Vector
Group Ltd.

Agreement and Plan of Merger, dated as of September 6,
2006, between Ladenburg Thalmarn Financial Services Inc.,
Telluride Acquisition, Inc., Telluride Holdings, Inc. and the
stockholders of Telluride Holdings, Inc.

Form of Warrant to be issued to the stockholders of Telluride
Holdings, Inc.

Amendment to Employment Agreement between Ladenburg
Thalmann Financial Services Inc., Ladenburg Thalmann &
Co. Inc. and Mark Zeitchick.*

Debt Exchange Agreement, dated as of February 13, 2007,
among Ladenburg Thalmann Financial Services Inc. and New
Valley LLC.

List of Subsidiaries
Consent of Eisner LLP

Certification of Chief Executive Officer, Pursuant to 18
U.8.C. Section 1350, as Adopted Pursuant to Section 302 of
the Sarbanes-Oxley Act of 2002

Centification of Chief Financial Officer, Pursuant to 18 U.5.C.
Section 1350, as Adopted Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002

Certification of Chief Executive Officer, Pursuant to 18
U.8.C. Section 1350, as Adopted Pursuant to Section 905 of
the Sarbanes-Oxley Act of 2002

Certification of Chief Financial Officer, Pursuant to 18 U.3.C.

.Section 1350, as Adopted Pursuant to Section 906 of the

Sarbanes-Oxley Act of 2002

A, Registration statement on Form SB-2 (File No. 333-31001).

B. Annual report on Form 10-K for the year ended August 24, 1999.

B
C. Quarterly report on Form 10-Q for the quarter ended June 31, 2006.
D

Incorporated
By Reference
from No. in
Document Document

L 10.2

M 10.1

M 10.2

N 10.1

0 10.1

0] 10.2

10.3

Q 10.1

. Quarterly report on Form 10-Q for the quarter ended March 31, 2002.

Registration staternent on Form §-8 (File No. 333-139254).
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Quarterly report on Form 10-Q for the quarter ended June 30, 2001.

Registration statement on Form S-3 (File No. 333-81964).

. Definitive proxy statement filed with the SEC on October 3, 2002 relating to the annual meeting of

shareholders held on November 6, 2002.
Annual report on Form 10-K for the year ended December 31, 2002.

Quarterly report on Form 10-Q for the quarter ended September 30, 2003.

. Current report on Form 8-K, dated March 25, 2005 and filed with the SEC on March 31, 2005.
. Current report on Form 8-K, dated July 10, 2006 and filed with the SEC on August 3, 2006.

. Current report on Form 8-K, dated September 11, 2006 and filed with the SEC on September 12, 2006.

Current report on Form 8-K, dated September 21, 2006 a-nd filed with the SEC on September 27, 2006.
Current report on Form 8-K, dated September 6, 2006 and filed with the SEC on September 7, 2006.
Current report on Form 8-K/A, dated September 6, 2006 and filed with the SEC on October 24, 2006.
Current report on Form 8-K, dated February 13, 2007 .and filed with the SEC on February 14, 2007.

Management Compensation Contract
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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.

LADENBURG THALMANN FINANCIAL SERVICES INC.
(Registrant) .

Dated: March 16, 2007
By: /s/ Diane Chillemi

Name: 1Jiane Chiflemi
Title: Vice President and Chief Financial Officer

POWER OF ATTOENEY

The undersigned directors and officers of Ladenburg Thalmann Financial Services Inc. hereby constitute and
appoint Diane Chillemi, Richard ). Lampen and Mark Zeitchick, and each of them, with full power to act
without the other and with full power of substitution and resubstitution, our true and fawful attorneys-in-fact with
full power to execute in our name and behalf in the capacities indicated below, this Annual Report on Form 10-K
and any and all amendments thereto and to file the same, with all exhibits thereto and other documents in
connection therewith, with the Securities and Exchange Comumission, and hereby ratify and confirm all that such
attorneys-in-fact, or any of them, or their substitutes shall lawfully do or cause to be done by virtue hereof.

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed below by
the following persons on behalf of the registrant and in the capacities indicated on March 16, 2007.

Signatures

/s/ Richard J. Lampen

Richard J. Lampen

/s/ Diane Chillemi

Diane Chillem:

/s/ Henry C. Beinstein

Henry C. Beinstein

/s/ Robert J. Eide

Robert J. Eide

/s/ Phillip Frost, M.D.

Phitlip Frost, M.D.

/s/ Brian S. Genson

Brian S. Genson

/s/ Saul Gilinski

Saul Gilinski

Title

President and Chief’ Executive Officer (Principal Executive Officer)

Vice President and Chief Financial Officer (Principal Financial
Officer and Principal

Accounting Officer)

Director

Director

Director

Director

" Director

42




/s/ Dr. Richard M. Krasno

Dr,i Richard M, Krasno

[
/s/ Howard M. Lerber

Howard M. Lorber
f

Is/ Jeffrey S. Podell

Jeffrey S. Podell

|
/s/ Richard J. Rosenstock

Ricllaard J. Rosenstock

/s!/ Mark Zeitchick

Mark Zeitchick

Director

Director

Director

Director

Director
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Exhibit 31.1

SECTION 302 CERTIFICATION PURSUANT TO
RULE 13a-14 AND 15d-14 UNDER |
THE SECURITIES ACT OF 1934, AS AMENDED '

1, Richard J. Lampen, certify that:
1. I have reviewed this Annual Report on Form 10-K of Ladenburg Thalmann Financial Services Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules i3a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

{a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

{b) Designed such intenal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purpeses in accordance with
generally accepted accounting principles;;

{c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

' (d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal
| control over financial reporting; and

5. The registrant’s other certifying officer(s) and T have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s anditors and to the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: March 16, 2007

By: /s/ Richard J. Lampen
Name: Richard J. Lampen
Title: President and Chief Executive Officer
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! Exhibit 31.2
‘ .

! SECTION 302 CERTIFICATION PURSUANT TO

! RULE 13a-14 AND 15d-14 UNDER

f THE SECURITIES ACT OF 1934, AS AMENDED
|

I, Diane Chillemi, certify that:

! .

1. ] have reviewed this Annual Report on Form 10-K of Ladenburg Thalmann Financial Services Inc.;
|

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
! material fact necessary to make the statements made, in light of the circumstances under which such statements
| were made, not misleading with respect to the pertod covered by this report;

I

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
1 present in all material respects the financial condition, results of operations and cash flows of the registrant as of,

' and for, the periods presented in this report;

i
I4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure

controls and procedures (as defined in Exchange Act Rules 13a-15(e} and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

{a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period

i

!

I

|

I

[

I in which this report is being prepared,;
[

i

I

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of

financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(¢) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report
our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period
covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual
report) that has materially affected, or is reasonably likely to materially affect, the registrant’s internal

control over financial reporting; and
5. The registrant’s other certifying officer(s) and [ have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and to the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):
(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

|
!

|

i

i

i

i

i

|

I (b} Any fraud, whether or not material, that involves management or other employees who have a significant
I rele in the registrant’s internal control over financial reporting.

1

|

i

[

I

|

i

I

|

Date: March 16, 2007
By: /s/ Diiane Chillemi

Name: Diane Chillemi
Title: Vice President and Chief Financial Officer
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Exhibit 32.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Ladenburg Thalmann Firancial Services Inc. (the “Company™) on Form
10-K for the period ended December 31, 2006 as filed with the Sccurities and Exchange Commission on the date
hereof (the “Report’™), I, Richard J. Lampen, President and Chief Executive Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to
my knowledge:

1. the Report fully complies with the requirements of Section 1%(a) or 15(d) of the Securities Exchange Act of
1934; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and
results of operation of the Company.

Dated: March 16, 2007
By: /s/ Richard J. Lampen
Richard J. Lampen
President and Chief Executive Officer

Exhibit 32.2

CERTIFICATION PURSUAKT TO
18 U.S.C. SECTION 1350
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the Annual Report of Ladenburg Thalmann Financial Services Inc. (the “Company™) on Form
10-K for the period ended December 31, 2006 as filed with the Securities and Exchange Commission on the date
hereof (the *Report”), I, Diane Chillemi, Vice President and Chief Financial Officer of the Company, certify,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to
my knowledge:

1. the Report fulty complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of
1934; and

2. the information contained in the Report fairly presents, in all material respects, the financial condition and
results of operation of the Company.

Dated: March 16, 2007
By: /s Diane Chillemi
Diane Chillemi
Vice President and Chief Financial Officer
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LADENBURG THALMANN FINANCIAL SERVICES INC.
FORM 10-K FOR THE YEAR ENDED DECEMBER 31, 2006
ITEMS 8 and 15(a) (1) AND (2)

INDEX TO FINANCIAL STATEMENTS

| Financial Statements of the Registrant and its subsidiaries required to be included in Items 8 and 16(a) (1)

and‘ (2) are listed below: :

FINANCIAL STATEMENTS:

Ladenburg Thalmann Financial Services Inc, Consolidated Financial Statements
!

Report of Independent Registered Public Accounting FIMmm ........ocevecervereeereensnsssnsessesennens
Consolidated Statements of Financial Condition as of December 31, 2006 and 2005
Conlsolidated Statements of Operations for the years ended December 31, 2006, 2005 and 2004

Consolidated Statements of Changes in Shareholders’ Equity for the years ended December 31, 2006,
2005 QA 2004 ... ettt ms e eesese e e as s b et bh b et s b b e s bes £ bbb A ket e bn R e sea eE e s e e Rt e s b eba e e

Consolidated Statements of Cash Flows for the years ended December 31, 2006, 2005 and 2004 .............

Notes to the Consolidated Financial Statements
| .

Page
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders of
Ladenburg Thalmann Financial Services Inc.

We have audited the accompanying consolidated statements of financial condition of Ladenburg Thalmann
Financial Services Inc. and its subsidiaries (the “Company”) as of December 31, 2006 and 2005, and the related
consolidated statements of operations, changes in shareholders’ equity (capital deficit) and cash flows for each of the
three years in the period ended December 31, 2006. These financial statemenis are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of Ladenburg Thalmann Financial Services Inc. and its subsidiaries as of December 31, 2006 and
2003, and the consolidated results of their operations and their cash flows for each of the three years in the period
ended December 31, 2006, in conformity with accounting principles generally accepted in the United States of
America.

As discussed in Note 2 to the consolidated financial statements, the Company changed its method of accounting for
stock-based compensation effective January 1, 2006.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United
States), the effectiveness of the Company’s internal control over financial reporting as of December 31, 2006, based
on criteria established in Internal Control — Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission, and cur report datec March 16, 2007 expressed an unqualified opinion
thereon.

/s/ Eisner LLP

New York, New York
March 16, 2007
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LADENBURG THALMANN FINANCIAL SERVICES INC.
CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION
(Dollars in thousands, except share amounts)

ASSETS

Cash and cash eqUHVAIENES ...ttt e e e s s ens
Trading SECUMES OWIIEH ..ottt sae e r et ar s e s en e e e e s ar e s e sessasinaen
Receivables from clearing BrOKErs.... ..ottt cer e s ene b e em st ere b em s ettt es e et ensaes
Receivable fTom Other DIOKETS .......vvieieieinnisienisscerenreesssssiessssssrssniossssssssssssssssesssssseassssansssnsrasssssssansenss
Exchange memberships owned, at hisStorical COSt....... ..ot e e ee e
NYSE Group Inc. common stock, rot readily marketable......cocvivireirninimrinnceniesceresee s eneanes
Investment in fUnd MANBEET.......viiiieiieiiie ettt et e ten e e s r e res e sssass s varas s et et eseneneanee
Furniture, equipment and leasehold improvements, NEL .........ccivuivrerremiericnsseres e snsescsnseeeresesresessassessens
RESITICEA BSSLLS.......oetirmerieireiaetestse st es sttt asa et e bt e b e e e e r s ebare st b s e bbb e b ek ba b ea b an b beab et bsbnaee
Intangible assets, net of accumulated amortization 0f $144 ........ovvievicnie e
OHBET BSSELS ....vuevieieresee st e et re e e e e et se e bs s b er b sas s as S b as sk sba abe s bbb 4504 B4t bbb a4+ bbb h b bk Sabe b bt bbb ertens

LIABILITIES AND SHAREHOQLDERS’ EQUITY

Securities sold, but not yet purchased ...ttt bbb e
ACCTUESH COMPEIISALION. ...cecvemctemccteeetet et s et eaeses e seesrssresessesstsmsassssasasesssetssarntessastemssanntanasatasasntasenstens
Accounts payable and accrued Habiltes ........cc.cocoereiieeic et s
DEfEITEA INL.... ... crecsecrrererererceretrerrr e s b s s ses e s be s s s s b bt st s ee et ensessantenas semsarenateranseesrmnes
Accrued interest t0 fOrMET PATENL ..o ottt srers e s s brss st ses et ess st sms st emssabesaretsmsansnse
Notes payable, including $5,000 to former parent............o.occciiircininie s e et

