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April 2011

Fellow Stockholders,

2010 was a year of accomplishment for our firm in an environment okgosftinued volatile market conditions.
Our operating performance improved significantly from the prior year as ouf’ platform building efforts began to
show results. Our financial position was greatly improved with lower debt levels at a reduced interest cost, and
increased stockholders’ equity. We were pleased to declare quarterly dividends, which reflects our confidence in
the continued cash generation of the business. We plan to continue to take advantage of opportunities in the
market place to drive returns for our stockholders.

We continued to expand our capital markets business. Our net trading revenue grew 60% in 2010. This was
the direct result of our platform building efforts, including increased risk capital and the addition of professionals
and products in the United States and Europe. While we are proud of our momentum and market share gains
from last year, we believe that greater gains are achievable. We are taking advantage of our new prime broker
clearing relationship, pursuing new issue and advisory assignments, and further developing our earlier-stage
initiatives such as equity derivatives and CD origination. We believe our capital markets business is poised for
further growth.

With the acquisition in January 2011 of JVB Financial Holdings, a specialist serving the independent dealer
community, we enhanced our capital markets platform in both breadth and depth. JVB has a complementary
distribution channel that can be used to create a broader platform for new issue bond underwriting. As we work
to integrate JVB into our business, we hope to see opportunities for growth by adding capital for trading and
underwriting.

We were also excited to announce recently an agreement to acquire a majority interest in PrinceRidge.
PrinceRidge is a New York-based financial services firm led by John P. Costas and Michael T. Hutchins and is
comprised of a sales and trading group specializing in structured products and corporate credit, and an
investment banking group concentrated on corporate finance. When completed, we believe that this transaction
will bring together two highly complementary platforms, increase our capital base and enhance our ability to
attract and retain top talent.

Another important milestone during the year was the sale of certain of our legacy asset management
contracts, which freed resources to allow us to pursue growth opportunities in our emergent businesses. Although
revenue from our legacy asset management business continued to shrink as collateral balances declined, in 2010
we earned a significant incentive fee on a2 managed investment fund and we started several new managed
accounts. We see a possible return to growth in the coming years for our asset management segment.

2010 also saw the successful recapitalization of our externally managed Asian commercial real estate debt
investment company, Star Asia. We worked to refinance Star Asia’s debt and certain shareholders, including us,
provided financing and received greater ownership in Star Asia. The overall value of our investment in Star Asia
increased as a result. :

While we enjoy our successes, there is still much work to be done in 2011 and beyond. We intend to further
build-out our platform, and look for areas of synergistic growth in all three areas of our business — capital
markets, assel management, and principal investing. In order to extend our success we must continue to look
broadly and think creatively about how to capitalize on opportunities. As always, controlling expenses remains a
primary focus in our pursuit of value creation.

In closing, | wish to thank our employees for their efforts this year and you. our stockholders. for your
continued support. 2010 was another year of progress in building our company and I look forward to 2011,

Sincerely,

Daniel G. Cohen
Chairman & Chief Executive Officer
Institutional Financial Markets, Inc.
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Securities Exchange Act of 1934, as amended, to the Securities and Exchange Commission for
its information seven copies of the Company’s Annual Report to Stockholders distributed to
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Forward Looking Statements

This Annual Report on Form 10-K contains “forward-looking statements” within the meaning of the Private
Securities Litigation Reform Act of 1995, Section 27A of the Securities Act of 1933, as amended, or the
Securities Act, and Section 21E of the Securities Exchange Act of 1934, as amended, or the Exchange Act.
Forward-looking statements discuss matters that are not historical facts. Because they discuss future events or
conditions, forward-looking statements may include words such as “anticipate,” “believe,” “estimate,” “intend,”
“could,” “should,” “would,” “may,” “seek,” “plan,” “might,” “will,” “expect,” “anticipate,” “predict,” “project,”
“forecast,” “potential,” “‘continue” negatives thereof or similar expressions. Forward-looking statements speak
only as of the date they are made, are based on various underlying assumptions and current expectations about
the future and are not guarantees. Such statements involve known and unknown risks, uncertainties and other
factors that may cause our actual results, level of activity, performance or achievement to be materially different
from the results of operations or plans expressed or implied by such forward-looking statements.

BT

29 < 2 < 2 e 2% <

‘While we cannot predict all of the risks and uncertainties, they include, but are not limited to, those described
below in “Item 1A — Risk Factors.” Accordingly, such information should not be regarded as representations that the
results or conditions described in such statements or that our objectives and plans will be achieved and we do not
assume any responsibility for the accuracy or completeness of any of these forward-looking statements. These forward-
looking statements are found at various places throughout this Annual Report on Form 10-K and include information
concerning possible or assumed future results of our operations, including statements about the following subjects:

= benefits, results, costs reductions and synergies resulting from the Company’s recent business combination;
» integration of operations;

¢ business strategies;

» growth opportuntties;

e competitive position;

« market outlook;

» expected financial position;

» . expected results of operations;

» future cash flows;

» financing plans;

» plans and objectives of management;

* tax treatment of the business combinations;

» any other statements regarding future growth, future cash needs, future operations, business plans and

future financial results, and any other statements that are not historical facts.

These forward-looking statements represent our intentions, plans, expectations, assumptions and beliefs
about future events and are subject to risks, uncertainties and other factors. Many of those factors are outside of
our control and could cause actual results to differ materially from the results expressed or implied by those
forward-looking statements. In light of these risks, uncertainties and assumptions, the events described in the
forward-looking statements might not occur or might occur to a different extent or at a different time than we
have described. You should consider the areas of risk and uncertainty described above and discussed under
“Ttem 1A — Risk Factors.” You are cautioned not to place undue reliance on these forward-looking statements,
which speak only as of the date of this Annual Report on Form 10-K. All subsequent written and oral forward-
looking statements concerning other matters addressed in this Annual Report on Form 10-K and attributable to us
or any person acting on our behalf are expressly qualified in their entirety by the cautionary statements contained
or referred to in this Annual Report on Form 10-K. Except to the extent required by law, we undertake no
obligation to update or revise any forward-looking statements, whether as a result of new information, future
events, a change in events, conditions, circumstances or assumptions underlying such statements, or otherwise.



Certain Terms Used in this Annual Report on Form 10-K

Effective January 21, 2011, Cohen & Company Inc. changed its name to Institutional Financial Markets,
Inc. In this Annual Report on Form 10-K, unless otherwise noted or as the context otherwise requires: “JFMI”
refers to Institutional Financial Markets, Inc. a Maryland corporation. “the Company,” , “we,” “ us,” and “ our”
refers to JFMI and its subsidiaries on a combined basis; “/FMI, LLC” (formerly Cohen Brothers, LLC), or the
“Operating LLC” refers to the main operating subsidiary of the Company; “Cohen Brothers,” refers to the
pre-Merger Cohen Brothers, LLC and its subsidiaries; “AFN” refers to the pre-Merger Alesco Financial Inc. and
its subsidiarics; “Merger Agreement” refers to the Agreement and Plan of Merger among AFN, Alesco Financial
Holdings, LLC, a wholly owned subsidiary of AFN that we refer to as the “Merger Sub,” and Cohen Brothers,
dated as of February 20, 2009 and amended on June 1, 2009, August 20, 2009 and September 30, 2009;
“Merger” refers to the December 16, 2009 closing of the merger of Merger Sub with and into Cohen Brothers
pursuant to the terms of the Merger Agreement, which resulted in Cohen Brothers becoming a majority owned
subsidiary of the Company. When the term, “IFMI” is used, it is referring to the parent company itself,
Institutional Financial Markets, Inc.

“Securities Act” refers to the Securities Act of 1933, as amended; “Exchange Act” refers to the Securities
Exchange Act of 1934, as amended,

In accordance with accounting principles generally accepted in the United States of America, or “U.S.
GAAP,” the Merger was accounted for as a reverse acquisition, Cohen Brothers was deemed to be the accounting
acquirer and all of AFN’s assets and liabilities were required to be revalued at fair value as of the acquisition
date, therefore, the financials reported herein are the historical financials of Cohen Brothers. As used throughout
this filing, the terms, the “Company,” “we,” “us,” and “our’” refer to the historical operations of Cohen Brothers
and its consolidated subsidiaries from January 1, 2008 through to December 16, 2009 and the combined
operations of the merged company and its consolidated subsidiaries from December 17, 2009 forward. AFN
refers to the historical operations of Alesco Financial Inc. through to December 16, 2009, the date of the Merger,
or the “Merger Date”.



PART I
ITEM 1. BUSINESS.
INFORMATION REGARDING INSTITUTIONAL FINANCIAL MARKETS, INC.

Overview

We are an investment firm specializing in credit-related fixed income investments. We were incorporated in
2004 but began operations, through our predecessors, in 1999 as an investment firm focused on small and
mid-cap banks but have grown over the past eleven years into a more diversified fixed income specialty
investment firm. We are organized into three business segments — Capital Markets, Asset Management, and
Principal Investing. The Capital Markets business segment consists of credit-related fixed income sales and
trading as well as new issue placements in corporate and securitized products and advisory services. The Asset
Management business segment manages assets within a variety of investment vehicles, including investment
funds, managed accounts, permanent capital vehicles, and collateralized debt obligations. As of December 31,
2010, we had $10.3 billion in assets under management (“AUM?”). The Principal Investing business segment is
comprised primarily of our investments in the investment vehicles we manage. Our revenues have increased from
$11.2 million for the year ended December 31, 2003 to $125.6 million for the year ended December 31, 2010.

Financial information concerning our business segments is set forth in “Item 7— Management’s Discussion and
Analysis of Financial Condition and Results of Operations™ on page 56 and note 28 of the consolidated financial
statements beginning on page F-81. For more information regarding our geographic locations, see Item. 2 Properties,
below, and note 28 to our consolidated financial statements included in this Annual Report on Form 10-K.

Capital Markets

Our Capital Markets business segment consists of credit-related fixed income sales and trading, as well as new
issue placements in corporate and securitized products and advisory services through our broker-dealer
subsidiaries, Cohen & Company Securities, LLC (“CCS”) and Cohen & Company Capital Markets, LLC
(“CCCM™). CCS and CCCM are registered broker-dealers under the Exchange Act, are members of the Financial
Industry Regulatory Authority (“FINRA”), and the Securities Investor Protection Corporation {“SIPC”), and are
licensed to conduct brokerage activities in all 50 states and the District of Columbia. We acquired CCCM in 2010
(formerly named Fairfax) primarily to avail ourselves of its existing clearing relationship. In addition, our
European subsidiary, EuroDekania Management Limited (“EuroDekania Management”), is regulated by the
Financial Services Authority (“FSA”), in the United Kingdom. Effective on January 13, 2011, we completed the
acquisition of JVB Financial Holdings, L.L.C. (“JVB”), a broker-dealer with $24.8 million in revenue in 2010
and 63 employees specializing in the wholesale distribution of fixed incomé securities.

Our fixed income sales and trading group provides trade execution to corporate and institutional investors.
We specialize in the following products: corporate bonds, asset-backed securities (“ABS”), mortgage-backed
securities (“MBS”), commercial mortgage-backed securities (“CMBS”), residential mortgage-backed securities
(“RMBS”), collateralized loan obligations (“CLOs™), collateralized bond obligations (“CBOs’"), Small Business
Administration loans (“SBA loans”), U.S. government bonds, U.S. government agency securities. brokered
deposits and certificates of deposit (“CDs™") for small banks, hybrid capital of financial institutions including trust
preferred securities (“TruPS™), whole loans, and other structured financial instruments. We also offer execution
and brokerage services for cash equity and derivative products. We believe that we are one of the most active
participants in the brokering of TruPS due to our knowledge of the transactions and the relationships we maintain
with institutional investors in these securities.

Our Capital Markets business segment generates revenue through the following activities: (1) trading
activities, which include execution and brokerage services, riskless trading activities as well as gains and losses
(unrealized and realized), and income and expense earned on securities classified as trading, (2) new issue and
advisory revenue comprised of (a) origination fees for corporate debt issues originated by us, (b) revenue from
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advisory services, and (c) new issue revenue associated with arranging the issuance of newly created debt, equity,
and hybrid financial instruments. Our Capital Markets business segment is based in New York with branch
offices in Boca Raton, Boston, Chicago, London, Paris, Philadelphia, San Francisco, and Washington D.C. We
have been in the Capital Markets business since our inception. Our Capital Markets segment has transformed
over time in response to market opportunities and the needs of our clients. The initial focus was on sales and
trading of listed equities of small financial companies with a particular emphasis on bank stocks. Early on, a
market opportunity arose for participation in a particular segment of the debt market, securitization of TruPS. We
began assisting small banks in the issuance of TruPS$ through securitized pools. These investment vehicles were
structured and underwritten by large investment banks while our broker-dealer typically participated as a
co-placement agent or selling group member. We also participated in the secondary market trading of these
securities between institutional clients.

For the better part of a decade, we have actively engaged in the brokering of TruPS and pooled TruPS in the
secondary market. However, there has been essentially no new issuance of pooled TruPS since 2007 because the
credit market disruption resulted in market yields that are much higher than the banks would be willing to pay to
issue securities into an investment vehicle. But while new issuance activity closed down, the secondary trading
volumes increased dramatically. A large number of entities were motivated or forced to sell their holdings.
Reasons for selling included margin calls on financed assets, hedge fund redemptions, ratings downgrades,
warehouse liquidations and investment vehicles breaching covenants and liquidating. At the same time, investors
who had historically invested in the initial issuance of these securities were not as active in the market. We
recognized that the conditions that caused increased secondary trading opportunities in the TruPS market also
existed in other credit-based fixed income markets. Corporate bonds, RMBS, CMBS, European credit securities,
and leveraged finance securities (high yield bonds and leveraged loans) all faced similar conditions.

In early 2008, our management team made the strategic decision to restructure our Capital Markets business
model from an exclusive focus on TruPS and structured credit products to a more traditional fixed income
broker-dealer platform with smoother, diversified revenue streams primarily from trading activity. We have hired
sales and trading professionals with expertise in areas that complement our core competency in structured credit.
Our Capital Markets staffing increased from six sales and trading professionals at the beginning of 2008 to 60
sales and trading professionals as of December 31, 2010. Recent additions to our Capital Markets team include
salespeople and traders focused on mortgage securities, non-agency mortgage securities, and structured products.

During the past year, we added capital to our trading operations and continued to launch new initiatives that
build on our existing capabilities. Mid-year, we launched our North American equity derivatives business, which
recently expanded into Europe, providing execution services to an institutional customer base across equity cash,
listed, and over-the-counter (“OTC”) equity derivatives products. In January 2011, we closed our acquisition of
JVB, a fixed income broker-dealer that specializes in small size transactions in CDs, corporate bonds, MBS, and
U.S. government agency securities primarily with the dealer market. Also in January 2011, we announced the
formation of a new venture to create a commercial real estate conduit lender, which we expect will begin to
originate loans in the first quarter of 2011. The venture will focus on underwriting five to ten year commercial
real estate loans ranging in size from $5 million to $75 million, which will be targeted for securitization and will
include all major property types. We continue to explore opportunities to add complementary distribution
channels, hire experienced talent, expand our presence across asset classes and bolster the service capabilities of
our Capital Markets business segment.

Trades in our Capital Markets segment can be either “riskless” or risk-based. “Riskless trades” are
transacted with a customer order in hand, resulting in limited risk to us. Risk-based trades involve us owning the
securities and thus placing our capital at risk. Such risk-based trading activity may include the use of leverage. In
2010, we began to utilize more leverage in our Capital Markets business segment. We believe that the prudent
use of capital to facilitate client orders increases trading volume and profitability. Any gains or losses on
securities that we have purchased in the secondary market are recorded in our Capital Markets business segment,
whereas any gains or losses on securities that we retained in our sponsored investment vehicles are recorded in
our Principal Investing business segment.



Asset Management

Our Asset Management business segment manages assets within a variety of investment vehicles, including
investment funds, managed accounts, permanent capital vehicles, and collateralized debt obligations. We earn
management fees for our on-going asset manager services provided to these investment vehicles, which may
include fees both senior and subordinate to the securities issued by the investment vehicles. Management fees are
based on the value of the AUM or the investment performance of the vehicle, or both. As of December 31, 2010,
we had $10.3 billion in AUM.

Qur AUM increased from $965.8 million at December 31, 2003 to $10.3 billion at December 31, 2010, but
has declined year-to-year since 2007. AUM refers to assets under management and equals the sum of (1) the
gross assets included in the collateralized debt obligations that we have sponsored and manage; plus (2) the gross
assets accumulated and temporarily financed in warehouse facilities during the accumulation phase of the
securitization process, which gross assets are intended to be included in collateralized debt obligations; plus
(3) gross assets of a portfolio that we managed for RAIT Financial Trust, a publicly traded real estate investment
trust (NYSE:RAS) (“RAIT”); plus (4) the net asset value (“NAV”) of the permanent capital vehicles and
investment funds we manage; plus (5) the NAV of other managed accounts. Our calculation of AUM may differ
from the calculations of other asset managers and, as a result, this measure may not be comparable to similar
measures presented by other asset managers. Our AUM measure includes, for instance, certain AUM for which
we charge either no or nominal fees such as assets in the accumulation phase for future securitization. This
definition of AUM is not necessarily identical to any definition of AUM that may be used in our management
agreements.

As of December 31, 2010, we had four subsidiaries that act as collateral managers and investment advisors
to the collateralized debt obligations that we manage. Each of these entities is a registered investment advisor
under the Investment Advisers Act.

Subsidiary Product Line Asset Class

Cohen & Company Financial Alesco Bank and insurance TruPS,

Management, LLC subordinated debt

Dekania Capital Management, LLC Dekania U.S,, Bank and insurance TruPS,
Dekania Europe | & 2 subordinated debt

EuroDekania Management Limited Neptuno III, Corporate loans, broadly
Dekania Europe 3, Xenon syndicated leverage loans, bank

and insurance TruPS and
subordinated debt, commercial
real estate debt

Strategos Capital Management, LLC ~ Kleros, Libertas, Scorpius ABS

The value to us of a collateralized debt obligation structure was derived from the arbitrage between the cost
of borrowing and the return profile of the underlying collateral. With our asset classes, we sought to maximize
the spread differential between the yield on the underlying collateral and our cost of financing. Each portfolio
was structured to maximize relative value based on our credit views and maximize diversification in order to
minimize the effect of isolated credit events on the overall portfolio. Our management of the portfolio utilizes our
infrastructure to minimize defaults of underlying assets and to maximize recoveries in the case of defaults.

.

In 2010. we sought to achieve diversification of overall asset exposure. Thus. collateralized debt obligations
were structured across a range of sectors to maximize portfolio diversification and to minimize correlation
among the expected performance of our various asset classes.

W



The chart below shows changes in our AUM by product line from December 31, 2003 through.
December 31, 2010. :

As of December 31,
2003 2004 2005 2006 2007 2008 2009 2010
($ in millions)

Alesco (1) $666 $2,433 $ 4,385 $ 7,733 $ 9,404 $ 8,566 $ 7,110 $ 2,845
Dekania U.S. - 300 700 690 676 674 654 615 604
Dekania Europe (2) — — 357 789 1,295 1,625 1,570 1,423
Emporia (3) — — 287 739 1,159 1,170 — —
Kleros — — 996 8,788 19,637 9,341 5308 3,955
Libertas o — — 584 3,282 412 86 76
Scorpius — — — 1,510 1,415 441 — —
Non-Profit (4) — — — 203 397 391 — —
Neptuno (2) — — — — 618 887 881 827
Total Completed Collateralized Debt

Obligations AUM 966 3,133 6,715 21,022 37,881 23,487 15,570 9,730
Pre-Close Collateralized Debt Obligations

AUM — 858 3,134 6,000 984 177 — —
RAIT AUM (5) — — 4,551 5,051 4,310 — — —
Permanent Capital Vehicles, Investment

Funds and Other — — — 317 748 627 636 589
Total AUM $966 $3,991 $14.400 $32,390 $43,923 $24,291 $16,206 $10,319

(1) On July 29, 2010, we completed the sale of our Alesco X-XVII contracts to an unrelated third party. For
more information see “Item 7 — Management’s Discussion and Analysis of Financial Condition and
Resuits of Operations” beginning on page 56.

(2) Dekania Europe and Neptuno portfolios are denominated in Euros; for purposes of this presentation they
have been converted to U.S. dollars at the prevailing exchange rates at the points in time presented.

(3) On February 27, 2009, we completed the sale of our Emporia contracts to an unrelated third party. For more

" information see “Item 7 — Management’s Discussion and Analysis of Financial Condition and Results of
Operations” beginning on page 56.

(4) On March 18, 2009, we completed the assignment of our non-profit management contract to an unrelated
third party. For more information see “ Management’s Discussion and Analysis of Financial Condition and
Results of Operations” beginning on page 56.

(5) 1In 2005, we formed Taberna Realty Finance Trust (“Taberna”) and spun it off in a private offering to RAIT
shortly after it as formed. Through June 2008, we provided oversight and monitoring services to RAIT for a
portfolio of whole loans owned by RAIT. For more information see note 2 to “Selected Financial Data”
presented on page 52.

Investment Funds:
Deep Value

We had an investment in and serve as external manager of a series of closed-end, distressed debt funds and
other related entities that we refer to collectively as Deep Value. Deep Value raises capital from investors and
earns investment returns by investing in a diversified portfolio of ABS consisting primarily of RMBS and other
real estate related securities, as well as other United States real estate related assets and related securities. Deep
Value’s management team consists primarily of investment professionals from our Strategos Capital
Management, LLC (“Strategos™) ABS team.




We formed the initial fund in October 2007, which consummated its first closing in April 2008 and
successfully completed its liquidation in December 2010. From the inception of the first fund through
December 31, 2010, we launched three master funds. The first master fund had two feeder funds. One feeder
fund was referred to as the onshore fund and was designed for investors that are non-tax-exempt United States
taxpayers. Foreign and United States tax-exempt investors invested through a second feeder fund referred to as
the offshore fund. The second master fund does not have feeder funds. The third master fund has an offshore
feeder fund only. Investors hold limited partnership interests in the feeder funds (in the case of the first and third
master fund) or in the master fund itself (in the case of the second master fund). The Strategos Deep Value Credit
GP, LLC (the “Deep Value GP”) serves as the general partner for the feeder funds (in the case of the first master
fund) and as the general partner of the master fund itself (in the case of the second master fund). The Strategos
Deep Value Credit II GP, LLC (the “Deep Value GP 11"}, serves as the general partner for the offshore feeder
fund (in the case of the third master fund). Deep Value GP and Deep Value GP II are collectively referred to as
the Deep Value GPs.

We serve as external manager of Deep Value. We own 50% of the general partner of the first and second
master funds and 40% of the general partner of the third master fund. In addition, we have made limited
partnership investments in certain of the feeder funds.

The general terms of investments in Deep Value include a minimum capital contribution of $10 million (in
the case of the first two master funds) and $1 million (in the case of the third master fund), no redemptions, no
short sales, no leverage (in the case of the first two master funds) or leverage only if it is non-recourse and
non-callable for the term or if leverage becomes available directly or indirectly through a government program
(in the case of the third master fund), no trading with any IFMI-related entity except as part of an exit strategy,
10% maximum concentration of non-real estate related assets, 5% maximum concentration in any single issuer of
securities, investment in assets located primarily in the United States, limit investments in securities paying
dividends or interest income subject to United States withholding taxes, committed capital must be drawn within
one year of the final closing, orderly liquidation upon certain events, and a 1.5% annual management fee paid
quarterly.

One year from the final closings of each of the master funds, Deep Value will begin to distribute at least
quarterly all net cash available for distribution as follows:

1. Return of Capital: 100% to the limited partner investors in proportion to their capital contributions until
the aggregate cumulative distributions equal their aggregate capital contributions;

2. “Preferred Return”: 100% to the limited partner investors until each has received a return of 10% (in the
case of the first two master funds) and 8.0% (in the case of the third master fund) compounded annually on their
total capital contributions for the period during which they were outstanding;

3. First Tier Incentive Fee: 80% to the general partner and 20% to the limited partners until the aggregate
distributions made to the general partner equal 20% of the cumulative distributions made to all limited partner
investors pursuant to the Preferred Return and this First Tier Incentive Fee; and

4. Second Tier Incentive Fee: 80% to the limited partner investors and 20% to the general partners.

We earn management fees based on the drawn committed capital of Deep Value during the first year after
the final closing and thereafler based on NAV of Deep Value; however, we do not earn management fees on our
own investment in Deep Value. As described above, we could also earn an incentive fee based on the
performance of Deep Value when the funds liquidate in three to five years. Deep Value has an expected term of
three years from the final closing, but may be extended for one year by Deep Value's general partner and may be
extended for an additional year with the approval of Deep Value’s advisory board. The advisory board is
comprised of representatives from select limited partners not affiliated with Deep Value’s general partner or us.
In addition, we earn investment returns on our investment in Deep Value through our Principal Investing
business segment.



We seeded Deep Value with an initial capital commitment of $15 million at inception. During April to
October 2008, $110 million of outside capital was committed to the first master fund. In February, July,
September, and December 2009, an additional $25 million, $7 million, $8 million, and $42.5 million,
respectively, of outside capital was committed to Deep Value. The initial capital commitments are fully drawn.
Investors in Deep Value, which are closed end funds, do not have redemption rights. While Deep Value does not
offer redemptions, we track NAV for informational and accounting purposes. As of December 31, 2010, the
Deep Value master funds had a NAV of $129.0 million and an annual return of 36.7%. During the period from
December 2009 to Decémber 2010, Deep Value distributed $200.2 million of net cash available for distribution
as described above. The distributions related to our initial capital commitment of $15 million totaled $24.2
million. At December 31, 2010, the value of our investment in Deep Value was immaterial. In addition, we
earned a $6.2 million incentive fee upon the successful liquidation of the first Deep Value fund during the second
half of 2010.

Brigadier

We had an investment in and served as external manager of a series of investment funds and related entities
that we refer to collectively as “Brigadier”. Brigadier, formed by us in 2006 and liquidated in 2010, was a series
of investment funds that primarily earned investment returns by investing in various fixed income and credit-
related investments and related securities through its master fund. Brigadier had a single master fund and two
feeder funds. One feeder fund was referred to as the onshore feeder fund and was designed for investors that are
non-tax-exempt U.S. tax payers. Foreign and U.S. tax-exempt investors invested through a second feeder fund
referred to as the offshore feeder fund. We were the general partner and made an initial investment in the
offshore feeder fund. In addition to being general partner of the onshore feeder fund, we made an investment as a
limited partner as well.

The primary investment activities of Brigadier focused on relative value strategies in the credit markets.
Target assets included long and short exposure to corporate investment grade and high yield securities, MBS,
structured credit and other related securilies, derivatives, and indices.

The general terms of investments in Brigadier included a minimum initial capital contribution of $500,000,
a one-year lock-up period, quarterly redemptions after the lock-up period upon 90 days notice, capital
contributions accepted on the first business day of each quarter, no restrictions on the amount of leverage
utilized, a 2.0% annual management fee paid quarterly, a 20% annual incentive fee on the excess net capital
appreciation after deducting management fees payable only if the net capital is above its high water mark, and
quarterly reporting requirements. All of these terms are subject to the discretion of its limited and general
partnership agreements.

We earned management and incentive fees based on the performance of Brigadier. We did not earn
management or incentive fees on our own investment in Brigadier; however, we did earn investment returns on
our investment in Brigadier through our Principal Investing business segment.

For most of 2010 Brigadier was in the process of liquidating. Brigadier experienced significant redemptions
in 2009 and, effective in the second quarter of 2010, Brigadier ceased permitting redemptions until its final
liquidation which was completed during the fourth quarter of 2010.

We seeded Brigadier with an initial investment of $30 million at its inception in May 2006. Our investment
in Brigadier was at its highest level of $54.5 million in March 2008. In September 2008, Brigadier won an award
for best “Long/Short Credit Hedge Fund — Relative Value” presented by CreditFlux magazine. a publication
that covers the credit markets. The award was based on quantifiable return and volatility measures.

During the period from May 2008 through November 2010, we redeemed $56.8 million of our investment in
Brigadier. As of December 31, 2010, Brigadier had completed its final liquidation.
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Managed Accounts

We also provide investment management services to a collection of separately managed accounts with a
focus on mortgage securities and collateralized debt obligation notes and debt instruments issued by financial
institutions. These initiatives were started during the second half of 2009 and AUM of such managed accounts
has grown to $288.6 million as of December 31, 2010.

Our Strategos ABS team provides investment management services to a state’s retirement system and a
third party asset manager for portfolios of mortgage securities. For these services, we are paid annual
management fees of 0.5%-1.5% of the net asset value of the aggregate assets under management. AUM of these
mortgage portfolios has grown to $261.5 million at December 31, 2010.

Part of our European collateralized debt obligation team has transitioned to providing investment
'management services primarily to European family offices and high net worth individuals. The focus is on
collateralized debt obligation notes and debt instruments issued by financial institutions where the investment
managers have relevant expertise. For these services, we are paid annual base management fees of approximately
1.5% plus an annual performance fee of 20% of cash-on-cash returns in excess of an 8% hurdle. There is also an
early redemption fee if any of the clients were to terminate their arrangement within the first five years of the
relationship. AUM of these European managed accounts has grown to $27.1 million at December 31, 2010.

Permanent Capital Vehicles

The objective of the permanent capital vehicles is to provide stockholders with attractive risk-adjusted
returns and predictable cash distributions by investing in selected credit asset classes. Events in the financial
markets over the last few years have challenged the investment strategy of our permanent capital vehicles. In
general, poor credit performance reduces investor demand for the asset classes in which we specialize, thereby
making it more difficult for us to raise additional capital into existing permanent capital vehicles.

EuroDekania

EuroDekania Limited (“EuroDekania”) 1s a Guernsey corporation that we manage. EuroDekania invests in
hybrid capital securities of European banks and insurance companies, CMBS., RMBS, and widely syndicated
leverage loans. EuroDekania’s investments are denominated in Euros or British Pounds. EuroDekania began
operations in March 2007 when it raised approximately €218 million in net proceeds from a private offering of
securities, of which we invested €5.3 million. In August 2010, we made a follow-on investment of $0.3 million in
EuroDekania through a secondary trade.

Our Chairman and Chief Executive Officer, Daniel G. Cohen, serves as one of five members of the board of
directors of EuroDekania. As of December 31, 2010, we owned 5% of EuroDekania’s outstanding shares, which
were valued at $1.3 million. At December 31, 2010, EuroDekania had an estimated NAV of $23.0 million.

MFCA

Muni Funding Company of America, LLC (“MFCA”) is a Delaware limited liability company that we
managed until March 18, 2009. MFCA primarily invests in securities that are exempt from United States federal
income taxes either directly or through structured tax-exempt pass-through (“STEP”") vehicles which are similar in
nature to collateralized debt obligations, as well as other structured credit entities. MFCA began operations in June
2007 when it raised approximately $159 million of net proceeds from a private offering of securities, of which we
invested $5.0 million. In June 2009, MFCA completed a rights offering in which we invested $0.6 million.

Our Chairman and Chief Executive Officer, Daniel G. Cohen. serves as a member of the board of directors
of MFCA, and our President, Christopher Ricciardi, served as a member of the board of directors of MFCA until
March 18, 2009. As of December 31, 2010, we owned approximately 3% ot MFCA’s outstanding shares, which
were valued at $2.5 million. At December 31, 2010, MFCA had a NAV of $90.2 million.

9



In February 2009, a new shareholder obtained a controlling interest in MFCA and requested that our
management agreement with MFCA be assigned to a new management company controlled by the new majority
shareholder. On March 18, 2009, we assigned the MFCA management agreement to that new management
company. As a condition to the assignment, the assignee agreed to pay us an annual payment (“Revenue Share™)
beginning in March 2012. The Revenue Share is calculated as 10% of the revenue the assignee earns under its
management contract with MFCA to the extent that revenue exceeds $1.0 million per year.

Star Asia

Star Asia Finance, LTD (“Star Asia”) is a Guernsey company that is externally managed by Star Asia
Management Ltd. (“Star Asia Manager™) which is a 50/50 joint venture between us and a third-party real estate
investment management company. Star Asia seeks to invest in Asian commercial real estate structured finance
products, including CMBS, corporate debt of real estate investment trusts (“REITs”) and real estate operating
companies, whole loans, mezzanine loans, and other commercial real estate fixed income investments. Star Asia
began operations in March 2007 when it raised approximately $255 million in net proceeds from a private
offering of securities, of which we invested $10.0 million. Star Asia completed rights offerings in April 2008,
raising approximately $49 million in net proceeds of which we invested $7.0 million, and in March 2010, raising
approximately $25.3 million in net proceeds, of which we invested $5.4 million. In 2008, 2009, and 2010, we
made follow-on investments of $0.4 million, $0.1 million, and $4.9 million, respectively, in Star Asia through
secondary trades.