TOA] HADIIILIES .....erecerer e cerreerrisearirs s s sas s er s et s sar s s s sae s casbasac s ot b essassssnesensstsasstsassosssersaron
Commitments and contingencizs (NOLE B) .....vcvecveviciieieinisiriiersrersirsssssssrsrsssssserssmsssssssressssessssssssssess .
Shareholders’ equity:

Preferred stock, $.0001 par value; 2,000,000 shares authorized; none issued .........convvvinivrscrninienionne
Common stock, $.0001 par value; 400,000,000 and 200,000,000 shares authorized in 2006 and 2005,

respectively; shares issued and outstanding, 155,972,805 in 2006 and 141,590,529 in 2005...............
Additional paid-in CAPIAL..........ccocimiiec et ettt e et e e
Unearned employee stock-bised cOmMPENSALION. ... .....vccvvereerernrereeiie st snsesssnereeseesresssesee e seesns
ACCUMUIBLED QEIICIE ...c.ceeevrsrrsrriraisi e rsms s st s se e srsas e s s sessarsa s b s bs R easaaressaassarnsnn s :

Total Shareholders’ EQUILY ..o e e e s sr e s s ea et s s nesaesnaes

Total liabilities and shareholders” qUILY .......coovienieriiimresriesmmess s sss st sen st es

See accompanying notes to consolidated financial statements

December 31,
2006 2005
$6,983 310,936

204 1,904
24,851 20,947
4,249 —
120 1,413
1,228 —
448 —_
106 966
1,398 1,313
3,035 —
4,121 1,820
$47.343 $39,299
$2,037 $ 8,857
3,764 2,488
5,152 6,735
1,552 1,529
1,504 1,056
5,000 5.667
19.009 26,332
15 14
132,346 122,532
— (893)
(104,027) 108,686
28,334 12,967
$47343 539299




LADENBURG THALMANN FINANCIAL SERVICES INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in thousands, except per share amounts)

Revenues:

COMMUSSIONS. ...c.vevvererererrarrserssessessaessasssesesmmsseccomssensrassarcassrssassessassasasressassaseses
Principal transactions, Mt .........eeeeeveerererernnreesseesasnr e sneesescseneenenasncasesasscennes
Investment banking fees.......ccovvvver i
Investment adViSOTY fBES...cov e vcrereer s screnrre e eres e et essas s assraesnass
Interest and divIdends ........cooocovoe e e e
Syndications and underwritings ..o e
Gain on NYSE merger transaction.........cueiemererrerinsnssssmeesesessessessessscrssanens
Realized 1oss on NYSE Group Inc. restricted common StocK..........oeeeverreveenas
Gain on sale of CBOE membership ..ot s neene
Other INCOME......ivvuviriiisvieiene s et e s b e e e

Expenses:

Compensation and Benefits ...............coemririininiee i s sresess e eaeee e s
Non-cash COMPENSALON ......covveveeeriesiriimece e eencersrrssaraere e vearesressasessesseas sasrere
Brokerage, communication and clearance fees.......ccoorervenniinininnieneiee s
Rent and occupancy, net of sublease revenue ... .
Professional SErVICES ......coirecrmnecrin et e et nre s sr e e e
_Interest ..
Deprcmatlon and amortlzatlon
Write-off of furmture, fixtures and lcasehold 1mprovements net .....................
Debt conversion expense
OHEL .o.oevcreeciates et cecmee e esane ot st s s sessassssar s ettt sa s bbb bbbt ensreee

TOLAl EXPETMSES .o ecmiir e s et st st e o e e ba e e e
Income (loss) from continuing operations before income taxes (benefiv).....
Income taxes (benefit)......cccvvvvicicivcnne e beere et
Income (10ss) from CONtINUING OPEIALIONS. .......ovverevveeriesesrrensassirassessscsererons

Loss from discontinued operations, net of limited partners’ interest and income
BAXES 1oov e rcmcos s eemc e enrv s s eremare e s a b b s b s e et £ttt

INEt INCOME (JOS5) <.cceeievrrrerernrrnrerressesteemes e e sresaesmeme sttt er s necneanasns et s s s

Income (loss) per Common Share {basic and diluted):
Continuing OPErationS........ccouveeerrrsmcserrsrsserie s iemssssesss s st s entssossanessnes
Discontintied Operations.......coceceicoiminrmimeimn s e sesnesisssen s e e
INEt INCOME (J055) cvruveererrnreenreires e cereoecroc s e s e e reeaesrere e e rersnss svms sessens

Number of shares used in computation:
BasiC.. ..ot st
DI ..ot ee s e e e e e va st st ba e e nnten

See accompanying notes to consolidated financial statements
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Year Ended December 31,

2006

$15,123
11,130
6,316
2,381
2,790
2,068
4,859
(1,001)
1,125

- 2,067

46,858

26,735
2,885
2,923
2,183
2,558

$0.03

5.0.03

148,693,521

2005

815,937
4,042
4,476
1,265
2,082

491

23

~J

30,69

L)

22,756
728
2,387
2,635
3,054

(25,917)
54
(25,971

£.25,971)

$ (0.24)
s1029)

2004

$27,422
2,798
1,653
193
1,495
496

27,697

3,197
3,760
3,393
2,189
1,037

546

6,595

o

48354

(9,913)
127

(9,786)

{68
$..834)
$(0.22)

{0.00)
$.0.22)

108,948,623 45,144,481
153,087,961  108948,623  45,14448]




LADENBURG THALMANN FINANCIAL SERVICES INC.
CONSOLIDATED STATEMENT OF CHANGES
IN SHAREHOLDERS® EQUITY (CAPITAL DEFICIT)
(Dollars in thousands)

Unearned
Additional Employee
Common Stock Paid-in Stock-based  Accumulated I
Shares Amount Capital  Compensation Deficit Total

Balance, December 31, 2003.......cooieeeceereeene 43,627,130 $4 356,685 $ — $ (72,861) $(16,172)
Issuance of shares of common stock in connection with

settlement of arbitration claims... 2,000,000 1 . 1,419 — — 1,420
Issuance of shares of common sto»k undcr employcc )

stock purchase plan........ooooooe e 018,842 — 479 — — 479
Exercise of stock options 137,298 — a1 —_ — 91
NEL 085 ceesreriiinisisnsssssscssssesssssessssesssssasssassss — — — — {9.854) {9,854)
Balance, Deccmber 31, 2004.....ceereeeeverierenesrmrenenrer 46,683,270 5 58,674 — (82,715) (24,036)
Issuance of shares of common stock under employee

stock purchase plan....... e 686,096 — 307 — — 307
Exercise of stock options ...........oeeceeecineererencrenns 44,767 — 21 — — 21
Issuance of shares of common stock under performance

equity plan ..... . 580,000 — 374 (113) - — 261
Issuance of shares of common sr.m.k to employces :

pursuant to stock purchase agreements..........ceev.o 10,391,666 1 6,149 (1,474) — 4,676
Stock options granted to Advisory Board ................. — —_ 34 — — 34
Amoertization of uneamed employze stock-based

compensation ... v - — 6594 — 694
Conversion of senior convemble notes ..................... 51,778,678 5 42,053 - — 42,058
Issuance of shares of common stock to former

debtholders pursuant to private equity offering, net of

expenses of $87 22,222,222 2 9,911 — — 9,913
Issuance of shares of common stock to unrelated

parties pursuant to private equity offcnng, net of

expenses of $56... - 13,824,331 1 6,164 — — 6,165
Repurchase and retm:ment of sharcs of COIMIMON stock (4,620,501) — (1,155) ) — - (1,155}
Net loss .. — — — — (25971) 25
Balance, December 31, 2005.. e 141,590,529 14 122,532 (893) (108,686) 12,967
Issuance of shares of common stock under employee

stock purchase plan.......co 248,298 —_ 267 — — 267
Exercise of stock options, net of 451,585 shares ) :

tendered in payment of exercise price........c.ccvuvunn 1,469,607 —_— 489 — — 489
Stock options granted to Advisory Board ................. — — 312 — — 312
Elimination of uneamed employee stock-based

compensation to additional paid-in capital upon

adoption of SFAS No. 123R ... — — (893) 893 —
Amortization of unearned employce stock-based }

compensation issued it 2005 ..........coooriieineninnns — — 803 — — 803
Stock-based compensation to employees in 2006 ..... o — 1,770 ° — — 1,770
Issuance of shares of common stock to affiliates

pursuant to private equity offering, net of expenses of

B103 e e 8,397,891 1 3,675 — — 3,676
Warrants issued for acquisition of customer accounts — — 698 — — 698
Warrants issued for interest in fund manager ............ — — 399 — — 399
Warrants and common stock issued for acquisition of

CAPIANNK oo eeseeeeeeene e seeeeeeseeenene 4,000,000 — 2,122 — — 2,122
Issuance of shares of common stock to employees

pursuant to stock purchase agreements.................... ) 266,480 —_ . 172 -— — 172
Net income . — — — e 4,659 4,659
Balance, December 31, 2006... 155,992,805 15 5132346 = £(104,027) $28.334

See accompanying notes to consolidated financial statements
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LADENBURG THALMANN FINANCIAL SERVICES INC,
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Dollars in thousands)

Cash flows from operating activities:
NEL INCOME (1055)..ucuiiiiitiiiitice st et e s enser s rane
Adjustments to reconcile net income (loss) to net cash used in operating activities:
Depreciation and SMOTZAHON . ........covieeer et reessrresereensesrerassissasssssmssertrsresessssssness
Write-off of fumniture, fixtures and leasehold improvements, net......c.coecevinviinicsienne.
Adjustment to deferred TENL ...........cccvvreccrerrnrermserceresessnirevsresrsesseresssrstrssarmssr smssssssenssesnes
Amortization of intangible assets.............ccvene.
Amortization of investment in fund manager ...
Accrued INterest.......o..vierenrirneceesneessene
Forgiveness of promissory note payable....
Debt conversion expense ...............
Non-cash COMPENSALION EXPEISE wo.veureere e eesereseresa e sessssssssanssssessssasssssenssssenssssas
Limited partners’ interest in discontinued Operations ..........covevreevermesmereresrsssmmsessassrenes
Gain on NYSE merger transaction in excess of proceeds of sale of $3,128 ....................
Realized loss on NYSE Group INC......o oo e e erreeee
Gain on sale of CBOE membership.........ccooverirenann.
Gain on debt canceilation .. eeereererenas
Gain on sale of dlscommued operatwns .......
BT . ettt e e e s me et ey A e e e A e e s r et bR b bR e rae
(Increase) decrease in operating assets:
Trading SECULIES OWINEA ..o e ssssams s bssn s sasss st ens s e
Receivables from clearing broker.............
Receivables from other broker-dealers
Due from affiliates......c.ooevvemvicnieiecncnnes
Other assets
Increase (decrease) in operating liabilities:
Securities 50ld, but N0t Yet PUTCHASE ..........c..everesrereensceeeeessireraseereesesssessmeressssensenenns
Accrued compensation
Accounts payable and acerued HabIlIes ... o eieoriineeniinceree et eees e sess e srs e semenns
DUe £0 AFFIHALES ..o rsre e e ssr e ra e rra s e e ea e e n st saseaneasebarann

Cash flows from investing activities:
Acquisition of relationships and customer accounts..
Purchases of furniture, equipment and leaschold lmprovements
Net proceeds from sale of furniture and equIPMEDt ......coo.cvcevcrmncneereecce e
Proceeds from sales of exchange memberships ......ccoevviirreeincncnesi s

Proceeds from sale of discontinued Operations ... veerresverereersreerms i resssmsasenses
Net cash provided by (used in) investing activities............cc.coceocervrvrvrrnricvevneseranaens

Cash flows from financing activities:

Private equity OffErINES. ... ..ottt e e erae s e ees e st eae st seeernane e nnan
Issuance of common stock other than private equzty Offerings .o veveer it e s
Repurchase of COMMON STOCK ....ccouceire ettt e eesere e see e et nn e eeeae s
Issnance of subordinated notes payable.......c.oocevveciveciiieciciit e
Issuance of other notes payable ..o
Repayment of subordinated notes payable................ooeeeceeeeereueeeeeeeeeeeeeere o,
Repayment of senior convertible notes payable...........

(Increase) decrease in restricted aS5LS ..o vumriiieiiessisiesieesssarseseeeens e ssensen
Distributions to limited partners of discontinued operations ........cceuvvceervvrrerisvvenes
Contributions from limited partners of discontinued operations........c.oovvevverivarens
Net cash provided by (used in) financing activities............c.cervcvvvvnrvrnrenienrvcrensiscnennns

Net increase (decrease} in cash and cash equIvValents........oovoovevrveerieererecrieerse e
Cash and cash equivalents, beginning of YEar........ovevciiciiiincesieessseesssee e ersetenes
Cash and cash equivalents, end of year...........cocco e e
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Year Ended December 31,
2006 2005 2004
54,659 $(2591) $ (9,854)
591 811 1,037
41 62 546
(149) (1,305) (992)
144 — —
19 — —
448 681 2,069
(666) (667) (667)
— 19,359 —
2,885 728 —
— — 522
(1,732) —_ —
1,001 — —
{1,125) — —
- — (1,310
— — (105)
{68) 88 337
1,735 (1,751) 860
(3,904) (10,599) 10,897
(4,249) — —_
D 121 326
(620) 2,042 428
(6,820) 8,829 (4,042)
1,276 479 (188)
(2,462) 255 (726)
— _(39) _34
(8,997 6.872 {828)
(1,026) — —
(369) (237 (398)
— — 29
1,920 — —
— —_— ﬂ
525 237 32
3,675 8,968 —
929 5,265 571
— (1,155) —
20,000 15,000 4,000
— 3,500 3,500
(20,000) (15 000) {6,500)
— {1,000)
{83) (253) 3
— — (2,628)
— — 1,158
4,519 16,325 (896}
(3,953) 9,216 (1,692)
10,936 1.720 3412
$6.983 $10.936 $1,720



LADENBURG THALMANN FINANCIAL SERVICES INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS — (Continued)

(Dollars in thousands)
Year Ended December 31,
2006 2005 _2004
Supplemental cash flow information:
TIEETESE PAIL...ververerrereercrermres s rer e eeree e s are e s s et shan sovasm et can et nmensemeancnns 5 139 $ 323 574
TAKES PRI - ettt et et e s st et 344 26 29
Non-cash financing transactions:
Warrant issued for acquisition of customer accounts ... ... £ 698 } — $ —
Warrant issued for interest in fund manager .. 199 — —
Warrant and common stock issued for acquismon of Capltalmk .............................. 2,122 — —
Conversion of senior convertible notes ($18,010) and accrued interest ($4, 689) into
common shares............. — 22,699 —
Common shares purchased pursuant to pnvate placement by exchangmg notes
payable (§7,000) and accrued interest ($110) .....c.oovvvurericrriccrcrrcirercr e eeean — 7,110 —
Settlement of liability with shares of common StOCK .........covvvieverreerieseerce e seeens —— — 1,420

See accompanying notes to consolidated financial statements
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LADENBURG THALMANN FINANCIAL SERVICES INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
{Dollars in thousands, except per share amounts)

1. Description of Business

The consolidated financial statements include the accounts of Ladenburg Thalmann Financial Services Inc.
(“LTS” or the “Company™), a holding company, and its subsidiaries, ail of which are wholly-owned. The
principal operating subsidiary of LTS is Ladenburg Thalmann & Co. Inc. (“Ladenburg™), which is a registered
broker-dealer in securities. The Company’s other subsidiaries primarily provide asset - management services and
investment banking services.

Ladenburg is a full service broker-dealer that has been a member of the New York Stock Exchange (“NYSE”)
since 1879. Ladenburg clears its customers’ transactions through a correspondent clearing broker on a fully
disclosed basis. Broker-dealer activities include principal and agency trading, research, investment banking, asset
management and underwriting activities. Ladenburg provides its services principally for middle market and
emerging growth companies and high net worth individuals through a coordinated effort among corporate
finance, capital markets, investment management, brokerage and trading professionals. Ladenburg is subject to
regulation by, among others, the Securities and Exchange Commission (“SEC”), the NYSE, National Association
of Securities Dealers, Inc. ("NASD”), Commodities Futures Trading Commission and WNational Futures
Association. (See Note 6.)

All significant intercompany balances and transactions have been eliminated.
2. Summary of Significant Accounting Policies

The preparation of these financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingen' assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results could
differ from those estimates.

The Company considers all highly liquid financial instruments with an original maturity of three months or less
to be cash equivalents.

Securities owned and securities sold, but not yet purchased, which are traded on a national securities exchange or
listed on NASDAQ are valued at the last reported sales prices of the year, Futures contracts are also valued at
their last reported sales price. Securities owned, which have exercise or holding period restrictions, are valued at
fair value as determined by the Company’s management. Uniealized pains and losses resulting from changes in
valuation are reflected in principal transactions. See Note 5 for valuation of NYSE Group Inc. common stock.

Exchange memberships owned are valued at cost.
Principal transactions, agency commissions and related clearing expenses are recorded on a trade-date basis.

Investment banking revenue includes underwriting and private placement agency fees eamed through
participation in public offerings and private placements of equity and convertible debt securities and fees earmned
as financial adviser in mergers and acquisitions and similar transactions. Underwriting revenue is eamed in
securities offerings in which Ladenburg acts as an underwriter. Management fees and underwriting and private
placement fees are recorded on the offering date, when it can be determined that the fees have been irrevocably
carned. Merger and acquisition fees and other advisory service revenue are generally earned and recognized only
upon successful completion of the engagement.

Underwriting revenue is presented net of related expenses. As co-manager for registered equity underwriting
transactions, management must estimate Ladenburg’s share of transaction-related expenses incurred by the lead
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manager. Such amounts are adjusted to reflect actual expenses in the period in which Ladenburg receives the
final settlement, typically 90 days following the closing transaction.

Investment advisory and other asset management fees are received quarterly, in advance, but are recognized as
¢arned on & pro rata basis over the term of the contract.

Dividends are recorded on an ex-dividend date basis and interest is recorded on an accrual basis.

Depreciation of furniture and equipment is provided by the straight-line method over the estimated useful lives of
the related assets. Leasehold improvements are amortized on a straight-line basis over the lease term.

Statement of Financial Accounting Standards (“SFAS™) No. 146, “Accounting for Costs Associated with Exit or
Disposal Activities” requires that a cost associated with an exit or disposal activity be recognized and measured
initially at its fair value in the period in which the liability is incurred. For operating leases, a liability for costs
that will continue to be incurred under the lease for its remaining term without economic benefit to the entity
shall be recognized and measured at its fair value when the entity ceases using the right conveyed by the lease
{the “cease-use date™). The fair value of the liability at the “cease-use date” shall be determined based on the
remaining lease rentals, reduced by estimated sublease rentals that could be reasonably obtained for the property.
(See Note 8.)

Effective January 1, 2006, the Company has adopted SFAS No. 123 (Revised 2004), Share-Based Payment
(“SFAS No. 123R”), which requires an entity to measure the cost of employee, officer and director services
received in exchange for an award of equity instruments, including stock options, based on the grant-date fair
value of the award. The cost is recognized as compensation expense over the service period, which would
normally be the vesting period of the options. SFAS No. 123R supersedes the Company’s previous accounting
under SFAS No. 123, Accounting for Stock-Based Compensation (“SFAS No. 1237), which permitted the
Company to account for such compensation under Accounting Principles Board Opinton No. 25, Accounting for
Stock Issued to Employees (“APB No. 25™). Pursuant to APB No. 25, and related interpretations, no
compensation cost had been recognized in connection with the issuance of stock options, as all options granted
under the Company’s 1999 Performance Equity Plan (the “Option Plan™) and all options granted outside the
Option Plan had an exercise price equal to or greater than the market value of the underlying common stock on
the date of grant. The Company adopted SFAS No. 123R using the modified prospective transition method,
which requires that compensation cost be recorded as earned, (i) for all unvested stock options outstanding at the
beginning of the first fiscal year of adoption of SFAS No. 123R based upon the grant date fair value estimated in
accordance with the original provisions of SFAS No. 123 and (ii) for all share-based payments granted
subsequent to the adoption, based on the grant-date fair value estimated in accordance with the provisions of
SFAS No. 123R. In addition, balances of uneamed compensation attributable to awards granted prior to the
adoption of SFAS Mo. 123R were netted against additional paid-in capital. As a result of adopting SFAS No.
123R, the Company's income before income taxes and net income for the year ended December 31, 2006 were
$1,047, or $0.01 per share, lower than if it had continued to account for share-based compensation under APB
No. 25.

The table below illustrates the effect on the Company’s net loss for the years ended December 31, 2005 and 2004
had the Company elected to recognize compensation expense for stock options, consistent with the method
prescribed by SFAS No. 123. For purposes of the pro forma disclosure, the value of options is estimated using
the Black-Scholes option—pricing formula and amortized to expense over the options® vesting period s. (See
Note 15.)

2005 2004
INet 1085, 35 TEPOTIEA .....vevrierrreinee s s e eas s e ere e s ease s e b ae et rae e e b e ennn $(25,971) 5(9,854)
Stock-based employee compensation determined under the fair
value based Method ... 2314) {1.269)
Pro forma Net 1S5 ..ot e e s $(28,289) $11,123)
Net loss per Common Share (basic and diluted), as reported..........coccoeevrereervernne $(0.24) 50022
Pro forma net loss per Common Share (basic and diluted) $.(0.26) $0.25)
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Certain reclassifications have been made to prior period financial information to conform to the current period
presentation.

. Recently Issued Accounting Principles

In June 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes (an
interpretation of FASB Statemnent No, 109)”, which is effective for fiscal years beginning after December 15,
2006 with earlier adoption encouraged. This interpretation was issued to clarify the accounting for uncertainty in
income taxes recognized in the financial statements by prescribing a recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken
in a tax return. The Company has not completed its assessment of the impact of this standard on its consolidated
financial statements.

In September 2006, the SEC issued Staff Accounting Bulletin No. 108, “Considering the Effects of Prior Year
Misstatements when Quantifying Misstatements in Current Year Financial Statements.”” SAB 108 provides
guidance on how prior year misstatements should be taken into consideration when quantifying misstatements in
current year financial statements for purposes of determining whether the current year's financial statements are
materially misstated. The provisions of SAB No. 108 are required to be applied beginning December 31, 2006.
The adoption of SAB No.108 did not have any impact on the Company’s consolidated financial statements.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements”, which defines fair value,
establishes a framework for measuring fair value and expand: disclosures about fair value measurements. SFAS
No. 157 clarifies that fair value should be based on assumptions that market participants would use when pricing
an asset or liability and establishes a fair value hierarchy of three levels that prioritizes the information used to
develop those assumptions. The provisions of SFAS No. 157 will become effective for the Company beginning
January i, 2008. Generally, the provisions of this statement are to be applied prospectively. Certain situations,
however, require retrospective application as of the beginning of the year of adoption through the recognition of a
cumulative effect adjustment to the opening balance of retained earnings. Such retrospective application is
required for positions in a financial instrument that trades in an active market held by a broker-dealer that was
measured at fair value using a blockage factor which is no lenger permitted upon application of this statement.
The Company has not completed its assessment of the impact of this standard on its consolidated financial
statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities.” SFAS No. 159 permits entities to choose to measure many financial instruments and certain other
items at fair value that are not currently required to be measured at fair value. SFAS No. 159 is effective for fiscal
years beginning after November 15, 2007, with early adoption permitted provided the entity also elects to apply
the provisions of SFAS No. 157. The Company is currently evaluating the impact of adopting SFAS No. 159 on
its consolidated financial statements.

. Securities Owned and Securities Sold, But Not Yet Purchased

The components of securities owned and securities sold, but not yet purchased as of December 31, 2006 and
2003 are as follows:

Sccurities
Securities Sold, But Not
Owned Yet Purchased

December 31, 2006
Common Stock and WAITANES..........c.covveereirinsiese s creeessens 5 197 $2,032

U.S. Government obligations.......coueeerecic e s 6 —
Corporate BondS ...........oveeveeeeeccececteeeee e en ] 5
$_204 $2.037
December 31, 2005
Common Stock and WAITANLS .......c.covrvvivreerreriiriesrersssreeseressinss crvessserss $ 1,852 $ 8,854
U.S. Government obligations ........c.oceromiiesieenencens e ceneeeeeneas 6 —
Municipal OBHZALIONS .......coceieieeieeee et nas et ens 45 -
COrporate BONAS ....cvvivivires e e e e e crsse e 1 3
51,904 $.8.857
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Securities sold, but not yet purchased at December 31, 2005 principaily represents securities sold pursuant to an
underwriters’ over-allotment option which was exercised in January 2006.

As of December 31, 2006 and 2003, approximately $167 and $1,904, respectively, of the securities owned are
deposited with the Company’s clearing broker and pursuant to the agreement, the securities may be sold or
hypothecated by the clearing broker.

5. Sales of Exchange Memberships
NYSE

As of December 31, 2005, Ladenburg owned one membership on the NYSE, which had been accounted for at a
cost of $868 in accordance with industry practice. On April 20, 2005, the NYSE and Archipelago Holdings, Inc.
entered into a definitive merger agreement, as amended and restated on July 20, 2005 (as so amended, the
“NYSE Merger Agreement”), pursuant to which Archipelago and NYSE agreed to combine their businesses and
become wholly-owned subsidiaries of NYSE Group, Inc. (“NYSE Group™), a newly-created, for-profit and
publicly-traded holding company (collectively, the “NYSE Merger”).

On March 7, 2006, the NYSE Merger was consummated, and each NYSE membership became entitled to receive
in exchange for the NYSE membership $300 in cash, plus 80,177 shares of NYSE Group common stock. In
addition, immediately prior to the consummation of the NYSE Merger, the NYSE announced a “permitted
dividend” to be paid to each NYSE membership in the amount of approximately $71, which was equivalent to the
membership’s pro rata portion of the NYSE’s “excess cash,” as defined in the NYSE Merger Agreement.
Ladenburg received the permitted dividend and the merger consideration relating to its NYSE membership in
March 2006.