Our Chairman and Chief Executive Officer, Daniel G. Cohen, is one of three members of the board of
directors of Star Asia. As of December 31, 2010, we owned approximately 27% of Star Asia’s outstanding
shares, which were valued at $38.0 million and approximately 30% of the Star Asia Special Purpose Vehicle
(“Star Asia SPV”), which was valued at $1.6 million. At December 31, 2010, Star Asia had a NAV of $171.0
million.

Collateralized Debt Obligation Asset Classes:

A collateralized debt obligation is a form of secured borrowing. The borrowing is securcd by different types
of fixed income assets such as corporate or mortgage loans or bonds. The borrowing is in the form of a
securitization, which means that the lenders are actually investing in notes secured by the assets. In the event of
default, the lender will have recourse only to the assets securing the loan. We have originated assets for, served
as co-placement agent for, and continue to manage this type of investment vehicle, which is generally structured
as a trust. In addition, we invested in some of the debt and equity securities initially issued in the deals, gains and
losses of which are part of our Principal Investing business segment.

The credit crisis caused available liquidity, particularly through these and other securitizations, to decline
precipitously. Our ability to accumulate assets for securitization effectively ended with the market disruption. We
securitized $14.8 billion of assets in 16 trusts during 2006; $17.8 billion of assets in 16 trusts during 2007; $400
million of assets in one trust during 2008; and zero assets in zero trusts during 2009 and 2010.

These structures can hold different types of securities. Historically, we have focused on the following asset
classes: (1) United States and European bank and insurance TruPS and subordinated debt; (2) United States ABS,
such as MBS and commercial real estate loans; (3) United States corporate loans; and (4) United States
obligations of non-profit entities.

We generate asset management revenue for our services as asset manager. Many of our sponsored
collateralized debt obligations, particularly those where the assets are bank TruPS and ABS, have experienced
asset deferrals, delaults, and rating agency downgrades that reduce our management fees. In 16 out of 19 of our
ABS deals, the extent of the deferrals, defauits, and downgrades caused credit-related coverage tests to trigger an
event of default. Under an event of default, the senior debt holders in the structure can gencrally force a
liquidation of the entity. To date, five of our ABS structures have been liquidated following an event of default.
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In addition, all of the bank TruPS structures we manage and all of the ABS structures we manage have
experienced high enough levels of deferrals, defaults, and downgrades to reduce our subordinated management
fees to zero. In a typical structure, any failure of covenant coverage tests redirects cash flow to pay down the
senjor debt until compliance is restored. If compliance is eventually restored, the entity will resume paying
subordinated management fees to us, including those that accrued but remained unpaid during the period of
non-compliance.

A description of each of our remaining collateralized debt obligation product lines is set forth below.

Alesco, Dekania, and Xenon. Cohen & Company Financial Management, LLC manages our Alesco
platform. Dekania Capital Management, LLC manages the first four Dekania deals that were issued, which
include both Dekania U.S. (denominated in U.S. dollars) and Dekania Europe (denominated in Euros) structures.
EuroDekania Management manages the last Dekania Europe and the only Xenon deal that was issued, which are
both Euro-denominated. From the inception of these asset classes in September 2003 through December 31,
2010, we have originated or placed approximately $11.9 billion in subordinated financing in the form of TruPS
and surplus notes issued by banks, bank holding companies, thrift holding companies, and insurance companies
in the United States and Europe. As of December 31, 2010, we managed nine Alesco deals. two Dekania U.S.
deals, three Dekania Europe deals, and one Xenon deal. We have eight professionals who are primarily focused
on these programs.

In general, our Alesco and Dekania deals have the following terms. We receive senior and subordinate
management fees, and there is a potential for incentive fees on certain deals if equity internal rates of return are
greater than 15%. We can be removed as manager without cause if 66.7% of the rated Note holders voting
separately by class and 66.7% of the equity holders vote to remove us, or if 75% of the most senior riote holders
vote to remove us when certain over-collateralization ratios are below 100%. We can be removed as manager for
cause if a majority of the controlling class of note holders or a majority of equity holders vote to remove us.
Cause includes unremedied violations of the collateral management agreement or indenture, defaults attributable
to certain actions of the manager, misrepresentations or fraud, criminal activity, bankruptcy, insolvency or
dissolution. There is a non-call period for the equity holders, which ranges from three (o six years. Once this
non-call period is over, a majority of the equity holders can trigger an optional redemption as long as it generates
sufficient proceeds to cover all principal and accrued interest on the rated notes and all expenses. In ten years
from closing, an auction call will be triggered if the rated notes have not been redeemed in full. In an auction call
redemption, an appointee will conduct an auction for the collateral, which will only be executed if the highest bid
results in enough proceeds to pay all principal and accrued interest on the rated notes and all expenses. If the
auctjon has not been successfully completed, all residual interest that would normally be distributed to equity
holders will be sequentially applied to principal of the rated notes. Any failure of over-collateralization coverage
tests redirects interest to paying down notes until compliance is restored. The securities mature 30 years from
closing. An event of default will occur if certain over-collateralization ratios drop below 100%. While an event
of default exists, a majority of the senior note holders can declare the principal and accrued and unpaid interest
immediately due and payable.

In general, the Xenon deal has the following terms. We receive senior and subordinate management fees,
and there is no potential for incentive fees. We cannot be removed as manager without cause. We can be
removed as manager for cause if a majority of the security holders or a majority of subordinated security holders
vote to remove us. Cause includes unremedied violations of the portfolio management agreement or trust
agreement, breach of the portfolio management agreement that is not cured within 45-60 days,
misrepresentations or fraud, criminal activity, bankruptcy, insolvency or dissolution, the occurrence of an event
of default, or becoming subject to taxes that could be reduced by removing the manager. A majority of the
subordinated security holders can trigger an optionzll redemption as long as it generates sufficient proceeds to
cover all principal and accrued interest on the senior securities and all expenses. The securities mature in four
years from closing. An event of default will occur if default occurs for a period of three days or more in the
payment of any sum due in respect of the securilies. failure to perform or observe any obligation under the
portfolio management agreement or trust agreement, or if any order is made by any competent court or any
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resolution passed for the winding-up or dissolution of the issuer other than for the purposes of amalgamation,
merger, consolidation, reorganization or other similar arrangements on terms approved by the trustee. While an
event of default exists, a majority of the senior security holders can declare the principal and accrued and unpaid
interest immediately due and payable.

Our aggregate Alesco, Dekania, and Xenon AUM have increased from approximately $965.8 million as of
December 31, 2003 to approximately $4.9 billion as of December 31, 2010, but has declined year-to-year since
2007. :

Kleros/Libertas/Scorpius. Strategos manages our Kleros, Libertas, and Scorpius programs. We have
completed 13 deals under the Kleros and Kleros Real Estate brand names, collateralized by high grade RMBS
(generally backed by securities initially rated single A or higher). We have also completed five deals under the
Libertas brand name, collateralized by mezzanine grade ABS (generally backed by securities initially rated BBB
on average), and one deal under the Scorpius brand name, collateralized by synthetic mezzanine grade ABS
(generally backed by synthetic or credit default swap securities). During 2008, as a result of turmoil in the credit
markets and the real estate sector in particular, one of the Kleros Real Estate and two of the Libertas deals were
liquidated. In 2009, the one Scorpius deal and one of the Kleros deals were liquidated. Strategos employs seven
professionals.

In general, our Kleros and Libertas deals have the following terms. We receive senior management fees. All
of the subordinate management fees have been deferred with no potential for collection, and there is no potential
for incentive fees. Typically, we cannot be removed as manager without cause. We can be removed as manager
for cause if 66.7% of the controlling class of note holders or a majority of equity holders vote to remove us. In
general, cause includes unremedied violations of the collateral management agreement or indenture, defaults
attributable to certain actions of the manager, misrepresentations or fraud, criminal activity, bankruptcy,
insolvency or dissolution, as well as an event of default. Certain of the deals have a reinvestment period after
closing, which ranges from three to five years, during which the manager may sell and purchase collaterat for the
portfolio; such reinvestment period is terminated upon the occurrence of an event of default. Typically, there is a
three or four year non-call period for the equity holders. Once this non-call period is over, a majority of the
equily holders can trigger an optional redemption as long as it generates sufficient proceeds to cover all principal
and accrued interest on the rated notes and all expenses. In seven or eight years from closing, an auction call will
be triggered if the rated notes have not been redeemed in full. In an auction call redemption, an appointee will
conduct an auction for the collateral, which will only be executed if the highest bid results in enough proceeds to
pay all principal and accrued interest on the notes and all expenses. There is no protection for equity holders in
an auction call. If the auction has not been successfully completed, all residual interest that would normally be
distributed to equity holders will be sequentially applied to principal of the rated notes. The securities mature
40-45 years from closing. An event of default will occur if certain credit covenant ratios drop below specific
levels. While an event of default exists, a majority of the senior note holders can declare the principal and
accrued and unpaid interest immediately due and payable. Only two of our Kleros deals and one of our Libertas
deals have not yet triggered an event of default.

AUM in our Kleros, Libertas, and Scorpius product lines increased from $996.0 million as of December 31,
2005 to $24.3 billion as of December 31, 2007, reflecting a compound annual growth rate of 394%. This period
of rapid growth was driven by high levels of home price appreciation as well as the loosening of mortgage
underwriting standards which generated record mortgage origination volume. In 2007, many regions of the
country started reporting declining home prices. The aggressive underwriting standards and declining home
prices led to higher than anticipated delinquencies, defaults, and losses. AUM fell to $4.0 billion as of
December 31, 2010.

Neptuno. EuroDekania Management acts as junior investment manager to Neptuno CLO 11 B.V.
(“Neptuno III"’), a limited liability company incorporated under the laws of The Netherlands. The lead
Investment management partner on this deal is a large European bank. Neptuno IIT is comprised of European
broadly syndicated corporate loans. We completed Neptuno I in December 2007.
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In general, Neptuno III has the following terms. We receive senior and subordinate management fees, and
there is no potential to earn incentive fees. We cannot be removed as junior investment manager without cause.
We can be removed as junior investment manager for cause if 66.7% of the senior note holders and 66.7% of the
equity holders vote to remove us. Cause includes unremedied violations of the collateral management agreement
or trust deed, breach of the collateral management agreement that is not cured within 30-60 days,
misrepresentations or fraud, criminal activity, bankruptcy, insolvency or dissolution. There is a six year
reinvestment period after closing during which the manager may sell and purchase collateral for the deal. After
the last day of the reinvestment period, collateral principal collections will be applied to the notes sequentially.
There is a three year non-call period for the equity holders. Once this non-call period is over, a majority of the
equity holders can trigger an optional redemption as long as it generates sufficient proceeds to cover all principal
and accrued interest on the rated notes and all expenses. Any failure of over-collateralization coverage tests
redirects interest to paying down notes until compliance is restored. Any failure of interest diversion tests during
the reinvestment period redirects interest to purchasing collateral until compliance is restored. The maturity of
the securities is 17 years from closing. An event of default will occur if certain over-collateralization ratios drop
below 100%. While an event of default exists, a majority of the senior note holders can declare the principal and
accrued and unpaid interest immediately due and payable.

Principal Investing

Our Principal Investing business segment is comprised primarily of our investments in investment vehicles
we manage, as well as investments in structured products, and the related gains and losses that they generate.

Investments in Investment Funds

Deep Value. We seeded Deep Value with an initial capital commitment of $15 million at its inception in
April 2008. The initial capital commitment was drawn during the following six months. This initial investment
was subsequently impacted by the fund’s returns and distributions. As they are closed-end funds, investors in
Deep Value do not have redemption rights. In December 2009, Deep Value started distributing net cash available
for distribution. From December 2009 through December 2010, we received $24.2 million of these distributions.
Our net investment in Deep Value was valued at $28,000 at December 31, 2010.

Duart Fund. We seeded the Duart Global Deep Value Securities Fund LP (“Duart Fund”) with a $4.5
million investment in September 2010. The Duart Fund is a specialized deep value and special situations
opportunity fund. The Duart Fund’s investment objective is to provide superior absolute returns by investing
primarily in a portfolio of long and short positions in public and private real estate equily securities, equity-linked
securities, or debt securities (including, but not limited to, convertible debt, debt with warrants, warrants, and
credit default swaps related to real estate securities) and partnership or fund'interests in the real estate industry
globally. We do not manage the Duart Fund but we own 20% of the investment manager. As of December 31,
2010, our investment in the Duart Fund was valued at $4.3 million. Effective December 31, 2010, we submitted a
redemption notice to the Duart Fund to redeem 100% of our capital. We expect to receive our redemption by
March 31, 2011.

Brigadier. We seeded Brigadier with an initial investment of $30 million at its inception in May 2006. The
initial investment was subsequently impacted by the fund’s returns as well as our redemptions. The change in
value that is a result of the fund’s returns is what flowed through our Principal Investing business segment
statement of operations. Our investment in Brigadier was at its highest level of $54.5 million in March 2008.
Prior to its liquidation in 2010, we redeemed $56.8 million including our initial investment. During 2010,
Brigadier was liquidated and our investment was fylly redeemed as of December 31, 2010.

Investments in Permanent Capital Vehicles

EuroDekania. We made an initial investment of €5.3 million in EuroDekania in its initial private offering
of securities in March 2007. In August 2010, we purchased an additional $0.3 million in a secondary trade. In



addition to changes in the NAV of the entity, the value of our investment is impacted by changes in the U.S.
dollar-Euro currency exchange rate due to the fact that our investment in EuroDekania is denominated in Euros.
During 2010, we recorded $0.5 million of investment gains on our investment in EuroDekania. As of
December 31, 2010, we own approximately 5% of EuroDekania. Our 1,054,882 shares of EuroDekania were
valued at $1.3 million at December 31, 2010.

MFCA. We made an initial investment of $5.0 million in MFCA in its initial private offering of securities in
June 2007 and a follow-on investment of $0.6 million in its rights offering of securities in June 2009. During
2010, we recorded $0.1 million of investment gains on our investment in MFCA. As of December 31, 2010, we
owned approximately 3% of MFCA. Our 1,000,200 shares of MFCA were valued at $2.5 million at
December 31, 2010.

Star Asia. We made an initial investment of $10.0 million in Star Asia in its initial private offering of
securities in March 2007, a follow-on investment of $7.0 million in its rights offering of securities in April 2008,
a follow-on investment of $0.4 million in a secondary trade in December 2008, a follow-on investment of $0.1
million in a secondary trade in December 2009, a follow-on investment of $5.5 million in its rights offering of
securities in March 2010, and follow-on investments of $4.9 million in secondary trades during 2010. During
2010, we recorded $18.1 million of investment gains on our investment in Star Asia. As of December 31, 2010,
we owned approximately 27% of Star Asia. Our 4,345,677 shares of Star Asia were valued at $38.0 million, or
$8.75 per share, at December 31, 2010. During 2010, we put in place Japanese Yen-based forward contracts to
partially hedge fluctuations in the investment value of Star Asia. The fair value of these forward contracts was
negative $0.5 million at December 31, 2010.

Other Investments

Investments in Publicly Traded Equity Securities. In March 2005, we sponsored the formation of
Taberna. Taberna was a separate company through which we spun off our business of originating TruPS issued
by REITs and sponsoring and managing investment vehicles collateralized by those assets. We did not manage
Taberna. In December 2006, Taberna was acquired by RAIT, a publicly-traded REIT (NYSE: RAS). Our
Chairman and Chief Executive Officer, Daniel G. Cohen, is the former Chief Executive Officer and was a trustee
of RAIT until he resigned from these positions on February 26, 2010. We sold our 510,434 common shares of
RAIT in March 2010.

Investments in Collateralized Debt Obligation and Other Securities. We have invested in various
original issuance securities of the deals we have sponsored and certain other deals that we have not sponsored. In
addition, upon the closing of the Merger, we assumed ownership of the investments that AFN had made prior to
the closing of the Merger. As of December 31, 2010, we had approximately $1.0 million in fair value of these
collateralized debt obligations and other securities

Investments in Equity Method Affiliates. We have {ive investments that are classified as equity method
affiliates: Star Asia Manager, Star Asia SPV, Deep Value GP, Deep Value GP 11, and Duart Capital. For a
discussion of the equity method affiliates accounting see “Item 7— Management’s Discussion and Analysis of
Financial Condition and Results of Operations” beginning on page 56. ’

* Star Asia Manager. We have an investment in Star Asia Manager, which serves as external manager o
Star Asia. We and our joint venture partner each own 50% of Star Asia Manager. Therefore, the value
of our investment in Star Asia Manager changes by 50% of Star Asia Manager’s net income or loss. As
of December 31, 2010, our investnfent in Star Asia Manager had a carrying value of $0.2 million.

*  Star Asia SPV. Our investment in the Star Asia rights offering in March 2010 was made through a
special purpose entity, the Star Asia SPV. We own approximately 30% of the Star Asia SPV. As of
December 31, 2010, our investment in Star Asia SPV had a carrying value of $1.6 million.
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»  Deep Value GP. We serve as external manager of Deep Value and we own 50% of the general partner
of the onshore and offshore feeder funds of Deep Value (the “Deep Value GP”). Therefore, the value of
our investment in Deep Value GP changes by 50% of Deep Value GP’s net income or loss. We made
an initial investment in Deep Value GP of $0.1 million in May 2008. As of December 31, 2010, our
investment in Deep Value GP had a carrying value of $0.3 million.

e Deep Value GP II. We serve as external manager of Deep Value II and we own 40% of the general
partner of the offshore feeder fund of Deep Value II (the “Deep Value GP II”). Therefore, the value of
our investment in Deep Value GP II changes by 40% of Deep Value GP II's net income or loss. As of
December 31, 2010, our investment in Deep Value GP II had a carrying value of $31,000.

*  Duart Capital. We own 20% of Duart Capital Management LLC (“Duart Capital”), the investment
manager of the Duart Fund. We agreed to fund certain of Duart Capital’s start-up costs. As of
December 31, 2010, our investment in Duart Capital had a carrying value of $0.

Competitive Strengths

By taking advantage of what we perceive as our competitive strengths, we will seek to grow our business
and deliver superior returns for our investors and stockholders:

Strong Client Relationship and Diverse Product Offerings. We maintain long-standing relationships with
institutional investors. Our knowledge of structured financial instruments permits us to provide value to the
investors in these types of securities, which has allowed us to continue to grow our business during times of
unprecedented market change. We have focused on expanding our expertise to areas that complement our core
competency in structured credit, in order to expand our presence across asset classes and strengthen the service
capabilities of our business.

Alignment with Our Investors and Stockholders. 1t is very important to us to have our interests aligned with
those of our investors and stockholders. To that end, we invest capital in each of our businesses and promote a
culture of employee stock ownership. We have committed capital to our trading operations and have made
investments in each of our permanent capital vehicles and investment funds, as well as tranches of many of the
collateralized debt obligations we have sponsored. In addition, a significant portion of the compensation of our
senior management and investment professionals is based on the performance of our investment vehicles and our
trading operations. As of December 31, 2010, our directors and senior management owned in excess of 50% of
our outstanding equity interests (including units convertible into Common Stock).

Variable Cost Structure, Efficient and Scalable Operations. Many of our professionals work under variable
compensation arrangements, which pay for performance, but do not generate significant compensation expense in
the absence of revenue creation. Our credit analysis, structuring and risk management expertise, together with
our quamilative‘analytical capability and infrastructure of information technology, accounting, legal and other
professionals with significant experience in our businesses, allows us to easily and quickly expand into new
credit-based asset classes without incurring significant additional costs. During the recent credit crisis, we reacted
quickly to maintain attractive operating performance through workforce reductions, cost cutting and
repositioning investment professionals.

Management Arrangements Generate Recurring Fee Income. We manage investment vehicles pursuant to
management agreements that typically generate recurring fee income during the life of the investment vehicle. In
general, it is difficult for the investment vehicles to terminate our management arrangements in the absence of
wrongdoing by us. However, as noted above, certain of our investment vehicles are liquidating or experiencing a
high level of deferrals, defaults and downgrades that negatively impact our management fees. In addition. certain
of our permanent capital vehicles are also experiencing NAV erosion. )



Comprehensive Platform; Experienced Management. We have the capabilities and infrastructure to
underwrite, originate and manage collateral; trade and distribute structured credit products; and create innovative
alternative investment funds. Daniel G. Cohen and Christopher Ricciardi each have almost 20 years of
experience in structured finance, capital markets, and asset management. Our executive management team is
supported by a team of professionals that also has significant experience in our industries. We believe that our
comprehensive capabilities and experienced personnel position us for continued growth.

Proprietary Operations Systems. Our proprietary operations software is complemented by third party
systems and is designed with inherent flexibility to respond in real-time to changing client needs and to satisfy
capacity to grow assets for existing and new investment products and strategies. Our technology and analytics
systems incorporate underlying asset data, credit and surveillance systems, compliance monitoring tools, cash
flow models and an investor reporting website. We believe that the investment in our internal systems is a driver
for significant revenue growth without significant additional expense.

Extensive Risk Management Expertise. Measuring, understanding and controlling risk is fundamental to the
way we do business. We employ sophisticated qualitative and quantitative institutional risk management systems
to monitor and manage our exposure across our business lines. We have adopted formalized risk management
policies and procedures. These policies and procedures are designed to limit loss frequency and severity.
Consequently, we place significant emphasis on managing loss severity should losses occur. Our risk
management group oversees and sirives to take a proactive role in the effective management of the various
financial and other associated risks in the normal course of our business activities. It gathers and analyzes data,
monitors investments and markets in detail, and constantly strives to better quantify, qualify and circumscribe
relevant risks.

Growth Strategy

Our growth strategy is to continue to enhance our sales and trading capabilities, as well as to leverage our
asset management expertise to create innovative new investment funds and principal investing opportunities. In
addition, we may pursue an acquisition strategy as consolidation in our industry intensifies. We plan to achieve
these objectives through the following strategies:

Enhance Capital Markets Capabilities. Our Capital Markets segment has transitioned from dealing
primarily in TruPS and structured credit securities to trading in a wide range of credit-based fixed income
securities. We have built our sales and trading platform with many new hires and increased production in existing
products while adding capabilities in new products. We will continue to look to hire talented sales and trading
professionals to expand our Capital Markets business segment geographically, by asset class, and by client
relationships. While we are not optimistic about our new issue business returning in its historical form in the near
future, there are other potential near term new issue opportunities in the credit markets. Most of the immediate
opportunitics are a result of government sponsored programs such as SBA loan pooling and CMO issuance. We
believe that eventually a more normalized new issue credit and securitization market will develop. We would
expecl to be an active participant in such a market.

Mainiain Solid Performance. We believe the most effective strategy for continuing the growth of our
businesses is to align our economic interests with those of our investors and to deliver strong investment
performance. Crucial to this strategy is our ability to devote time, attention, energy, resources and expertise to
effectively manage our investment vehicles. In particular, we believe that our highly disciplined investment
process, intensive credit analysis and fundamental research, and our “hands-on” approach to asset management
and risk management will enable us to continue to create value in and maintain the solid performance of our
investment vehicles. While the unprecedented turmoil in the credit markets has created incredible challenges, we
continue to work constantly to improve the performance of our investment vehicles. Virtually all of our
investment vehicles have a long duration. While the past few years have been challenging, we have many years
in which to work towards improving performance.
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Create Innovative Investment Opportunities. We intend to continue to selectively diversify our business into
new alternative asset strategies. We focus on assets in sectors where our professionals have significant expertise
and relationships, such as middle-market banking, insurance and real estate. We have successfully redeployed
our ABS team to work on investment funds focusing on distressed real estate assets, and we believe that we are
well positioned to execute similar initiatives in our other business lines. We continually explore a number of
investment funds that would capitalize on the strengths of our professionals. In addition, we have a broad base of
institutional and high net worth individual investors who have traditionally supported our new business
initiatives, although there is no assurance that they will continue to do so.

Pursue Acquisition Opportunities. We plan to actively pursue opportunities to acquire complementary
capital markets and asset management businesses. In January 2011, we closed our acquisition of JVB, which
added 63 professionals to our Capital Markets business. In 2010, JVB generated $24.8 million in revenue. We
will continue to evaluate acquisition opportunities in an effort to expand our Capital Markets segment by
acquiring smaller broker-dealer sales and trading operations that expand and enhance our existing capabilities to
the extent attractive opportunities exist. In addition, we believe that many of our competitors in the asset
management space may consider selling assets and management contracts in order to raise capital. We may
continue to pursue revenue and earnings growth through a management contract roll-up strategy and believe we
may be well positioned to execute such a strategy. Our asset management and analytics professionals will
evaluate opportunities to acquire ongoing management fee streams as they arise.

Capitalize on Our Reputation and Management Experience. We believe that the strength of our reputation
in the industry provides us with a significant advantage in attracting talent and outside capital. We draw upon the
expertise of our professionals in each of our asset classes to create a comprehensive investment management
platform. We believe that we have assembled a superior team of investment professionals and support staff to
deliver focused idea generation and execution across our businesses.

Technology

We invest significant resources in technology, including purchasing leading data and software licenses
where suitable products exist, and developing software for functionality that is unique to our needs and is not
available in any vendor product. The technology group is made up of six professionals. These individuals have
extensive experience developing software and supporting systems for our investment-related businesses.

The technology group provides us with an extensive investment and trading platform:
« Portfolio Management / Trading System.

Our asset management businesses use a proprietary in-house portfolio management system featuring
automated asset data feeds, a centralized asset database for managing exposures across deals, asset
pipeline and ramp-up tracking information, credit data used in the initial investment decision, and
up-to-date asset performance data for timely surveillance of all assets.

Our Capital Markets business uses the same platform to track trades, revenues and risk, as well as to
access an extensive security database containing indicative and performance data on close to 200,000
securities.

¢ Production / Commission Tool. Our Capital Markets business uses a proprietary in-house tool to track,
in real-time, trading P/L, sales credits and net commissions for each trader and salesperson.

» Loan Level Mortgage Database. We host a leading vendor loan level mortgage database on our servers
and have developed proprietary tools for analyzing the data and automating scenarto analysis using the
vendor loan level model. )

» Structured Products Cash Flow Model. Our proprietary cash flow model provides a flexible, controlled
environment for modeling structured finance transactions. Using this platform, our structuring team
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models all such transactions to which we are a party as collateral manager or placement agent. The
model performs detailed scenario analyses, including rating agency stress analysis. After closing, all
transactions are modeled in a third-party vendor application, which we access for performing ongoing
scenario analysis.

* Security Data Licenses. We subscribe to market data vendors providing security terms, ratings, pricing,
and other performance metrics.

*  External Website with Investor Reporting. Our website’s secure login area allows investors in our
investment vehicles to easily access portfolio information online. The website is updated continually to
provide investors with the most recent information and to better facilitate interaction. The website
includes monthly trustee reports, asset manager periodic and special reports and other performance
information on investments. Providing such information helps us to provide transparency to our
investors and achieve a high level of satisfaction.

*  Stable Technology Infrastructure. Dedicated professionals support our secured corporate computer
network. All file servers including production databases are backed up on a daily basis and tapes taken
off-site for business continuity purposes.

Risk Management Policies and Procedures

Measuring, understanding and controlling risk is fundamental to the way we do business. Our risk
management group oversees and strives to take a proactive role in the effective management of the various
financial and other associated risks in the normal course of our business activities. It gathers and analyzes data,
monitors investments and markets in detail and constantly strives to better quantify, qualify and circumscribe
relevant risks. The key functions of the risk management group include:

* monitoring all of our trading-related activities, including market risk, credit risk, documentation and
data integrity;

* identifying material market, credit, compliance and operational risks;
* providing clarity and transparency as to all levels of risk-taking in our business lines;

* controlling mark-to-market valuation through a comprehensive price testing exercise and intra-month
checks of large positions;

* error monitoring; and

* net capital monitoring.

In order to facilitate the risk monitoring and reporting process, we have formed a risk committee whose
members include our Chairman and CEQ, President, CFO, and Chief Risk Officer. Our General Counsel
regularly attends these meetings. The risk committee’s function covers all aspects of risk and may choose to
analyze particular trades or certain classes of investment activities. Our risk committee meets monthly. The
committee may call on other employees of the Company to be present in order to properly evaluate specific
situations.

Employees

As of December 31, 2010, we employed a total of 133 full time professionals and support staff. We have
two part time employees in addition. This number does not include the 63 employees from JVB who were added
upon the closing of the acquisition on January, 13 2011. We consider our employee relations to be good and
believe that our compensation and employee benefits are competitive with those offered by other securities firms.
None of our employees is subject to any collective bargaining agreements.



Our core asset is our professionals, their intellectual capital, and their dedication to providing the highest
quality services to our clients. Prior to joining us, members of our management team held positions with other
leading financial services firms, accounting firms, law firms or investment firms. Daniel G. Cohen, Christopher
Ricciardi and Joseph W. Pooler, Jr., are our executive operating officers, and biographical information relating to
each of these officers is incorporated by reference in “Part TII — Item 10 — Directors, Executive Officers and
Corporate Governance” to the Company’s Proxy Statement, to be filed in connection with the Company’s 2011
Annual Meeting of Stockholders.

Competition

All areas of our business are intensely competitive and we expect them to remain so. We believe that the
principal factors affecting competition in our business include client relationships, reputation, quality and price of
our products and services, market focus and the ability of our professionals.

Our competitors are other public and private asset managers, investment banks, brokerage firms, merchant
banks, and financial advisory firms. We compete globally and on a regional, product or niche basis. Many of our
competitors have substantially greater capital and resources than we do and offer a broader range of financial
products and services. Certain of these competitors continue to raise additional amounts of capital to pursue
business strategies which may be similar to ours. Some of these competitors may also have access to liquidity
sources that are not available to us, which may pose challenges for us with respect to investment opportunities. In
addition, some of these competitors may have higher risk tolerances or make different risk assessments than we
do, allowing them to consider a wider variety of investments and establish broader business relationships.

In recent years, there has been substantial consolidation and convergence among companies in the financial
services industry, including among many of our former competitors. In particular, a number of large commercial
banks have established or acquired broker-dealers or have merged with other financial institutions. Many of these
firms have the ability to offer a wider range of products than we offer, including loans, deposit taking, and
insurance. Many of these firms also have more extensive investment banking services, which may enhance their
competitive position. They also have the ability to support investment banking and securities products with
commercial banking and other financial services revenue in an effort to gain market share, which could result in
pricing pressure in our business. This trend toward consolidation and convergence has significantly increased the
capital base and geographic reach of our competitors.

Competition is intense for the recruitment and retention of experienced and qualified professionals. The
success of our business and our ability to continue to compete effectively will depend significantly upon our
continued ability to retain and motivate our existing professionals and attract new professionals. See “Item 1A —
Risk Factors” beginning on page 24.

Regulation

Certain of our subsidiaries, in the ordinary course of their business, are subject to extensive regulation by
government and self-regulatory organizations both in the United States and abroad. As a matter of public policy,
these regulatory bodies are responsible for safeguarding the integrity of the securities and other financial markets.
These regulations are designed primarily to protect the interests of the investing public generally and thus cannot
be expected to protect or further the interests of our company or our stockholders and may have the effect of
limiting or curtailing our activities, including activities that might be profitable. '

Our subsidiaries include: CCS, JVB. and CCCM, three United States registered broker-dealers regulated by
FINRA and subject to oversight by the Securities and Exchange Commission (“SEC”); EuroDekania
Management (previously known as Cohen & Company Financial Limited). a U.K. company regulated by the
FSA; and Cohen & Company Financial Managemént, LLC, Cohen & Company Management. LLC, Dekania
Capital Management, LLC, and Strategos, each of which is a registered investment advisor regulated by the SEC
under the Investment Advisers Act. Since our inception, our businesses have been operated within a legal and
regulatory framework that is constantly developing and changing, requiring us to be able to monitor and comply
with a broad range of legal and regulatory developments that affect our activities.
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Certain of our businesses are also subject to compliance with laws and regulations of United States federal
and state governments, non-United States governments, their respective agencies and/or various self-regulatory
organizations or exchanges relating to, among other things, the privacy of client information and any failure to
comply with these regulations could expose us to liability and/or reputational damage. Additional legislation,
changes in rules promulgated by financial authorities and self-regulatory organizations or changes in the
interpretation or enforcement of existing laws and rules, either in the United States or abroad, may directly affect
our mode of operation and profitability.

The United States and non-United States government agencies and self-regulatory organizations, as well as
state securities commissions in the United States, are empowered to conduct periodic examinations and initiate
administrative proceedings that can result in censure, fine, the issuance of cease-and-desist orders and/or the
suspension or expulsion of a broker-dealer or its directors, officers or employees. See “Item 1A — Risk Factors”
beginning on page 24.