As a result of the NYSE Merger, Ladenburg’s NYSE membership was converted into $371 in cash (including the
permitted dividend) and 80,177 shares of NYSE Group common stock. The shares of NYSE Group common
stock received in the NYSE Merger are subject to a three-year restriction on transfer. The restriction will be
removed in three equal instaliments on each of March 7, 2007, 2008 and 2009, unless the restrictions are
removed earlier by the NYSE Group in its sole discretion. Ladenburg accounted for its investment in the NYSE
Group restricted common stock at the estimated fair value with changes in fair value reflected in operations. The
shares were valued at a discount from the published market value as a result of the transfer restrictions.

On May 5, 2006, l.adenburg participated in a secondary underwriting of its resiricted NYSE Group common
stock and sold 51,900 shares for an aggregate amount of $3,128, or average net proceeds of $60.27 per share,
which was $440 less than the carrying value of such shares. After the sale, Ladenburg’s investment in NYSE
Group common stock consisted of 1,552 shares restricted through March 7, 2008 and 26,725 shares restricted
through March 7, 2009.

On June 20, 2006, Ladenburg transferred the 28,277 remaining restricted shares to LTS at the estimated fair
value of $1,228 at such date. LTS, in accordance with SFAS No. 115, “Accounting for Certain Investments in
Debt and Equity Securities”, accounts for such restricted investments at cost based on the value on the date of
transfer adjusted for other than temporary impairment. Restricted investments whose restriction lapses within-one
year from the balance sheet date will be valued at quoted market price. As of December 31, 2006, the estimated
fair value of the restricted shares was $2,230.

Included in revenues for the year ended December 31, 2006 is a gain on the NYSE Merger of $4,859,
representing the difference between the estimated fair value of consideration received on the merger of $5,727
and Ladenburg’s carrying value of its membership of $868, and realized losses of $1,001, consisting of a less of
$440 on the sale of 51,900 shares and a loss of $561 representing the decline in the fair value of the 28,277
remaining NYSE Group restricted common shares on June 20, 2006 as compared to March 7, 2006.

CBOE

On October 24, 2006, Ladenburg sold its membership on the Chicago Board of Options Exchange (“CBOE").
The membership cost $425 and was sold for $1,550, resulting in a gain of $1,125.
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6. Net Capital Requirements

As a registered broker-dealer, Ladenburg is subject to the SEC’s Uniform Net Capital Rule 15¢3-1 and the
Commodity Futures Trading Commission’s Regulation 1.17, which require the maintenance of minimum net
capital. Ladenburg has elected to compute its net capital under the alternative method allowed by these rules. At
December 31, 2006, Ladenburg had net capital, as defined, of $16,696, which exceeded its minimum capital
requirement, as defined by SEC's Uniform Net Capital Rule 15¢3-1, of $250, and as defined by the Commodity
Futures Trading Commission’s Regulation 1.17, of $500, by $16,446 and $16,196, respectively.

Ladenburg claims an exemption from the provisions of the SEC’s Rule 15¢3-3 pursuant to paragraph (k)(2)(ii) as
it clears its customer transactions through its correspondent broker on a fully disclosed basis.

7. Furniture, Equipment and Leasehold Improvements

Components of furniture, equipment and leasehold improvements included in the consolidated statements of

financial condition were as follows:

Cost:

Leasehold improvements. .........coocvoeioeeeeieceeie e
CoOmPULET EQUIPIIENL ......oeevrrrreereeeaierrerresnsrmrressessessesressersess
Furniture and fiXQIEs......cocoivciicnnerisniecsis e esinesenns
OHREL. ...t crren e e e esaesarereeesr e rs et eraesbenrenresseranse

Less accumulated depreciation and amorization...................

8. Commitments and Contingencies

Operating Leases

December 31,

2006 2605
3 606 3 529
1,179 3,835
602 1,272
1,388 2377
3,775 8,013
(3,069) 7.047
$_206 $_966

The Company is obligated under several non-cancelable lease agreements for office space, expiring in various
years through June 2015. Certain leases have provisions for escalation based on specified increases in costs
incurred by the landlord. The Company is subleasing a portion: of its office space. The subleases expire at various

dates through June 2015.

As of December 31, 2006, the future minimum lease paymenis, and future sublease rentals were as follows:

Year Ending
December 31,

Thereafler.....oovvniniriiinensice v seinns

TOtal. v e e

Commitments

Lease

$5,379
6,083
5,557
5,389
5,392
20045

548,345

In addition to the above, one of the leases obligates the Cornpany to occupy additional space at the landlord’s
option, which may result in aggregate additional lease paymerits of up to 3470 through June 2015.
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Sublease

Rentals Net
$5,117 $ 762
5,645 438
5,336 221
4,018 1,371
3,340 2,052
11,294 8.751
$ 34,750 $13.395




Commencing, in 2006, the Company leased office space pursuant to a month to month lease from an entity
affiliated with Dr. Frost, the Company’s Chairman of the Board. Rent expense under such lease amounted to $33
in 2006.

Deferred rent shown in the consolidated statements of financial condition represents the difference between rent
payable calculated over the life of the leases on a straight-line basis (net of lease incentives) and rent payable ona
cash basis. ‘

In February 2006, the Company’s subsidiary, Ladenburg Capital Management Inc. (“Ladenburg Capital”),
entered into a settlement agreement with the landlord for its office space in New York City which Ladenburg
Capital was forced to vacate during 2001 due to the events of September 11, 2001. Under the terms of the
settlernent with the landlord (who had filed for bankruptcy reorganization), the subsidiary paid the landlord
$1,900 following approval of the settlement by the bankruptcy court in March 2006. The lease, had it not
terminated as a result of the events of September 11, 200!, would have expired by its terms in March 2010. The
liability provided at December 31, 2004 in connection with this matter was increased by $240 with a
corresponding increase in rent expense for the year ended December 31, 2005 to reflect the settlement agreement.

In May 2003, Ladenburg relocated employees from its former New York City office to its Melville, New York
office. As a result of this move, Ladenburg ceased using one of the several floors it occupied in its former New
York City office, which it subleased in September 2004 for the remaining term of its lease. The fair value of the
Company’s obligation with respect to the lease computed in accordance with SFAS No. 146 was approximately
$1,500 at inception of the sublease and approximated the balance of the Company’s deferred rent liability relating
to such space. Accordingly, no charge to operations was required in connection with the sublease. The balance of
this liability as of Diecember 31, 2006 and 2005 was approximately $503 and $364, respectively, and is included
in accrued expenses and other liabilities. The change in this liability results from net cash flows relating to the
space, including certain costs in connection with the sublease.

In the third quarter of 2004, Ladenburg ceased using a portion of another floor of its former New York City
office. Accordingly, the related leasehold improvements were written-off. In conjunction with the write-off of
these leaseheld improvements, the unamortized deferred rent credit representing reimbursement from the
landlord for such leasehold improvements was also written-off. The write-off of unamortized leasehold
improvements of $1,275, net of the write-off of the unamortized deferred rent credit of $729, resulted in a net
charge to operations in 2004 of $546. In November 2004, Ladenburg subleased the space through June 30, 2010,
for a sub-rental equal to its lease commitment with the landlord through the sublease period.

In December 2005, Ladenburg entered into an agreement to sublet the remaining floor of its former New York
City office, commencing no later than March 15, 2006, for a term through the end of its lease period.
Accordingly, the remaining leasehold improvements were written-off as of December 31, 2005. In conjunction
with the write-off of leasehold improvements, a portion of the unamortized deferred rent credit representing
reimbursement frore the landlord for such leasehold improvements was also written-off. The write-off of
unamortized leaschold improvements of $1,326, net of the write-off of $1,264 of the $2,093 of unamortized
deferred rent credit resulted in a net charge to operations in 2005 of $62. The $829 balance of the unamortized
deferred rent credit was equivalent to the fair value of the Company’s obligation with respect to the lease. The
balance of this liability as of December 31, 2006 was approximately $86 and is included in accrued expenses and
other labilities. The decrease in this liability results from net cash flows relating to the space, including certain
costs in connection with the sublease.

At December 31, 2006 and 2005, Ladenburg had utilized a letter of credit in the amount of $1,000 which in both
years was collateralized by $1,094 of Ladenburg’s investment in a money market fund that is classified as
restricted assets on the consolidated statements of financial conditton. The letier of credit is used as collateral for
the lease of the Company’s former New York City office space. Pursuant to the lease agreement, the requirement
to maintain this letter of credit facility expired on December 31, 2006 and the restriction was removed from the
investment in February 2007.
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Litigation and Regulatory Matters

In September 2005, Ladenburg and Ladenburg Capital settled their claim with the insurance carrier relating to the
events of September 11, 2001, for a total of $2,350. The excess of the insurance reimbursement over the $2,118
receivable previously reflected in other assets, amounted to $232 which was included in other income in the
Company’s statement of operations for 2005. In addition, the insurance carrier reimbursed Ladenburg Capital for
an additiopat $150 in April 2006 for a portion of the payment Ladenburg Capital made to its New York City
landlord in settling its obligation relating to the vacated premises.

In May 2003, a suit was filed in the U.S. District Court for the Southern District of New York by Sedona
Corporation against Ladenburg, former employees of Ladenburrg, Pershing LLC and a number of other firms and
individuals. The plaintiff alleges, among other things, thal certain defendants (not Ladenburg) purchased
convertible securities from plaintiff and then allegedly manipulated the market to obtain an increased number of
shares from the conversion of those securities. Ladenburg acted as placement agent and not as principal in those
transactions. Plaintiff has alleged that Ladenburg and the other defendants violated federal securities laws and
various state laws. The plaintiff seeks compensatory damages from the defendants of at least $660,000 and
punitive damages of $2,000,000. In August 2003, Ladenburg’s motion to dismiss was granted in part and denied
in part; in July 2006, Ladenburg’s motion to reconsider portions of that decision was denied. A motion to dismiss
certain of the claims as re-pleaded by plaintiff is currently pending. The Company believes the plaintiff’s claims
are without merit and intends to vigorously defend against them.

In May 2004, the NASD contacted Ladenburg regarding an informal investigation into past activities by it,
Ladenburg Capital and certain of their employees involving potential violations of NASD Rule 2440 and NASD
Interpretive Memorandum 2440{c)(5) relating to fair prices and commissions. On September 15, 2004,
Ladenburg received a “Wells Letter” from the staff of the NASD, The Wells Letter stated that the staff of the
NASD intends to recommend that disciplinary action be brought against Ladenburg for violating certain conduct
rules of the NASD, including NASD Conduct Rule 2440 end NASD Interpretive Memorandum 2440(c)(5)
relating to fair prices and commissions, and Section 10(b) of the Securities Exchange Act of 1934, as amended.
The NASD previously delivered similar Wells Letters to five employees of Ladenburg generally alleging
viglations by them of the same NASD and SEC rules. Ladenburg and the NASD have resolved this matter. On
March 23, 2005, without admitting or denying the NASD’s allzgations or findings, Ladenburg consented to entry
of an Acceptance, Waiver and Consent in which the NASD found that Ladenburg violated NASD Conduct Rule
2440, NASD Interpretive Memorandum 2440(c}(5), and NASD Conduct Rules 2110 (by virtue of violating
Sections 17(a)(2) and (3) of the Securities Act of 1933), 3010 and 2110. In connection with the settlement,
Ladenburg retmbursed customers approximately $1,200, plus interest. Ladenburg was also censured and agreed
to a fine in the amount of $275. A liability of $1,555 related to the settlement was provided at December 31, 2004
with a corresponding charge to operations for the year then ended. The $275 fine was paid in March 2005, and in
June 2005, Ladenburg reimbursed these customers approxirnately $1,200 plus $153 of interest. In addition,
Ladenburg has implemented recommendations made by an independent consultant relating to Ladenburg’s
policies and procedures concerning the above-mentioned NASD rules.

In July 2004, the Company entered into settlement agreements with several individuals who had brought
arbitration claims against Ladenburg and Ladenburg Capital, arising out of customer complaints relating to their
activities as broker-dealers. Ladenburg Capital paid to the plaintiffs a total of $1,500 in cash upon execution of
the agreements and agreed to pay them a total of $400 in cash due in four equal annual installments of $100 on
each of July 15, 2005, 2006, 2007 and 2008. Additionally, the Company issued to the plaintiffs a total of
2,000,000 shares of its common stock valued at $1,420 ($0.7! per share). These agreements include the
settlement of a previously disclosed October 2003 arbitration award for $1,100 for which a loss had been
provided during 2003 and which the Company was seeking to have vacated. This settlement resulted in a $2,220
charge to operations in 2004.