United States Regulation. CCS and CCCM are registered as broker-dealers with the SEC, are licensed to
conduct business in each of the 50 states and the District of Columbia, and are members of and regulated by
FINRA. Our broker-dealer subsidiaries are subject to the regulations of FINRA and industry standards of practice
that cover many aspects of their business, including initial licensing requirements, sales and trading practices,
relationships with customers (including the handling of cash and margin accounts), capital structure, capital
requirements, record-keeping and reporting procedures, experience and training requirements for certain
employees, and supervision of the conduct of affiliated persons, including directors, officers and employees.
FINRA has the power to expel, fine and otherwise discipline member firms and their employees for violations of
these rules and regulations. Our United States broker-dealer subsidiaries are also licensed as broker-dealers in
each of the 50 states of the United States and the District of Columbia, requiring us to comply with the laws,
rules and regulations of each state. Each state may revoke the license to conduct a securities business in that state
and may fine or otherwise discipline broker-dealers and their employees.

The SEC, FINRA, and various other regulatory agencies within and outside of the United States have
stringent rules and regulations with respect to the maintenance of specific levels of net capital by regulated
entities. Generally, a broker-dealer’s net capital is net worth plus qualified subordinated debt less deductions for
certain types of assets. The net capital rule under the Exchange Act requires that at least a minimum part of a
broker-dealer’s assets be maintained in a relatively liquid form. The SEC and FINRA impose rules that require
notification when net capital falls below certain predefined criteria. These rules also dictate the ratio of debt to
equity in the regulatory capital composition of a broker-dealer and constrain the ability of a broker-dealer to
expand its business under certain circumstances. If a firm fails to maintain the required net capital, it may be
subject to suspension or revocation of registration by the applicable regulatory agency, and suspension or
expulsion by these regulators could ultimately lead to the firm’s liquidation. Additionally, the net capital rule
under the Exchange Act and certain FINRA rules impose requirements that may have the effect of prohibiting a
broker-dealer from distributing or withdrawing capital and requiring prior notice to the SEC and FINRA for
certain capital withdrawals.

If these net capital rules are changed or expanded, or if there is an unusually large charge against our net
capital, our operations that require the intensive use of capital would be limited. A large operating loss or charge
against our net capital could adversely affect our ability to expand or even maintain current levels of business.
which could have a material adverse effect on our business and financial condition.

Our investment advisor subsidiaries are registered with the SEC as investment advisers and are subject to the
rules and regulations of the Investment Advisers Act. The Investment Advisers Act imposes numerous obligations
on registered investment advisers including record-keeping. operational and marketing requitements. disclosure
obligations, limitations on principal transactions between an adviser and its affiliates and advisory clients and
prohibitions on fraudulent activities. The SEC is authorized to institute proceedings and impose sanctions for
violations of the Investment Advisers Act, ranging from fines and censure to termination of an investment adviser’s
registration. Investment advisers are also subject to certain state securities laws and regulations.
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We are also subject to the USA PATRIOT Act of 2001, which has imposed new obligations regarding the
prevention and detection of money-laundering activities, including the establishment of customer due diligence,
customer verification, and other compliance policies and procedures. These regulations require certain
disclosures by, and restrict the activities of, research analysts and broker-dealers, among others. Failure to
comply with these new requirements may result in monetary, regulatory and, in the case of the USA PATRIOT
Act, criminal penalties.

On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank
Act”) was signed into law. The Dodd-Frank Act contains a variety of provisions designed to regulate financial
markets, including credit and derivative transactions. Many aspects of the Dodd-Frank Act are subject to
rulemaking that will take effect over several years, thus making it difficult to assess the impact of the statute on
the financial industry, including us, at this time. We will continue to monitor all applicable developments in the
implementation of the Dodd-Frank Act and expect to adapt successfully to any new applicable legislative and
regulatory requirements.

Foreign Regulation. Our U.K. subsidiary, EuroDekania Management, is authorized and regulated by the
FSA. EuroDekania Management has FSA permission to carry on the following activities: (1) advising on
investments; (2) arranging (bringing about) deals in investments; (3) making arrangements with a view to
transactions in investments; (4) dealing in investments as agent; and (5) managing investments. An overview of
key aspects of the U.K.’s regulatory regime which apply to EuroDekania Management is set out below.

Ongoing regulatory obligations. As an FSA regulated entity, EuroDekania Management is subject to the
FSA’s ongoing regulatory obligations, which cover the following wide-ranging aspects of its business:

Threshold conditions: The FSA’s Threshold Conditions Sourcebook sets out five conditions which all U.K.
authorized firms, including EuroDekania Management, must satisfy in order to become and remain authorized by
the FSA. These relate to having adequate legal status, an appropriate location for the firm’s registered or head
office, fit and proper links, adequate financial and non-financial resources, and the suitability to be and to remain
authorized.

Principles for Businesses: EuroDekania Management is expected to comply with the FSA’s high-level
principles, set out in the Principles for Businesses Sourcebook (the “Principles”). The Principles govern the way
in which a regulated firm conducts business and include obligations to conduct business with integrity, due skill,
care and diligence, to have appropriate regard for customers’ interests, to ensure adequate and appropriate
communication with clients, and to ensure appropriate dialogue with regulators (both in the U.K. and overseas).

Systems and controls: One of the FSA’s Principles requires a regulated firm to take reasonable care to
organize and control its affairs responsibly and effectively, with adequate risk management systems.
Consequently, the FSA imposes overarching responsibilities on the directors and senior management of a
regulated firm. The FSA ultimately expects the senior management of a regulated firm to take responsibility for
determining what processes and internal organization are appropriate to its business. Key requirements in this
context include the need to have adequate systems and controls in relation to: (1) senior management ’
arrangements and general organizational requirements; (2) compliance. internal audit and financial crime
prevention; (3) outsourcing; (4) record keeping; and (5) managing conflicts of interest.

Conduct of business obligation. The FSA imposes conduct of business rules which set out the obligations to
which regulated firms are subject in their dealings with clients and potential clients. EuvroDekania Management
has FSA permission to deal only with eligible counterparties and professional clients in relation to most of the
regulated activities it conducts. The exception (o this is that when it conducts the regulated activity of making
arrangements with a view to transactions in investments, EuroDekania Management may deal only with retail
and professional clients. The detailed level of the conduct of business rules with which EuroDekania
Management must comply is dependent on the categorization of its clients, which should be considered in the
context of the regulated activity being performed. These rules include requirements relating to the type and level

21



of information which must be provided to clients before business is conducted with or for them, the regulation of
financial promotions, procedures for entering into client agreements, obligations relating to the suitability and
appropriateness of investments and rules about managing investments and reporting to clients.

Reporting. All authorized firms in the U.K. are required to report to the FSA on a periodic basis.
EuroDekania Management’s reporting requirements are based on its scope of permissions. The FSA will use the
information submitted by EuroDekania Management to monitor it on an ongoing basis. There are also high level
reporting obligations under the Principles, whereby EuroDekania Management is required to deal with the FSA
and other regulators in an open and co-operative way and to disclose to regulators appropriately anything relating
to it of which the regulators would reasonably expect notice.

FSA’s enforcement powers. The FSA has a wide range of disciplinary and enforcement tools which it can
use should a regulated firm fail to comply with its regulatory obligations. The FSA is not only able to investigate
and take enforcement action in respect of breaches of FSA rules, but also in respect of insider dealing and market
abuse offenses and breaches of anti-money laundering legislation. Formal sanctions vary from public censure to
financial penalties to cancellation of an authorized firm’s permissions or withdrawal of an approved person’s
approval.

Financial resources. One of the FSA’s Principles requires a regulated firm to naintain adequate financial
resources. Under the FSA rules, the required level of capital depends on EuroDekania Management’s prudential
categorization, calculated in accordance with the relevant FSA rules. A firm’s prudential categorization is loosely
based on the type of regulated activities which it conducts, as this in turn determines the level of risk to which a
firm is considered exposed. A firm like EuroDekania Management would be classified as a full scope BIPRU
730K Investment firm. In broad terms, this means that it would be subject to a base capital requirement of the
higher of (1) €730,000; or (2) its credit risk plus its market risk plus its operational risk. There are also detailed
ongoing regulatory capital requirements applicable to a regulated firm, including those relating to limits on large
exposures, and settlement and counterparty risk, client monies and client relationships.

Anti-money laundering requirements. A U.X. financial institution is subject to additional client acceptance
requirements, which stem from anti-money laundering legislation which requires a firm to identify its clients
before conducting business with or for them and to retain appropriate documentary evidence of this process.

The key U.K. anti-money laundering legislation are: (1) the Proceeds of Crime Act 2002 (as amended);
(2) the Terrorism Act 2000 (as amended); and (3) the Money Laundering Regulations 2007 (as amended). For an
FSA regulated firm such as EuroDekania Management, there are additional obligations contained in the FSA’s
rules. Guidance is also set out in the U.K. Joint Money Laundering Steering Group Guidance Notes, which the
FSA would have review of when considering compliance by a negu]ated firm with U.K. money laundering
requirements.

As an FSA regulated entity, EuroDekania Management is required to ensure that it has adequate systems
and controls to enable it to identify, assess, monitor and manage financial crime risk. EuroDekania Management
must also ensure that these systems and controls are comprehensive and proportionate to the nature, scale and
complexity of its activities.

In addition to potential regulatory sanctions from the FSA, failure to comply with the U.K.’s anti-money
laundering requirements is a criminal offense; depending on the exact nature of the offense, such a failure is
punishable by an unlimited fine, imprisonment or both.

Approved persons regime. Individuals performing certain functions within a regulated entity (known as
“controlled functions™) are required to be approved by the FSA. Once approved, the “approved person” becomes
subject to the FSA’s Statements of Principle for Approved Persons, which include the obligation to act with
integrity, and with due skill, care and diligence. The FSA can take action against an approved person if it appears
to it that such person is guilty of misconduct and the FSA is satisficd that it is appropriate in all the circumstances
to take action against such person.
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Consequently, EuroDekania Management is.required to have approved persons performing certain key
functions, known as required functions. In addition, EuroDekania Management must have its senior management
personnel approved to perform the appropriate “governing functions.” EuroDekania Management is required to
ensure that it assesses and monitors the ongoing competence of its approved persons and their fitness and

propriety.

Changes in Existing Laws and Rules. Additional legislation and regulations, changes in rules promulgated
by the government regulatory bodies or changes in the interpretation or enforcement of laws and regulations may
directly affect the manner of our operation, our net capital requirements or our profitability. In addition, any
expansion of our activities into new areas may subject us to additional regulatory requirements that could
adversely affect our business, reputation and results of operations.




ITEM 1A. RISK FACTORS.

You should carefully consider the risks and uncertainties described below and elsewhere in this document.
If any of these risks actually occur, our business, financial condition, liquidity and results of operations could be
adversely affected. The risks and uncertainties described below constitute all of the material risks of the
Company of which we are currently aware; however, the risks and uncertainties described below may not be the
only risks the Company will face. Additional risks and uncertainties of which we are presently unaware, or that
we do not currently deem material, may become important factors that affect us and could materially and
adversely affect our business, financial condition, results of operations and the trading price of our securities.
Investing in the Company’s securities involves risk and the following risk factors, together with the other
information contained in this report and the other reports and documents filed by us with the Securities Exchange
Commission, should be considered carefully.

Risks Related to Adverse Market Conditions

Difficult market conditions, particularly in the securitization markets, have adversely affected our business in
many ways and may continue to adversely affect our business in a manner which could materially reduce our
revenues.

Our business has been and will continue to be materially affected by conditions in the global financial
markets and economic conditions throughout the world. The past several quarters have been extremely volatile
and have presented many challenges including declines in the housing and credit markets in the U.S. and Europe
and heightened concerns over the creditworthiness of various financial institutions. Global credit markets have
continued to experience illiquidity and wider credit spreads. These factors have resulted in significant declines in
the performance of financial assets in general with even more severe pressure on securitized financial assets.

Our asset management revenues and investments in collateralized debt obligations has been and continues to
be materially and directly affected by conditions in the global securitization markets. Further, since a significant
portion of our asset management contracts and collateralized debt obligation investments relate to entities that are
collateralized by securities issued by banks and insurance companies, and real estate-related securities, we will
be directly and materially affected by adverse changes in those sectors. During the recent period of unfavorable
market and economic conditions, including loss of confidence of ratings agencies, the credit quality of certain
assets underlying collateralized debt obligations has been adversely affected and investors have been unwilling to
invest in collateralized debt obligations. As a result, our profitability has been adversely affected and these same
factors may continue to adversely affect our business. The future market and economic climate may further
deteriorate due to factors beyond our control, including rising interest rates or inflation, increasing
unemployment, continued turmoil in the global credit markets, terrorism or political uncertainty.

In addition, historically, the majority of our new issue revenues have come from arranging or participating
in new debt offerings securitized by certain assets. As noted above, investments in collateralized debt obligations,
collateralized loan obligations, and similar structured vehicles have fallen out of favor with investors and our
ability to generate new issue revenues from the creation of new securitized financial assets has been adversely
affected. If we are unable to increase these revenues, or replace them with new or other sources of revenue, our
results of operations could be adversely affected.

A prolonged economic slowdown, volatility in the markets, a recession, declining real estate values and
increasing interest rates could impair our investinents and harm our operating results.

Our investments are, and will continue to be, susceptible to economic slowdowns, recessions and rising
interest rates, which may lead to financial losses in our investments and a decréase in revenues. net income and
asset values. These events may reduce the value of our investments, reduce the niumber of attractive investment
opportunities available to us and harm our operating results, which, in turn, may adversely affect our cash flow
from operations.
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Our ability to raise capital in the long-term or short-term debt capital markets or the equity markets, or to
access secured lending markets, has been and could continue to be adversely affected by conditions in the U.S.
and international markets and the economy. Global market and economic conditions have been, and continue to
be, disrupted and volatile. In particular, the cost and availability of funding have been and may continue to be
adversely affected by illiquid credit markets and wider credit spreads. As a result of concern about the stability of
the markets generally and the strength of counterparties specifically, many lenders and institutional investors
have reduced and, in some cases, ceased to provide funding to borrowers. Continued turbulence in the U.S. and
international markets and economy may adversely affect our liquidity and financial condition and the willingness
of certain counterparties to do business with us.

We may experience further write downs of financial instruments and other losses related to the volatile and
illiguid market conditions.

The credit markets in the U.S. began suffering significant disruption in the summer of 2007. This disruption
began in the subprime residential mortgage sector and extended to the broader credit and financial markets
generally. During the third quarter of 2008, it became clear that the global economy had been adversely impacted
by the credit crisis. Available liquidity, particularly through ABS, collateralized debt obligations and other
securitizations, declined precipitously during 2007, continued to decline in 2008 and remains significantly
depressed. Concerns about the capital adequacy of financial services companies, disruptions in global credit
markets, volatility in commodities prices and continued price declines in the U.S. housing market have led to
further disruptions in the financial markets, adversely affecting regional banks, and have exacerbated the
longevity and severity of the credit crisis. The disruption in these markets generally, and in the U.S., European
and Asian real estate markets in particular has directly impacted and may continue to directly impact our
business because our investment portfolio includes investments in MBS, residential mortgages, leveraged loans
and bank and insurance company debt. Furthermore, the asset management revenues we derive from
collateralized debt obligations that hold these types of investments are based on the outstanding performing
principal balance of those investments. Therefore, as adverse market conditions result in defaults within these
collateralized debt obligations, our management fees may continue to decline. We have exposure to these
markets and products, and if market conditions continue to worsen, the fair value of our investments and our
management fees could further deteriorate. In addition, market volatility, illiquid market conditions and
disruptions in the global credit markets have made it extrenely difficult to value certain of our securities.
Subsequent valuations, in light of factors then prevailing, may result in significant changes in the values of these
securities and when such securities are sold it may be at a price materially lower than the current fair value. Any
of these factors could require us to take further write downs in the fair value of our investments portfolio or cause
our management fees to decline, which may have an adverse effect on our results of operations in future periods.

Risks Related to Our Business
Our Capital Markets business segment depends significantly on a limited group of customers.

Based on Management’s assessment of our business, we believe that a small number of our customers account
for a significant portion of our revenues earned in our capital markets segment. We are unable to measure the
Ievel of this concentration because our dealing activities do not permit us to quantify revenues generated by each
customer. We expect a significant portion of the future demand for our capital markets services to remain
concentrated within a limited number of customers. None of these customers is obligated contractually to use our
services. Accordingly, these customers may direct their activities to other firms at any time. The loss of or a
significant reduction in demand for our services from any of these customers could have a material adverse effect
on our business, financial condition and operating sesults.
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We have experienced rapid growth in our Capital Markets business segment over the past several quarters,
which may be difficult to sustain and may place significant demands on our administrative, operational and
financial resources. Future growth may, under some circumstances, require regulatory approval.

We intend to focus on the continued growth of our Capital Markets business segment, which could place
additional demands on our resources and increase our expenses. Our future growth will depend on, among other
things, our ability to successfully identify groups and individuals to join our firm. It may take more than a year
for us to determine whether we have successfully integrated new individuals and capabilities into our operations.
During that time, we may incur significant expenses and expend significant time and resources toward training,
integration and business development. In addition, our membership agreement with FINRA limits the number of
representatives who have direct contact with our public customers without FINRA review and approval. The
need o obtain such approval could slow or prevent our growth. If we are unable to hire and retain senior
management or other qualified personnel, such as sales people and traders, we will not be able to implement our
growth strategy and our financial results may be materially and adversely affected.

We will need to (1) commit additional management, operational and financial resources to continue and
sustain our growth and (2) maintain appropriate operational and financial systems to adequately support
expansion. There can be no assurance that we will be able to manage our expanding operations effectively or that
we will be able to maintain or accelerate our growth, and any failure to do so could have a material adverse effect
on our ability to generate revenue and control expenses.

The failure of the Company to successfully integrate the operations of recently acquired businesses could have
a material adverse effect on the Company’s business, financial condition and operating results.

Since the Merger in December 2009, the Company has acquired several assets, including CCCM in
September 2010 and JVB in January 2011. We will need to overcome significant challenges to realize the
expected benefits and synergies of these acquisitions. These challenges include:

* integrating the management teams, strategies, cultures, technologies and operations of the acquired
companies;

* retaining and assimilating the key personnel of acquired companies;
» retaining clients of the acquired companies;
* implementing uniform standards, controls, procedures, policies and information systems; and

* achieving revenue growth because of risks involving (1) the ability to retain clients, (2) the ability to
sell the services and products of the acquired companies to the existing clients of our other business
segments, and (3) the ability to sell the services and products of our other business segments to the
existing clients of the acquired companies.

The accomplishment of these objectives will involve considerable risk, including: the potential disruption of each
company’s ongoing business and distraction of their respective management teams; unanticipated expenses
related to technology integration; and potential unknown liabilities associated with the acquisitions.

There is no assurance that future acquisitions will be successfully integrated. It is possible that the integration
process could result in the loss of the technical skills and management expertise of key employees, the disruption -
of the ongoing businesses or inconsistencies in standards, procedures and policies due to possible cultural
conflicts or differences of opinions on technical decisions and product road maps that adversely affect the
Company’s ability to maintain relationships with clients, suppliers and employees or to achieve the anticipated
benefits of the acquisitions. :
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If we do not retain our senior management and continue to attract and retain qualified personnel, we may not
be able to execute our business strategy.

The members of our senior management team have extensive experience in the financial services industry.
Their reputations and relationships with investors, financing sources and members of the business community in
our industry, among others, are critical elements in operating and expanding our business. As a result, the loss of
the services of one or more members of our senior management team could impair our ability to execute our
business strategy, which could hinder our ability to achieve and sustain profitability. =

We have entered into an employment agreements (including non-competition provisions) with each of
Messrs. Cohen, Ricciardi and Pooler. The initial term of each of the employment agreements ends on
December 31, 2012, however, the term will be renewed automatically for additional one year periods, unless
terminated by either of the parties in accordance with the terms of each of the employment agreements. There
can be no assurance that the terms of the employment agreements will provide sufficient incentives for each of
the executive officers to continue employment with us.

We depend on the diligence, experience, skill and network of business contacts of our executive officers and
employees in connection with (1) our Capital Markets business segment, (2) our asset management operations,
(3) our investment activities, and (4) the evaluation, negotiation, structuring and management of our investment
funds, permanent capital vehicles, and structured products. Our business depends on the expertise of our
personne! and their ability to work together as an effective team and our success depends substantially on our
ability to attract and retain qualified personnel. Competition for employees with the necessary qualifications is
intense and we may not be successful in our efforts to recruit and retain the required personnel. The inability to
retain and recruit qualified personnel could affect our ability to provide an acceptable level of service to our
clients and funds, attract new clients and develop new lines of business which could have a material adverse
effect on our business.

Our business will require a significant amount of cash, and if it is not available, our business and financial
performance will be significantly harmed.

We require a substantial amount of cash to fund our investments, pay expenses and hold assets. More
specifically, we require cash to:

¢ meet our working capital requirements and debt service obligations;

* make seed investments in investment vehicles;

+ make incremental investments in our growing Capital Markets business;
« hire new employees;

» potentially acquire asset management companies or contracts; and

* meet other needs.

Our primary sources of working capital and cash are expected to consist of:

+ revenue from operations, including net trading revenue, asset management revenue, new issue and
advisory revenue and interest income {rom our investment portfolio;

* interest income from temporary investmg¢nts and cash equivalents; and

» proceeds from future borrowings or any offerings of our equity or debt securities.

We may not be able to generate a sufficient amount of cash from operations and financing activities to
successfully execute our business strategy.
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Failure to obtain adequate capital and funding would adversely affect the growth and results of our
operations and may, in turn, negatively affect the market price of our Common Stock.

We depend upon the availability of adequate funding and capital for our operations. In particular, we may
need to raise additional capital in order to significantly grow our business. Factors that we cannot control, such as
continued or additional disruption of the financial markets or negative views about the financial services industry
generally, have limited and may continue to limit our ability to raise capital. In addition, our ability to raise
capital could be impaired if lenders develop a negative perception of our long-term or shast-term financial
prospects. Sufficient funding or capital may not be available to us in the future on terms that are acceptable, or at
all. In the event that we cannot obtain sufficient funding on acceptable terms, there may be a negative impact on
the market price of our Common Stock.

The lack of liquidity in certain investments may adversely affect our business, financial condition and results
of operations.

We hold investments in securities of private companies, investment funds, collateralized debt obligations
and collateralized loan obligations. A portion of these securities may be subject to legal and other restrictions on
resale or may otherwise be less liquid than publicly traded securities. The illiquidity of our investments may
make it difficult for us to sell such investments if the need arises.

If we are unable to manage the risks of international operations effectively, our business could be adversely
affected.

We provide services and products to clients in Europe, through offices in London and Paris, as well as in
Japan (through our Star Asia joint venture) and may seek to further expand our international operations in the
future. There are certain additional risks inherent in doing business in international markets, particularly in the
regulated brokerage and asset management industries. These risks include:

» additional regulatory requirements;

* difficulties in recruiting and retaining personnel and managing the international operations;
* potentially adverse tax consequences, tariffs and other trade barriers;

* adverse labor laws; and

* reduced protection for intellectual property rights.
If we are unable to manage any of these risks effectively, our business could be adversely affected.

In addition, our international operations expose us to the risk of fluctuations in currency exchange rates
generally and fluctuations in the exchange rates for the Euro, the British Pound Sterling, and the Japanese Yen in
particular. Although we may hedge our foreign currency risk, we may not be able to do so successfully and may
incur Josses that could adversely affect our financial condition or results of operations.

The securities settlement process exposes us to risks that may adversely affect our business, financial
condition and results of operations.

We provide brokerage services to our clients in the form of either agency transactions or “matched principal
transactions.” In agency transactions, we charge a commission for connecting buyers and sellers and assisting in
the negotiation of the price and other material terms of the transaction. After all‘material terms of a transaction
arc agreed upon, we identify the buyer and seller to each other and leave them to settle the trade directly. We are
exposed to credit risk for commissions we bill 1o clients for agency brokerage services.
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An increasing number of the brokerage transactions are “matched principal transactions” in which we act as
a “middleman” by serving as a counterparty to both a buyer and a seller in matching reciprocal back-to-back
trades. These transactions, which generally involve cash equities and bonds, are then settled through clearing
institutions with which we have a contractual relationship. There is no guarantee that we will be able to maintain
existing contractual relationships with clearing institutions on favorable terms or that we will be able to establish
relationships with new clearing institutions on favorable terms, or at all.

=

In executing matched principal transactions, we are exposed to the risk that one of the counterparties to a
transaction may fail to fulfill its obligations, either because it is not matched immediately or, even if matched,
one party fails to deliver the cash or securities it is obligated to deliver upon settlement. In addition, we focus on
less commoditized markets which exacerbates this risk because transactions in such markets are more likely not
to settle on a timely basis. Adverse movements in the prices of securities that are the subject of these transactions
can increase our risk. In addition, widespread technological or communication failures, as well as actual or
perceived credit difficulties or the insolvency of one or more large or visible market participants, could cause
market-wide credit difficulties or other market disruptions. These failures, difficulties or disruptions could resuit
in a large number of market participants not settling transactions or otherwise not performing their obligations.

We are subject to financing risk in these circumstances because if a transaction does not settle on a timely
basis, the resulting unmatched position may need to be financed, either directly by us or through one of our
clearing organizations at our expense. These charges may not be recoverable from the failing counterparty.
Finally, in instances where the unmatched position or failure to deliver is prolonged or widespread due to rapid
or widespread declines in liquidity for an instrument, there may also be regulatory capital charges required to be
taken by us which, depending on their size and duration, could limit our business flexibility or even force the
curtailment of those portions of our business requiring higher levels of capital. Credit or settlement losses of this
nature could adversely affect our financial condition or results of operations.

In the process of executing matched principal transactions, miscommunications and other errors by our
clients or by us can arise whereby a transaction is not completed with one or more counterparties to the
transaction, leaving us with either a long or short unmatched position. These unmatched positions are referred to
as “out trades,” and they create a potential liability for us. If an out trade is promptly discovered and there is a
prompt disposition of the unmatched position, the risk to us is usually limited. If the discovery of an out trade is
delayed, the risk is heightened by the increased possibility of intervening market movements prior to disposition.
Although out trades usually become known at the time of. or later on the day of, the trade, it is possible that they
may not be discovered until later in the settlement process. When out trades are discovered, our policy will
generally be to have the unmatched position disposed of promptly, whether or not this disposition would result in
a loss to us. The occurrence of out trades generally rises with increases in the volatility of the market and,
depending on their number and amount, such out trades have the potential to have a material adverse effect on
our financial condition and results of operations.

There have been an increasing number of defaults in certain mortgage and asset-backed markets that have
recently forced a growing number of financial institutions to report losses tied to write-downs of mortgages and
ABS. As a result, there is an increased risk that one of our clients or counterparties may default on their
obligations to us arising from either agency or matched principal transactions due to disputes, bankruptcy, lack of
liquidity, operational failure or other reasons. Any losses arising from such defaults could adversely affect our
financial condition or results of operations. In addition. the failure of a significant number of counterparties or a
counterparty that holds a significant amount of derivatives exposure, or which has significant financial exposure
to, or reliance on, the mortgage, asset-backed or related markets, could have a material adverse effect on the
trading volume and liquidity in a particular market for which we provide brokerage services or on the broader
financial markets. Tt is difficult to predict how long these conditions will continue, whether they will continue to
deteriorate and which of our products and services may be adversely affected. These conditions could adversely
affect our financial condition and results of operations.
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We have policies and procedures to identify, monitor and manage our credit risk, in both agency and principal
transactions, through reporting and control procedures and by monitoring credit standards applicable to our clients.
These policies and procedures, however, may not be fully effective. Some of our risk management methods will
depend upon the evaluation of information regarding markets, clients or other matters that are publicly available or
otherwise accessible by us. That information may not, in all cases, be accurate, complete, up-to-date or properly
evaluated. If our policies and procedures are not fully effective or we are not always successful in monitoring or
evaluating the risks to which we may be exposed, our financial condition or results of operations could be adversely
affected. In addition, we may not be able to obtain insurance to cover all of the types of risK§ we face and any
insurance policies we do obtain may not provide adequate coverage for covered risks.

We have market risk exposure from unmatched principal transactions entered into by our brokerage desks,
which could result in substantial losses to us and adversely affect our financial condition and results of
operations.

We allow certain of our brokerage desks to enter into a limited number of unmatched principal transactions
in the ordinary course of business for the purpose of facilitating clients’ execution needs for transactions initiated
by such clients or to add liquidity to certain illiquid markets. As a result, we have market risk exposure on these
unmatched principal transactions. Our exposure will vary based on the size of the overall positions, the terms and
liquidity of the instruments brokered, and the amount of time the positions will be held before we dispose of the
position.

We do not expect to track our exposure to unmatched positions on an intra-day basis. These unmatched
positions are intended to be held short term. Due to a number of factors, including the nature of the position and
access (o the market on which we trade, we may not be able to match the position or effectively hedge our
exposure and often may be forced to hold a position overnight that has not been hedged. To the extent these
unmatched positions are not disposed of intra-day, we mark these positions to market. Adverse movements in the
securities underlying these positions or a downturn or disruption in the markets for these positions could result in
a substantial loss. In addition, any principal gains and losses resulting from these positions could on occasion
have a disproportionate effect, positive or negative, on our financial condition and results of operations for any
particular reporting period.

Pricing and other competitive pressures may impair the revenues and profitability of our brokerage business.

In recent years, we have experienced significant pricing pressures on trading margins and commissions
primarily in debt trading. In the fixed income market, regulatory requirements have resulted in greater price
transparency, leading to increased price competition and decreased trading margins. The trend toward using
alternative trading systems is continuing to grow, which may result in decreased commission and trading revenue,
reduce our participation in the trading markets and our ability to access market information, and lead to the creation
of new and stronger competitors. As a result of pressure from institutional clients to alter “soft dollar” practices and
SEC rulemaking in the soft dollar area, some institutions are entering into arrangements that separate (or
“unbundle™) payments for research products or services from sales commissions. These arrangements, both in the
form of lower commission rates and commission sharing agreements, have increased the competitive pressures on
sales commissions and have affected the value our clients place on high-quality research. Additional pressure on
sales and trading revenue may impair the profitability of our brokerage business. Moreover, our inability to reach
agreement regarding the terms of unbundling arrangements with institutional clients who are actively seeking such
arrangements could result in the loss of those clients, which would likely reduce our institutional commissions. We
believe that price compelition and pricing pressures in these and other areas will continue as institutional investors
continue to reduce the amounts they are willing (o pay, including reducing the number of brokerage firms they use,
and some of our compelitors seek to obtain market share by reducing fees, commtissions or margins. Additionally, in
2008 and 2009 several prominent financial institutions consolidated, merged or received substantial government
assistance. Such events could result in our competitors gaining greater capital and other resources, or seeking to
obtain market share by reducing fees, commissions or margins.
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Increase in capital commitments in our trading business increases the potential for significant losses.

We may enter into transactions in which we commit our own capital as part of our trading business. The
number and size of these transactions may materially affect our results of operations in a given period. We may
also incur significant losses from our trading activities due to market fluctuations and volatility from quarter to
quarter. We maintain trading positions in the fixed income market to facilitate client-trading activities. To the
extent that we own security positions, in any of those markets, a downturn in the value of those securities or in
those markets could result in losses from a decline in value. Conversely, to the extent that we Fave sold securities
we do not own in any of those markets, an upturn in those markets could expose us to potentially unlimited losses
as we attempt o acquire the securities in a rising market. Moreover, taking such positions in times of significant
volatility can lead to significant unrealized losses, which further impact our ability to borrow to finance such
activities. The unprecedented volatility of the global markets for both fixed income and equity securities in
combination with the credit crisis, caused several well established investment banks to fail or come close to
failing. If these conditions continue our business, financial condition and results of operations could be adversely
affected.

Our principal trading and investments expose us to risk of loss.

A significant portion of our revenues is derived from trading in which we act as principal. The Company
may incur trading losses relating to the purchase, sale or short sale of corporate and asset-backed fixed income
securities and other securities for our own account and from other principal trading. In any period, we may
experience losses as a result of price declines, lack of trading volume, and illiquidity. From time to time, we may
engage in a large block trade in a single security or maintain large position concentrations in a single security,
securities of a single issuer, or securities of issuers engaged in a specific industry. In general, any downward
price movement in these securities could result in a reduction of our revenues and profits.

In addition, we may engage in hedging transactions and strategies that may not properly mitigate Josses in
our principal positions. If the transactions and strategies are not successful, we could suffer significant losses.