In July 2004, a suit was filed in the U.S. District Court for the Eastern District of Arkansas by Pet Quarters, Inc.
against Ladenburg, a former employee of Ladenburg and a pumber of other firms and individuals. The plaintiff
alleges, among other things, that certain defendants (not Ladenburg) purchased convertible securities from
plaintiff and then allegedly manipulated the market to obtain an increased number of shares from the conversion
of those securities. Ladenburg acted as placement agent and ot as principal in those transactions. Plaintiff has
alleged that Ladenburg and the other defendants violated federal securities laws and various state laws. The
plaintiff seeks compensatery damages from the defendants of at least $400,000. In April 2006, Ladenburg’s
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motion to dismiss this action was granted in part and denied in part. The Company believes that the plaintiff’s
claims are without merit and intends to vigorously defend against them.

In December 2005, a lawsuit was filed in New York State Supreme Court, New York County, by Digital
Broadcast Corp. against Ladenburg, a Ladenburg employee, and another individual. The plaintiff alleges, among
other things, that in connection with plaintiff’s retention of Ladenburg to assist it in its efforts to obtain financing
through a private placement of its securities, Ladenburg committed fraud and breach of fiduciary duty, breach of
contract, and breach of the implied covenant of good faith and fair dealing. The plaintiff seeks compensatory
damages in excess of $2,000 and punitive damages of $10,000. In November 2006, Ladenburg’s motion to
dismiss was granted in part and denied in part; the remaining claims against Ladenburg are the claims for fraud
and breach of contract. The Company believes that the plaintiff’s claims are without merit and intends vigorously
to defend against them.

The Company is a defendant in other litigation and may be subject to unasserted claims or arbitrations primarily
in connection with its activities as a securities broker-dealer and participation in public underwritings. Such
litigation and claims involve substantial or indeterminate amounts and are in varying stages of legal proceedings.
As of December 31, 2006, the Company’s subsidiaries are involved in several pending arbitrations in which
claimants are seeking substantial amounts of damages. Where the Company believes that it is probable that a
liability has been incurred and the amount of loss can be reasonably estimated, the Company has provided a
liability. Such liability amounted to approximately $483 at December 31, 2006 and $1,958 at December 31, 2005
(included tn accounis payable and accrued liabilities). During the fiscal years ended December 31, 2006, 2005
and 2004, respectively, various settlements, including the settlements described above, resulted in a net charge to
operations of $35, $1,221, and $2,987 (included in other expenses). With respect to other pending matters, the
Company is unable to estimate a range of possible loss; however, in the opinion of management, after
consultation with counsel, the ultimate resolution of these matters should not have a material adverse effect on
the Company’s consolidated financial position, results of operations or liquidity.

Deferred Underwriting Compensation

Ladenburg is entitled to receive deferred investment banking and underwriting fees from certain clients whose
initial public offerings Ladenburg managed or participated in. These clients are primarily Specified Purpose
Acquisition Companies (SPACs) and the payment of deferred fees is contingent upon the SPACs consummating
business combinations. Such fees are not reflected in the Company’s results of operations until the underlying
business combinations have been completed and the fees have been irrevocably earned. Generally, these fees may
be received within 24 months from the respective date of the offering, or not received at all if no business
combination transactions are consummated during such time period. As of December 31, 2006, Ladenburg had
unrecorded potential deferred fees for SPAC-related transactions of $13,400, which, net of expenses, amounted
to approximately $8,200.
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The Company and its subsidiaries maintain cash in bank deposit accounts, which, at times, may exceed federally
insured limits. The Company has not experienced any losses in such accounts and believes it is not exposed to
any significant credit risk on cash.

12. Notes Payable

The components of notes payable are as follows:

December 31,

2006 2005
Notes payable in connection with clearing agreement................. $ $666
Notes payable to former parent due March 31, 2007................... 5,000 5.000
Total................. RO $.5.000 $.5,666

Senior Convertible Notes Payable

In conjunction with the acquisition of Ladenburg in May 2001, LTS issued a total of $20,000 principal amount of
senior convertible notes due December 31, 2005, secured by a pledge of the stock of Ladenburg. The $10,000
principal amount of notes issued to New Valley Corporation (“New Valley”) and Berliner Effektengesellschaft
AG (“Berliner”), the former Ladenburg shareholders, bore interest at 7.5% per annum, and $10,000 principal
amount of notes issued to Frost-Nevada, Limited Partnership (“Frost-Nevada™), which was subsequently assigned
to Frost-Nevada Investments Trust (“Frost Trust™), of which Frost-Nevada is the sole and exclusive beneficiary,
bore interest at 8.5% per annum. Dr. Phillip Frost, the Chairman of the Company’s Board of Directors, is the sole
stockholder of the general partner of Frost-Nevada. The notes were convertible into a total of 11,296,746 shares
of common stock.

On June 28, 2002, New Valley, Berliner and Frost-Nevada agreed with the Company to forbear until May 15,
2003 payment of the interest due to them under the senior convertible promissory notes held by these entities on
the interest payment dates of the notes commencing June 30, 2002 through March 2003. The holders of the senior
convertible promissory notes subsequently agreed to extend the interest forbearance period to May 13, 2005 with
respect to interest payments due through March 31, 2005. Interest on the deferred amounts accrued at 8% on the
New Valley and Berliner notes and 9% on the Frost Trust note, During the second quarter of 2004, the Company
repurchased from Berliner $1,990 principal amount of the notcs, plus $320 of accrued interest, for $1,000 in cash.
As a result, the Company recorded a gain on debt cancellaticn of $1,310 (included in other income) during the
second quarter of 2004.

In November 2004, the Company entered into an amended debt conversion agreement with Frost Trust and New
Valley to convert their notes, with an aggregate principal amount of $18,010, together with accrued interest, into
commen stock of the Company. Pursuant to the conversion agreement, the conversion price of notes held by
Frost Trust was reduced from the prior conversion price of $1.54 to $0.40 per share, and the conversion price of
the notes held by New Valley was reduced from the prior conversion price of $2.08 to $0.50 per share. As part of
the debt conversion agreement, each of Frost Trust and New Valley agreed to purchase $5,000 of the Company’s
common stock for $0.45 per share. The debt conversion transaction was approved by the Company’s
sharcholders at the annual shareholder meeting held on January 12, 2005 and closed on March 11, 2005. The
transactions were effective as of February 22, 2005 and resulted in the following:

« The $10,000 senior convertible promissory note to Frost Trust and related accrued interest through February
22, 2005 of $2,761 was converted at $0.40 per share into 31,902,320 shares of the Company’s common stock.

» The $8,010 senior convertible promissory note to New Valley and related accrued interest through February
22, 2005 of $1,928 was converted at $0.50 per share into 19,876,358 shares of the Company’s common stock.

*  Frost-Trust acquired 11,111,111 shares of the Company’s common stock at $0.45 per share in exchange for a

cash payment of $1,445 and the cancellation of the Company’s $3,500 of notes payable and related accrued
interest of $55 described below.
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motion to dismiss this action was granted in part and denied in part. The Company believes that the plaintiff’s
claims are without merit and intends to vigorously defend against them.

In December 2005, a lawsuit was filed in New York State Supreme Court, New York County, by Digital
Broadcast Corp. against Ladenburg, a Ladenburg employee, and another individual. The plaintiff alleges, among
other things, that in connection with plaintiff’s retention of Ladenburg to assist it in its efforts to obtain financing
through a private placement of its securities, Ladenburg committed fraud and breach of fiduciary duty, breach of
contract, and breach of the implied covenant of good faith and fair dealing. The plaintiff seeks compensatory
damages in excess of $2,000 and punitive damages of $10,000. In November 2006, Ladenburg’s motion to
dismiss was granted in part and denied in part; the remaining claims against Ladenburg are the claims for fraud
and breach of contract. The Company believes that the plaintiff’s claims are without merit and intends vigorously
to defend against them.

The Company is a defendant in other litigation and may be subject to unasserted claims or arbitrations primarily
in connection with its activities as a securities broker-dealer and participation in public underwritings. Such
litigation and claims involve substantial or indeterminate amounts and are in varying stages of legal proceedings.
As of December 31, 2006, the Company’s subsidiaries are involved in several pending arbitrations in which
claimants are seeking substantial amounts of damages. Where the Company believes that it is probable that a
liability has been incurred and the amount of loss can be reasonably estimated, the Company has provided a
liability. Such liability amounted to approximately $483 at December 31, 2006 and $1,958 at December 31, 2003
(included in accounts payable and accrued liabilities). During the fiscal years ended December 31, 2006, 2005
and 2004, respectively, various settlements, including the settlements described above, resulted in a net charge to
operations of $35, $1,221, and $2,987 (included in other expenses). With respect to other pending matters, the
Company is unable to estimate a range of possible loss; however, in the opinion of management, after
consultation with counsel, the nltimate resolution of these matters should not have a material adverse effect on
the Company’s consolidated financial position, results of operations or liquidity.

Deferred Underwriting Compensation

Ladenburg is entitled to receive deferred investment banking and underwriting fees from certain clients whose
initial public offerings Ladenburg managed or participated in. These clients are primarily Specified Purpose
Acquisition Companies (SPACs) and the payment of deferred fees is contingent upon the SPACs consummating
business combinations. Such fees are not reflected in the Company’s results of operations until the underlying
business combinations have been completed and the fees have been irrevocably earned. Generally, these fees may
be received within 24 months from the respective date of the offering, or not received at all if no business
combination transactions are consummated during such time period. As of December 31, 2006, Ladenburg had
unrecorded potential deferred fees for SPAC-related transactions of $13,400, which, net of expenses, amounted
1o approximately $3,200,
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9, Income Taxes

The Company files a consolidated federal income tax return and certain combined state and local income tax
returns with its subsidiaries. The Company is on a fiscal tax yea: ending September 30th,

Income taxes (benefit) consists of the following:

State and
Federal Local Total
2006:
CUITEN .o v e emcemre e rmrerars s arsrn s sre e rrnssssan 5100 589 $ 189
5100 582 $189
2005:
CUITEDL ... eevearretresimsereestree e st enseneas $-— $54 $54
Deferred. ..o e = —_— oy
Sz $54 §54
2004:
CUITENL. ... oot e en 3o $(127) $(127)
Deferred [T cerrarsare e = o -
8:= 027 $0127)

The provision (benefit) for income taxes differs from the amount of income tax determined by applying the
applicable U.S. statutory federal income tax rate (34%) to presax income(loss) from continuing operations as a
result of the following differences:

2006 2005 2004

Income (loss) from continuing operations before income taxes (benzfit) ... 54,848 525917  $(9.913)
Provision (benefit) under statutory U.S. tax rates.......ccvvevivenvrnniinninienns 1,648 (8,812) (3,370)
Increase {decrease) in taxes resulting from: .

Nondeductibility of debt cONVersion eXpense ...........c.ccccevevrervereresrecarens — 6,582 —

Unrecognized net operating 105SeS.........c.vuiueiericmnienenisnrcnesiasrssnsesssnsanss — 2,012 3,337

Utilization of net operating loss carryforward ... (1,346)

Other nondeductible temS ... e — 236 70

SHAIE HAXES oveueureeeeeiecc e resreecrirr s e sen e e e s e e e ns et et st aeseerarbanresenase 89 36 (84)

(051 T o 1 1= T UV USROS R (202} — (80)

Income tax provision (benefit) .........cccoovvonniiiiiniinc e $_189 $__54 427D

The Company accounts for taxes in accordance with SFAS Mo, 109, “Accounting for Income Taxes”, which
requires the recognition of tax benefits or expense on the temporary differences between the tax basis and book
basis of its assets and liabilities. Deferred tax assets and liabilities are measured using the enacted tax rates
expected to apply to taxable income in the years in which those differences are expected to be recovered or
settled. -




Deferred tax amounts are comprised of the following at December 31:

2006 2005
Deferred tax assets (Liabilities):
Net operating loss carryforwards ...........cccoovevivoinecnincennennns $22,524 $23,876
AcCCTUE EXPAMSES. ..ottt e s 1,654 1,141
Compensation and benefits........... 510 330
Depreciation and amortization (22) (90)
Unrealized gains..........occonercnvnceeens (340) (201)
INtAREIDIES. .. .creerrerreeerren oo erarreees et e b s sra s (1.050) —
23,276 25,056
Valuation alloWanCe .........curirivicrariarearearmeiesreeresesesreeressessessssressens (23.276) (25.056)
Net GEfeITed 1AKES . .evevreererisrirererereesrereessseemssenseesesemsseasesesssessarenensssnssn $ — -

After consideration of all the evidence, both positive and negative, especially the fact the Company sustained
operating losses during 2005 and 2004, management has determined that a valuation allowance at December 31,
2006 and 2005 was necessary to fully offset the deferred tax assets based on the likelihood of future realization.
At December 31, 2006, the Company had net operating loss carryforwards of approximately $49,000, expiring in
various years from 2015 through 2026.

10. Benefit Plans

Ladenburg has a 401(k) retirement plan (the “Plan™) which allows eligible employees to invest a percentage of
their pretax compensation, limited to the statutory maximum, The Plan also allows Ladenburg to make matching
and/or discretionary contributions. Ladenburg did not make made matching contributions for 2006, 2005 or 2004.