Our principal investinents are concentrated in a few investments and represent a significant portion of our
invested capital

As of December 31, 2010, we have $46,551 of other investments, at fair value representing our principal
investment portfolio. Of this amount, $46,040 or 99% is comprised of investments in four separate investment
funds and permanent captital vehicles: Star Asia, EuroDekania, MFCA, and the Duart Fund. Furthermore, the
investment in Star Asia is our largest single principal investment and has a fair value of $38,025 representing
82% of the total amount of other investments, at fair value. Star Asia seeks to invest in Asian commercial real
estate structured finance products, including CMBS, corporate debt of REITSs and real estate operating
companies, whole loans, mezzanine loans, and other commercial real estate fixed income investments. Therefore,
our results of operations and financial condition will be significantly impacted by the financial results of these
investments and, in the case of Star Asia, the Japanese real estate market in general.

We may not realize gains or income from our investments.

Certain of our investments have declined in value and may continue to decline in value, and the financings
that we originated and the securities in which they invest have defaulted, or may default in the future, on interest
and/or principal payments. Accordingly, we may not be able to realize gains or income from our investments.
Any gains that we do realize may not be sufficient to offset any other losses we experience. Any income that we
realize may not be sufficient to offset our expenscs'.

As of the date of this liling, our investment portfolios have been directly impacted by the disruption in
various markets including in the U.S., Europe and Asia due to investments in, among other things, MBS,

residential mortgages. leveraged loans and bank and insurance company debt. We continue to have significant
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exposure to these markets and products, and as market conditions continue to evolve, the fair value of these
investments could further deteriorate. Any of these factors could require us to take additional write downs in the
fair value of our investment portfolios, which may have an adverse effect on our results of operations in future
periods.

We expect to make significant investments in expanding our brokerage services, electronic brokerage systems and
market data and analytics services; however, such investments may not produce substantial revenue or profit.

We expect to make significant investments in brokerage and market data and analytics services, including
investments in personnel, technology and infrastructure, in order to pursue new growth opportunities. With
respect to our brokerage services and electronic brokerage systems, we may not receive significant revenue and
profit from the hiring of a new broker or the development of a new brokerage desk or electronic brokerage
system, or the revenue we receive may not be sufficient to cover the cost of the signing-bonus or the minimum
level of compensation that we may have contractually agreed to pay a newly hired broker or the substantial
development expenses associated with creating a new electronic brokerage platform. Even when personne] hires
and systems are ultimately successful, there is typically a transition period before these hires or systems become
profitable. In some instances, our clients may determine that they do not need or prefer an electronic brokerage
system and the period before the system is successfully developed, introduced and adopted may extend over
many months or years. The successful introduction of an electronic brokerage system in one market or country
does not ensure that the same system will be used or favored by clients in similar markets or other countries.

With respect to market data and analytics services, we may incur substantial development, sales and
marketing expenses and expend significant management effort to create a new product or service. Even after
incurring these costs, we ultimately may not sell any or may sell only small amounts of these products or
services. Consequently, if revenue does not increase in a timely fashion as a result of these expansion and
development initiatives, the up-front costs associated with them may exceed the related revenue and reduce our
working capital and income.

If the investments we make on behalf of our investment funds, permanent capital vehicles and collateralized
debt obligations perform poorly we will suffer a decline in our asset management revenue and earnings
because some of our fees are subject to the credit performance of the portfolios of assets. In addition, the
investors in our investment funds and collateralized debt obligations and, to a lesser extent, our permanent
capital vehicles may seek to terminate our management agreements based on poor performance. Any of these
results could adversely affect our results of operations and our ability to raise capital for future investment
Jfunds, permanent capital vehicles and collateralized debt obligations.

Our revenue from our asset management business is derived from fees earned for managing our
collateralized debt obligations and management fees paid by the permanent capital vehicles and investment funds
we manage. Our collateralized debt obligations will generate three types of fees: (1) senior fees that are generally
paid to us before interest is paid on any of the securities in the capital structure; (2) subordinated fees that are
generally paid to us after interest is paid on securities in the capital structure; and (3) incentive fees that are
generally paid to us after a period of years in the life of the collateralized debt obligation and after the holders of
the most junior collateralized debt obligation securities have been paid a specified return.

In the case of the permanent capital vehicles and investment funds, our management fees are based on the
equity of, and net income carned by, the vehicles, which is substantially based on the performance of our
collateralized debt obligations or other securities in which they invest.

Furthermore, in the event that our collatgralized debt obligations, investment funds or permanent capital
vehicles perform poorly, our asset management revenues and earnings will suffer a decline and it will be more
difficult for us to structure new collateralized debt obligations and raise funds for the existing or future
permanent capital vehicles or investment funds. Our management contracts may be terminated for various
reasons, including the unsatisfactory performance of the underlying assets.
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We could lose management fee income from the.collateralized debt obligations we manage or client assets
under management as a result of the triggering of certain structural protections built into such collateralized
debt obligations.

The collateralized debt obligations we manage generally contain structural provisions including, but not
limited to, over-collateralization requirements and/or market value triggers that are meant to protect investors
from deterioration in the credit quality of the underlying collateral pool. In certain cases, breaches of these
structural provisions can lead to events of default under the indentures governing the collateralized debt
obligations and, ultimately, acceleration of the notes issued by the collateralized debt obligation and liquidation
of the underlying collateral. In the event of a liquidation of the collateral underlying a collateralized debt
obligation, we will lose client assets under management and therefore management fees, which could have a
material adverse effect on our earnings.

We may need to offer new investment strategies and products in order to continue to generate revenue.

The asset management industry is subject to rapid change. Strategies and products that had historically been
attractive may lose their appeal for various reasons. Thus, strategies and products that have generated fee revenue
for us in the past may fail to do so in the future in which case we would have to develop new strategies and
products. It could be both expensive and difficult for us to develop new strategies and products, and we may not
be successful in this regard. If we are unable to expand our offerings this could inhibit our growth and harm our
competitive position in the asset management industry.

If our risk management systems for our investment fund business are ineffective, we may be exposed to
material unanticipated losses.

Our risk management techniques and strategies may not fully mitigate the risk exposure of our investment
funds in all economic or market environments, or protect against all types of risk, including risks that we might
fail to identify or anticipate. Some of our expected strategies for managing risk in our investment funds are based
upon our use of historical market behavior statistics. We will apply statistical and other tools to these
observations to measure and analyze the risks to which our investment funds are exposed. Any failures in our risk
management techniques and strategies to accurately quantify such risk exposure or any failure to manage the
various risks associated with foreign markets including Europe and Asia could limit our ability to manage risks
in the investment funds or to seek adequate risk-adjusted returns. In addition, any risk management failures could
cause investment fund losses to be significantly greater than the historical measures predict. Further, our
mathematical modeling will not take all risks into account. Our more qualitative approach to managing those
risks could prove insufficient, exposing us to material unanticipated losses.

We are highly dependent on information and communications systems. Systems failures could significantly
disrupt our business, which may, in turn, negatively affect our operating results.

Our business will depend to a substantial degree on the proper functioning of our information and
communications systems and our ability to retain the employees who operate and maintain these systems. Any
failure or interruption of our systems, duc to systems failures, staff departures or otherwise, could result in
delays, increased costs or other problems which could have a material adverse effect on our operating results. A
disaster, such as water damage to an office. an explosion or a prolonged loss of electrical power, could materially
interrupt our business operations and cause material financial loss, regulatory actions, reputational harm or legal
liability. In addition, if security measures contained in our systems are breached as a result of third-party action,
employee error, malfeasance or otherwise, our reputation may be damaged and our business could suffer. We
have developed a business continuity plan, however, there are no assurances that such plan will be successful in
preventing, timely and adequately addressing, or mitigating the negative effects of any failure or interruption.



There can be no assurance that our information systems and other technology will continue to be able to
accommodate our growth, or that the cost of maintaining the systems and technology will not materially increase
from the current level. A failure to accommodate growth, or a material increase in costs related to information
systems and technology, could have a material adverse effect on our business.

We depend on third-party software licenses and the loss of any of our key licenses could adversely affect our .
ability to provide our brokerage services. -

We license software from third parties, some of which is integral to our electronic brokerage systems and
our business. Such licenses are generally terminable if we breach our obligations under the licenses or if the
licensor gives us notice in advance of the termination. If any of these relationships were terminated, or if any of
these third parties were to cease doing business, we may be forced to spend significant time and money to replace
the licensed software. These replacements may not be available on reasonable terms, or at all. A termination of
any of these relationships could have a material adverse effect on our financial condition and results of
operations.

Our failure to deal appropriately with conflicts of interest could damage our reputation and adversely affect
our business.

As we expanded our business, we increasingly confronted potential conflicts of interest relating to the
investment activities of the entities we manage. As a result, certain of our permanent capital vehicles and our
investment funds may have overlapping investment objectives, which may create conflicts of interest issues for
us. These entities will have different fee structures and potential conflicts may arise with respect to our decisions
regarding how to allocate investment opportunities among those entities.

It is possible that potential or perceived conflicts could give rise to investor dissatisfaction or litigation or
regulatory enforcement actions. Appropriately dealing with conflicts of interest is complex and difficult and our
reputation could be damaged if we fail, or appear to fail, to deal appropriately with one or more potential or
actual conflicts of interest. Regulatory scrutiny of, or litigation in connection with, conflicts of interest would
have a material adverse effect on our reputation which could materially and adversely affect our business in a
number of ways, including as a result of sales of stock by investors in our permanent capital vehicles, an inability
to raise additional funds, a reluctance of counterparties to do business with us and the costs of defending
litigation.

Our ability to comply with the financial covenants in our debt agreements will depend primarily on our ability
to generate substantial operating cash flows. Our failure to satisfy the financial covenants could result in a
default and acceleration of repayment of the indebtedness under our debt agreements.

As of December 31, 2010, we had $7.0 million in aggregate principal outstanding on a new secured credit
facility entered into on July 29, 2010, between our subsidiary, Dekania Investors, LLC and TD Bank, N.A our
(2010 Credit Facility”), $19.5 million aggregate principal amount of contingent convertible notes outstanding,
$1.4 million of subordinated notes payable, and $49.6 million aggregate principal amount of junior subordinated
notes outstanding.

The 2010 Credit Facility is comprised of a $9.3 million term loan and a maximum of $1.3 million for the
issuances of letters of credit. On July 30, 2010, the term loan was drawn in the amount of $9.3 million and $1.29
million was committed for two letters of credit. As of December 31, 2010, the Company had $7.0 million of
outstanding borrowings and there was no availability to borrow under the 2010 Credit Facility.

Our ability to comply with the financial covenants under the agreements that govern our indebtedness will
depend primarily on our success in generating substantial operating cash flows. We are subject to compliance

with a minimum net worth covenant, a minimum consolidated cash flow to debt service coverage ratio, a
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minimum consolidated cash flow to debt service and distribution coverage ratio, and a maximum funded debt to
consolidated cash flow ratio, among other covenants. There can be no guarantee that we will be able to maintain
compliance with such covenants. Industry conditions and financial, business and other factors will affect our
ability to generate the cash flows we need to meet those financial tests. If the maturity of our indebtedness were
accelerated, we may not have sufficient funds to pay such indebtedness. In such event, our lenders under the
2010 Credit Facility would be entitled to proceed against the collateral securing the indebtedness, which includes
a significant portion of our assets. -

If we are unable to maintain compliance with such covenants the lenders would be able to take certain
actions which could include increasing the interest rate on the facility by 2%, ceasing to make advances and
issuing letters of credit, converting all outstanding London Interbank Offered Rate (“LIBOR”) based loans to
Base Rate Loans (as defined in the 2010 Credit Facility), terminating the facility and demanding immediate
repayment, or taking action against the collateral. If the lenders were to terminate the facility, demand immediate
repayment or proceed against the collateral, such action could have a material adverse affect on our liquidity.

Our substantial level of indebtedness could adversely affect our financial health and ability to compete.

Our balance sheet includes approximately $77.5 million par value of recourse indebtedness. Our
indebtedness could have important consequences to our stockholders. For example, our indebtedness could:

= make it more difficult for us to pay our debts as they become due during general adverse economic and
market industry conditions because any related decrease in revenues could cause our cash flows from
operations to decrease and make it difficult for us to make our scheduled debt payments;

» limit our flexibility in planning for, or reacting to, changes in our business and the industry in which we
operate and consequently, place us at a competitive disadvantage to our competitors with less debt;

» require a substantial portion of our cash flow from operations to be used for debt service payments,
thereby reducing the availability of our cash flow to fund working capital, capital expenditures,
acquisitions and other general corporate purposes;

= limit our ability to borrow additional funds to expand our business or alleviate liquidity constraints, as
a result of financial and other restrictive covenants in our indebtedness; and

» result in higher interest expense in the event of increases in interest rates since some of our borrowings

are and will continue to be, at variable rates of interest.

In addition, our indebtedness will impose operating and financial restrictions that will limit our discretion on
some business matters, which could make it more difficult for us to expand, finance our operations and engage in
other business activities that may be in our interest. These restrictions will limit our ability to:

* incur additional indebtedness;

+ suffer additional liens or encumbrances;

» engage in mergers or acquisitions or dispose of assets;
¢ pay dividends or make other distributions;

* make additional investments; and

» invest in our broker-dealer subsidiaries.

Such covenants may restrict our ability to expand or to pursue our business strategies. Our ability to comply
with these and any other provisions of such agreements will be affected by changes in our operating and financial
performance, changes in business conditions or results of operations, adverse regulatory developments or other
events beyond our control. The breach of any of these covenants could result in a default, which could cause our
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indebtedness to become due and payable. If the maturity of our indebtedness were accelerated, we may not have
sufficient funds to pay such indebtedness. In such event, our lenders under our secured bank facility would be
entitled to proceed against the collateral securing the indebtedness, which includes a significant portion of our
assets.

Any additional indebtedness we may incur in the future may subject us to similar or even more restrictive
conditions.

Our ability to use net operating loss carryovers and net capital loss carryovers to reduce our taxable income
may be limited.

As of December 31, 2010, we estimate that we have a federal net operating loss (“NOL”) of approximately
$63.6 million, which will be available to offset future taxable income, subject to limitations described below. If
not used, this NOL will begin to expire in 2028. We also estimate we have net capital losses (“NCLs”) in excess
of capital gains of $58.1 million as of December 31, 2010, which can be carried forward to offset future capital
gains, subject to the limitations described below. If not used, this carry forward will begin to expire in 2012. No
assurance can be provided that we will have future taxable income or future capital gains to benefit from our
NOL and NCL carryovers.

Furthermore, our ability to use our NOL and NCL carryovers to offset our taxable income and gains may be
limited by Section 382 of the Internal Revenue Code if we undergo an “ownership change.” Generally, an
“ownership change” occurs if certain persons or groups increase their aggregate ownership in a company by
more than 50 percentage points looking back over the relevant testing period. If an ownership change occurs, our
ability to use our NOLs, NCLs and certain recognized built-in losses to reduce our taxable income in a future
year would be limited to a Section 382 limitation equal to the fair market value of our stock immediately prior to
the ownership change multiplied by the long-term tax-exempt interest rate in effect for the month of the
ownership change.

Currently, we have concluded that we have not undergone an ownership change and we have instituted a
rights plan to assist in the avoidance of a future ownership change. However, if an ownership change were to
occur in the future, our ability to use our NOLs, NCLs and certain recognized built-in losses to reduce our
taxable income in a future year would generally be limited to an annual amount equal to the fair market value of
our stock at the time of the change multiplied by the appropriate long term tax exempt interest rate at that time.

If we fail to maintain effective internal control over financial reporting and disclosure controls and
procedures in the future, we may not be able to accurately report our financial results, which could have an
adverse effect on our business.

If our internal controls over financial reporting and disclosure controls and procedures are not effective, we
may not be able to provide reliable financial information.

Because we are a non-accelerated filer, we are not required to obtain, nor have we voluntarily obtained, an
auditor attestation regarding the effectiveness of our controls as of December 31, 2010. Therefore, as of
December 31, 2010, we have only performed management’s assessment of the effectiveness of our internal
controls and management has determined that our internal controls are effective as of December 31, 2010.

Any [ailure to maintain effective controls in the future could adversely affect our business or cause us to fail
to meet our reporting obligations. Such non-compliance could also result in an adverse reaction in the financial
marketplace due 1o a loss of investor confidence in the reliability of our financial statements. In addition,
perceptions of our business among customers, suppliers, rating agencies, lenders, investors, securities analysts
and others could be adversely affected.
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Accounting rules for certain of our transactions are highly complex and involve significant judgment and
assumptions. Changes in accounting interpretations or assumptions could adversely impact our financial
statements.

Accounting rules for transfers of financial assets, income taxes, compensation arrangements including share
based compensation, securitization transactions, consolidation of variable interest entities (“VIEs”), determining
the fair value of financial instruments and other aspects of our operations are highly complex and involve
significant judgment and assumptions. These complexities could lead to delay in preparation of our financial
informatton. Changes in accounting interpretations or assumptions could materially impact our financial
statements.

We may change our investment strategy, hedging strategy, asset allocation and operational policies without
our stockholders’ consent, which may result in riskier investments and adversely affect the market value of
our Common Stock.

We may changé our investment strategy, hedging strategy, asset allocation and operational policies at any
time without the consent of our stockholders. A change in our investment or hedging strategy may increase our
exposure to interest rate, exchange rate, and real estate market fluctuations. Furthermore, our board of directors
will determine our operational policies and may amend or revise our policies, including polices with respect to
our acquisitions, growth, operations, indebtedness, capitalization and distributions or approve transactions that
deviate from these policies without a vote of, or notice to, our stockholders. Operational policy changes could
adversely affect the market value of our Common Stock.

Maintenance of our Investment Company Act exemption imposes limits on our operations, and loss of our
Investment Company Act exemption would adversely affect our operations.

We seek to conduct our operations so that we are not required to register as an investment company under
the Investment Company Act. Section 3(a)(1)(C) of the Investment Company Act defines an investment company
as any issuer that is engaged or proposes to engage in the business of investing, reinvesting, owning, holding or
trading in securities and owns or proposes to acquire investment securities having a value exceeding 40% of the
value of the issuer’s total assets (exclusive of U.S. government securities and cash items) on an unconsolidated
basis. Excluded from the term “investment securities,” among other things, are securities issued by majority-
owned subsidiaries that are not themselves investment companies and are not relying on the exception from the
definition of investment company set forth in Section 3(c)(1) or Section 3(c)(7) of the Investment Company Act.

We are a holding company that conducts our business primarily through the Operating LLC as a majority
owned subsidiary. Whether or not we qualify under the 40% test is primarily based on whether the securities we
hold in the Operating LLC are investment securities. Based upon the value of the Operating LLC’s assets
following the Merger, our investment in the Operating LLC became an investment security and caused our
investment securities to comprise more than 40% of our assets.

Following the Merger, we relied on Rule 3a-2 under the Investment Company Act, which provides a safe
harbor exemption, not to exceed one year, for companies that have a bona fide intent to be engaged in an
excepted activity but that temporarily do not to meet the requirements for another exemption from registration as
an investment company. As required by the rule, we took actions necessary to satisfy the requirements of the
Rule 3a-2 safe harbor.

Rule 3a-2’s temporary exemption lasts only up to a year, which for us expired in December 2010. As of
December, we are in compliance and meet the Section 3(a)(1)(c) exclusion. However, because we used our safe
harbor exemption under 3a-2, we will neced to continue to meet the 3(a)(1)(c) exemption continuously for the
three years of following December 2010. If we do not continuously satisfy the 3(a)(1)(c) exemption, we could,
among other things, be required to (a) change substantially the manner in which we conduct our operations to
avoid being required to register as an investment company or (b) register as an investment company, either of
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which could have an adverse effect on us and the market price of our Common Stock. If we were required to
register as an investment company under the Investment Company Act, we would become subject to substantial
regulation with respect to our capital structure (including our ability to use leverage), management, operations,
transactions with affiliated persons (as defined in the Investment Company Act) and other matters. Such
limitations could have a material adverse effect on our business and operations.

Risks Related to Our Industry

We operate in a highly regulated industry and may face restrictions on, and examination of, the way we
conduct certain of our operations.

Our business is subject to extensive government and other regulation and our relationship with our broker-
dealer clients may subject us to increased regulatory scrutiny. These regulations are designed to protect the
interests of the investing public genera"lly rather than our stockholders and may result in limitations on our
activitics. Governmental and self-regulatory organizations, including the SEC, FINRA, the Commodity Futures
Trading Commission and other agencies and securities exchanges such as the NYSE and NYSE Amex regulate
the U.S. financial services industry, and regulate certain of our operations in the U.S. Some of our international
operations are subject to similar regulations in their respective jurisdictions, including rules promulgated by the
FSA, which apply to entities which are authorized and regulated by the FSA. These regulatory bodies are
responsible for safeguarding the integrity of the securities and other financial markets and protecting the interests
of investors in those markets. In addition, all records of registered investment advisors and broker-dealers are
subject at any time, and from time to time, to examination by the SEC. Some aspects of the business that are
subject to extensive regulation and/or examination by regulatory agencies, include:

* sales methods, trading procedures and valuation practices;

* investment decision making processes and compensation practices;
» use and safekeeping of client funds and securities;

» the manner in which we deal with clients;

» capital requirements;

« financial and reporting practices;

+ required record keeping and record retention procedures;

» the licensing of employees;

* the conduct of directors, officers, employees and affiliates;

* systems and control requirements;

« conflicts of interest;

* restrictions on marketing, gifts and entertainment; and

* client identification and anti-money laundering requirements.

The SEC, FINRA, the FSA and various other domestic and international regulatory agencies also have
stringent rules and regulations with respect to the maintenance of specific levels of net capital by broker-dealers.
Generally, in the U.S., a broker-dealer’s net capital is defined as its net worth plus qualified subordinated debt
less deductions for certain types of assets. If these net capital rules are changed or expanded, or if there is an
unusually large charge against net capital, our operations that require the intensive use of capital would be
limited. Also, our ability to withdraw capital from our regulated subsidiaries is'subject to restrictions, which in
turn could fimit our ability or that of our subsidiaries to pay dividends, repay debt, make distributions and redeem

or purchase shares of our Common Stock or other equity interests in our subsidiaries. A large operating loss or
charge against net capital could adversely affect our ability to expand or even maintain our expected levels of
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business, which could have a material adverse effect on our business. In addition, we may become subject to net
capital requirements in other foreign jurisdictions in which we operate. While we expect to maintain levels of
capital in excess of regulatory minimums, we cannot predict our future capital needs or our ability to obtain
additional financing.

If we or any of our subsidiaries fail to comply with any of these laws, rules or regulations, we or such
subsidiary may be subject to censure, significant fines, cease-and-desist orders, suspension of business,
suspensions of personnel or other sanctions, including revocation of registrations with FINRA, withdrawal of
authorizations from the FSA or revocation of registrations with other similar international agencies to whose
regulation we are subject, which would have a material adverse effect on our business. The adverse publicity
arising from the imposition of sanctions against us, even if the amount of such sanctions is small, by regulators
could harm our reputation and cause us to lose existing clients or fail to gain new clients.

The authority to operate as a broker-dealer in a jurisdiction is dependent on the registration or authorization
in that jurisdiction or the maintenance of a proper exemption from such registration or authorization. Our ability
to comply with all applicable laws and rules is largely dependent on our compliance, credit approval, audit and
reporting systems and procedures, as well as our ability to attract and retain qualified personnel. The continued
growth and expansion of our business may create additional strain on our compliance, credit approval, audit and
reporting systems and procedures and could result in increased costs to maintain and improve such systems and
procedures.

In addition, new laws or regulations or changes in the enforcement of existing laws or regulations applicable
to us and our clients also may adversely affect our business, and our ability to function in this environment will
depend on our ability to constantly monitor and react to these changes. Such changes may cause us to change the
way we conduct our business, both in the U.S. and internationally. The government agencies that regulate us
have broad powers to investigate and enforce compliance and punish noncompliance with their rules, regulations
and industry standards of practice. If we and our directors, officers and employees fail to comply with the rules
and regulations of these government agencies, they may be subject to claims or actions by such agencies.

Recent legislation will result in changes to rules and regulations applicable to our business, which may
negatively impact our business and financial resullts.

In July 2010, the Dodd-Frank Act was signed into law by President Obama. The Dodd-Frank Act contains a
comprehensive set of provisions designed to govern the practices and oversight of financial institutions and other
participants in the financial markets. The full impact of the Dodd-Frank Act is difficult to assess because many of
its provisions require various federal agencies to adopt implementing regulations in the future. Further, the Dodd-
Frank Act mandates multiple studies, which could result in additional legislative or regulatory action.

While we have not yet been required to make material changes to our business or operations as a result of
the Dodd-Frank Act. the Dodd-Frank Act and any related legislation or regulations could have a material adverse
effect on our business, results of operations and financial condition. The Dodd-Frank Act may require us to
change our business practices or meet more stringent capital, liquidity and leverage ratio requirements, impose
additional costs on our business operations, limit the fees that we can charge for our services, impact the value of
our assets, or otherwise adversely affect our businesses. In addition, we may be required to invest significant
management time and resources to address the various provisions of the Dodd-Frank Act and the numerous
regulations that are required to be issued under it.

.

Substantial legal liability or significant regulatory action could have material advérse financial effects or
cause significant reputational harm, either of which could seriously harm our business.

We face substantial regulatory and litigation risks and conflicts of interests, and may face legal liability and
reduced revenues and profitability if our business is not regarded as compliant or for other reasons. We are
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subject to extensive regulation and many aspects of our business will subject us to substantial risks of liability.
We engage in activities in connection with (1) the evaluation, negotiation, structuring, sales and management of
our investment funds, permanent capital vehicles and structured products, including collateralized debt
obligations, (2) our Capital Markets business segment, (3) our asset management operations, and (4) our
investment activities. Our activities may subject us to the risk of significant legal liabilities under securities or
other laws for material omissions or material false or misleading statements made in connection with securities
offerings and other transactions. In addition, to the extent our clients, or investors in our investment funds,
permanent capital vehicles and structured products, suffer losses, they may claim those losses resulting from our
or our officers’, directors’, employees’ or agents’ or affiliates’ breach of contract, fraud, negligence, willful
misconduct or other similar misconduct and may bring actions against us under federal or state securities or other
applicable laws. Dissatisfied clients may also make claims regarding quality of trade execution, improperly
settled trades, or mismanagement against us. We may become subject to these claims as the result of failures or
malfunctions of electronic trading platforms or other brokerage services, including failures or malfunctions of
third-party providers’ systems which are beyond our control, and third parties may seek recourse against us for
any losses. In addition, investors may claim breaches of collateral management agreements, which could lead to
our termination as collateral manager under such agreements.

In recent years, the volume of claims and amount of damages claimed in litigation and regulatory
proceedings against financial advisors and asset managers has been increasing. With respect to the asset
management business, we make investment decisions on behalf of our clients that could result in, and in some
instances in the past have resulted in, substantial losses. In addition, all of the permanent capital vehicles that we
manage rely on exemptions from regulation under the Investment Company Act and some of them are structured
to comply with certain provisions of the Internal Revenue Code. As the manager of these vehicles, we are
responsible for their compliance with regulatory requirements. Investment decisions we make on behalf of the
vehicles could cause the vehicles to fail to comply with regulatory requirements and could result in substantial
losses to such vehicles. Although the management agreements relating to such vehicles generally include broad
indemnities and provisions designed to limit our exposure to legal claims relating to our services, these
provisions may not protect us or may not be enforced in all cases.

In addition, we are exposed to risks of litigation or investigation relating to transactions which present
conflicts of interest that are not properly addressed. In such actions, we could be obligated to bear legal,
settlement and other costs (which may be in excess of available insurance coverage). Also, with a workforce
consisting of many very highly paid professionals, we may face the risk of lawsuits relating to claims for
compensation, which may individually or in the aggregate be significant in amount. In addition, as a public
company, we are subject to the risk of investigation or litigation by regulators or our public stockholders arising
from an array of possible claims, including investor dissatisfaction with the performance of our business or our
share price, allegations of misconduct by our officers and directors or claims that we inappropriately dealt with
conflicts of interest or investment allocations. In addition, we may incur significant expenses in defending
claims, even those without merit. If any claims brought against us result in a finding of substantial legal liability
and/or require us to incur all or a portion of the costs arising out of litigation or investigation, our business,
financial condition, liquidity and results of operations could be materially and adversely affected. Such litigation
or investigation, whether resolved in our favor or not, could cause significant reputational harm, which could
seriously harm our business.

The competitive pressures we face as a result of operating in a highly competitive market could have a
material adverse effect on our business, financial condition, liquidity and results of operations.

A number of entities conduct asset management, origination, investment and broker-dealer activities. We
compete with public and private funds, REITS, commercial and investment banks, savings and loan institutions,
mortgage bankers, insurance companies, institutional bankers, governmental bodies, commercial finance
companics, traditional asset managers, brokerage firms and other entities.
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Many firms offer similar and/or additional products and services to the same types of clients that we target
or may target in the future. Many of our competitors are substantially larger and have more relevant experience,
considerably greater financial, technical and marketing resources and have more personnel than we have. There
are few barriers to entry, including a relatively low cost of entering these lines of business, and the successful
efforts of new entrants into our expected lines of business, including major banks and other financial institutions,
may result in increased competition. Other industry participants may, from time to time, seek to recruit our
investment professionals and other employees away from us.

With respect to our asset management activities, our competitors may have more extensive distribution
capabilities, more effective marketing strategies, more attractive investment vehicle structures and broader name
recognition than we do. Further, other investment managers may offer services at more competitive prices than
we do, which could put downward pressure on our fee structure. With respect to our origination and investment
activities, some competitors may have a lower cost of funds, enhanced operating efficiencies and access to
funding sources that are not available to us. In addition, some of our competitors may have higher risk tolerances
or different risk assessments, which could allow them to consider a wider variety of investments and establish
more relationships than we can. The competitive pressures we face, if not effectively managed, may have a
material adverse effect on our business, financial condition, liquidity and results of operations.

Also, as a result of this competition, we may not be able to take advantage of attractive asset management,
origination and investment opportunities and, therefore, may not be able to identify and pursue opportunities that
are consistent with our objectives. Competition may limit the number of suitable investment opportunities
offered to us. It may also result in higher prices, lower yields and a narrower spread of yields over our borrowing
costs, making it more difficult for us to acquire new investments on attractive terms. In addition, competition for
desirable investments could delay the investment in desirable assets, which may in turn reduce our earnings per
share.

With respect to our broker-dealer activities, our revenues could be adversely affected if large institutional
clients that we have increase the amount of trading they do directly with each other rather than through our
broker-dealer, decrease the amount of trading they do with our broker-dealer because they decide to trade more
with our competitors, decrease their trading of certain OTC products in favor of exchange-traded products, or
hire in-House professionals to handle trading that our broker-dealer would otherwise be engaged to do.

We have experienced intense price competition in our brokerage business in recent years. Some competitors
may offer brokcrage services to clients at lower prices than we offer, which may force us to reduce our prices or
to lose market share and revenue. In addition, we intend to focus primarily on providing brokerage services in
markets for less commoditized financial instruments. As the markets for these instruments become more
commoditized, we could lose market share to other inter-dealer brokers, exchanges and electronic multi-dealer
brokers who specialize in providing brokerage services in more commoditized markets. If a financial instrument
for which we provide brokerage services becomes listed on an exchange or if an exchange introduces a
competing product to the products we broker in the OTC market, the need for our services in relation to that
instrument could be significantly reduced. Further, the recent consolidation among exchange firms, and
expansion by these firms into derivative and other non-equity trading markets, will increase competition for
customer trades and place additional pricing pressure on commissions and spreads.

Financial problems experienced by third parties could affect the markets in which we provide brokerage
services. In addition, a disruption in the credit derivatives market could affect our net trading revenues.

Problems experienced by third parties could affect the markets in which we proyide brokerage services. For
example, in recent years, hedge funds have increasingly begun to make use of credit and other derivatives as part
of their trading strategies. As a result. an increasing percentage of our business, directly or indirectly, resulted
from trading activity by institutional investors. For example, hedge funds typically employ a significant amount
of leverage to achieve their results and, in the past, certain hedge funds have had difficulty managing this
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leverage, which has resulted in market-wide disruptions. If one or more hedge funds that is a significant
participant in a credit derivatives market experiences similar problems in the future, including as a result of the
volatility in such market, that credit derivatives market could be adversely affected and, accordingly, our trading
revenues in that credit derivatives market could decrease.

In addition, in recent years, reports in the U.S. and United Kingdom have suggested weaknesses in the way
credit derivatives are assigned by participants in the credit derivatives markets. Such reports expressed concern
that, due to the size of the credit derivatives market, the volume of assignments and the suggested weaknesses in
the assignment process, one or more significant defaults by corporate issuers of debt may lead to further market-
wide disruption or result in the bankruptcy or operational failure of hedge funds or other market participants
which could adversely affect our business and revenues.

Employee misconduct or error, which can be difficult to detect and deter, could harm us by impairing our
ability to attract and retain clients and by subjecting us to significant legal liability and reputational harm.

There have been a number of highly-publicized cases involving fraud, trading on material non-public
information, or other misconduct by employees and others in the financial services industry, and there is a risk
that our employees could engage in misconduct that adversely affects our business. For example, we may be
subject to the risk of significant legal liabilities under securities or other laws for our employees’ material
omissions or materially false or misleading staterents in connection with securities and other transactions. In
addition, our advisory business requires that we deal with confidential matters of great significance to our clients.
If our employees were to improperly use or disclose confidential information provided by our clients, we could
be subject to regulatory sanctions and could suffer serious harm to our reputation, financial position, current
client relationships and ability to attract future clients. We are also subject to extensive regulation under
securities laws and other laws in connection with our asset management business. Failure to comply with these
legislative and regulatory requirements by any of our employees could adversely affect us and our clients. It is
not always possible to deter employee misconduct, and any precautions taken by us to detect and prevent this
activity may not be effective in all cases.

Furthermore, employee errors, including mistakes in executing, recording or reporting transactions for
clients (such as entering into transactions that clients may disavow and refuse to settle) could expose us to
financial losses and could seriously harm our reputation and negatively affect our business. The risk of employee
error or miscommunication may be greater for products that are new or have non-standardized terms.

Risks Related to Our Organizational Structure and Ownership of Our Common Stock

We are a holding company whose primary asset is membership units in the Operating LLC and we are
dependent on distributions from the Operating LLC to pay taxes and other obligations.

We are a holding company whose primary asset is membership units in the Operating LLC. Since the
Operating LLC is a limited liability company taxed as a partnership, we, as a member of the Operating LLC,
could incur tax obligations as a result of our allocable share of the income from the operations of the Operating
LLC. In addition, we have convertible senior debt and junior subordinated notes outstanding. Subject to the
limitations of the 2010 Credit Facility, the Operating LLC will pay distributions to us in amounts necessary to
satisfy our tax obligations and regularly scheduled payments of interest in connection with our convertible senior
debt and our junior subordinated notes, and we are dependent on these distributions from the Operating LLC to
generate the funds necessary to meet these obligations and liabilities. Industry conditions and financial, business
and other factors will affect our ability to generate the cash flows we need to make these distributions.

The Company’s 2010 Credit Facility imposes limitations on the Operating LLC’s ability to make
distributions to us. So long as no default or event of default has occurred and is continuing, the Operating LLC
may make distributions to us to pay regularly scheduled interest payments on our convertible senior debt and our
Jjunior subordinated notes and in amounts necessary to enable us to pay our taxes. There may also be

42



circumstances under which the Operating LLC may be restricted from paying dividends to us under applicable
law or regulation (for example due to Delaware limited liability company act limitations on the Operating LLC’s
ability to make distributions if liabilities of the Operating LLC after the distribution would exceed the value of
the Operating LLC’s assels).

Our Chairman and Chief Executive Officer may have ownership interests in the Operating LLC and
competing duties to other entities that could create potential conflicts of interest and may result in decisions
that are not in the best interests of IFMI stockholders.

The Operating LLC Agreement prevents the Operating LLC from undertaking certain actions without the
affirmative approval of IFMI and a majority of voting power of the Operating LLC members, other than IFMI,
having a percentage interest of at least 10% of the Operating LLC membership units. Mr. Cohen, through Cohen
Bros. Financial, will have a majority of the voting power of the Operating LLC members, other than IFMI,
having a percentage interest of at least 10% of the Operating LL.C membership units and these actions are subject
to his approval. As a-result, it is possible that Mr. Cohen, in his capacity as a the Operating LLC member with
approval rights over the actions identified above, could disapprove actions that would be in the best interests of
IFMI even though, as Chairman and Chief Executive Officer of IFMI, he will have fiduciary duties to IFML

Daniel G. Cohen, our Chairman of the board of directors and Chief Executive Officer will devote
substantially all of his business time and effort to those offices. Until he resigned from this position on
February 26, 2010, Mr. Cohen served as a trustee of RAIT Financial Trust (“RAIT”) (NYSE: RAS), a public
company that makes investments in real estate primarily by making real estate loans, acquiring real estate loans
and acquiring real estate interests, and may continue to do so. Also, Mr. Cohen’s mother was Chairman of the
board of trustees of RAIT until her resignation. Accordingly, there may be conflicts of interest in allocating
investrent opportunities to IFMI that may aiso be suitable for RAIT.

We are party to agreements with RAIT, and permanent capital vehicles and investment funds sponsored and
managed by the Operating LLC, including EuroDekania, Star Asia, Brigadier and Deep Value. These agreements
include rights of first refusal arrangements with EuroDekania and Star Asia and management agreements with
EuroDekania, Star Asia, Brigadier and Deep Value. Messrs. Cohen and Ricciardi are members of the boards of
and/or have ownership interests in these entities. Messrs. Cohen and Ricciardi may face conflicts of interest when
making decisions regarding these entities, including if either party to such agreements seeks to terminate or
enforce their respective rights under such agreements. We cannot assure you that we will not be adversely
affected by these potential conflicts.

Daniel G. Cohen and other executive officers may exercise significant influence over matters requiring
stockholder approval.

Daniel G. Cohen beneficially owns 4,983,557 shares of Series B preferred stock, which have no economic
rights, but entitle him to vote together with our stockholders on all matters presented to the stockholders and to
exercise approximately 31.9% of the voting power of the outstanding shares of our Common Stock. The Series B
preferred stock may be redeemed on December 31, 2012 by us in exchange for a nominal payment equal to the
aggregate par value of such shares. There are no voting agreements or other arrangements or understandings:
among Mr. Cohen and our other directors and executive officers with respect to our equity securities; however. to
the extent that Mr. Cohen and our other directors and executive officers vote their shares in the same manner,
their combined stock ownership and voting rights may have a significant or decisive effect on the election of all
of the directors and the approval of matters that are presented to our stockholders. Their ownership may
discourage someone from making a significant equity investment in us, even if we needed the investment to
operate our business. The size of their combined stock holdings could be a significant factor in delaying or
preventing a change of control transaction that other of our stockholders may deem to be in their best interests,
such as a transaction in which the other stockholders would receive a premium for their shares over their then
current market prices. '



On several occasions, our Board of Directors has declared cash dividends. Any future distributions to our
stockholders will depend upon certain factors affecting our operating results, some of which are beyond our
control.

Our ability to make and sustain cash distributions is based on many factors, including the return on our
investments, operating expense levels and certain restrictions imposed by Maryland law. Some of these factors
are beyond our control and a change in any such factor could affect our ability to-make distributions in the future.
We may not be able to make distributions. Our stockholders should rely on increases, if any, in the price of our
Common Stock for any return on their investment. Furthermore, we are dependent on distributions from the
Operating LLC to be able to make distributions. See the risk factor titled “We are a holding company whose
primary asset is membership units in Cohen and we are dependent on distributions from Cohen to pay taxes and
other obligations” from above.

Future sales of our Common Stock in the public market could lower the price of our Common Stock and
impair our ability to raise funds in future securities offerings.

Future sales of a substantial number of shares of our Common Stock in the public market, or the perception
that such sales may occur, could adversely affect the then prevailing market price of our Common Stock and
could make it more difficult for us to raise funds in the future through a public offering of our securities.

Your percentage ownership in the Company may be diluted in the future.

Your percentage ownership in the Company may be diluted in the future because of equity awards that have
been, or may be, granted to our directors, officers and employees. We have adopted equity compensation plans
that provide for the grant of equity based awards, including restricted stock, stock options and other equity-based
awards to our directors, officers and other employees, advisors and consultants. At December 31, 2010, we had
162,226 shares of restricted stock outstanding to employees and directors of the Company and there were
1,581,088 shares available for future awards under our equity compensation plans. In 2011, substantially all of
the available shares of restricted stock were issued to employees. In addition, 1,349,037 of additional shares of
restricted stock were granted to employees but are subject to shareholder approval of an amendment to our 2010
Long-Term Incentive Plan. Vesting of restricted stock grants is generally contingent upon performance
conditions and service conditions. Vesting of those shares of restricted stock would dilute the ownership interest
of existing shareholders. Equity awards will continue to be a source of compensation for employees and
directors.

The Maryland General Corporation Law (the “MGCL”), provisions in our charter and bylaws, and our
stockholder rights plan may prevent takeover attempts that could be beneficial to its stockholders.

Provisions of the MGCL and our charter and bylaws could discourage a takeover of us even if a change of
control would be beneficial to the interests of its stockholders. These statutory, charter and bylaw provisions
include the following: )

* the MGCL generally requires the affirmative vote of two-thirds of all votes entitled to be cast on the
matter to approve a merger, consolidation, or share exchange involving us or the transfer of all or
substantially all of its assets;

*+ our board has the power to classify and reclassify authorized and unissued shares of Common Stock or
preferred stock and, subject to certain restrictions in the Operating LLC Agreement, authorize the
issuance of a class or series of Common Stock or preferred stock without stockholder approval;

*  Our charter may be amended only if the amendment is declared advisable by its board of directors and
approved by the affirmative vote of the holders of our Common Stock entitled to cast at least
two-thirds of all of the votes entitled to be cast on the matter;
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« the holder of Series A preferred stock, voting separately as a class at each annual meeting, is entitled to
nominate and elect a number of Series A directors equal to at least one-third (but less than a majority)
of the total number of directors and only the holders of Series A preferred stock or a majority of the
Series A directors then in office can fill a vacancy among the Series A directors;

» adirector (other than a Series A director) may be removed from office at any time with or without
cause by the affirmative vote of the holders of our Common Stock entitled to cast at least two-thirds of
the votes of the stock entitled to be cast in the election of directors;

» an advance notice procedure for stockholder proposals to be brought before an annual meeting of our
stockholders and nominations of persons for election to our board of directors at an annual or special
meelting of its stockholders;

» no stockholder is entitled to cumulate votes at any election of directors; and

= our stockholders may take action in lieu of a meeting with respect to any actions that are required or
permitted to be taken by its stockholders at any annual or special meeting of stockholders only by
unanimous consent.

In addition, we have a stockholder rights plan to help preserve the value of our deferred tax assets by
reducing the risk of limitation of its NOLs and NCL which provides, among other things, that when specified
events occur, our stockholders will be entitled to purchase from it a newly created series of junior participating
preferred stock. The preferred stock purchase rights are triggered by the earlier to occur of (i) ten days following
a public announcement that a person or group of affiliated or associated persons has become the beneficial owner
of 4.95% or more of the shares of our Common Stock then outstanding, excluding the Company and any
exempted persons identified in the rights agreement, or (ii) ten business days following the commencement of a
tender offer or exchange offer that would result in a person or group becoming owner of 4.95% or more of the
shares of our Common Stock then outstanding, excluding the Company and any exempted persons identified in
the rights agreement. The preferred stock purchase rights would cause substantial dilution to a person or group
that auempts to acquire the Company on terms not approved by our Board of Directors and could discourage a
takeover.

The Operating LLC Agreement prevents the Company from undertaking certain actions that may be in the
best interest of our stockholders without the affirmative approval of a majority of the Operating LLC
members, other than the Company, having a percentage interest of at least 10% of the Operating LLC
membership units.

The Operating LLC Agreement provides that, until such time as the Series A preferred stock is converted
into Series B preferred stock, if there is any Operating LLC member other than IFMI having percentage interests
of at least 10% of the Operating LLC, IFMI may not take any of the following actions without the affirmative
approval of a majority of the voting power of the Operating LLC members, other than IEMI, having a percentage
interest of at least 10% of the Operating LLC membership units:

» issue any additional securities of IFMI or permit any subsidiary of IFMI other than the Operating LLC
and other than subsidiaries formed to engage in sccuritization transactions to issue any additional
securities (other than as specifically contemplated in the merger agreement or the Operating LLC
Agreement);

= enter into or suffer a transaction constituting a change of contro! of IFMI;

» amend our charter or bylaws in any manner which adversely affects certain redemption rights of the
members of the Operating LLC other than IFMI; '

« adopt any plan of liquidation or dissolution, or file a certificate of dissolution; or
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* directly or indirectly, enter into or conduct any business other than the ownership of the Operating LLC
membership units, the ownership of certain subsidiaries, the management of the business of the
Operating LLC, the payment of our outstanding debt obligations, and such other activities as are
reasonably required in connection with the ownership of the Operating LLC membership units and the
management of the business of the Operating LL.C.

Mr. Cohen, through Cohen Bros. Financial, LLC (“Cohen Bros. Financial”), has a majority of the voting
power of the Operating LLC members, other than IFMI, having a percentage interest of at least 10% of the
Operating LLC membership units and each of the actions set forth above is subject to his approval. As a result, it
is possible that Mr. Cohen, in his capacity as a the Operating LLC member with approval rights over the matters
identified above, could disapprove actions that would be in best interests of the Operating LLC even though, as

Chairman and Chief Executive Officer of IFMI, he will have fiduciary duties that he owes to IFMI.

The Operating LLC Agreement prevents the Operating LLC from undertaking certain actions that may be in
the best interest of the Operating LLC and IFMI without the affirmative approval of IFMI and the affirmative
approval of a majority of the Operating LLC members, other than IFMI, having a percentage interest of at
least 10% of the Operating LLC membership units.

The Operating LLC Agreement prevents the Operating LLC from undertaking the following actions without
the affirmative approval of IFMI and a majority of voting power of the Operating LLC members, other than
IFML, having a percentage interest of at least 10% of the Operating LLC membership units:

* issue any units or other securities of the Operating LLC to any person other than JFMI (other than as
specifically contemplated in the Operating LLC Agreement);

* enter into or suffer a transaction constituting a change of control of the Operating LLC;
= amend the Operating LLC Agreement or our certificate of formation;

+ remove Daniel G. Cohen as a manager or Chairman of the board of managers of the Operating LLC
other than for cause;

* adopt an equity compensation plan; or
= adopt any plan of liquidation or dissolution, or file a certificate of dissolution.

Mr. Cohen, through Cohen Bros. Financial, has a majority of the voting power of the Operating LLC
members, other than IFM, having a percentage interest of at least 10% of the Operating LL.C membership units
and each of the actions set forth above is subject to his approval. As a result, it is possible that Mr. Cohen, in his
capacity as a member of the Operating LLC with approval rights over the matters identified above, could

disapprove actions that would be in the best interests of IFMI even though, as Chairman and Chief Executive
Officer of IFMI, he will owe IFMI a fiduciary duty.

The market price of our Common Stock may be volatile and may be affected by market conditions beyond our
control.

The market price of our Common Stock is subject to significant fluctuations in response to, among other
factors:

* variations in our operating results and market conditions specific to specialty finance companies;
* changes in financial estimates or recommendations by securities analysts;
* the emergence ol new competitors or new technologies;

¢ operating and market price performance of other companies that investors deem comparable;
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» changes in our board or management;

+ sales or purchases of our Common Stock by insiders;
« commencement of, or involvement in, litigation;

- changes in governmental regulations; and

» general economic conditions and slow or negative growth of related markets.

In addition, if the market for stocks in our industry, or the stock market in general, experience a loss of
investor confidence, the market price of our Common Stock could decline for reasons unrelated to our business,
financial condition or results of operations. If any of the foregoing occurs, it could cause the price of our
Common Stock to fall and may expose us to lawsuits that, even if unsuccessful, could be costly to defend and a
distraction to the board of directors and management.

If we violate the listing requirements of the NYSE Amex, our Common Stock may be delisted.

To maintain our listing on the NYSE Amex, we must meet certain financial and liquidity criteria. In
addition, we may be subject to delisting by the NYSE Amex if our Common Stock sells for a substantial period
of time at a low price per share, and we fail to effect a reverse split within a reasonable time after being notified
that the NYSE Amex deems such action to be appropriate. The market price of our Common Stock has been and
may continue to be subject to significant fluctuation as a result of periodic variations in our revenues and results
of operations. If we violate the NYSE Amex listing requirements, we may be delisted. If we fail to meet any of
the NYSE Amex’s listing standards, we may be delisted. Delisting of our Common Stock could have a material
adverse effect on the liquidity and value of our Common Stock.

In addition, the holders of our outstanding $26.1 million aggregate principal amount of convertible senior
debt will have the right to require us to repurchase their notes at 100% of their principal amount together with
accrued but unpaid interest thereon if, among other things, IFMI Common Stock ceases to be listed on the NYSE
Amex, another established national securities exchange or an automated over the counter (“OTC”), trading
market in the U.S. If IFMI Common Stock is delisted due to a failure to meet any of the NYSE Amex’s listing
standards and is unable to list the IFMI Common Stock on another established national securities exchange or an
automated U.S. OTC trading market, some or all of the holders of our convertible notes may exercise their right
to require us to repurchase up to $26.1 million aggregate principal amount of their notes.
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ITEM 1B. UNRESOLVED STAFF COMMENTS.

None.

ITEM 2. PROPERTIES.

Our main offices are located in Philadelphia, New York, London and Paris. Our principal executive offices
are located at Cira Centre, 2929 Arch Street, 17th Floor, Philadelphia, Pennsylvania. As of December 31, 2010,
we leased an aggregate of 16,657 square feet of office space in Philadelphia under three separate leases, with two
leases covering 15,657 square feet of office space expiring in March 2011. We have extended the lease covering
10,396 square feet of office space which will expire in April 2016. We lease 12,800 square feet of office space on
each of the 21stand 22 floors at 135 East 57th Street, New York, New York, with our lease with respect to such
space expiring on November and December 2016, respectively. We sublease the 22 floor to a third party. We
lease approximately 220 square meters of office space at 3 rue Du Faubourg Saint Honoré, Paris, France, with
such lease expiring on December 2013. Our London office is located at Cannon Bridge House, 25 Dowgate Hill,
4th Floor, London, U.K., with such lease covering 2,403 square feet of office space expiring on March 2012.

The properties that we occupy in Philadelphia, New York, London and are used either by the Company’s
Capital Markets segment or Asset Management segment or both segments.

The Capital Markets Group is based in New York with branch offices that we maintain and lease pursuant to
operating leases in Bethesda, Maryland; Boca Raton, Florida; Boston, Massachusetts; Chicago, Illinois; and San
Francisco, California. We believe that the facilities we occupy are suitable and adequate for current operations.

Effective January 1, 2011, we acquired JVB. JVB has its principal office in Boca Raton, Florida, with
additional offices in Sparks, Maryland, New York, New York and Charlotte, North Carolina.

ITEM 3. LEGAL PROCEEDINGS.
Pending Litigation

The Company’s U.S. broker-dealer subsidiary, Cohen & Company Securities, LLC (“CCS”), is a party to
litigation commenced January 12, 2009 in the United States District Court for the Northern District of Illinois
(the “Nlinois Court”) under the caption Frederick J. Grede, not individually, but as Liquidation Trustee and
Representative of the Estate of Sentinel Management Group, Inc. v. Delores E. Rodriguez, Barry C. Mohr, Jr.,
Jacques de Saint Phalle, Keefe, Bruyette & Woods, Inc., and Cohen & Company Securities, LLC. The plaintiff in
this case is the Liquidation Trustee (the “Liquidation Trustee™) for the Estate of Sentinel Management Group,
Inc. (“Sentinel”), which filed a bankruptcy petition in August 2007. The Liquidation Trustee alleges that CCS
sold Sentinel securities, mainly collateralized debt obligations, that the Liquidation Trustee contends were
unsuitable for Sentinel and that CCS violated Section 10(b) of the Exchange Act and Rule 10b-5. The
Liquidation Trustee also seeks relief under the Hlinois Blue Sky Law, the Illinois Consumer Fraud Act. the
United States Bankruptcy Code, and under common law theories of negligence and unjust enrichment. The relief
sought by the Liquidation Trustee under these various legal theories includes damages, rescission, disgorgement,
and recovery of allegedly voidable transactions under the Bankruptcy Code, as well as costs and attorneys” fees.
The Company is vigorously defending the claims. By order dated July 8, 2009, the Illinois Court dismissed the
Liquidation Trustee’s Illinois Consumer Fraud Act claim. Discovery is ongoing with respect to the remaining
claims. No contingent liability was recorded in the Company’s consolidated financial statements related to this
litigation.

CCS is also party to litigation commenced on May 21, 2009 in the Illinois'Court under the caption Frederick
J. Grede, nor individually, but as Liquidarion Trustee of the Sentinel Liquidation Trust, Assignee of certain
claims v. Keefe, Bruyette & Woods, Inc., Cohen & Company Securities, LLC., Delores E. Rodriguez, Barry C.
Mohr, Jr., and Jacques de Saint Phalle. The plaintiff in this case is the Liquidation Trustee of the Sentinel
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Liquidation Trust, which emerged from the bankruptcy of Sentinel, filed in August 2007. The Liquidation
Trustee, purportedly as the assignee of claims of Sentinel’s customers, alleges that, by recommending that
Sentinel purchase securities, mainly collateralized debt obligations, that the trustee deems to have been
unsuitable for Sentinel’s customer accounts, CCS aided and abetted breaches of fiduciary duties purportedly
owed by Sentinel and its head trader to Sentinel’s customers, in violation of Illinois common law. The complaint
also alleges claims under common law theories of negligence and unjust enrichment. The Company will
vigorously defend all claims. CCS filed a motion to dismiss the Liquidation Trustee’s complaint on July 21,
2009. On August 19, 2009, without having ruled on CCS’s motion to dismiss, the Illinois Court stayed this action
pending the Liquidation Trustee’s appeal of the dismissal on July 28, 2009 of a substantially similar case brought
against The Bank of New York Mellon Corp (“BNYM”). The dismissal in the BNYM case has been reversed and
remanded to the Illinois Court, but no action has been taken by the Illinois Court in the litigation against CCS.
No contingent liability was recorded in the Company’s consolidated financial statements related to this litigation.

In 2009, CCS was subject to a routine FINRA examination. As a result of that exam, the FINRA staff
requested additional information and the testimony of certain employees concerning the mark-ups CCS charged
in four transactions during the exam period. Following its examination, the FINRA staff alleged that CCS
charged impermissible mark-ups to qualified institutional buyers (QIBs) (as defined in Rule 144A of the
Securities Act), referred to herein as institutional customers, in three of such transactions. With respect to the
first transaction, on August 16, 2007, CCS purchased a collateralized debt obligation having a par value of
$10,000 for $8,250, or 82.5% of par, from a dealer. On August 17, 2007, CCS sold those securities to an
institutional customer for $9,100, or 91% of par. With respect to the second transaction, on January 3, 2008, CCS
purchased a collateralized debt obligation having a par value of $4,500 for $315, or 7% of par, from an
institutional customet. On January 4, 2008, CCS sold those securities to another institutional customer for $585,
or 13% of par. With respect to the third transaction, on June 6, 2008, CCS purchased a collateralized debt
obligation having a par value of $8,000 for $400, or 5% of par, from a dealer. Later that day, CCS sold those
securities to an institutional customer for $600, or 7.5% of par. FINRA maintains that the mark-ups were
impermissible because; among other factors, each of the securities in question was investment grade under
applicable FINRA guidance.

CCS reached an agreement with the FINRA staff to settle such allegations. Without admitting or denying
the allegations, CCS consented to a Letter of Acceptance, Waiver and Consent (the “AWC”) that, among other
things, (i) alleged violations of NASD Rules 2110, 2440 and 3010; (ii) censured CCS; (iii) ordered CCS to pay
restitution of $899 plus interest; (iv) ordered CCS to pay a $50 fine; and (v) directed CCS to review its
supervisory systems and procedures. The AWC was approved by FINRA in November 2010.

As aresult of the AWC, the Company recorded a net expense of $662 during the second half of 2010. The
net expense of $662 was comprised of two entries: (i) the Company recorded additional expense of $1,070 as a
component of professional services, subscriptions, and other operating expenses, representing the restitution of
$899, the fine of $50, and $121 of interest charges; and (ii) the Company recorded a reduction in compensation
and benefits expense of $408, representing the intended recapture by the Company of incentive compensation
previously paid employees related to the three transactions. '

The Operating LLC and its registered investment advisor subsidiary, Cohen & Company Financial
Management, LLC (f/k/a Cohen Bros. Financial Management, LLC) are also named in a Jawsuit originally filed
on August 6, 2009 in the Supreme Court of the State of New York, County of Kings, captioned Riverside
National Bank of Florida v. Taberna Capital Management, LLC, Trapeza Capital Management, LLC, Cohen &
Company Financial Management, LLC f/k/a Cohen Bros. Financial Management LLC, FTN Financial Capital
Markets, Keefe, Bruyetie & Woods, Inc., Merrill Ly"nc/z, Pierce, Fenner & Smith, Inc,, Bank of America
Corporation, as successor in interest to Merrill Lynch & Co., JP Morgan Chase, Inc, JP Morgan Securities,
Citigroup Global Markets., Credit Suisse (USA) LLC, ABN AMRO, Cohen & Company, Morgan Keegan & Co.,
Inc., SunTrust Robinson Humphrey, Inc., The McGraw-Hill Companies, Inc., Moody’s Investors Services, Inc.
and Fitch Ratings, Litd. The plaintiff, Riverside National Bank of Florida (“Riverside™), alleges that offering
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memoranda issued in connection with certain interests in securitizations it purchased failed to disclose alleged
ratings agencies’ conflicts of interest. Riverside alleges, among other things, common law fraud, negligent
misrepresentation and breaches of certain alleged duties. On September 28, 2009, after a demand was made
defendants to change venue, plaintiff filed a stipulation with the Supreme Court of the State of New York,
County of Kings, consenting to changing the place of trial from County of Kings to County of New York. The
Company is vigorously defending the claims. On December 11, 2009, the defendants filed motions to dismiss the
complaint on several grounds. On April 16, 2010, Riverside was closed by the Office of the Comptroller of the
Currency. Subsequently, the Federal Deposit Insurance Corporation (the “FDIC”) was named receiver of the
bank. By letter dated April 19, 2010, Riverside requested a 30 day extension for the oral argument on the
defendants’ motions to dismiss which was originally scheduled for May 12, 2010. On May 4, 2010, the FDIC
filed a motion to substitute as plaintiff and for an order staying the litigation for 90 days which was subsequently
granted. On June 3, 2010, the defendants removed the action to the United States District Court for the Southern
District of New York where the case is captioned Federal Deposit Insurance Corporation v. The McGraw-Hill
Companies, Inc. et al., 10 Civ. 04421 (DAB). On June 25, 2010, Judge Deborah Batts signed an order providing
that defendants are to re-file their motions to dismiss by August 24. 2010. On August 20, 2010, Judge Batts
signed an order adjourning the proceedings for an additional 90 days at the request of the FDIC. Since that time,
the Court, at the request of the FDIC, has further adjourned the proceeds to April 29, 2011. The effect of such
order is that the defendants’ motion to dismiss must be filed by May 2, 2011, after which the FDIC will have 60
days to respond and defendants will have 30 days for their replies. No contingent liability was recorded in the
Company’s consolidated financial statements related to this litigation.

In addition to the matters set forth above, the Company is party to various routine legal proceeds arising out
of the ordinary course of the Company’s business. Management believes that none of the routing legal proceeds
will have a material adverse effect on the Company’s financial condition.

ITEM 4. [REMOVED AND RESERVED.]
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PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES.

Market Information for Our Common Stock and Dividends

The closing price of our Common Stock was $5.13 on March 1, 2011. We had 12,300,649 shares of
Common Stock outstanding held by approximately 34 holders of record as of March 1, 2011.

Commencing on March 22, 2004, our Common Stock began trading on the NYSE under the symbol “SFO.”
On October 6, 2006, upon completion of our merger with Alesco Financial Trust and our name change from
Sunset Financial Resources, Inc. to Alesco Financial Inc., our NYSE symbo! was changed to “AFN.”

On December 16, 2009,, we effectuated a I-for-10 reverse stock split immediately prior to consummation of
the Merger. Upon completion of the Merger, our name changed from Alesco Financial Inc. to Cohen & Company
Inc., we moved our listing of Common Stock from the New York Stock Exchange to the NYSE Amex LLC, and
our trading symbol was changed to “COHN.”

Effective January 21, 2011, we changed our name to Institutional Financial Markets, Inc. and our Common
Stock began trading on the NYSE Amex LLC under the symbol “IFMIL.”

The following sets forth the high and low sale prices of our Common Stock for the quarterly period
indicated as reported on the NYSE for the period from January 1, 2009 to December 16, 2009 and on the NYSE
AMEX LLC from December 17, 2009 to December 31, 2010 and the cash dividends declared per share:

Sale Price
High Low Dividends

2010

Fourth QUaTEEr ... ...ttt $ 5.65 $4.00 $0.05
D Third QUATET ..o v e 6.03 4.10 0.05

Second quarter ........... . ... 6.68 4.05 —

Firstquarter .......... ... . ... .. i 9.40 4.90 —

2009

Fourth quarter .......... .. .. .. ... .. ... ... $12.50  $3.25 $—

Third quarter ....... ... 14.40 6.00 —

Second quarter ............ . 9.40 4.00 —

Firstquarter .........c. o 9.90 3.00 —

The Company declared a $0.05 dividend on August 3, 2010 and November 9, 2010, respectively, payable to
stockholders of record as of August 17, 2010 and November 19, 2010, respectively, and paid on August 31, 2010
and December 1, 2010, respectively. The Company also declared a $0.05 dividend on February 28, 2011, payable
to stockholders of record as of March, 14, 2011 and payable on March, 28, 2011.

Effective January 1, 2010, the Company ceased to qualify as a REIT and, therefore, is not required to make
any dividends or other distributions to its stockholders. Although the Company has paid a dividend in prior
quarters, the Company’s board of directors has 1he'p0wer to determine its policy regarding the payment of
dividends (whether to increase, reduce, or eliminate this quarterly payment going forward) which may depend on
a variety of factors, including business, financial and regulatory considerations as well as any limitations under
Maryland law or imposed by any agreements governing the indebtedness of the Company. There can be no
assurances that such dividends will continue. '
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In addition, the Company’s ability to pay dividends will be dependent on distributions it receives from the
Operating LLC. The amount and timing of distributions by the Operating LLC will be at the discretion of the
Operating LLC’s board of managers and may be impacted by restrictions imposed by the 2010 Credit Facility
and subject to the provisions of the Operating LLC’s operating agreement. See “Liquidity and Capital
Resources” in “Item 7 — Management’s Discussion and Analysis of Financial Condition and Results of
Operations” beginning on page 78, notes 18 and 19 to our consolidated financial statements included in this
Annual Report on Form 10-K for further information regarding these restrictions, and “Equity Compensation
Plan Information” included in “Part IIT — Item 12 — Security Ownership of Certain Beneficial Owners and
Management and Related Stockholder Matters” beginning on page 97.

Unregistered Sales of Equity Securities

None.

Issuer Purchases of Equity Securities

Maximum Dollar

Value
of Shares
Total Total Number of that May Yet be
Number of Average  Shares Purchased  Purchased Under
Shares Price as Part of the
Purchased Paid Per Publicly Announced Plans or
Period (1) Share Plans or Programs Program (2)
October 1, 2010 to October 31,2010 .............. 598 $4.76 $47,303,874
November 1, 2010 to November 30,2010 .......... — 47,303,874
December 1, 2010 to December 31,2010 . .......... — 47,303,874

Total ... ... . 598 $4.76

(1) We repurchased an aggregate of 598 shares other than as part of a publicly announced plan or program. We
repurchased these securities in connection with our stock compensation plans which allow participants to
_use shares to satisfy certain tax liabilities arising from the vesting of restricted stock.
(2) On August 3, 2007, our board of directors authorized us to repurchase up to $50 million of our common
stock from time to time in open market purchases or privately negotiated transactions.

ITEM 6. SELECTED FINANCIAL DATA.

The following selected financial data is derived from our audited consolidated financial statements as of and
for the years ended December 31, 2010, 2009, 2008, 2007, and 2006. In accordance with GAAP, the Merger was
accounted for as a reverse acquisition with Cohen Brothers as the accounting acquirer. Our consolidated financial
statements as of December 31, 2010, 2009, 2008, 2007, and 2006, and for each of the five years in the period
ended December 31, 2010 include the historical operations of Cohen Brothers (or its predecessors) from
January 1, 2006 through to December 16, 2009 and the combined operations of the combined company from
December 17, 2009 through to December 31, 2010.
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You should read this selected financial data together with the more detailed information contained in our
consolidated financial statements and related notes and “Item 7 — Management’s Discussion and Analysis of
Financial Condition and Results of Operations” beginning on page 56.