11. Off-Balance-Sheet Risk and Concentrations of Credit Risk

Ladenburg does not carry accounts for customers or perform custodial functions related to customers’ securities,
Ladenburg introduces all of its customer transactions, which are not reflected in these financial statements, to its
primary clearing broker, which maintains the customers’ accounts and clears such transactions. Additionally, the
primary clearing broker provides the clearing and depository operations for Ladenburg’s proprietary securities
transactions. These activities may expose the Company to off-balance-sheet risk in the event that customers do
not fulfill their obligations with the clearing broker, as Ladenburg has agreed to indemnify its clearing broker for
any resulting losses. The Company continually assesses risk associated with each customer who is on margin
credit and records an estimated loss when management believes collection from the customer is unlikely.

The clearing operations for the Company’s securities transactions are currently provided by one clearing broker,
a large financial institution. At December 31, 2006 and 2005, substantially all of the securities owned and the
amounts due from clearing brokers reflected in the consolidated statements of financial condition are positions
held at and amounts due from the one clearing broker. The Company is subject to credit risk should this clearing
broker be unable to fulfill its obligations.

In the normal course of its business, Ladenburg enters into transactions in financial instruments with off-balance
sheet risk. These financial instruments consist of financial futures contracts, written equity index option contracts
and securities sold, but not yet purchased. As of December 31, 2006 and 2005, Ladenburg was not contractually
obligated for any equity index or financial futures contracts. Ladenburg sold securities that it does not currently
own and will therefore be obligated to purchase such securities at a future date. These obligations have been
recorded in the financial statements at December 31, 2006 and 2005 at market values of the related securities and
Ladenburg will incur a loss if the market value of the securities increases subsequent to December 31, 2006 (see
Note 4).

F-17




The Company and its subsidiaries maintain cash in bank deposit accounts, which, at times, may exceed federally
insured limits. The Company has not experienced any losses in such accounts and believes it is not exposed to
any significant credit risk on cash,

12, Notes Payable

The components of notes payable are as follows:

December 31,
2006 2005
Notes payable in connection with clearing agreement................. — $666
Notes payable to former parent due March 31, 2007..........coo.e. 5.000 5,600
Total.................. e eeeeeerreru e eveentr it bertearae AT are oA s Re et anareaen $.5,000 $.5,666

Senior Convertible Notes Payable

In conjunction with the acquisition of Ladenburg in May 2001, LTS issued a total of $20,000 principal amount of
senior convertible notes due December 31, 2005, secured by a pledge of the stock of Ladenburg. The $10,000
principal amount of notes issued to New Valley Corporation (“New Valley”) and Berliner Effektengeselischaft
AG (“Berliner™), the former Ladenburg shareholders, bore interest at 7.5% per annum, and $10,000 principal
amount of notes issued to Frost-Nevada, Limited Partnership (“Frost-Nevada™), which was subsequently assigned
to Frost-Nevada Investments Trust (“Frost Trust™), of which Frost-Nevada is the sole and exclusive beneficiary,
bore interest at 8.5% per annum. Dr. Phillip Frost, the Chairman of the Company’s Board of Directors, is the sole
stockholder of the general parmer of Frost-Nevada. The notes were convertible into a total of 11,296,746 shares
of common stock.

On June 28, 2002, New Valley, Berliner and Frost-Nevada agreed with the Company to forbear until May 15,
2003 payment of the interest due to them under the senior convertible promissory notes held by these entities on
the interest payment dates of the notes commencing June 30, 2002 through March 2003. The holders of the senior
convertible promissory notes subsequently agreed to extend the interest forbearance period to May 13, 2005 with
respect to interest payments due through March 31, 2005. Interest on the deferred amounts accrued at 8% on the
New Valley and Berliner notes and 9% on the Frost Trust note. During the second quarter of 2004, the Company
repurchased from Berliner $1,990 principal amount of the notes, plus $320 of accrued interest, for $1,000 in cash.
As a result, the Company recorded a gain on debt cancellation of $1,310 (included in other income) during the
second quarter of 2004.

In November 2004, the Company entered into an amended debt conversion agreement with Frost Trust and New
Valley to convert their notes, with an aggregate principal amouct of $18,010, together with accrued interest, into
common stock of the Company. Pursuant to the conversion agreement, the conversion price of notes held by
Frost Trust was reduced from the prior conversion price of $1.54 to $0.40 per share, and the conversion price of
the notes held by New Vailey was reduced from the prior conversion price of $2.08 to $0.50 per share. As part of
the debt conversion agreement, each of Frost Trust and New Valley agreed to purchase $5,000 of the Company’s
commeon stock for $0.45 per share. The debt conversion transaction was approved by the Company’s
shareholders at the annual sharcholder meeting held en January 12, 2005 and closed on March 11, 2005. The
transactions were effective as of February 22, 2005 and resulted in the following:

« The $10,000 senior convertible promissory note to Frost Trust and related accrued interest through February
22, 2005 of $2,761 was converted at $0.40 per share into 31,902,320 shares of the Company’s common stock.

+  The $8,010 senior convertible promissory note to New Valley and related accrued interest through February
22, 2005 of $1,928 was converted at $0.50 per share into 19,876,358 shares of the Company’s common stock.

= Frost-Trust acquired 11,111,111 shares of the Company’s common stock at $0.45 per share in exchange for a

cash payment of $1,445 and the cancellation of the Compary’s $3,500 of notes payable and related accrued
interest of $55 described below,
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e New Valley acquired 11,111,111 shares of the Company’s common stock at $0.45 per share in exchange for
a cash payment of $1,445 and the cancellation of the Company’s $3,500 of notes payable and related accrued
interest of $55 described below.

* The Company recorded a pre-tax charge of $19,359 in 2005 reflecting the expense attributable to the
reduction in the conversion price of the notes that were converted. The net effect on the Company’s balance
sheet from the conversion, net of related expenses, was an increase to sharcholders’ equity of $22,699
(without giving effect to any sale of common stock relating to the private financing).

Other Notes Payable

On March 27, 2002, the Company borrowed $2,500 from New Valley, its former parent. The loan, which bears
interest at 1% above the prime rate, was due on the earlier of December 31, 2003 or the completion of one or
more equity financings where the Company receives at least $5,000 in total proceeds. The terms of the loan
restrict the Company from incurring or assuming any indebtedness that is not subordinated to the loan so long as
the loan is outstanding. On July 16, 2002, the Company borrowed an additional $2,500 from New Valley
{collectively with the March 2002 loan, the “2002 Loans™) on the same terms as the March 2002 loan. In
November 2002, New Valley agreed in connection with the Clearing Loans (defined below) to extend the
maturity of the 2002 Loans to December 31, 2006 and to subordinate the 2002 Loans to the repayment of the
Clearing Loans. In December 2006, New Valley agreed to extend the maturity of the 2002 Loans to March 31,

2007. See Note 21 —- Subsequent Event.

In December 2002, an affiliate of Ladenburg’s clearing broker loaned the Company an aggregate of $3,500 (the
“Clearing Loans™). The Clearing Loans and related accrued interest were forgivable over a four-year period,
provided Ladenburg continued to clear its transactions through this primary clearing broker. As scheduled, in
November 2003, one of the loans consisting of $1,500 of principal, together with accrued interest of
approximately $90, was forgiven, in November 2004, $667 of principal, together with accrued interest of
approximately 354, was forgiven and in November 2005, $667 of principal, together with accrued interest of
approximately $97, was forgiven. The balance of the remaining loan, consisting of $666 of principal and $146 of
accrued interest, was forgiven in November 2006. Upon the forgiveness of the Clearing Loans, the forgiven
amount was accounted for as other revenues. '

The carrying amounts of notes payable to New Valley and to the clearing broker approximate fair value because
of their variable interest rates which periodically adjust to reflect changes on overall market interest rates.

The Company borrowed $1,750 from New Valley and $1,750 from Frost Trust in 2004 and an additional $1,750
from each of them in the first quarter of 2005. These notes, together with accrued interest, payable at 2% above
the prime rate, were delivered for cancellation in March 2005 as payment, along with 32,890 in cash, for New
Vailey’s and Frost Trust’s purchase of $10,000 of the Company’s common stock (see above).

In December 2004, Ladenburg received a $2,000 temporary subordinated loan from each of Dr. Frost and New
Valley to provide additional regulatory capital required for an underwriting participation. Upon completion of the
underwriting during the same month, the $4,000 was repaid with interest at the rate of prime plus 2%. Interest
amounted to $2.

In December 2005, Ladenburg received a $15,000 temporary subordinated loan from Dr. Frost to provide
additional regulatory capital required for an underwriting participation. Upon completion of the underwriting
during the same month, the $15,000 was repaid plus a $300 fixed amount of interest.

In December 2006, Ladenburg received a temporary subordinated loan in the amount of $2,000 from LTS,
$12,000 from Dr. Frost and $8,000 from its clearing firm to provide additional regulatory capital required for an
underwriting participation. The temporary subordinated loan from LTS and Dr. Frost was subordinated by its
terms to the loan from the clearing broker. Upon completion of the underwriting during the same month, the
loans were repaid with interest at the rate of LIBOR plus 2%, which amounted to $49. In addition, Dr. Frost was
paid an additional commitment fee of $50.
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In August 2006, Ladenburg received a $3,500 temporary subordinated loan from LTS to provide additional
regulatory capital required for an underwriting participation. In September 2006, the $3,500 was repaid with
interest at the rate of 9%, which amounted to $22.

13. Shareholders® Equity
Authorized Shares

At the Company’s special meeting held on April 3, 2006, the shareholders of the Company approved an
amendment to the Company’s articles of incorporation to increase the number of authorized shares of common
stock from 200,000,000 to 400,000,000.

Repurchase of Common Stock

On April 14, 2005, the Company repurchased 4,620,501 sharzs of the Company’s common stock from Berliner,
pursuant to a written agreement between the Company and Berliner. Pursuant to the agreement, the Company
paid Berliner $1,155, or $0.25 per share, for the shares. The shares were returned to the status of authorized but
unissued shares.

In November 2006, the Company acquired 451,585 shares of the Company’s common stock from Ladenburg
employees and a former employee purseant to option agreements allowing the tendering of shares for
consideration in exercising options. The fair market value of the shares on the date of exercise was $594. The
shares were returned to the status of authorized but unissued shares.

Private Equity Offering to Former Debtholders

In connection with the conversion of the Company’s senior convertible notes payable which closed on March 11,
20035, Frost Trust and New Valley each purchased $5,000 of the Company’s common stock for 30.45 per share
(see Note 12).

Private Equity Offering to Others

On November 30, 2005, the Company completed a private equity offering and received gross proceeds of
approximately $6,221 (representing 13,824,331 shares at $0.45 per share) from various investors unrelated to the
Company and also received binding subscriptions for aggregate proceeds of approximately $3,779 (representing
8,397,891 shares at $0.45 per share) from certain of the Company’s affiliates and persons with direct or indirect
relationships to it. Following approval of the Company’s shareholders and the American Stock Exchange, on
April 27, 2006, the Company closed on the remaining portion of its private equity offering, thereby raising an
aggregate of $10,000.
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‘Warrants

As of December 31, 2006, outstanding warrants to acquire the Company’s common stock were as follows:

Exercise Number

Expiration Date Price of Shares
2003 e s e e $.95 500,000 (a)
2006 e s s .94 £25,000 (b)
2016 e st tes s e s .88 966,667 (c)

(2) Does not include unvested warrants to acquire 1,000,000 shares, the exercisability of which is contingent upon
the sole discretion of the Company’s Executive Committee (see Note 16).

(b} Does not include unvested warrants to acquire 675,000 shares, the exercisability of which is contingent upon the
renewal of certain employment contracts (see Note 17).

(c¢) Does not include unvested warrants to acquire 1,933,333 shares, placed in escrow, the exercisability of which is
contingent upon continued employment by certain employees (see Note 17).

On August 31, 2001, New Valley and Frost-Nevada each loaned the Company $1,000. As consideration for the
loans, the Company issued to each of them a five-year immediately exercisable warrant to purchase 100,000

shares of its common stock at an exercise price of $1.00 per share. The warrants expired August 31, 2006
pursuant to their terms.