Year Ended December 31,

2010

2009 (1)

2008

2007 (2)

2006 (2)

unit information)

(Dollars in thousands, except share or unit and per share or per

Revenues
Nettrading .. ..ovvveeieiniiiniiiinann.. $ 70,809 $ 44,165% 18234 % 232§ 4,037
Assetmanagement . ............. 0., 25,281 31,148 63,844 72,154 28,207
New issue and advisory ...................... 3,778 1,816 7,249 123,993 96,374
Principal transactions and other income . ......... 25,684 6,957 (6,038) (7,204) 6,777
Total revenues .. ............... % ...... 125,552 84,086 83,289 189,175 135,395
Operating expenses
Compensation and benefits (3) ................. 77,446 70,519 53,115 161,768 95,237
Otheroperating “...............oovioioan. 31,401 22,135 21,328 43,643 48,547
Depreciation and amortization ................. 2,356 2,543 4,023 2,726 789
Impairment of goodwill/intangible assets (4) ... ... 5,607 — 2,078 — —
Total operating eXpenses ................. 116,810 95,197 80,544 208,137 144,573
Operating income / (Joss) ................. 8,742 (14,111) 2,745 (18,962) 9,178)
Non operating income / (expense)
Interest eXpense .............. ool (7,686) (4,974) (9,143)  (11,580) (3,825)
Gain on repurchase of debt (5) ................. 2,555 — — — —
Gain on sale of management contracts (6) ........ 971 7,746 — — —
Income / (loss) from equity method affiliates .. ... 5,884 (3,455) 262 11,719 3,503
Income / (loss) before income tax expense . . . 10,466 (11,794) (6,136)  (18,823) (9,500)
Income tax (benefit) /expense ................. (749) 9 2,049 2,757 1,680
Netincome/ (108S) .. .. oo 11,215 (11,803) (8,185) (21,580) (11,180)
Less: Net income / (loss) attributable to the
noncontrolling interest ................. 3,620 (98) (1,259) 3,067 752
Net income / (loss) attributable to IFMI. ... ...... $ 7,595 $ (11,705)$  (6,926)$ (24,647)$ (11,932)

- Bamings (loss) per common share/
membership unit-basic (7):
Basic earnings (loss) per common share/

membershipunit (7) ............... $ 073§ a.2ns 0.72)$ (2.83)$ (L.61)
Weighted average shares/membership
units outstanding-basic (7) .......... 10,404,017 9,639,475 9,590,525 8,720,121 7,390,202
Earnings (loss) per common share/
membership unit-diluted(7):
Diluted earnings (loss) per common
share/membership unit(7) ........... $ 073 % (1.2nH$ 0.72)$ 2.83)% (1.61)
Weighted average shares/membership units
outstanding-diluted (7) ................. 15,687,573 9,639,475 9,590,525 8,720,121 7,390,202
Cash dividends paid per common share .. ........ $ 0.10 — — — . —
Compensation and benefits consists of: (3)
Equity based compensation ................... $ 2505% 6556% 6,177 % 45561 $ 20,468
Tax gross-Up €XPeNnsSE . ... ..vitinnnunnnenn . — — — 27,194 13,597
Retentionbonus .. ..... ... ... .. .. . .. — 12,374 — — —
Other compensation and benefits .. ............. 74,941 51,589 46,938 89,013 61,172
Total ... $ 77446 $ 70519 $ 53,115 % 161,768 $ 95,237
Balance Sheet Data: \
Total asSets .. o vv v e $ 306,747 $ 299,442 $ 157,653 $ 237,574 $ 177,011
Debt .. 44,688 61,961 76,094 130,000 77,532
Total stockholders’ equity .................... 64,358 56.341 49,897 60,841 20,078
Noncontrolling interest .. ..................... 25,150 21,310 11,016 — 502
Totalequity . ... 89,508 77,651 60,913 60,841 20,580
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On December 16, 2009, Cohen Brothers completed the Merger in accordance with the terms of the Merger
Agreement, pursuant to which the Merger Sub merged with and into Cohen Brothers, with Cohen Brothers
(now IFMI, LLC) as the surviving entity and a majority owned subsidiary of the Company. See notes 1 and
4 to our consolidated financial statements included in this Annual Report on Form 10-K.

In 2005, we sponsored the creation of a new entity, Taberna Realty Finance Trust (“Taberna™). During the
period from March 3, 2005 to April 28, 2005, Taberna was owned by us. Shortly after it was formed,
Taberna was spun out into an independent company subsequent to April 28, 2005. After Taberna was spun
out, we continued to provide origination services to Taberna. The related origination fee revenue is included
in new issue revenue in the consolidated statements of operations. We earned $4,889 and $390 of
origination revenue (included in new issue revenue) during 2006 and 2007, respectively. Taberna obtained
its FINRA broker-dealer license in 2006 and reduced its usage of our services accordingly.

Compensation and benefits includes equity-based compensation expense. See note 20 to our consolidated
financial statements included in this Annual Report on Form 10-X. In addition, in certain cases, we have
paid an additional cash bonus to the employees receiving equity-based compensation to compensate them
for their personal income tax liability incurred from receiving the non-cash compensation, which is referred
to herein as gross-up bonus or gross-up expense. This gross-up expense is included in compensation and
benefits in the statements of operations.

During the first quarter of 2006, we issued 2.1 million (retroactively adjusted for the Merger conversion
ratio of 0.57372) restricted membership units, in total, to three members of our executive team. At the time
of grant, we estimated these units to have an average per unit value of $6.48 (retroactively adjusted for the
Merger conversion ratio of 0.57372). These grants vested in the fourth quarter of 2006 and the first quarter
of 2007. As of the first vesting date on December 31, 2006, we estimated that the value of these units had
increased to an average per unit value of $29.56 (retroactively adjusted for the Merger conversion ratio of
0.57372). This resulted in approximately $61,173 in equity-based compensation expense over the vesting
period. This expense was recognized as follows: $20,394, $40,392, and $387 in 2006, 2007, and 2008,
respectively, based on the vesting schedule. In addition, all of the tax gross-up expenses recorded by us in
2007 and 2006 related to payments to these three individuals.

In January 2009, we implemented the 2009 Senior Managers’ Cash Bonus Retention Plan (the “Retention
Plan”). Pursuant to the Retention Plan, we entered into retention arrangements with certain of our employees
to ensure their continued service through the completion of the Merger with AFN. We paid an amount to
each employee that by the terms of the retention arrangement vested over the period from January 1, 2009 to
the earlier of the effectiveness of the Merger with AFN or September 30, 2009. The total amount paid under
these retention agreements was approximately $12.4 million and was expensed over the contractual nine
month vesting period. If an employee who received a payment under this plan voluntarily resigned or was
terminated for cause prior to September 30, 2009, the employee was obligated to repay any unvested
amount to us.

During the second quarter of 2007, we acquired the 10% of Strategos Capital Management, LLC
(“Strategos™) we did not already own in exchange for 189,901 (retroactively adjusted for the Merger
conversion ratio of 0.57372) Cohen Brothers membership units. In connection with this transaction, we
recognized an intangible asset of $6,066 representing management contract rights, which we amortized
using the straight-line method over the estimated economic life of the Strategos management contracts of
3.2 years. We recognized $534, $711. $1,936 and $807 of amortization expense for the year ended
December 31, 2010, 2009, 2008 and 2007, respectively, as a component of depreciation and amortization on
the consolidated statements of operations. During the year ended December 31, 2008, we recognized an
impairment charge of $2.078 related to the diminished value of the management contract rights caused by
continued defaults of assets in Strategos asset pools during the period. The charge was included in the
consolidated statements of operations as impairment of intangible assets. See note 14 to our consolidated
financial statements included in this Annual Report on Form 10-K.

During the third quarter of 2010, we determined that an impairment charge should be recorded related to the
goodwill allocated to Strategos. For the annual impairment test of Strategos, we first estimate the current
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fair value of the Strategos reporting unit. This fair value is compared to the book value of the goodwill, and
if the fair value is less, then the goodwill is deemed impaired. We determined the fair value of the Strategos
reporting unit using a discounted cash flow analysis. During the year ended December 31, 2010, we
recognized an impairment charge of $5,607. The charge was included in the consolidated statements of
operations as impairment of goodwill and is reflected as component of operating expenses. See note 13 to
our consolidated financial statements included in this Annual Report on Form 10-K.

The gain from repurchase of debt is comprised of the following:

(a) During 2010, we repurchased $6,644 notional amount of contingent convertible senior notes from
unrelated third parties for $5,596. We recognized a gain from repurchase of debt of $923 which was
included as a separate component of non-operating income / (expense) in the consolidated statements of
operations.

(b) In August 2010, CCS completed a cash offer to purchase all of the outstanding subordinated notes
payable that were tendered. A total of $8,081 principal amount of subordinated notes payable (representing
85% of the outstanding subordinated notes payable) were tendered prior to the expiration of the offer to
repurchase on August 26, 2010. CCS accepted for purchase all of the subordinated notes tendered pursuant
to the offer to repurchase for a total purchase price of $6,762, including accrued interest. We recognized a
gain from repurchase of debt of $1,632 for the year ended December 31, 2010.

See note 18 to our consolidated financial statements included in this Annual Report on Form 10-K.

On February 27, 2009, we sold three CLO management contracts comprising substantially all of our middle
market loan-U.S. (Emporia) business line to an unrelated third party. We received net proceeds from this
sale, after the payment of certain expenses, of approximately $7,258. In addition, we were entitled to certain
contingent payments based on the amount of subordinated management fees received by the unrelated third
party under the sold CLO management contracts in an amount not to exceed an additional $1,500. We
recorded a gain on the sale of CLO management contracts of $7,746 for the year ended December 31, 2009
in the consolidated statement of operations which included: (i) net proceeds from sale of $7,258; and

(ii) $529 in proceeds from contingent payments received after the sale, net of (iii) $41 of expenses incurred.
We recorded the contingent payments that were received from an unrelated third party of the subordinated
fee (of up to $1,500) as additional gain as such payments were actually received. We recorded $971 of these
contingent payments during the year ended December 31, 2010. As of June 30, 2010, we reached the
maximum limit of additional fees we could receive under these contracts. Therefore, we no longer recorded
any additional gain on these contracts subsequent to June 30, 2010. See note 5 to our consolidated financial
statements included in this Annual Report on Form 10-K.

Historical earnings (loss) per common share/membership unit data presented prior to the Merger date was
retroactively restated based on the exchange ratio (0.57372) of shares issued in the Merger between AFN
and Cohen Brothers.

“Weighted average common shares/membership units outstanding — Diluted” includes 5,283,556 of
Operating LLC membership units that are convertible into shares of IFMI Common Stock. The Operating
LLC membership units not held by IFMI (that is, those held by the non-controlling interest as of

December 31, 2010) may be redeemed and exchanged into shares of IFMI on a one-to-one basis. These
units are not included in the computation of basic earnings per share. These units enter into the computation
of diluted net income (loss) per common share when the effect is dilutive using the if-converted method. See
note 24 to our consolidated financial statements included in this Annual Report on Form 10-K.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

“Management’s Discussion and Analysis of Financial Condition and Results of Operations” is based on
our consolidated financial statements, which have been prepared in accordance with GAAP. The preparation of
these financial statements requires us to make estimates and assumptions that affect the reported amounts of
assets, liabilities, revenues and expenses and related disclosures of contingent assets and liabilities. On a regular
basis, we evaluate these estimates, including fair value of financial instruments. These estimates are based on
historical experience and on various other assumptions that are believed to be reasonable under the
circumstances. Actual results may differ from these estimates.

All amounts in this disclosure are in thousands (except unit and per unit and share and per share
data) unless otherwise noted.

Overview

We are an investment firm specializing in credit-related fixed income investments. We began operations,
through our predecessors, in 1999 as an investment firm focused on small and mid-cap banks, but have grown
over the past eleven years into a more diversified fixed income specialty investment firm. We are organized into
three business segments: Capital Markets, Asset Management, and Principal Investing.

» Capital Markets: Our Capital Markets business segment consists of credit-related fixed income
securities sales and trading, as well as new issue placements in corporate and securitized products and
advisory services revenue. Our fixed income sales and trading group provides trade execution to
corporate and institutional investors. We specialize in the following products: high grade corporate
bonds, high yield corporate bonds and loans, ABS, MBS, CLOs, collateralized bond obligations,
CMBS, RMBS, SBA loans, U.S. government bonds, U.S. government agency securities, brokered
deposits and CDs for small banks, and hybrid capital of financial institutions including TruPS, whole
loans, and other structured financial instruments. We also offer execution and brokerage services for
cash equity and derivative products.

+ Asset Management: We manage assets within investment funds, managed accounts, permanent capital
vehicles, and collateralized debt obligations (collectively, “investment vehicles”). A collateralized debt
obligation is a form of secured borrowing. The borrowing is secured by different types of fixed income
assets such as corporate or mortgage loans or bonds. The borrowing is in the form of a securitization
which means that the lenders are actually investing in notes backed by the assets. The lenders have
recourse only to the assets securing the loan. Our Asset Management segment includes our fee based
asset management operations which include on-going base and incentive management fees. As of
December 31, 2010, we had approximately $10.3 billion in AUM.

» Principal Investing: Our Principal Investing segment is comprised primarily of our investments in
investment vehicles we manage.

We generate our revenue by segment primarily through:

Capital Markets:

* our trading activities, which include execution and brokerage services, riskless trading activities, as
well as gains and losses (unrealized and realized) and income and expense earned on securities
classified as trading; and

.
* new issue and advisory revenue comprised of: (a) origination fees for corporate debt issues originated
by us; (b) revenue from advisory services; and (c) new issue revenue-associated with arranging the

issuance of newly created debt, equity, and hybrid financial instruments;
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Asset Management:

» asset management fees for our on-going services as asset manager charged and earned by managing
investment vehicles, which may include fees both senior and subordinated to the securities issued by
the investment vehicle; and

* incentive management fees earned based on the performance of the various investment vehicles;

Principal Investing:

» gains and losses (unrealized and realized) and income and expense earned on securities (primarily
investments in vehicles we manage), classified as other investments, at fair value; and

* income or loss from equity method. affiliates (see “— Critical Accounting Policies and Estimates —
Valuation of Financial Instruments” beginning on page 90).

Business Environment

Our business is materially affected by economic conditions in the financial markets, political conditions,
broad trends in business and finance, changes in volume and price levels of securities transactions, and changes
in interest rates, all of which can affect our profitability which are unpredictable and beyond our control. These
factors may affect the financial decisions made by investors, including their level of participation in the financial
markets. Severe market fluctuations or weak economic conditions could ultimately reduce our trading volume
and revenues and adversely affect our profitability.

A portion of our revenues are generated from net trading activity. We engage in proprietary trading for our
own account as well as execute “riskless” trades with a customer order in hand resulting in limited market risk to
us. The inventory of securities held for our own account as well as held to facilitate customer trades and our
market making activities are sensitive to market movements.

A portion of our revenues are generated from management fees. Our ability to charge management fees and
the amount of those fees is dependent upon the underlying investment performance and stability of the
investment vehicles. If these types of investments do not provide attractive returns to investors, the demand for
such instruments will likely fall, thereby reducing our opportunity to earn new management fees or maintain
existing management fees.

Margin Pressures in Corporate Bond Brokerage Business

During 2010, margins earned in certain products and markets within the corporate bond brokerage business
have decreased materially as competition has increased and financial markets have recovered from the recent
credit crisis. Further, we expect that competition will increase over time, resulting in continued margin pressure.

Our response to this margin compression has included: (i) building a diversified securitized product trading
platform; (ii) building out our European capital markets business; (iii) adding smaller customers; (iv) making
greater use of electronic trading platforms; and (v) acquiring new product lines like the acquisition of JVB (see
discussion below). We believe these efforts will help insulate us from the reduction in margins. However, there
can be no certainty that we will be successtul in these efforts. If unsuccessful, we will likely see a decline in the
profitability of our capital markets segment.

Recent Legislation Affecting the Financial Services Industry

On July 21, 2010, the Dodd-Frank Wall Street Reform and Consumer Protection Act (the “Dodd-Frank
Act”) was signed into law. The Dodd-Frank Act contains a variety of provisions designed to regulate financial
markets, including credit and derivative transactions. Many aspects of the Dodd-Frank Act are subject to
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rulemaking that will take effect over the next several years, thus making it difficult to assess the impact on the
financial industry, including us, at this time. We will continue to monitor all applicable developments in the
implementation of the Dodd-Frank Act and expect to adapt successfully to any new applicable legislative and
regulatory requirements.

Recent Developments _
Acquisition of JVB Financial Holdings, L.L.C.

On September 14, 2010, the Company entered into a Purchase and Contribution Agreement (the “Purchase
Agreement”) with JVB Financial Holdings, L.L.C., a Florida limited liability company (“TVB™), the sellers listed
on the Purchase Agreement (the “Sellers”) and certain employees of JVB (the “Management Employees™)
pursuant to which the Sellers agreed to sell all of the equity in JVB to the Operating LLC and JVB would become
a wholly owned subsidiary of the Operating LLC (the “Business Combination”).

On January 13, 2011, we completed the acquisition of JVB. As contemplated by the Purchase Agreement,
the Sellers sold all of the outstanding equity interests in JVB to the Operating LLC and JVB is now a wholly
owrned subsidiary of the Operating LLC. Pursuant to the agreement of the parties, the transaction was effective as
of January 1, 2011.

The purchase price consisted of $5.6 million in cash, 313,051 shares of IFMI Common Stock and 559,020
restricted membership units in the Operating LLC, plus a cash amount equal to JVB’s tangible net worth
calculated as of the closing of January 1, 2011. In addition, the Company agreed to pay $2.5 million to the
Management Employees in three equal installments, one on each of the first three anniversaries of the closing
date of the Business Combination, contingent upon each individual’s continued employment at each payment
date. Upon the closing of the Business Combination, an escrow of $484 was established for the payment of any
adjustments to the purchase price based on the final tangible net worth of JVB as of the closing of the transaction
and certain indemnities, and $384 was withheld for payment to the Sellers only if a specific revenue target is
achieved at the end of the first year of operation following the closing of the Business Combination. All of the
restricted membership units in the Operating LLC were delivered to Management Employees and will vest in
three equal installments on each of the first three anniversaries of the closing date, subject to the terms and
conditions contained in each employee’s employment agreement. Once vested, the restricted membership units in
the Operating LLC may be redeemed for cash or, at the Company’s option, shares of the Common Stock of the
Company.

The Business Combination will be accounted for under the acquisition method in accordance with U.S.
GAAP. Accordingly, the Business Combination will be accounted for as an acquisition by the Operating LLC of
JVB. JVB’s results of operations will be included in the Company’s statements of operations beginning
January 1, 2011.

See note 4 and note 32, to our consolidated financial statements included in this Annual Report on
Form 10-K.

Master Transaction Agreement: Alesco X-Alesco XVII

On July 29, 2010, we entered into a Master Transaction Agreement pursuant to which we sold to a third
party the collateral management rights and responsibilities arising after the sale related to the Alesco X through
XVII securitizations. We received $4,831, net of expenses and purchase price adjustments, at the close of the
Alesco X through XVII transaction. In connection with the Master Transaction Agreement, we entered into a
three-year Services Agreement under which we will provide certain services to the third party purchaser. $4,664
of the cash received up front was recognized as deferred revenue and will be amortized into revenue over the life
of the services agreement. In addition, the Master Transaction Agreement calls for additional payments to be
made to us on a quarterly basis through February 23, 2017 if the management fees earned by the third party
exceed certain thresholds.
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Consolidated Results of Operations

The following section provides a comparative discussion of our consolidated results of operations for the
specified periods. The period-to-period comparisons of financial results are not necessarily indicative of future
results.

Year Ended December 31, 2010 compared to the Year Ended December 31, 2009

The following table sets forth information regarding our consolidated results of operations for the year
ended December 31, 2010 and 2009.

INSTITUTIONAL FINANCIAL MARKETS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in Thousands)

(Unaudited)
Year ended December 31, Favorable/(Unfavorable)
2010 2009 $ Change % Change
Revenues
Nettrading .. ..ot e $ 70,809 $ 44,165 $ 26,644 60%
ASSEt MANAZEMENE . .. v vt vttt et e e et 25,281 31,148 (5,867) 19)Y%
New issue and adviSory ............. ... 3,778 1,816 1,962 108%
Principal transactions and otherincome . ................. 25,684 6,957 18,727 269%
Totalrevenues ............ ... nneinn... 125,552 84,086 41,466 49%
Operating expenses |
Compensationand benefits . ........... ... ... ... .. ... 77,446 70,519 (6,927) (10)%
Business development, occupancy, equipment ............ 5,470 5,469 m — %
Professional services, subscriptions, and other operating . . .. 25,931 16,666 (9,265) (56)%
Depreciation and amortization ......................... 2,356 2,543 187 7%
Impairment of goodwill . ....... ... . ... .. .. ... 5,607 — (5,607) N/M
Total operating exXpenses . ........................ 116,810 95,197 (21,613) (23)%
Operating income /(10ss) ........... ... .. ... ... ... 8,742  (11,111) 19,853 (179)%
Non operating income / (expense) )
Interest EXPense ... ..vu it e (7,686) (4,974) (2,712) (55)%
$ Gain on repurchase of debt . . ... ... .. ... .. ... .. ... 2,555 —_— 2,555 N/M
Gain on sale of management contracts ................... 971 7,746 (6,775) (87 %
Income/(loss) from equity method affiliates .............. 5,884 (3,455) 9,339 270%
Income / (Joss) before income taxes . ................ 10,466  (11,794) 22,260 "189%
Income tax expense/(benefit) .............. .. .. ... ..... (749) 9 758 N/M
Netincome /(loss) ......... .. .. 11,215 (11,803) 23,018 195%
Less: Net income / (loss) attributable to the noncontrolling
IMEETESt . ottt e 3,620 98) (3,718) N/M
Net income / (loss) attributable to IFMI ... ... ........ $ 7,595 $(11,705) $ 19,300 165%

N/M = Not Meaningful
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Revenues

Revenues increased by $41,466, or 49%, to $125,552 for the year ended December 31, 2010 from $84,086
for the year ended December 31, 2009. As discussed in more detail below, the change was comprised of
increases of $26,644 in net trading revenue, $18,727 in principal transactions and other income and $1,962 in
new issue and advisory revenue, partially offset by a decrease of $5,867 in asset management revenue.

Net Trading

Net trading revenue increased by $26,644, or 60%, to $70,809 for the year ended December 31, 2010 from
$44,165 for the year ended December 31, 2009.

The increase in net trading revenue for the year ended December 31, 2010 was primarily the result of (i) the
continued build-out of the Capital Markets segment which included the significant expansion of our European
Capital Markets team and the addition of an equity derivatives group; and (ii) improved results as we continued
to transition to a strategy of using risk capital, including the impact of the increased value in leveraged credit
products on our trading investments, realized and unrealized.

Our net trading revenue includes unrealized gains on our trading investments, as of the applicable
measurement date, which may never be realized due to changes in market or other conditions not in our control
that may adversely affect the ultimate value realized from our trading investments. In addition, our net trading
revenue also includes realized gains on certain proprietary trading positions that were sold during 2010. Our
ability to derive trading gains from trading positions is subject to market conditions. Due to volatility and
uncertainty in the capital markets, the net trading revenue recognized during the year ended December 31, 2010
may not be indicative of future results. Furthermore, some of the assets included in the Investments — trading
line of our consolidated balance sheets represent Level 3 valuations within the FASB fair value hierarchy. Level
3 assets are carried at fair value based on estimates derived using internal valuation models and other estimates.
See notes 9 and 10 to our consolidated financial statements included in this Annual Report on Form 10-K. The
fair value estimates made by the Company may not be indicative of the final sale price at which these assets may
be sold.

Asset Management
Assets Under Management

AUM refers to our assets under management and equals the sum of: (1) the gross assets included in
collateralized debt obligations that we have sponsored and manage; plus (2) the gross assets accumulated and
temporarily financed in warehouse facilities during the accumulation phase of the securitization process, which
gross assets are intended to be included in collateralized debt obligations; plus (3) the NAV of the permanent
capital vehicles and investment funds we manage; plus (4) the NAV of other managed accounts.

AUM drives our asset management fee revenue. In addition, much of our work force receives a significant
portion of their compensation through performance bonuses which are related to our revenues. Therefore, AUM
will impact compensation expense in addition to revenue.

Our calculation of AUM may differ from the calculations used by other asset managers and, as a result, this
measure may not be comparable to similar measures presented by other asset managers. Our AUM measure
includes, for instance, certain AUM for which we charge either no fees or nominal fees are generally related to
assets in the accumulation phase. This definition of AUM is not necessarily identical to a definition of AUM that
may be used in our management agreements.
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ASSETS UNDER MANAGEMENT
(dollars in thousands)

As of December 31,
2010 2009 2008

Company sponsored collateralized debt obligations (1) ........... $ 9,730,374 $15,569,780 $23,486,862
Other managed assets (2) ... ..ouinintn i — — 177,447
Permanent capital vehicles ......... ... ... . i, 171,028 161,984 324764
Investment funds . ... ... it 129,027 243,894 301,675
Managed accounts (3) .. .. ... 288,608 230,285 —
Assets under management (end of period) (4) .................. $10,319,037 $16,205,943 $24,290,748
Average assets under management — company sponsored

collateralized debt obligations . ............................ $12,199,716 $17,524,608 $30,005,018

(1) AUM for company sponsored collateralized debt obligations does not include the assets of the Alesco X —
XVII securitizations as of December 31, 2010. The assets of the Alesco X-XVII securitizations are included
in the amounts for 2009 and 2008. See discussion of collateralized debt obligations below.

(2) Includes assets in the accumulation phase as well as other assets managed for third parties or affiliates.

(3) Represents client funds managed pursuant to separate account arrangements.

(4) AUM for company sponsored collateralized debt obligations, other managed assets, permanent capital
vehicles, investment funds and other managed accounts represents total AUM at the period indicated.

Asset management fees decreased by $5,867, or 19%, to $25,281 for the year ended December 31, 2010
from $31,148 for the year ended December 31, 2009.

ASSET MANAGEMENT
(dollars in thousands)

December 31, December 31,

2010 2009 Change
Collateralized debt obligations and related service agreements . . . . . . $19,850 $26,319  $(6,469)
Investment funds . ........ ... . ... 2,592 3,466 (874)
O her .ot 2,839 1,363 1,476
Total . $25,281 $31,148 $(5,867)

Collateralized Debt Obligations

Asset management revenue from company sponsored collateralized debt obligations decreased $6,469 to
$19,850 for the year ended December 31, 2010 from $26,319 for the year ended December 31, 2009.

FEES EARNED BY ASSET CLASS
(dollars in thousands)

December 31, December 31,
2010 2009 Change
TruPS and insurance company debt —U.S. ........... ... $12.267 $12,538 $ (27D
High grade and mezzanine ABS ....................... 2,774 4,574 (1,800)
Middle market loans — U.S. ............. R, —_ 986 (986)
TruPS and insurance company debt — Europe ............ 3,084 : 5,960 (2,876)
Broadly syndicated loans — Europe ........... ... ... ... 1,725 - 1.839 (114)
Obligations of tax exemptentities .. .................... — 422 (422)
Total ... $19.850 $26,319 $(6,469)




Asset management fees for TruPS and insurance company debt of United States companies decreased
primarily because the average AUM in this asset class declined as a result of greater levels of deferrals and
defaults of the underlying assets. On July 29, 2010, we entered into a Master Transaction Agreement pursuant to
which we sold to a third party collateral management rights and responsibilities arising after the sale relating to
the Alesco X through XVII securitizations We received $4,831, net of expenses and purchase price adjustments,
at the close of the Alesco X through XVII transaction. In connection with the Master Transaction Agreement, we
entered into a three-year Services Agreement under which we will provide certain services to the third party
purchaser. $4,664 of the cash received up front was recognized as deferred revenue and will be amortized into
revenue over the life of the Services Agreement. In addition, the Master Transaction Agreement calls for
additional payments to be made to us on a quarterly basis through February 23, 2017 if the management fees
earned by the third party exceed certain thresholds.

It should be noted that the assets of the Alesco X — XVII securitizations are not included in our AUM
disclosed in the table above as we are no longer the manager. However, we continue to generate revenue through
the services agreement related to these securitizations.

During the year ended December 31, 2010, we recognized $5,973 in revenue for the Alesco X through XVII
securitizations which is included in the TruPS and insurance company debt — U.S. in the table above. Of this
amount, $313 represents incentive payments received from the third party under the Master Transaction
Agreement. We have the potential to earn an additional $6,861 in incentive payments (through February of 2017)
if all performance hurdles are met. Not including any potential incentive fees, we expect to recognize an
additional $13,430 in revenue from the Services Agreement over its remaining term (ending February of 2013).

See note 5 to our consolidated financial statements included in this Annual Report on Form 10-K.

Substantially all of our TruPS trusts have stopped paying subordinated fees. However, we will begin
accruing the subordinated asset management fees again if payments resume and, in our estimate, continued
payment by the trusts is reasonably assured. See “— Critical Accounting Policies and Estimates — Revenue
Recognition — Asset management” beginning on page 91.

~ Asset management fees for high grade and mezzanine ABS declined primarily because the average AUM in
this asset class declined due to defaults of the underlying assets and liquidations of certain collateralized debt
obligations.

Asset management fees for middle market loans of United States companies decreased to $0 because we
sold three CLLO management contracts comprising substantially all of our Emporia business line to an unrelated
third party in February 2009. See note 5 to our consolidated financial statements included in this Annual Report
on Form 10-K and “— Non-Operating Income and Expense — Gain on Sale of Management Contracts”
beginning on page 68.

Asset management fees for TruPS and insurance company debt of European companies decreased primarily
because we stopped accruing for subordinated fees for certain collateralized debt obligations due to the
non-payment of such fees during 2009 and due to the decline in the average AUM in this asset class due to
greater levels of deferrals and defaults of the underlying assets as well as a result of exchange rate fluctuations

Asset management fees for broadly syndicated loans — Europe decreased because there was a decrease in
average AUM for the year ended December 31, 2010 as compared to the year ended December 31, 2009 for
which we earned asset management fees. These contracts are usually paid in currency other than the US dollar.
The impact of currency fluctuations is recorded as a component of principal transactions and other income.

s
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Asset management fees for obligations of tax exempt entities decreased to zero during the year ended’
December 31, 2010 as compared to the same period in 2009 because in March 2009, we assigned the
management agreement for the Non-Profit Preferred Funding I securitization (“NPPF I”) to an unrelated third
party. Effective April 22, 2009, when necessary third party approvals were received, the unaffiliated third party
began to serve as the collateral manager for NPPF 1. Fifty five percent of any management fees the unrelated
third party receives from NPPF I are paid to the Company. We recognize this sub advisory fee as other income,
which is a component of principal transactions and other income in the consolidated statements of operations.
See note 6 to our consolidated financial statements included in this Annual Report on Form 10-K.

Investment Funds

Our asset management revenue from inyestment funds is comprised of fees from the management of
Brigadier and Deep Value.

December 31, December 31,

2010 2009 Change
Brigadier ......... ... . i $ 54 $1,337 $(1,283)
DeepValue .......... ... i, 2,538 2,129 409
Total . ..o $2,592 $3,466 $ (874)

The decrease in Brigadier revenue was due to a decrease in base and incentive management fee revenue of
$1,283. Brigadier experienced extensive redemptions during 2009. Effective beginning in the second quarter of
2010, the Brigadier fund ceased permitting redemptions pending its final liquidation which was completed during
the fourth quarter of 2010. We ceased charging Brigadier management fees effective April 30, 2010.

The increase in Deep Value revenue was primarily because there was an increase in the average NAV
during 2010 as compared to 2009. During the third quarter of 2010, the first Deep Value Fund substantially
completed its liquidation process and therefore less management fees generated by Deep Value will be earned by
us in the future. The first Deep Value Fund expects to distribute its remaining investments during the first quarter
of 2011, Of the Deep Value asset management revenues shown in the table above, $1,245 was earned from the
first Deep Value Fund. We will not earn any additional management fees from the first Deep Value Fund in 2011
and beyond. In addition, during the first quarter of 2009, we consolidated the onshore fund of Deep Value and
the related management fees that were earned were eliminated in consolidation and were effectively recognized
as a component of noncontrolling interest in the consolidated statements of operations. We deconsolidated the
onshore fund subsequent to the first quarter of 2009.

Other

Our other asset management revenue consists of revenue earned from the management of permanent capital
vehicles and managed accounts. The net increase of $1,476 was primarily comprised of an increase in managed
accounts fees of $1,596, partially offset by a decrease of $120 due to the assignment of the MFCA management
contract to a third party in the first quarter of 2009. Of the $1,596 increase in managed account fees, $1,213 came
from a single managed account arrangement.

The increase in fees from managed accounts is due to the fact that the managed account arrangements were
entered into subsequent to the second quarter of 2009.

In conjunction with the assignment of the MFCA management contract, we will receive a participation fee
beginning on March 18, 2012 and for the ten-year period thereatter equal to 10% of the revenue earned in excess
of $1,000 annually by the unrelated third party for managing MFCA. See note 6 to our consolidated financial
statements included in this Annual Report on Form 10-K.
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New Issue and Advisory Revenue

New issue and advisory revenue increased by $1,962, or 108%, to $3,778 for the year ended December 31,
2010 as compared to $1,816 for the same period in 2009. The increase is primarily attributable to an increased
number of new issue and advisory engagements that closed during 2010 as compared to 2009, including the
arrangement of the issuance of newly created debt, equity, and hybrid financial instruments.

Principal Transactions and Other Income

Principal transactions and other income increased by $18,727 or 269% to $25,684 for the year ended
December 31, 2010, as compared to $6,957 for the year ended December 31, 2009.

Principal Transactions & Other Income
(dollars in thousands)

December 31, December 31,

2010 2009 Change
Change in fair value of other investments, at fair value . . ... $24,813 $5,610 $19,203
FOreign currency . .......ooviiinin i (152) (737) 585
Dividend, interest, and otherincome ................... 1,023 2,084 (1,061)
Total . ... $25,684 $6,957 $18,727

The increase in the change in fair value of other investments of $19,203 was comprised of the following:

December 31, December 31,

2010 2009 Change
AFN ., $ — $ 106 $ (106)
EuroDekania ............ ... ... .. ... .. ..... 525 (1,025) 1,550
Star Asia ......... .., 18,126 3,423 14,703
RAIT ... 387 (658) 1,045
Brigadier ...... ... ... ... . L 64 89 (25)
MFCA ., 100 1,052 (952)
DeepValue ........... ... ................ 4,481 6,268 (1,787)
DuartFund ............ ... ... .. ... ........ (223) — (223)
Other ... ..o 1,353 (3,645) 4,998
Total ... . $24,813 $ 5,610 $19,203

Effective with the Merger on December 16, 2009, our investment in AFN was reclassified as treasury stock
and will not be adjusted going forward. RAIT is a publicly traded company, so changes in the value of our
investment match changes in the public share price. In addition, we sold our investment in RAIT during the first
quarter of 2010. Our investments in EuroDekania, Star Asia, Brigadier, MFCA, Deep Value, and the Duart Fund
generally increase and decrease in value based on the NAV of the underlying funds. During the fourth quarter of
2010, the Brigadier fund completed its liquidation. As of September 30, 2010, Deep Value liquidated
substantially all of its investments and expects to distribute its remaining investments during the first quarter of
2011. Effective December 31, 2010, we submitted a redemption notice to the Duart Fund to redeem 100% of our
capital. We expect to receive our redemption,by March 31, 2011.

During 2010, the Company made several purchases of Star Asia shares (either from third parties or from
Star Asia itself via a rights offering). These purchases were made for amounts less than the underlying NAV of

Star Asia. Accordingly, a portion of the gain recognized above for Star Asia is from these purchases at below

64



NAYV and a portion is from the changes in the underlying NAV of Star Asia. For the year ended December 31,
2010, the change in fair value of our investment in Star Asia was comprised of $17,514 from our investment
purchases of shares at a discount to NAV, and $612 from changes in the underlying NAV of Star Asia.

The change in other investments was comprised of a decrease of $33 related to certain residential loans
acquired as part of the Merger, a decrease of $2,320 related to increased net realized and unrealized losses on
Japanese Yen-based forward contracts put in place to partially hedge fluctuations in the investment value of Star
Asia, and an increase of $6,992 related to a certain investments in securitizations which were sold during 2010.
The remaining $359 of the net increase relates primarily to improved results from investments held in both
periods.

We receive payments under certain asset management contracts in Euros or U.K. Pounds Sterling; however,
our functional currency is the U.S. Dollar. The foreign currency fluctuations are due to changes in the exchange
rates between Euros, U.K. Pounds Sterling and U.S. Dollars in the related periods. We have not hedged our
foreign currency exposure related to management fees paid in Euros or U.K Pounds Sterling to date.

Operating Expenses

Operating expenses increased $21,613, or 23%, to $116,810 for the year ended December 31, 2010 from
$95,197 for the year ended December 31, 2009. The change was due to increases of $6,927 in compensation and
benefits, $9,265 in professional services, subscriptions, and other operating expenses, $1 in business
development, occupancy, equipment, and a $5,607 impairment charge to goodwill, partially offset by a decrease
of $187 in depreciation and amortization.

Compensation and Benefits

Compensation and benefits increased $6,927, or 10%, to $77,446 for the year ended December 31, 2010
from $70,519 for the year ended December 31, 2009.

COMPENSATION AND BENEFITS
(dollars in thousands)

December 31, December 31,

2010 2009 Change
Cash compensation and benefits .............. $74941 $51,589 $ 23,352
RetentionBonus .......................... — 12,374 (12,374)
Equity-based compensation . ................. 2,505 6,556 (4,051)
$77,446 $70,519 $ 6,927

Cash compensation and benefits in the table above is primarily comprised of salary, incentive compensation
and benefits. The increase in cash compensation and benefits is primarily a result of the increase in incentive
compensation which is tied to revenue and operating profitability. The increase was partially offset by a decrease
of $408 which was recorded in the second half of 2010 as a result of an agreement reached with the FINRA staff
to pay restitution related to certain allegations stemming from a recent FINRA exam. The $408 represents the
recapture by us of the incentive compensation previously paid to employees. See note 27 to our consolidated
financial statements included this Annual Report on Form 10-K. See also “Part I — Item 3 Legal Proceedings™ in
this Annual Report on Form 10-K. In addition, our total headcount was 133 as of December 31. 2010 as
compared to 142 at December 31, 2009. )
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In January 2009, we implemented the 2009 Senior Managers’ Cash Bonus Retention Plan (the “Retention
Plan”). Pursuant to the Retention Plan, we entered into retention arrangements with certain of our employees to
ensure their continued service through the completion of the Merger with AFN. We paid an amount to each
employee that by the terms of the retention arrangement vested over the period from January 1, 2009 to the
earlier of the effectiveness of the AFN Merger or September 30, 2009. The total amount paid under these
retention agreements was $12,374 and was expensed over the contractual nine month vesting period. If an
employee who received a payment under this plan voluntarily resigned or was terminated for cause prior to
September 30, 2009, thé employee was obligated to repay any unvested amount to us.

Compensation and benefits includes equity-based compensation which decreased $4,051, or 62%, to $2,505
for the year ended December 31, 2010 from $6,556 for the year ended December 31, 2009.

For the year ended December 31,,2009, compensation and benefits includes equity-based compensation of
$2,044 related to the amortization of membership units or long term incentive profit (“LTIP”) units of the
Operating LLC (“Restricted Units™), consisting of units awarded to our executives for which vesting was
accelerated upon the closing of the Merger and Restricted Units were automatically converted to Cohen Brothers
membership units and then converted into our Common Stock, $975 related to the amortization of Restricted
Units granted under the Cohen Brothers, LLC 2009 Equity Award Plan (the “2009 Equity Award Plan”) (see “—
Liquidity and Capital Resources — Capitalization” beginning on page 83), and $3,513 related to the
amortization of Options awarded to our employees which were automatically cancelled upon the consummation
of the Merger. In addition, we recognized equity-based compensation of $24 for the period from December 17,
2009 to December 31, 2009 for the restricted shares we assumed from AFN pursuant to the AFN 2006 Equity
Incentive Plan. For the year ended December 31, 2010, compensation and benefits includes equity-based
compensation of $1,144 related to the amortization of Restricted Units granted under the Cohen Brothers, LLC
2009 Equity Award Plan, and $1,361 related to restricted shares of our Common Stock. See note 20 to our
consolidated financial statements included in this Annual Report on Form 10-K.

Business Development, Occupancy and Equipment

Business development, occupancy, and equipment was $5,470 for the year ended December 31, 2010 as
compared to $5,469 for the year ended December 31, 2009. Travel and entertainment decreased by $209 from the
year ended December 31, 2009. The decrease was substantially offset by the increase in rent expense of $97 and
other occupancy and equipment expenses of $113 from the year ended December 31, 2009 due to opening new
oftices during 2010.

Professional Services, Subscriptions, and Other Operating Expenses

Professional services, subscriptions, and other operating expenses increased $9,265, or 56%, to $25,931 for
the year ended December 31, 2010 from $16,666 for the year ended December 31, 2009. The increase included
an increase of $2,208 in legal and professional fees, an increase of $2,355 in solicitation, clearing and execution
costs, an increase of $995 in insurance premiums, an increase of $1,430 in subscription costs, an increase of $425
in consulting fees, and an increase of $2,308 in other costs, partially offset by a decrease of $456 in recruiting
expense. Of the $2,355 increase in solicitation, clearing, and execution costs, $833 related to the write-off of
deferred solicitation costs incurred to raise capital for the first Deep Value Fund. The previously paid costs were
being amortized over the expected life of the investment fund. The Deep Value Fund substantially completed its
liquidation as of September 30, 2010. All of the unamortized solicitation costs related (o the first Deep Value
fund were expensed during 2010. Of the $2.308 in other costs, $1,070 of expense was recorded in the second half
of 2010 as a result of an agreement reached with the FINRA staff to pay restitution related to certain allegations
stemming from a recent FINRA exam. See note 27 to our consolidated financial statements included in this
Annual Report on Form 10-K. See also “Part ] — Ttem 1 — Legal Proceedings™ in this Annual Report on
Form 10-K.

66



Depreciation and Amortization

Depreciation and amortization decreased $187, or 7%, to $2,356 for the year ended December 31, 2010
from $2,543 for the year ended December 31, 2009. $178 of the decline resulted from fully amortizing the
remaining intangible asset related to the 10% of Strategos we previously did not own in July 2007 from a
noncontrolling interest partner in the first nine months of 2010.

Impairment of Goodwill

During the year ended December 31, 2010, we recognized an impairment charge of $5,607. The impairment
charge is a result of an annual impairment test, which is completed in the third quarter of each year as it relates to
Strategos goodwill. For its annual impairment test of Strategos, the Company first estimates the current fair value
of the Strategos reporting unit. This fair value is compared to the book value of the goodwill and, if the fair value
is less, then the goodwill is deemed impaired. The Company determines the fair value of the Strategos reporting
unit using a discounted cash flow analysis. The future cash flows of Strategos were unfavorably impacted by the
successful wind down of the first Deep Value Fund. During the third quarter of 2010, the Company determined
that an impairment charge should be recorded related to the goodwill allocated to Strategos. During the year
ended December 31, 2010, the Company recognized an impairment charge of $5,607. The charge is included in
the consolidated statements of operations as impairment of goodwill and is reflected as a component of operating
expenses. See note 13 to our consolidated financial statements included in this Annual Report on Form 10-K.

Non-Operating Income and Expense
Interest Expense

Interest expense increased $2,712, or 55%, to $7,686 for the year ended December 31, 2010 from $4,974 for
the year ended December 31, 2009. This increase of $2,712 was comprised of (a) a decrease of $2,081 of interest
incurred on our bank debt; (b) an increase of $1,768 of interest incurred on convertible senior notes assumed
from AFN upon completion of the Merger; (c) an increase of $3,318 of interest incurred on junior subordinated
notes assumed from AFN upon completion of the Merger; and (d) a decrease of $299 of interest incurred on
subordinated notes payable. Fiscal year 2009 also included non-operating income of $6 related to an interest rate
swap we terminated on June 1, 2009 when we entered into a credit facility with TD Bank (“2009 Credit
Facility”). The decrease in interest expense of $2,081 on bank debt was primarily due to the fact that we reduced
the amount outstanding under the line of credit to $0 from February 2010 to July 28, 2010. The decrease in
interest expense of $299 on subordinated notes payable was due to the fact that CCS repurchased a total of
$8,081 principal amount of subordinated notes payable during the third quarter of 2010.

On July 29, 2010, our subsidiary, Dekania Investors, LLC entered into the 2010 Credit Facility and made a
draw of $9,300. As a consequence, we wrote off $675 of unamortized deferred financing costs to interest expense
related to the 2009 Credit Facility. For additional information see “— Liquidity and Capital Resources — Debt
Financing” beginning on page 85 and note 18 to our consolidated financial statements included in this Annual
Report on Form 10-K.

Gain on Repurchase of Debt

Gain on repurchase of debt was $2,555 for the year ended December 31, 2010. During 2010, we
repurchased $6,644 notional amount of contingent convertible senior notes from unrelated third parties for
$5,596. This debt had a book value of $6,519. We recognized a gain from repurchase of this debt of $923, which
was included as a separate component of non-operating income / (expense) in our consolidated statements of
operations. In August 2010, one of our broker-dealer subsidiaries, CCS, completed its cash offer to purchase all
of the outstanding subordinated notes payable that were tendered. CCS repurchased $8,081 principal amount of
the subordinated notes payable (representing 85% of the outstanding subordinated notes payable) for $6,762,
including accrued interest. We recorded a gain from repurchase of debt of $1.632 which was included as a
separate component of non-operating income / (expense) in our consolidated statements of operations.
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For additional information, see note 18 to our consolidated financial statements included in this Annual
Report on Form 10-K.

We did not repurchase any debt in fiscal year 2009.

Gain on Sale of Management Contracts

The gain on the sale of management contracts decreased $6,775, or 87%, to $971 for the year ended
December 31, 2010 from $7,746 for the year ended December 31, 2009. On February 27, 2009, we sold three
CLO management contracts comprising substantially all of our middle market loans-U.S. (Emporia) business line
to an unrelated third party. We received net proceeds from this sale, after payment of certain expenses, of $7,258.
In addition, we were entitled to certain contingent payments based on the amount of subordinated management
fees received by the unrelated third party under the sold CLO management contracts in an amount not to exceed
an additional $1,500. We recorded a net gain on sale of management contracts of $7,746 for the year ended
December 31, 2009 , which included (i) net proceeds from sale of $7,258; and (ii) $529 in proceeds from
contingent payments received after the sale net of (iii) $41 of expenses incurred subsequent to the sale. In 2010,
we received $971 of contingent payments and recorded additional gain. During 2010, we reached the maximum
limit of additional fees we could receive under these contracts. Therefore, we will no longer record any
additional gain on these contracts in future periods. See note 5 to our consolidated financial statements included
in this Annual Report on Form 10-K. The up-front cash received on the sale of the Alesco X — XVII management
contracts was deferred and will be recognized as a component of asset management revenue over time. See
discussion of asset management revenue above.

Income/(Loss) from Equity Method Affiliates

Income from equity method affiliates increased $9,339 to income of $5,884 for the year ended
December 31, 2010 from a loss of $3,455 for the year ended December 31, 2009. Income or loss from equity
method affiliates represents our share of the related entities” earnings. As of December 31, 2009, we had three
equity method investees: (1) Star Asia Manager, (2) Deep Value GP and (3) Deep Value GP II. During the year
ended December 31, 2009, we wrote off our equity method investment in Dekania Corp. for a total charge of
$4,339, since it was liquidated in February 2009. As of December 31, 2010, we had five equity method investees:
(1) Star Asia Manager; (2) Deep Value GP; (3) Deep Value GP IT; (4) Star Asia SPV; and (5) Duart Capital. See
note 3-F to our consolidated financial statements included in this Annual Report on Form 10-K.

In September 2010, Strategos substantially completed the liquidation of the first Deep Value Fund. In
conjunction with this liquidation and distribution of funds to investors, the Deep Value GP recognized its
incentive fee earned in the amount of $12,308. We own 50% of the Deep Value GP. Therefore, our share of this
incentive fee was $6,154 and was included as a component of income from equity method affiliates during the
year ended December 31, 2010.

Income Tax (Benefit) / Expense

Although for tax purposes AFN is deemed to have acquired Cohen Brothers on the effective date of the
Merger, for GAAP purposes, Cohen Brothers is deemed to have acquired AFN on the effective date of the
Merger. Therefore, our consolidated financial statements treat IFMI as a pass-through entity (not subject to
federal tax) for all periods prior to the effective date of the Merger.

Prior to the Merger, we, and subsequent to the Merger, our majority owned subsidiary, the Operating LLC, are
treated as a pass-through entity for U.S. federal income tax purposes and in most of the states in which we do
business. It is, however, subject to income tax¢s in the United Kingdom, France, New York City, Philadelphia and
the State of Illinois, in addition to being subject to federal and other state taxes. Beginning on April 1, 2006, we
qualified for Keystone Opportunity Zone (“KOZ™) benefits, which exempt the Operating LLC and its members
from Philadelphia and Pennsylvania state income and capital stock franchise tax liabilities. We will be entitled to
KOZ benefits through the end of the lease term for our Philadelphia headquarters, which is April 30, 2016.

68



Income tax expense decreased by $758 to an income tax benefit of $749 for the year ended December 31,
2010 from income tax expense of $9 for the year ended December 31, 2009. The tax benefit realized by us during
the year ended December 31, 2010 was a result $78 of current tax expense (representing taxes incurred for state
and foreign jurisdictions) offset by a deferred tax benefit of $827. The deferred tax benefit is comprised of the
impact of the following items: (i) a reduction in the U.S. state effective tax rate, (ii) adjustments to federal
valuation allowance for changes in expected reversal patterns of the debt discount and (iii) a U.S. federal and
State net operating loss that arose in 2010 and has a twenty year carry forward period for U.S. federal, and many
state jurisdictions and thus is available to reduce taxable temporary differences related to the discounted debt
reversing through the year 2030. The tax expense during 2009 was the result of local and foreign taxes paid. See
note 21 to our consolidated financial statements included in this Annual Report on Form 10-K.

Net Income / (Loss) Attributable to the Noncontrolling Interest

Net income / (loss) attributable to the noncontrolling interest for the year ended December 31, 2010 and for
the period from December 17, 2009 to December 31, 2009 was comprised of the 33.8% noncontrolling interest
related to member interests in the Operating LLC other than the interests held by us for the relevant periods. For
fiscal year 2009, net income / (Joss) attributable to the noncontrolling interest was also comprised of the 45% of
the noncontrolling interest attributable to the onshore feeder fund of Deep Value which we consolidated as of
December 31, 2008 and through to the first quarter of 2009 since we owned a majority of the limited partner
interests since its first closing in April 2008 through the end of the first quarter of 2009. During the second
quarter of 2009, our ownership percentage in the onshore feeder fund declined to 30%. Accordingly, in the
second quarter of 2009, we deconsolidated the onshore feeder fund. No gain or loss was recognized related to the
deconsolidation as the amounts transferred were already based on fair value.
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Year Ended December 31, 2009 compared to the Year Ended December 31, 2008

The following table sets forth information regarding our consolidated results of operations for the year
ended December 31, 2009 and 2008.

INSTITUTIONAL FINANCIAL MARKETS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in Thousands)

(Unaudited)
Year ended December 31, Favorable/(Unfavorable)
2009 2008 $ Change % Change
Revenues B
Nettrading ...... ... ... . $ 44,165 $18,234 $ 25,931 142%
Assetmanagement .. ........... ... 31,148 63,844 (32,696) D%
Newissueandadvisory ............................ 1,816 7,249 (5,433) (715)%
Principal transactions and otherincome ............... 6,957 (6,038) 12,995 215%
Total revenues .. ... e 84,086 83,289 797 1%
Operating expenses
Compensation and benefits ......................... 70,519 53,115 (17,404) (33)%
Business development, occupancy, equipment .......... 5,469 6,935 1,466 21%
Professional services, subscriptions, and other operating . . 16,666 14,393 (2,273) (16)%
Depreciation and amortization . ...................... 2,543 4,023 1,480 37%
Impairment of intangible asset . . ..................... — 2,078 2,078 100%
Total operating expenses . ...................... 95,197 80,544 (14,653) (18)%
Operating income / (10ss) .. ..................... (11,111 2,745 (13,856) (505)%
Non operating income / (expense)
Interest eXpense .. ........... i 4,974) (9,143) 4,169 46%
Gain on sale of management contracts ................ 7,746 — 7,746 NM
Income/(loss) from equity method affiliates . ........... (3,455) 262 3,717) (1.419%
Loss before incometaxes .. ..................... (11,794) (6,136) (5,658) (92)%
Income tax expense ............... .. ... ... ..., 9 2,049 2,040 100%
Netloss ... (11.803) (8,185) (3,618) 44)%
Less: Net loss attributable to the noncontrolling interest . . (98) (1,259) 1,161 92%
Net loss attributable to IFMI .. .................. $(11,705) $(6,926) 3 4,779 (69)%

Revenues

Revenues remained relatively flat with $84,086 for the year ended December 31, 2009 and $83,289 for the
year ended December 31, 2008. As discussed in more detail below, the change was comprised of increases of
$25,931 in net trading revenue and $12,995 in principal transactions and other income, partially offset by
decreases of $32,696 in asset management revenue and $5,433 in new issue and advisory revenue.

Net Trading

Net trading revenue increased $25,931 to $44,165 for the year ended December 31, 2009 from $18,234 for
the year ended December 31, 2008.

$
2009 2008 Change
Net trading by category: ,
Riskless . ... $41,898  $22886  $19,012
Risk ... 1,559 (5,792) 7.351
Other .. ... 708 1,140 (432)

$44,165 $18234  $25931
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The increase was primarily related to the increase in gains realized from riskless trading activity. The’
increase in riskless trading activity is primarily attributable to increased trading volume and the expansion of our
Capital Markets business including the hiring of additional traders and sales people. In addition, we recognized
net trading gains on risk transactions in 2009 as compared to the net trading losses on risk transactions in 2008
related to our risk trading inventory.

As of December 31, 2009, we had a total of 58 traders and sales people in our Capital Markets group as
compared to 26 as of December 31, 2008.

Asset Management

Asset management fees decreased by $32,696, or 51%, to $31,148 for the year ended December 31, 2009
from $63,844 for the year ended December 31, 2008, as discussed in more detail below. The following table
provides a more detailed comparison of the two periods:

ASSET MANAGEMENT
(dollars in thousands)

December 31, December 31,

2009 2008 Change
Collateralized debt obligations ............... $26,319 $47,712 $(21,393)
Investmentfunds .......................... 3,466 10,201 (6,735)
Other ... ... 1,363 5,931 (4,568)
Total ..o $31,148 $63,844 $(32,696)

Collateralized Debt Obligations

Asset management revenue from company sponsored collateralized debt obligations decreased $21,393 to
$26,319 for the year ended December 31, 2009 from $47,712 for the year ended December 31, 2008. The
following table summarizes the periods presented by asset class:

COLLATERALIZED DEBT OBLIGATION ASSET MANAGEMENT FEES EARNED BY ASSET CLASS
(dollars in thousands)

December 31, December 31,

T 2009 2008 Change
Trust preferred securities and insurance company debt — U.S. .... $12,538 $17.021 $ (4,483)
High grade and mezzanine ABS . ....... ... .. ... . ... ... ... 4,574 13,447 (8.873)
Middle market loans — U.S. ... ... ... ... 986 7,130 (6,144)

Trust preferred securities and insurance company debt — .
Burope ... .. 5,960 6.066 (106)
Broadly syndicated loans — Europe ... ........ ... .. ... ... 1,839 1,945 (106)
Obligations of tax exemptentities .. ......................... 422 2,103 (1,681)
Total ... $26,319 $47.712  $(21,393)

Asset management fees for TruPS and insurance company debt of U.S. companies decreased primarily
because we stopped accruing for subordinated fees for all but one collateralized debt obligation due to the
non-payment of such fees on the applicable quarterly payment dates during fiscal year 2008 and fiscal year 2009
periods. Substantially all our TruPS trusts had stopped paying subordinated management fees. The decline in this
asset class is also attributable to the decrease in average AUM due to greater levels of deferrals and defaults of
the underlying assets. '
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Asset management fees for high grade and mezzanine ABS declined primarily because the average AUM in
this asset class declined due to defaults of the underlying assets and liquidations of certain collateralized debt
obligations.

Asset management fees for middle market loans of U.S. companies decreased primarily because we sold
three CLO management contracts comprising substantially all of our Emporia business line to an unrelated third
party. In addition, during the period owned, we stopped accruing for subordinated fees for certain of the CLO
contracts due to non-payment of such fees.

Asset management fees for TruPS and insurance company debt of European companies decreased primarily
because the average AUM in this asset class declined due to the greater level of deferrals and defaults of the
underlying assets and we stopped accruing for subordinated fees for certain collateralized debt obligations due to
the non-payment of such fees during the year ended December 31, 20009.

Asset management fees for broadly syndicated loans — Europe decreased because there was a decrease in
average assets-under management for which we earned asset management fees for the year ended December 31,
2009 as compared to the year ended December 31, 2008.

Asset management fees for obligations of tax exempt entities decreased during the year ended December 31
2009 as compared to the same period in 2008 because in March 2009, we entered into a sub-advisory agreement
with an unrelated third party, related to the STEP management contract. From March 18, 2009 through April 21,
2009, we continued to receive collateral management fees from this securitization and served as its manager.
Effective April 22, 2009, the STEP management contract was formally assigned to the unrelated third party who
then became the collateral manager. Per our agreement, the new collateral manager pays us a fee equal to 55% of
any management fees the unrelated third party receives from this securitization. As of April 22, 2009 and
thereafter, we recognize this sub advisory fee as other income which is a component of principal transactions and
other income in the consolidated statements of operations.

>

Investment Funds

Our asset management revenue from investment funds was comprised of fees from the management of
Brigadier and Deep Value.

December 31, December 31,

2009 2008 Change
Brigadier ........ .. .. ... ... .. .. .. ... $1,337 $ 9,597 $(8,260)
DeepValue ............ ... ... ... ........ 2,129 604 1,525
Total ... $3,466 $10,201 $(6,735)

The decrease in Brigadier revenue was due to a decrease in base management fee revenue of $2,330 and a
decrease in incentive management fee revenue of $5,930. Brigadier experienced extensive redemptions during
tiscal year 2009. As of December 31, 2009, Brigadier had a NAV of $12.5 million of which $4.1 million
represenied our interest in the fund. As of December 31, 2008, these amounts were $102.1 million and-$14.0
million, respectively. The decline in the NAV of $89.6 million was due to investor redemptions of $86.6 million
and net investment losses of $3 million.

The increase in Deep Value revenue was primarily because Deep Value consummated its first closing in
April 2008 and had more AUM for more months during the 2009 period.
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Other

Our other asset management revenue consisted of revenue earned from the management of permanent
capital vehicles and other are primarily comprised of fees from AFN prior to its merger with Cohen Brothers in
December 2009, EuroDekania, and MFCA prior to its transfer to an unrelated third party in March 2009, as well
as whole loan monitoring and other fees. The net decrease of $4,568 was comprised of a decrease of $2,661 from
AFN, a decrease of $685 from EuroDekania, a decrease of $1,157 from MFCA, and a decrease of $65 in whole
loan monitoring and other fees.

We served as external manager of AFN during 2008 and from January 1, 2009 through to December 16,
2009. Our base management fee for AFN was offset by AFN’s share of asset management fees that were paid to
us by the sponsored collateralized debt obligations in which AFN had invested. During the period from
January 1, 2009 through to December 16, 2009, we recognized a net base management fee of $0 because the base
management fees earned for managing AFN were completely offset by AFN’s share of the base management fee
paid to us by company-sponsored collateralized debt obligations in which AFN invested. Upon the
consummation of the Merger with AFN, the revenue and expense related to our management agreement was
eliminated for GAAP purposes.

We served as external manager of EuroDekania during both 2008 and 2009. Similar to AFN, our
management fee for EuroDekania is offset by EuroDekania’s share of asset management fees that were paid to us
by the sponsored collateralized debt obligations in which EuroDekania has invested. Overall management fees
for EuroDekania decreased for the year ended December 31, 2009 as compared to the year ended December 31,
2008 primarily because of the increases in the management fee offset resulting from EuroDekania’s increased
investment in our sponsored collateralized debt obligations.

We served as external manager of MFCA during 2008 and from January 1, 2009 through March 18, 2009.
Overall management fees for MFCA decreased for the year ended December 31, 2009 as compared to the year
ended December 31, 2008 because the average NAV decreased during the three months ended March 31, 2009 as
compared to the three months ended March 31, 2008 and we were no longer receiving management fees after
March 18, 2009. On March 18, 2009, the board of directors of MFCA approved the assignment of the MFCA
management contract between us and MFCA to an unrelated third party. We did not receive cash proceeds for
this assignment nor did we receive a termination fee from MFCA related to the termination of the management
contract. However, in conjunction with the assignment, the Company terminated the employees of its not for
profit asset management group that were servicing this contract and the transferee hired the majority of those
employees. We will receive a participation fee beginning on March 18, 2012 and for the ten year period
thereafter equal to 10% of the revenue earned in excess of $1,000 annually by the unrelated third party for
managing MFCA.

For the year ended December 31, 2008, whole loan monitoring and other fees was primarily comprised of
asset management fees from whole loan monitoring services provided to RAIT. RAIT had a portfolio of whole
loans and contracted with us to provide oversight and monitoring services in 2008. We stopped providing whole
loan monitoring services to RAIT after June 30, 2008 because RAIT did not renew the contract and began
performing this monitoring function in-house. For the year ended December 31, 2009, other fees was primarily
comprised of fees we earned from managing certain managed accounts established in 2009 as well as advisory
fees for consulting services provided by us to Cohen Bros. Financial, LLC (“CBF”). CBF is a single member
LLL.C owned by Daniel G. Cohen, our Chairman and Chief Executive Officer. See note 30 to our consolidated
financial statements included in this Annual Report on Form 10-K.

New Issue and Advisory Revenue

New issue and advisory revenue decreased by 75% for the year ended December 31, 2009 as compared to
the same period in 2008. The overall decline in new issue and advisory revenue was primarily due to $4.5 million
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in new issue revenue earned on a single securitization that was completed in 2008 and the fact that we did not
sponsor any securitizations in 2009. The remaining reduction was due to lower volume of assets originated in our
asset classes due to the volatility in the credit markets.

Principal Transactions and Other Income

Principal transactions and other income increased by $12,995, or 215%, to income of $6,957 for the year
ended December 31, 2009 as compared to a loss of $6,038 for the year ended December 31, 2008.

Principal Transactions & Other Income
(dollars in thousands)

December 31, December 31,

2009 2008 Change
Change in fair value of other investments, at fair
value ... $5,610 $(15,433) $21,043
Foreigncurrency ........................... (737) 1,643 (2,380)
Dividend, interest, and other income ........... 2,084 7,752 (5,668)
Total ... $6,957 $ (6,038) $12,995

The increase in the change in fair value of other investments of $21,043 was comprised of the following:

December 31, December 31,

2009 2008 Change

AFN . $ 106 $ (1,431) $ 1,537
EuroDekania ............................. (1,025) (4,898) 3,873
SEAr ASIA ..o 3,423 (4,468) 7,891
RAIT ... . (658) (3,073) 2,415
Brigadier ........... ... .. ... .. ... . 89 10,185 (10,096)
MFECA . . 1,052 (3,188) 4,240
DeepValue .......... ... ... ............ 6,268 (2,762) 9,030
Other ... . (3,645) (5,798) 2,153
Total ... . . . $ 5,610 $(15,433) $ 21,043

Effective with the Merger, our investment in AFN was reclassifiéd as treasury stock and is not adjusted
going forward. RAIT (NYSE: RAS) is a publicly traded company so changes in the value of our investment
match changes in the public share price. Our investments in EuroDekania, Star Asia, Brigadier, MFCA, and Deep
Value generally increase and decrease in value based on the NAV of the underlying funds. The gain on our
investment in Brigadier declined primarily because we redeemed most of our investment in 2008 and early 2009.
The underlying Brigadier fund had slightly negative returns during 2009; however, it had positive returns in the
first months of 2009 when we held a higher level of investment. Star Asia NAV also declined during 2009.
However, we purchased additional shares of Star Asia during 2009 at a substantial discount to underlyihg NAV
in arights offering. Therefore, although the overall NAV of Star Asia declined, our ownership percentage
increased. On a combined basis, this resulted in an overall increase in the value of our investment in Star Asia.

We receive payments under certain asset management contracts in Euros or U.K. Pounds Sterling: however,

our functional currency is the U.S. Dollar. The foreign currency fluctuations were due to changes in the exchange
rates between Euros, U.K. Pounds Sterling and U.S. Dollars in the related periods.
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The decline in dividend, interest, and other income was primarily related to a decrease in dividends from our
permanent capital vehicles of $2,456, a decrease in other income of $1,528, a decrease in interest income from
collateralized debt obligations of $801 and reduced income on cash balances of $883. The reduction in dividends
on permanent capital vehicles as well as interest income on collateralized debt obligations was primarily due to
reduced performance of the related entities. The reduced income on cash balances resulted from declining
interest rates as well as a decline in our invested cash balances.

Operating Expenses

Operating expenses increased $14,653, or 18%, to $95,197 for the year ended December 31, 2009 from
$80,544 for the year ended December 31, 2008. The change was due to increases of $17,404 in compensation and
benefits, and $3,403 in professional services and other operating expenses, which was partially offset by
decreases of $1,466 in business development, occupancy, equipment, $1,480 in depreciation and amortization,
$2,078 in impairment of intangible asset and $1,130 in new issue costs.