14, Earnings Per Share
Basic net earnings per share is computed using the weighted-average number of common shares outstanding, The

dilutive effect of potential common shares outstanding is included in diluted net eamings per share. The
computations of basic and diluted per share data for 2006, 2005 and 2004 are as follows:

2006 2005 2004

Net income (I0S85) «.ceveerieeeerirerenes e enaes 3 4,659 $_(25971) 59,854y
Basic weighted-average shares..........c.cevvovecuene- 148,693,521 108,948,623 45,144 481
Effect of dilutive securities:

Common Stock Opions..........oveevsveereevenreens 3,826,008 — —

Warrants to purchase common stock.............. 127,754 — —

Common stock held in escrow (Note 17) ....... _ 440,678 — —
Dilutive potential common shares...................... 153,087,961 108,948,623 45,144,481
Net income (loss) per share:

BASIC .....cureemreore sttt snssnss s esb s bsae $.003 $_(0.24) $_(0.22)

Diluted......cooooiiiireece e e $_0.03 $ 024 $.00.22)

Basic income (loss) per common share is based on the weighted average number of common shares outstanding
during the year. During 2006, 2005 and 2004, options and warrants to purchase 4,976,583, 22,837,770, and
9,137,431 common shares, respectively, and in 2005 and 2004, 1,640,350, and 11,296,747 common shares,
respectively, issuable upon the conversion of notes payable were not included in the computation of diluted
income (loss) per shate as the effect would have been anti-dilutive.
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15. Stock Compensation Plans
Employee Stock Purchase Plan

In 2002, the Company’s sharecholders approved the Ladenburg Thalmann Financial Services Inc. Qualified
Employee Stock Purchase Plan (the “Purchase Plan™), under which a total of 5,000,000 shares of common stock
became available for issuance. On November 1, 2006, the Company’s sharehelders approved an amendment to
the Purchase Plan to increase the number of shares of common stock available for issuance under the plan from
5,000,000 to 10,000,000. Under the Purchase Plan, as currently administered by the Company’s compensation
committee, all full-time employees may use a portion of their salary to acquire shares of the Company’s common
stock at a discount from the market price of the Company’s common stock at the end of each option period.
Option periods have been initially set at three month pertods and commence on January 1, April 1, July 1, and
October 1 of each year and end on March 31, June 30, September 30 and December 31 of each year. In order for
the Purchase Plan to be accounted for as non-compensatory under SFAS No. 123R, effective January 1, 2006, the
discount was decreased to 5% below the market price of the Company’s common stock at the end of such option
period. Prior thereto, the discount was up to 15% of the market price of the Company’s common stock at the
beginning and end of each option period, whichever was lovser. The Purchase Plan is intended to qualify as an
“employee stock purchase plan™ under Section 423 of the [nternal Revenue Code. The Plan became effective
November 6, 2002 and the first option period commenced April 1, 2003, During 2006, 248,298 shares of the
Company’s common stock were issued to employees under this plan, at prices ranging from $0.95 to $1.368;
during 2005, 686,096 shares were issued at prices ranging from $0.39 to $0.50 per share; and during 2004,
018,842 shares were issued at prices ranging from $0.43 to $0.73, resulting in a capital contribution of $267,
$307 and $479, for 2006, 2005 and 2004, respectively. . '

1999 Performance Equity Plan

In 1999, the Company adopted the Option Plan which, as arnended, provides for the grant of stock options and
stock purchase rights to certain designated employees, officers and directors and certain other persons performing
services for the Company and its subsidiaries, as designated by the board of directors. On November 1, 2006, the
Company’s shareholders approved an amendment to the Option Plan to increase the number of shares of common
stock available for issuance under the plan from 10,000,000 to 25,000,000 and to increase the annual limit on
grants to any individual from 1,000,000 shares to 1,500,000 shares. Awards include stock options, stock
_appreciation rights, restricted stock, deferred stock, stock reload options and/or other stock-based awards.
Dividends, if any, are not paid on unexercised stock options. The Option Plan is administered by the
compensation committee of the Board of Directors of LTS, Stock options granted under the Option Plan may be
incentive stock options and non-qualified stock options. An incentive stock option may be granted only through
May 27, 2009 and may only be exercised within ten years of the date of grant (or five years in the case of an
incentive stock option granted to an optionee who at the time of the grant possesses more than 10% of the total
combined voting power of all classes of stock of LTS (“10% Sharecholder”). The exercise price of both incentive
and non-qualified options may not be less than 100% of the fair market value of LTS’s common stock, provided,
however, that the exercise price of an incentive stock option granted to a 10% Shareholder shall not be less than
110% of the fair market value of LTS’s common stock. Options granted under the Option Plan generally vest in
equal amounts on each of the anniversaries over three or four years. As of December 31, 2006, there were options
to purchase 12,473,432 shares of common stock available for issuance under the Option Plan,

On July 13, 2006, in connection with Dr. Frost’s appointment as Chairman of the Board, the Company granted
him an option to purchase 1,200,000 shares of the Company’s common stock at $0.86 per share, subject to the
Company’s shareholders dpproving the amendment to the Option Plan. On July 18, 2006, the Company granted
an additional aggregate of 1,500,000 options at $0.88 per share to Richard Lampen, Howard Lorber and Mark
Zeitchick, directors of the Company, subject to shareholder approval of the amendment to the Option Plan. On
November 1, 2006, shareholder approval was obtained, and accordingly, all such options are deemed to be
granted on such date for accounting purposes. The options granted to Dr. Frost and the other directors are ten-
year options which vest in four equal annual installments, subject to earlier vesting upon death, disability or
change in control.
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A summary of the status of the Option Plan at December 31, 2006 and changes during the years ended December

31, 2006, 2005 and 2004 are presented below:

Bxpired. ...
Options outstanding, December 31, 2004 ........

EXercised.....oococvieeeeicemee et tenreesens s evereeas
Forfeited........ccociveieirereicerivseniensisreress e s enssvens
Expired....
Options outstandmg, Det_ember 31 2005 ........

EXpired.....cccoimiininiine i
Options outstanding, December 31, 2006........
Vested or expected to vest .. "

Options exercisable, December 31, 2006.........

Shares
5,453,030

4,599,500
(137,298)

(2,277,801}
(200.000)

1437.431

3,524,500

(44,767)

(2,279,394)
0

8,637,770

3,775,000
(721,192)
(648,267)

1.043 311
6,491,855

4.484,135
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Weighted-
Average
Weighted- Remaining
Average Contractual Aggregate
Exercise Term Intrinsic

Price {Years) Value

$1.76
0.86
0.66
1.95
447
1.09 7.33 $253
0.56
0.47
0.69
0.97 7.98 43
0.95
0.68
0.86
0.99 7.92 4,458
L.11 7.14 2,572
1.23 6.28 1,740




Non-Plan Options

Commencing in 2004, the Company granted stock options to certain recruited employees in conjunction with
their employment agreements, which are outside of the Option Plan. In September 2006, Ladenburg engaged
several employees of BroadWall Capital LLC (see Note 17) to continue as employees of Ladenburg. The
Company granted to certain of these individuals options to purchase an aggregate of 1,500,000 shares of the
Company’s common stock at an exercise price of $1.05 per share. The options vested as to 10% of the shares
immediately and will vest as to 22.5% of the shares on each of September 5, 2007, 2008, 2009 and 2010, A
summary of the status of these options granted outside the Option Plan at December 31, 2006, and changes
during the years ended December 31, 2006, 2005 and 2004 are presented below:

Weighted-
Average
Weighted- Remaining
Average Contractual
Exercise Term

Shares _Price (Years)
Options outstanding, December 31, 2003 ...., — —
Granted.........oooeeenieeeee e 1,500,000 $ 075
Exercised. ... e —
Forfeited —
2004 o1 (- OO OO —
Options outstanding, December 31, 2004 ..... 1,500,000 0.75 9.19
Granted........ccorvceenienccncnnisincnescncnnene. 14,000,000 0.58
Exercised ..o —
Forfeited ......cccormveiincrereernee e (1,500,000) 0.75
EXPIred ....orvnirieicenniei et p—
Options outstanding, December 31, 2005 ..... 14,000,000 0.58 9.32
Granted......ccooevvveninneneecceeeeeeeeeeeeeeees. 1,500,000 1.05
Exercised ..o (1,200,000) 0.50
Forfeited ..ooovoneiieiieee e, (5,800,000) 0.63
Expired... — — :
Options outstandmg, December 31 2006 ..... 8,500,000 0.63 8.50
Vested or expected to vest... e 3,954,195 0.63 8.48
Options exercisable, December 31, 2006...... 1,275,000 0.60 8.42

Aggregate

Intrinsic
Yalue

5,008
2,352

786

The weighted-average grant date fair value of employee options granted during the years ended December 31,
2006, 2005 and 2004 was $0.86, $0.45 and $0.77, respectively. The fair value of each option award is estimated
on the date of grant using the Black-Scholes option pricing model using the following weighted-average

assumptions:
Year Ended December 31,
2006 2005 2004
Dividend yield ........ooooeeieriiie 0.00%% 0.00% 0.00%
Expected volatility ........cccoevvvvvvvienienn 125.83% 74.71% 79.70%
Risk-free interest rate........ccooeceveeenene. 4.85% 3.78% 3.33%
Expected life (in years)...........cc.c....... 6 10 i0

During 2006, the Company took into consideration guidance contained in SFAS No. 123R and SAB No. 107
when reviewing and developing assumptions for the 2006 grants. The weighted average expected life for the
2006 grants of 6 years reflects the alternative simplified method permitted by SAB No. 107, which defines the
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expected life as the average of the contractual term of the options and the weighted-average vesting period for all
option tranches. Expected volatility for the 2006 option grants is based on historical volatility over the six years
prior to the option grant date.

As of December 31, 2006, there was $2,327 of total unrecognized compensation cost related to non-vested share-
based compensation arrangements. This cost is expected to be recognized over the vesting periods of the options,
which on a weighted-average basis is approximately 1.49 years.

The total intrinsic value of options exercised during the years ended December 31, 2006, 2005, and 2004
amounted to $1,277, $4, and $104 respectively. Tax benefits related to option exercise were not deemed to be
realized as net operating loss carryforwards are available to offset taxable income computed without giving effect
to the deductions related to option exercises.

Non-cash compensation expense relating to stock options was calculated using the Black-Scholes optien pricing
model, amortizing the value calculated over the vesting period and applying a forfeiture percentage as estimated
by the Company’s management, using historical information. The Company has elected to recognize
compensation cost for option awards that have graded vesting schedules on 2 straight line basis over the requisite
service petiod for the entire award. For the year ended December 31, 2006, the non-cash compensation expense
relating to stock option agreements granted employees amounted to $762. In addition, the non-cash compensation
expense related to warrants granted to employees in connection with the Capitalink L.C. (“Capitalink™)
acquisition amounted to $285 (see Note 17).

On September 1, 2005, the Company granted to certain advisors options to purchase an aggregate of 1,200,000
shares of the Company’s common stock at an exercise price of $0.51 per share under the Option Plan, The
options, which expire on August 31, 2013, vest 25% on each of the first four anniversaries of the date of grant.
The Company recorded a charge of $312 and $34 for the fair value of the options for the years ended December
31, 2006, and 2005, respectively, based on the Black-Scholes option pricing model. The Company will record
additional expense relating to these options during their vesting period with a final adjustment based on the
options’ fair value on the vesting date.

Employee Stock Purchase Agreements

During March through August 2005, Ladenburg entered into various employment agreements with newly
employed executives whereby some of the executives committed to purchase up to an aggregate of 7,775,000
shares of the Company’s common stock at prices ranging from $0.53 to $0.645 per share solely through the use
of compensation, as defined, earned by them. In January 2006, one of the employment agreements was
terminated and three of the employment agreements have been restructured and, ameng other things, the
commitments to purchase 7,000,000 shares of the Company’s common stock were eliminated. As of September
30, 2006, compensation was earned by one other executive that would have required the purchase of shares;
however, Ladenburg and the employee agreed to forego the share purchase and Ladenburg agreed to compensate
the employee for the difference on the shares to be purchased by that date (508,520 shares) between the
contractual purchase price of $0.645 and the Qctober 5, 2006 market price of $1.00. The remaining 266,480
shares were purchased in December 2006 for $172 and resulted in a compensation charge of $i85 and an
increase in additional paid-in capita! of $357.

In 2005, the Company had entered into several employment agreements with newly hired employees, including
the agreements referred to in the preceding paragraph, pursuant to which the Company sold common stock to the
employees. Where the sales price was below the fair market value of the stock on the effective date of the
agreements, the Company recorded unearned stock-based compensation expense aggregating $1,587,
representing the difference between fair market value of the common stock and the sales price. Such
compensation is being amortized over the initial term of the employees’ employment agreements, which are
generally one to two years. During the years ended December 31, 2006 and 2005, the Company amortized non-
cash compensation expense of $803 and $694, respectively, relating to the sales of its common stock to new
employees at prices below fair market value. At December 31, 2006, unearned employee stock-based
compensation amounted to $90.
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16. Investment in Fund Manager

On August 31, 2006, the Company issued to an individual seven-year warrants (“FVF Warrants™) to purchase
1,500,000 shares of the Company’s common stock at an exercise price of $0.95 per share. The FVF Warrants
were issued in connection with the Company's acquisition of 2. 10% interest in FVF Partners, LLC (“FVF”), the
general partner of the Florida Value Fund LLP, a private equity fund formed by this individual focused on mid-
market companies in Florida. FVF, in exchange for management services, is entitled to a percentage of profits of
the fund. The FVF Warrants are exercisable as to 500,000 shares immediately and will be exercisable as to
500,000 shares on each of August 31, 2007 and 2008 provided that the second and third installments of shares
shall not vest if the Company’s Executive Committee deterines, in its sole discretion, that the Company’s
investment was not economically beneficial to the Compeny. Accordingly, the Company has valued its
investment in FVF at $399 based on the value of the 500,000 vested warrants. Upon the vesting of the 1,000,000
contingent warrants, the Company will increase the cost of its investment in FVF by the value of such warrants.
In addition, the Company eamed an additional 1.7% interest in FVF valued at $68 as compensation for -
introducing investors to FVF. The investment in FVF is accour.ted for under the equity method. The excess of the
carrying value of the investment over the Company’s share of the underlying book value of FVF is being
amortized over an estimated life of seven years.

17. Acquisitions
BroadWall

On September 11, 2006, Ladenburg acquired substantially all of the securities brokerage accounts and registered
representatives and employees of BroadWall Capital LLC (“BroadWall”). In connection with this acquisition, the
Company issued to BroadWall ten-year warrants to purchase 1,500,000 shares of the Company’s common stock
at an exercige price of $0.94 per share. The warrants are exercisable as to 150,000 shares immediately and will
become exercisable as to 337,500 shares on each of September 11, 2007, 2008, 2009 and 2010 contingent upon
the continued employment of two former employees of BroadWall, both of whom have entered into two-year
employment agreements with the Company. Such jndividuals had a 40% ownership interest in BroadWall.
Accordingly, the Company has valued 825,000 of the warrants that vest over the two-year term of the
employment agreements at $698 representing consideration for the acquisition. The remaining warrants,
representing contingent consideration, will be recorded as additional purchase price if and when the Company
renews the employees’ employment contracts. The value of the warrants, together with legal costs related to the
acquisition, has been assigned to customer accounts (included in intangible assets, net), which is being amortized
to expense over an estimated life of 10 years.

Capitalink

On October 18, 2006, the Company, for an aggregate consideration amounting to 37,392, acquired Telluride
Holdings, Inc. (“Telluride™} through a merger into a newly formed subsidiary of the Company. Telluride owned
100% of Capitalink L.C. (“Capitalink™), a registered broker-clealer providing investment banking services. The
consideration consisted of $1,000 in cash, 4,000,000 shares of the Company’s common stock valued at $3,840
and ten-year warrants to purchase 2,900,000 shares of the Company’s common stock at an exercise price of $0.96
per share valued at $2,552, Warrants te purchase 966,666 shares of common stock are immediately exercisable
and the remaining warrants will become immediately exercicable upon their release from escrow as described
below. In connection with the merger, Ladenburg entered into three-year employment agreements with each of
Telluride’s three shareholders.

In connection with the transaction, 2,666,667 of the shares of common stock, warrants to purchase 1,933,333
shares of common stock and $667 in cash have been placed in escrow contingent upon continued employment of
the selling shareholders, one-half of which will be released to the shareholders on June 3, 2007 and the balance
on January 18, 2008. Accordingly, the fair value of the consideration placed in escrow of $4,937 will be
accounted for as compensation over the 15 months it is held in escrow. Compensation expense of $823 has been
recognized in 2006 and is estimated to amount to $3,948 for 20007 and $166 in 2008. The remaining consideration
of $2,455 has been accounted for as purchase price, of which $173 has been allocated to trade name with an
estimated 10 year life and $2,282 has been allocated to relationships with an estimated four year life. The
transaction resulted in an increase of $2,122 to additional paid-in capital resulting from the issuance of 4,000,000
shares of common stock and 966,666 vested warrants. Unearned empioyee stock-based compensation attributable
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to unvested equity instruments amounting to $4,270 will be recognized over the vesting period, of which $823 .
was recognized as of December 31, 2006, The 2,666,667 shares of common stock placed in escrow have been
considered outstanding as the former Telluride shareholders are entitled to voting rights.

The consolidated financial statements for the years ended December 31, 2006 and 2005 include the results of
operations of BroadWall and Capitalink from the dates of acquisition. The following unaudited pro forma
information represents the Company’s condensed consolidated results of operations as if the acquisitions of
BroadWall and Capitalink had occurred as of the beginning of the periods presented, The pro forma amounts of
net income (loss) reflect amortization of the amounts ascribed to intangibles acquired in the acquisitions and
amortization of unearned employee stock-based compensation. In addition, pro forma basic per share date reflect
the vested common shares issued and pro forma diluted per share data reflect common share equivalents
attributable to unvested common shares and warrants calculated by the treasury stock method:

Year Ended December 31,

2006
TOtal FEVETIUC. ....vceeeeeeeecerecvrer e cnere st verseenrens e saesnoresn $52,817
Net inCOME (J0SS) 1.evvvvevecireierrerecreres e essenrsnersensenasrearssins 3,997
Basic income (loss) per share...........cooveennerneneeensnnnnns . 50.03
Diluted income (loss) per share... $0.03
Weighted average shares outstandmg — basw ................. 152,087,128
Weighted average shares outstanding — diluted .............. 156,217,149

18. 'lntangible Assets

2005

$36,729
(29,102)
$(0.26)
$(0.26)
111,615,290
111,615,290

As of December 31, 2006, intangible assets subject to amortization, all of which were acquired during 2006,

consisted of the following:

Gross
Carrying Accumulated
Amount Amortization
Customer acCounts. ............c.ceeeeeeverecrerverens 3 724 $ 22
Relationships.......c.ccoevvvceveever v 2,282 119
Trade name .....ccoveveceenccre s 173 3
$3,179 5144

Aggregate amortization expense amounted to $144 for the year ended December 31, 2006. The weighted-average
amortization period for total amortizable intangibles is 5.72 years. Estimated amortization expense for each of the

five succeeding years is as follows:

3 660
$ 660
§ 660
$ 542
2000 e 3 9

19. Related Party Transactions
See Note 8 with respect to real estate leased from a related party.
See Note 20 with respect to sale of subsidiary to related parties,
See Note 12 with respect to loans from related parties.

See Note 13 with respect to purchases of common stock by related parties.
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In September 2006, the Company entered into a letter agreement with Vector Group Litd., the parent of New
Valley, pursuant to which Vector Group has agreed to make available to the Company the services of Richard
Lampen, Vector Group’s Executive Vice President, to serve as the Company’s President and Chief Executive
Officer and to provide certain other financial and accounting services, including assistance with complying with
Section 404 of the Sarbanes-Oxley Act of 2002. In consideration for such services, the Company will pay Vector
Group an annuatl fee of $250,000, plus any direct, out-of-pocket costs, fees and other expenses incurred by Vector
or Mr. Lampen in connection with providing such services, and will indernify Vector Group. The agreement is
terminable by either party upon 30 days® prior written notice. Four other directors of the Company also serve as
directors of Vector Group. '

Howard Lorber, Vice Chairman of the Company’s Board of Directors, is a consultant to (and, prior to January
2005, was the chairman of) Hallman & Lorber Associates, Inc., a private consulting and actuarial firm, and
related entities, which receive commissions from insurance policies written for the Company. These commissions
amounted to approximately $23, $92 and $114 in 2006, 2005 and 204, respectively.

20. Discontinued Operations

One of the Company’s wholly-owned subsidiaries, Highland Fund Management Inc. (£/k/a Ladenburg Capital
Fund Management Inc.) ("LCFM"), was sold as of December 31, 2004 to an entity owned by three of the
Company’s directors. LCFM is the general pariner of a limited partnership investment fund. The Company
received $5 in exchange for ail of the outstanding common stock of' LCFM. This resuited in a gain of $5 which is
reflected in discontinued operations for 2004. Accordingly, the accounts of the limited partnership were no longer
consolidated with the Company’s accounts effective December 31, 2004, and the results of operations of the
limited partnership for 2004 were reclassified and presented as loss from discontinuzed operations in the
accompanying statements of operations. The limited partners’ equity in LCFM is shown as limited partners’
interest in discontinued operations. In addition, in March 2004, the Company sold one of its registered investment
advisor subsidiaries, Financial Partners Capital Management, Inc. (“FPCM"™), to one of its employees. FPCM
provided investment advisory and financial planning services. The Company received $396 in exchange for all of
the outstanding common stock of FPCM and recorded a gain on sale of $100. FPCM’s results of operations
through March 31, 2004, together with the gain on sale, are reflected as discontinued operations. Revenues
attributable to discontinued operations amounted to $1,425 in 2004,

21. Subsequent Event

In February 2007, the Company entered into a Debt Exchange Agreement with New Valley to retire the
Company’s remaining outstanding indebtedness. New Valley holds $5,000 principal amount of promissory notes
due March 31, 2007. Pursuant to the agreement, New Valley has agreed to exchange the principal amount of its
notes for shares of the Company’s common stock at an exchange price of $1.80 per share, representing the
average closing price of the Company’'s common stock for the 30 trading days ending on the date of the
agreement. The promissory notes will continue to accrue interest through the closing of the debt exchange. The
accrued interest on the notes, which was approximately $1,500 at. December 31, 2006, will be paid in cash at or
prior to the closing of the transaction.

The consummation of the transaction is subject to shareholder approval at the annual meeting of the Company’s
sharcholders, which is anticipated to be held during the second quarter of 2007. The Company expects to
consummate the transaction as soon as practicable once shareholder approval is obtained. Upon closing, the
$5,000 principal amount of notes will be exchanged for approximately 2,777,778 shares of LTS’s common stock.
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22. Quarterly Financial Data (Unaudited)

Quarters
1st 2nd 3rd 4th

2006:
REVETIUES ..o vt $ 14,794 (a) $ 7,457 510,179 $ 14,428 (a)
EXPENSes....cccovevicecercr s 10,048 (b) 8.757 (b) 9.595 (b) 13,610 (b)
Income (loss) from continuing operations

before iINCOME taXES......vovvervrenemrrenrecerenns 4,746 (1,300) 584 818
Net income (J0SS) cecucvveeeececremeeve e venvnereenne $4.732 501,325 $_570 $_682

Bagic and diluted:
Income (loss) per Common Share(d)....... $_0.03 $_(0.01) $.0.00 $_0.00

Basic weighted average Common Shares.... 141,591,068 150,043,231 150,559,806 152,440,248
Diluted weighted average Common Shares. 142,289,965 150,043,231 154,110,421 160,710,680

2005:
REVEDUES ....oeeee e $ 6,682 $ 5,885 $ 8,619 $ 9,504
EXPENSES....corrnrrrernerrernrinrnrnrrrenressessessessens 29,706 (c) 7.864 9.760 9.277
(Loss) income from continuing operations

before iNCOME tAXES....uvvevevcinree e innane (23,024) (1,979) (1,141) 227
Net (1088) IHCOME «..oovcverrerceverrreorenies s $_(23,036) $_{1,993) 3_(1,155) $_ 213
Basic and diluted:

(Loss) income per Common Share(d}..... $.{0,42) $_(0.02) $_(0.0D) 5.0.00

Basic and diluted weighted average Common

] T 35,343,460 121,269,264 126,384,353 132,348 668

(a) Includes 53,858 gain on sale of NYSE seat in the first and second quarters 2006 (34,859 gain in first quarter
2006 and $1,001 loss in second quarter 2006) and $1,125 gain on sale of CBOE membership in the fourth
quarter 2006.

(b) Includes $678, $463, $303, and $1,44| charge for non-cash compensation in the first, second, third and fourth
quarters of 2006, respectively.

{c) Includes $19,359 charge ($0.35 per common share) for debt conversion expense (see Note 12).

(d) The sum of the quarterly income (loss) per share does not equal the income (loss) per share for the year, because
per share data for each quarter and for the year are independently computed. Loss per common share for the
quarter ended March 31, 2005 is based on a lower number of shares than the number of shares used in
subsequent quarters and the full year due to the large issuance of shares upon the conversion of debt and the
private equity offering in March 2005, resulting in 2 higher loss per common share (see Notes 12 and 13).
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Stock Price Performance Graph

The graph below compares the cumulative total return of our common stock from
January 1, 2002 through December 31, 2006 with the cumulative total return of companies
comprising the Amex Composite Index (formerly the Amex Market Value Index) and a peer
group selected by us based on comparative revenue. The graph plots the growth in value of an
initial investment of $100 in each of our common stock, the Amex Composite Index and the peer
groups selected by us over the indicated time periods, and assuming reinvestment of all
dividends, if any, paid on our the securities. We have not paid any cash dividends and, therefore,
the curnulative total return calculation for us is based solely upon stock price appreciation and not
upon reinvestment of cash dividends. The stock price performance shown on'the graph is not
necessarily indicative of future price performance..

Our peer group is comprised of companies engaged in the same business that we are,
each with revenues generally comparable to ours, and consists of the following companies:
Crown Financial Holdings Inc., First Albany Companies, Inc., First Montauk Financial Corp.,

Kirlin Holding Corp., National Holdings Corp., Nuveen lnvestments Inc., Paulson Capital Corp.,
Siebert Financial Corp. and Stifel Financial Corp.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN
Among Ladenburg Thalmann Financial Services Inc., The AMEX Composite Index
And A Peer Group
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