Compensation and Benefits

Compensation and benefits increased $17,404, or 33%, to $70,519 for the year ended December 31, 2009
from $53,115 for the year ended December 31, 2008.

COMPENSATION AND BENEFITS
(dollars in thousands)

December 31, December 31,

2009 2008 Change

Cash compensation and benefits . .............. $51,589 $46,938 $ 4,651
Retenfionbonus . .............. ... ......... 12,374 — 12,374
Equity-based compensation .................. 6,556 6,177 379
Total ... ... $70,519 $53,115 $17,404

Cash compensation and benefits in the table above was primarily comprised of salary, incentive
compensation and benefits. The increase in this component of total compensation and benefits was primarily
related to the expansion of our Capital Markets business and the shift in the percentage of our overall revenue (as
a percentage of total) between asset management and net trading. In general, compensation expense as a
percentage of revenue is higher in the Capital Markets business as compared to the Asset Management business.
Accordingly, our other compensation and benefits has actually increased while our overall revenue has
decreased. Our total headcount increased from 127 at December 31, 2008 to 142 at December 31, 2009.

In January 2009, we implemented the 2009 Senior Managers™ Cash Bonus Retention Plan (the “Retention
Plan”). Pursuant to the Retention Plan, we entered into retention arrangements with certain of our employees to
ensure their continued service through the completion of the Merger. We paid an amount to each employee that
by the terms of the retention arrangement vested over the period from January 1, 2009 to the carlier of the
effectiveness of the Merger or September 30, 2009. The total amount paid under these retention agreements was
$12,374 and was expensed over the contractual nine month vesting period. If an employee who received a
payment under this plan voluntarily resigned or was terminated for cause prior 1o September 30, 2009, the
employee was obligated to repay any unvested amount to us.

Compensation and benefits included equity-based compensation which increased $379, or 6%, to $6,556 for
the year ended December 31, 2009 from $6,177 for the year ended December 31, 2008.
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For the year ended December 31, 2008, compensation and benefits included equity-based compensation of
$3,519 related to the amortization of Restricted Units consisting of restricted membership units and LTIP units
awarded to our executives and $2,658 related to the amortization of Options awarded to our employees. For the
year ended December 31, 2009, compensation and benefits included equity-based compensation of $2,044
related to the amortization of Restricted Units consisting of LTIP units awarded to our executives and other
employees for which vesting was accelerated upon closing of the Merger and such LTIPs were automatically
converted to Cohen Brothers membership units and then converted into our Common Stock, $975 related to the
amortization of Restricted Units granted under the Cohen Brothers, LLC 2009 Equity Award Plan, and $3,513
related to the amortization of Options awarded to our employees which were automatically cancelled upon the
consummation of the merger. In addition, we recognized equity-based compensation of $24 for the period from
December 17, 2009 to December 31, 2009 for the restricted shares we assumed from AFN pursuant to the AFN
2006 Equity Incentive Plan.

Business Development, Occupancy and Equipment

Business development, occupancy, and equipment decreased $1,466, or 21%, to $5,469 for the year ended
December 31, 2009 from $6,935 for the year ended December 31, 2008. Business development expenses, such as
promotion, advertising, travel and entertainment made up $1,188 of the period over period decrease, primarily
due to a concerted effort to reduce business development expenditures. Rent expense contributed $204 of the
decrease, declining from $2,274 for the year ended December 31, 2008 to $2,070 in the 2009 period. The primary
reason for the overall decrease in rent expense was the impact of rent received from a sublease of certain space in
our New York office (which occurred during the second quarter of 2008), substantially offset by additional rent
we incurred from several satellite offices rented to accommodate new employees hired to expand our Capital
Markets business.

Professional Services, Subscriptions, and Other Operating Expenses

Professional services, subscriptions, and other operating expenses increased $2,273, or 16%, to $16,666 for
the year ended December 31, 2009 from $14,393 for the year ended December 31, 2008 primarily due to the
increase of $767 in legal and professional fees incurred. Legal and professional fees during the year ended
December 31, 2009 included $1,506 of expenses incurred in order to effectuate the Merger with AFN. There was
also an increase of $2,199 in other fees during 2009 primarily related to increased insurance premiums incurred
by us for the 2009 coverage period and increased recruiting fees in our effort to expand the Capital Markets
group as well as an increase in solicitation costs of $437 associated with capital raising activities for Deep Value
and Brigadier.

Professional services, subscriptions and other operating expenses included new issue costs. New issue costs
decreased $1,130, or 93%, to $88 for the year ended December 31, 2009 from $1,218 for the year ended
December 31, 2008. This change in new issue costs is due to a decrease in origination costs related to our
company sponsored securitizations and new issue activity. See discussion above of “ — New Issue and Advisory
Revenue” beginning on page 73.

Depreciation and Amortization

Depreciation and amortization decreased $1,480, or 37%, to $2,543 for the year ended December 31, 2009
from $4,023 for the year ended December 31, 2008. This decline was primarily due to a decrease of $255 in
depreciation and amortization expense on furniture, equipment and leasehold improvements due to certain
equipment becoming fully depreciated. In addition, amortization expense related to the intangible asset we
recorded when we purchased the 10% of Strategos we previously did not own, in July 2007; from a
noncontrolling interest partner, decreased $1,225 from the 2008 period to the 2009 period primarily as a result of
impairment charges recorded in 2008. See note 14 to our consolidated financial statements included in this
Annual Report on Form 10-K.
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Impairment of Intangible Assets

During the year ended December 31, 2008, we recognized an impairment charge of $2,078 to the intangible
asset we originally recorded when we purchased the 10% of Strategos we previously did not own in July 2007.
The impairment charge was related to the diminished value of the management contract rights caused by
continued defaults of assets in Strategos asset pools during the period. See note 14 to our consolidated financial
statements included in this Annual Report on Form 10-K. We did not recognize an impairment charge for the
year ended December 31, 2009.

Non-Operating Income and Expense
Interest Expense

Interest expense decreased $4,169, or 46%, to $4,974 for the year ended December 31, 2009 from $9,143
for the year ended December 31, 2008. This decrease of $4,169 was comprised of (a) a decrease of $4,065 of
interest incurred on our bank debt; (b) an increase of $86 of interest incurred on convertible senior notes assumed
from AFN; (c) an increase of $158 of interest incurred on junior subordinated notes assumed from AFN; (d) an
increase of $542 of interest incurred on subordinated notes payable; (e) a decrease of $287 of other interest
expense; partially offset by (f) an increase of $603 of the change in fair value of interest rate swap.

The decrease of $4,065 on bank debt was comprised of a reduction of $4,199 due to a lower debt balance
due to debt repayments for the full year of 2009 as compared to the full year of 2008 and a decrease in
amortization of deferred financing of $41, partially offset by an increase of $175 due to higher interest rates. On
June 1, 2009, we completed an amended and restated credit facility with TD Bank, the 2009 Credit Facility. As a
consequence, we wrote off $169 of unamortized deferring financing costs to interest expense related to the
former revolving line of credit.

The increase of $542 related to subordinated notes payable is the result of the issuance of $9,000 of
subordinated notes on June 25, 2008. As of December 31, 2009, the balance of the subordinated notes had
increased by an additional $274 related to accrued in-kind interest.

The change in fair value of interest rate swap included two components: (1) the unrealized gain or loss
which represented our estimate of the fair value adjustment for the interest rate swap entered into as required
under our former $75,000 term loan facility entered into in July 2006 and (2) realized gains and losses which
were the periodic payments made or receipts received by us. The change in fair value of interest rate swap was
income of $6 for the year ended December 31, 2009 as compared to an expense of $597 for the year ended
December 31, 2008. We entered into the interest rate swap on October 18, 2006. At that time, the notional
amount of the swap equaled 50% of the outstanding balance of the term loan (and was scheduled to decline by
50% of each principal payment throughout the term of the former term loan). The swap effectively locked three-
month LIBOR into a fixed rate of 5.24% for the notional amount through the relevant period of time. When the
former term loan was repaid and replaced with the amended revolving line of credit entered into in July 2007, the
interest rate swap was left in place. We did not-designate the swap as a hedged item for purposes of hedge
accounting under FASB ASC 815, Derivatives and Hedging (“FASB ASC 815”). Accordingly, we carried the
swap at fair value and included the gain or loss in the other non-operating income (expense) section of the
consolidated statements of operations. We entered into an amended and restated credit facility on June 1, 2009
and paid off the amended revolving line of credit and terminated the interest rate swap.

Gain on Sale of Management Contracts .

On February 27, 2009, we sold three CLO management contracts comprising substantially all of our middle
market loans-U.S. (Emporia) business line to an unrelated third party. We received net proceeds from this sale,
after payment of certain expenses, of $7,258. These proceeds were used to pay down our existing bank debt
outstanding. In addition, we were entitled to certain contingent payments based on the amount of subordinated
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management fees received by the unrelated third party under the sold CLO management contracts in an amount
not to exceed an additional $1,500. We had agreed to pay $3,000 of the net proceeds to AFN in order to
compensate AFN for amounts that it would have otherwise received under a leverage loan warehouse facility in
which AFN had an interest. This payment was only required if the Merger was not completed. We recorded a net
gain on sale of management contracts of $7,746 for the year ended December 31, 2009, representing the net cash
received of $7,746, which included the $3,000 discussed above as well as the payments received from the
unrelated third party during the second, third and fourth quarters of 2009. We recorded the contingent payments
that were received fromthe unrelated third party of the subordinated fee (of up to $1,500) as additional gain as
such payments were actually received.

Income/(Loss) from Equity Method Affiliates

Loss from equity method affiliates increased $3,717 to a loss of $3,455 for the year ended December 31,
2009 from income of $262 for the year ended December 31, 2008. Income or loss from equity method affiliates
represents our share of the related entities’ earnings. During 2008, we had three equity method investees: (1) Star
Asia Manager, (2) DEKU and (3) Deep Value GP. As of December 31, 2009, we had three equity method
investees: (1) Star Asia Manager, (2) Deep Value GP and (3) Deep Value GP II. DEKU was liquidated in
February 2009. We wrote off our equity method investment in DEKU for a total charge of $4,339.

Income Tax Expense

Income tax expense decreased by $2,040 to income tax expense of $9 for the year ended December 31, 2009
from income tax expense of $2,049 for the year ended December 31, 2008, primarily as a result of a decrease in
our overall taxable income. Specifically, a decrease in income earned from our foreign operations resulted in a
decrease in foreign income taxes of $840.

Net Loss Attributable to the Noncontrolling Interest

Net Joss attributable to the noncontrolling interest was comprised of (1) the 45% of the noncontrolling
interest attributable to the onshore feeder fund of Deep Value which we consolidated as of December 31, 2008
and through to the first quarter of 2009; and (2) the 33.8% of noncontrolling interest related to member interests
In.our majority owned subsidiary, the Operating LLC, other than the interests held by us for the period from
December 17, 2009 to December 31, 2009.

As of December 31, 2008 and through the first quarter of 2009, we directly owned 55% in the onshore
feeder fund of Deep Value. Accordingly, we consolidated the onshore feeder fund. During the second quarter of
2009, our ownership percentage in the onshore feeder fund declined to 30%. Accordingly, in the second quarter
of 2009, we deconsolidated the onshore feeder fund. No gain or loss was recognized related to the
deconsolidation as the amounts transferred were already based on fair value. The noncontrolling interest for the
year ended December 31, 2009 represented the remaining 45% noncontrolling interest share of the Deep Value
onshore feeder fund’s earnings during the period of time we consolidated the onshore feeder fund.

Liquidity and Capital Resources

Liquidity is a measurement of our ability to meet potential cash requirements including ongoing
commitments to repay debt, interest payments on outstanding borrowings, fund investments, and support other
general business purposes. In addition, our U.S. and U.K. broker-dealer subsidiaries are subject to certain
regulatory requirements to maintain minimum levels of net capital. Historically, our primary sources of funds
have been our operating activities and genera) corporate borrowings. In addition, our trading operations have
generally been financed by use of collateralized securities financing arrangements as well as margin loans.
Beginning in January 2010, we significantly expanded our government trading operations leading to a greater
amount of securities owned as well as greater balances of securities purchased under agreements to resell and
securities sold under agreements to repurchase.
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As a holding company that does not conduct business operations in its own right, substantially all of the
assets of the Company are comprised of our majority ownership interest in the Operating LLC. Substantially all
of the Operating LLC’s net assets as well as net income are subject to restrictions on paying distributions to us.
See “— Debt Financing” beginning on page 85. Our ability to pay dividends to our stockholders will be
dependent on distributions we receive from the Operating LLC and subject to the Operating LLC’s Operating
Agreement. The amount and timing of distributions by the Operating LLC will be at the discretion of the
Operating LLC’s board of managers.

During the third quarter of 2010, our board of directors initiated a dividend of $0.05 per quarter. However,
our board of directors has the power to decide to increase, reduce, or eliminate this quarterly dividend in the
future. The board’s decision will depend on a variety of factors, including business, financial and regulatory
considerations as well as any limitations under Maryland law or imposed by any agreements governing
indebtedness of the Company. ’

On February 28, 2011, our board of directors declared a cash dividend of $0.05 per share, which will be paid
on our common stock on March 28, 2011 to stockholders of record on March 14, 2011. A pro rata distribution
will be made to the other members of the Operating LLC upon the payment of the dividends to stockholders of
the Company.

We filed a Registration Statement on Form S-3 on April 29, 2010, which was declared effective by the SEC
on May 24, 2010. This registration statement enables us to offer and sell, in the aggregate, up to $300,000 of debt
securities, preferred stock (either separately or represented by depositary shares), or common stock (including, if
applicable, any associated preferred stock purchase rights, subscription rights, stock purchase contracts, stock
purchase units and warrants, as well as units that include any of these securities). The debt securities, preferred
stock, subscription rights, stock purchase contracts, stock purchase units and warrants may be convertible into or
exercisable or exchangeable for Common Stock or preferred stock of IFMI. We may offer and sell these
securities separately or together, in any combination with other securities. The registration statement provides
another source of liquidity in addition to the alternatives already in place. The net proceeds from a sale of our
securities may be used for our operations and for other general corporate purposes, including, but not limited to,
capital expenditures, repayment or refinancing of borrowings, working capital, investments and acquisitions.

Cash Flows
We have four primary uses for capital:

(1) To fund the expansion of the Capital Markets segments: Through December 2010, we expanded our
Capital Markets segments by expanding our offices, hiring additional sales and trading professionals and
launching new initiatives to expand our existing capabilities as well as increasing our investments in trading
securities. We believe that we are better capitalized and able to utilize more leverage in our Capital Markets
business and therefore expand our operations to other credit-related fixed income areas to deepen our product
capabilities. We believe the prudent use of capiltal to facilitate client orders will increase trading volume and
profitability. ’

(2) To fund investments: Our investments take several forms, including investments in securities and
“sponsor investments” in permanent capital vehicles or investment funds. We may need to raise additional debt
or equity financing in order to ensure we have the capital necessary to take advantage of attractive investment
opportunities.

(3) To fund mergers or acquisitions: We may Oppostunistically use capital to acquire other asset managers.
or individual asset management contracts or financial services firms. To the extent our liquidity sources are
insufficient to fund our future activities, we may need to raise additional funding through an equity or debt
offering. No assurances can be given that additional financing will be available in the future, or that if available,
such financing will be on favorable terms. '
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(4) To fund potential dividends and distributions: The Company announced during the third quarter of 2010
that it intends to make quarterly dividend payments to stockholders. A pro rata distribution will be made to the
other members of the Operating LLC upon the payment of any dividends to stockholders IFMI.

If we are unable to raise sufficient capital on economically favorable terms, we may need to reduce the
amount of capital invested for the uses described above, which may adversely impact earnings and our ability to
pay dividends.

As of December 31, 2010, 2009, and 2008, we maintained cash and cash equivalents of $43,946, $69,692,

and $31,972, respectively. We generated cash from or used cash for the following activities:

SUMMARY CASH FLOW INFORMATION
(dollars in thousands)

Year Ended December 31,
2010 2009 2008
Cash flow from operating activities ................ $(34,815) $ 7329 $ 5,716
Cash flow from investing activities ................ 26,165 93,960 5,500
Cash flow from financing activities ................ (17,069)  (64,017)  (49,846)
Effect of exchange rateoncash ................... 27N 448 (1,573)
Netcashflow ........ .. ... ... .. . . ... ... .. .. ... (25,746) 37,720 (40,203)
Cash and cash equivalents, beginning .............. 69,692 31,972 72,175
Cash and cash equivalents, ending . ................ $43946 $69,692 $ 31,972

See the statement of cash flows in our consolidated financial statements. We believe our cash available on
hand as well as our investment in our trading portfolio will provide sufficient liquidity to meet the cash needs of
our ongoing operating needs.

2010 Cash Flows

As of December 31, 2010, our cash and cash equivalents were $43,946, representing a net decrease of
$25,746 from December 31, 2009. The decrease was attributable to the cash used for operating activities of
$34,815, and the cash used for financing activities of $17,069, partially offset by the cash provided by investing
activities of $26,165 and the effect of the decrease in the exchange rate on cash of $27.

The cash used for operating activities of $34,815 was comprised of: (a) net inflows of $10,218 related to
working capital fluctuations, including primarily the increase in accrued compensation, the increase in accounts
payable and other liabilities, and the increase in accounts receivable, partially offset by the decrease in net
receivables from related parties, the decrease in other assets, and the decrease in deferred income taxes:

(b) $32,493 of net cash outflows from investments in our overall net trading activities comprised of our
investments-trading, trading securities sold, not yet purchased, receivables under resale agreements, securities
sold under agreement to repurchase, and receivables and payables from brokers, dealers, and clearing agencies
and restricted cash on deposit which is related to various rading activities as well as the unrealized gains and
losses on the investments-trading and trading securities sold, not yet purchased; and (c) a reduction in cash
generated from other earnings items of $12,540 (which represents net income or loss adjusted for the following
non-cash operating items: gain on repurchase of debt, gain on sale of management contracts, realized and
unrealized gains and losses on other investments, income or loss from equity method affiliates, equity-based
compensation, depreciation and amortization, and the impairment of goodwill). *
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The cash provided by investing activities of $26,165 was comprised of: (a) cash proceeds from the return of
principal of $25,809, which is comprised of $23,689 from our investment in Deep Value and $2,120 from our
investments in certain interests in securitizations and residential loans; (b) cash received from the sale of other
investments of $9,099, which includes $3,713 from the sale of certain investments in securitizations, $1,056 from
the sale of RAIT common stock, $4,178 from the redemption of our investment in Brigadier and $152 from the
sale of other investments; (c) net cash received from sale of management contracts of $971; (d) cash of $9,983
received from equity method affiliates, which includes $5,904 we received from our investment in the general
partner of the first Deep Value fund, $3,104 from Star Asia SPV, and $975 from Star Asia Manager; partially
offset by (e) the investment of $5,517 in equity method affiliates, including $4,500 in Star Asia SPV and $1,017
in Duart Capital; (f) the purchase of other investments, at fair value, including (i) the purchase of additional
shares of Star Asia in the amount of $1,334 related to Star Asia’s rights offering, as well as the purchase of
shares directly from unrelated third parties during the second and third quarters of 2010 in the aggregate amount
of $4,452; (ii) the purchase of additional shares of EuroDekania in the aggregate amount of $282 from unrelated
third parties during the third quarter of 2010 (iii) the purchase of an investment in Brigadier of $39 from an
existing unrelated third party investor during the third quarter of 2010; (iv) the investment of $4,500 in the Duart
Fund during the third quarter of 2010; and (v) the purchase of other investments in the aggregate amount of
$2,337; (g) the purchase of additional furniture and leasehold improvements of $939 related to the New York
office and the EuroDekania Management Limited office in the United Kingdom; and (h) the acquisition of
CCCM for $297 during the third quarter of 2010.

The cash used in financing activities of $17,069 was comprised of: (a) the repayment of $9,950 of
outstanding borrowings on our prior credit facility and $2,324 of principal payments on the 2010 Credit Facility;
(b) the repurchase of $6,644 notional amount of contingent convertible senior notes for $5,544; (c) the
repurchase of $8,081 principal amount of subordinated notes payable for $6,465; (d) payments for deferred
issuance and financing costs of $349; (e) distributions to the noncontrolling interest holders of $528;

(f) dividends to the Company’s stockholders of $1,043; and (g) $166 for the payment of the employees’ tax
obligations to taxing authorities related to the vesting of equity based awards and the related surrender of 25,952
shares of the Company’s Common Stock; partially offset by (h) $9,300 of borrowings related to the 2010 Credit
Facility we entered into in July 2010. The total shares withheld were determined based on the value of the
restricted stock award on the applicable vesting date based on the closing price of the Company’s Common
Stock. These net share settlements reduced and retired the number of shares that would have otherwise been
issued as a result of the vesting and did not represent an expense to the Company.

2009 Cash Flows

As of December 31, 2009, our cash and cash equivalents were $69,692, representing a net increase of
$37,720 from December 31, 2008. The increase was attributable to the cash provided from investing activities of
$93,960, the cash provided from operating activities of $7,329, and the effect of the increase in exchange rate on
cash of $448, partially offset by the cash used for financing activities of $64,017.

The cash provided by operating activities of $7,329 was comprised of: (a) net inflows of $13,264 related to
working capital fluctuations including the reduction of accounts receivable, the reduction in other assets, and the
reduction in the net receivables due from related parties, partially offset by decreases in accrued compensation
and accounts payable and other liabilities; (b) $6,670 of net cash inflows from overall net trading activities
comprised of our investments-trading, trading securities sold, not yet purchased, receivables under resale
agreements, and receivables and payables from brokers, dealers, and clearing agencies, and restricted cash on
deposit which is related to various trading activities as well as the unrealized gains and losses on the investments-
trading and trading securities sold, not yet purchaséd; and (c) a reduction in cash from earnings of $12,605
(which represents net loss adjusted for the following non-cash items: gain on sale of management contracts,
equity-based compensation, realized and unrealized gains and losses on other investments, depreciation and
amortization, and income or loss from equity method affiliates).
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The cash provided by investing activities of $93,960 was comprised of: (a) the $76,938 of cash acquired
from our Merger with AFN; (b) the redemption of a portion of our investment in the onshore feeder fund of
Brigadier, in the amount of $10,000; (b) cash proceeds from the sale of CLO management contracts of $7,746;
(c) distributions of $925 from our equity method affiliate, Star Asia Manager; and (d) cash proceeds from a
return of principal of $2,233 related to our investments in a certain collateralized debt obligation security and in
the investment fund, Deep Value; partially offset by (e) the investment of $2,501 in our equity method affiliates,
DEKU and Deep Value GP II; (f) the purchase of additional shares of MFCA in the amount of $600 and
additional shares of Star Asia in the amount of $90; and (g) the purchase of additional furniture and leasehold
improvements of $691 related to the New York office. We used the proceeds from our redemption in the onshore
feeder fund of Brigadier, the sale of the management contracts, and part of the cash acquired from AFN in
connection with the Merger to supplement our cash flow from operations in order to provide us with the
necessary capital to pay down our bank debt.

The cash used in financing activities of $64,017 was comprised of: (a) the repayment of $57,050 of
outstanding borrowings on our bank debt; (b) distributions paid to the Operating LLC’s members of $4.746 to
fund members’ tax obligations; (c) $988 of deferred issuance and financing costs related to the 2009 Credit
Facility; and (d) the payment of $1,233 related to stock issuance costs in connection with the Merger with AFN.

2008 Cash Flows

As of December 31, 2008, our cash and cash equivalents were $31,972 representing a net decrease of
$40,203 from December 31, 2007. The decrease was attributable to the cash used for financing activities of
$49,846 and the effect of the decrease in exchange rate on cash of $1,573, partially offset by the cash provided
from operating activities of $5,716 and the cash provided from investing activities of $5,500.

The cash provided by operating activities of $5,716 was primarily comprised of: (a) cash provided by
earnings of $17,838 (which represents net income adjusted for the following non-cash items: equity-based
compensation, other non-cash compensation, impairment charges, non-cash revenue, realized and unrealized
gains and losses on other investments, depreciation and amortization, and income from equity method affiliates);
and (b) cash inflows from overall net trading activities comprised of our investments — trading, and receivables
and payables from brokers, dealers, and clearing agencies as well as the unrealized gains and Josses on the
inilestments-trading of $9,457; partially offset by (c) cash outflows due to a net reduction in accrued
compensation of $16,771; and (d) cash outflows of $4,808 primarily due to net working capital reductions in
accounts payable and other liabilities.

The cash provided by investing activities for the year ended December 31, 2008 primarily related to the
redemptions of a portion of our investment in the onshore feeder fund of Brigadier, in the amount of $40,000,
partially offset by cash used in the amount of $34,688 to purchase equity interests in Deep Value and additional
interests in Star Asia during the year ended December 31, 2008. The proceeds from our redemptions in the
onshore feeder fund of Brigadier were primarily used to supplement our cash flow fron operations in order to
provide us with the necessary capital to pay down our bank debt.

The $34,688 used to purchase equity interests is comprised of: (a) $27,275 for Deep Value; and (b) $7,413
for Star Asia. The $27,275 represented purchases by the onshore feeder fund of Deep Value (which was a
majority owned investee consolidated by us through to March 31, 2009) of interests in the master fund of Deep
Value. This amount of $27,275 included our share of purchases of $15,000, plus the third party investors in the
onshore feed fund of Deep Value’s share of purchases of $12,275. This latter amount was shown as an inflow in
the financing section of cash flow as noncontrolling interest contributions.

The cash used in financing activities for the year ended December 31, 2008 was primarily related to: (a) the
repayment of $63,000 of outstanding borrowings on our bank debt; and (b) distributions paid to the Operating
LLC’s members of $7,826; partially offset by (c) noncontrolling interest contributions of the onshore feeder fund
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of Deep Value of $12,275 (described in the previous paragraph); and (d) the funds we raised from the issuance of
subordinated notes payable, all of which were payable to related parties (see “— Debt Financing” beginning on
page 85) in the amount of $9,000. The proceeds from the issuance of the subordinated notes payable were used to
pay down outstanding borrowings on our bank debt.

Regulatory Capital Requirements

Three of our majority owned subsidiaries were licensed securities dealers in the U.S. or the United
Kingdom. As broker-dealers, our subsidiaries, CCS and CCCM, are subject to Uniform Net Capital Rule in Rule
15¢3-1 under the Exchange Act, and our international subsidiary, EuroDekania Management, is subject to the
regulatory supervision and requirements of the FSA in the United Kingdom. The amount of net assets that these
subsidiaries may distribute is subject to restrictions under the applicable net capital rules. These subsidiaries have
historically operated in excess of minimum net capital requirements. Our minimum capital requirements at
December 31, 2010, which amounted to $2,969, were as follows:

MINIMUM NET CAPITAL REQUIREMENTS
(dollars in thousands)

United States . ....... ..ttt $ 850
United Kingdom .. ...... ... ... . 2,119
Total ... $2,969

We operate with more than the minimum regulatory capital requirement in our licensed broker-dealers and
at December 31, 2010, total net capital, or equivalent as defined by local statutory regulations, in our licensed
broker-dealers amounted to $34,612.

JVB, the broker-dealer acquired by the Company on January 13, 2011, is also subject to the Uniform Net
Capital Rule. In addition, our licensed broker-dealers are generally subject to capital withdrawal notification and
restrictions.

Capitalization

Prior to the Merger, AFN was a holding company that held its consolidated assets and conducted its
operations primarily through its majority-owned subsidiaries. As a result of the merger, AFN received
10,343,347 or 66.2% of the membership interests in Cohen Brothers. Of the 66.2% of Cohen Brothers received
by AFN in connection with the Merger, 38.5% was received in the form of units issued directly by Cohen
Brothers. and the remaining 27.7% was acquired by AFN from Cohen Brothers members in exchange for the
issuance of AFN common stock to those members. The remaining 5,283,556 membership interests or 33.8% of
Cohen Brothers was held by Daniel G. Cohen (31.9%), our Chairman and Chief Executive Officer and otheér
members (1.9%). The equity interests in the Operating LLC that are not held by IFMI have certain redemptive
features, which are described in detail in note 19 to our consolidated financial statements included in this Annual
Report on Form 10-K.

In exchange for all of his Cohen Brothers Class C membership units, Mr. Cohen, through CBF, received one
share of our Series A Voting Convertible Preferred Stock (“Series A Preferred Stock™), which had no economic
rights but gave Mr. Cohen the right to nominate and elect a number equal to at least one-third (but less than a
majority) of the total number of directors on our board of directors.

On October 18, 2010, Mr. Cohen elected to convert the one share of Series A Preferred Stock into 4,983,557
shares of Serics B Voting Non-Convertible Preferred Stock (“Series B Preferred Stock™). Each share of Series B
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Preferred Stock has no economic rights but entitles Mr. Cohen to one vote on all matters presented to our
stockholders. The Series B Preferred Stock will be automatically redeemed for par value on December 31, 2012.
Holders of Series B Preferred Stock are not entitled to receive any dividends or distributions upon liquidation,
dissolution or winding up of the Company. As of December 31, 2010, there were 4,983,557 shares of Series B
Preferred Stock issued and outstanding.

Series C Junior Participating Preferred Stock (“Series C Preferred Stock™) was authorized by our Board of
Directors in connection with the Section 382 Rights Agreement adopted in December 2009 (the “Rights
Agreement”). Our Board of Directors adopted the Rights Agreement in an effort to protect against a possible
limitation on our ability to use our net operating loss and net capital loss carry forwards to reduce potential future
federal income tax obligations. See note 21 to our consolidated financial statements included in this Annual
Report on Form 10-K for additional discussion on the Rights Agreement. The holders of Series C Preferred Stock
are entitled to receive, when, as and if declared by our Board of Directors out of funds legally available for the
purpose, quarterly dividends payable in cash on the last day of March, June, September and December in each
year commencing on the first quarterly dividend payment date after the first issuance of a share or fraction of a
share of Series C Preferred Stock. Dividends accrue and are cumulative. The holder of each share of Series C
Junior Participating Preferred Stock is entitled to 10,000 votes on all matters submitted to a vote of our
stockholders. Holders of Series C Preferred Stock are entitled to receive dividends, distributions or distributions
upon liquidation, dissolution or winding up of the Company in an amount equal to $100,000 per share of Series C
Preferred Stock, plus an amount equal to accrued and unpaid dividends and distributions, whether or not
declared, prior to payments made to holders of shares of stock ranking junior to the Series C Preferred Stock. The
shares of Series C Preferred Stock are not redeemable. There were no shares of Series C Preferred Stock issued
and outstanding as of December 31, 2010.

For a discussion about our equity securities, see note 19 to our consolidated financial statements included in
this Annual Report on Form 10-K.

Securities Financing

During the year ended December 31, 2010, we entered into repurchase agreements with two third party
financial institutions. There is no maximum limit as to the amount of securities that may be transferred pursuant
to these agreements, and transactions are approved on a case-by-case basis. The repurchase agreements do not
include substantive provisions other than those covenants and other customary provisions contained in standard
master repurchase agreements. The repurchase agreements generally require us to transfer additional securities to
the counterparty in the event the value of the securities then held by the counterparty in the margin account falls
below specified levels and contains events of default in cases where we breach our obligations under the
agreement. We receive margin calls from our repurchase agreement counterparties from time to time in the
ordinary course of business. To date, we have maintained sufficient liquidity to meet margin calls, and we have
never been unable to satisfy a margin call, however, no assurance can be given that we will be able to satisfy
requests from our counter-parties to post additional collateral in the future. See notes 3-L and 12 to our
consolidated financial statements included in this Annual Report on Form 10-K. '

If there were an event of default under the repurchase agreements, we would give our counterparty the
option to terminate all repurchase transactions existing with us and make any amount due from us to the
counterparty payable immediately. Repurchase obligations are full recourse obligations (o us. If we were to
default under a repurchase obligation, the counterparty would have recourse to our other assets if the collateral
was not sufficient to satisfy the obligation in full.

The Company entered into an additional repurchase agreement with another third party financial institution
in January 2011. The terms and conditions of this arrangement were similar (o the repurchase agreements
described above.
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The Company’s clearing brokers provide securities financing arrangements including margin arrangements
and securities borrowing and lending arrangements. These arrangements generally require us to transfer
additional securities or cash to the clearing broker in the event the value of the securities then held by the clearing
broker in the margin account falls below specified levels and contains events of default in cases where we breach
our obligations under such agreements.

An event of default under the clearing agreement would give our counterparty the option to terminate our
clearing arrangement. Any amounts owed to the clearing broker would be immediately due and payable. These
obligations are recourse to us. Furthermore, a termination of our clearing arrangemenst would result in a
significant disruption to our business and would have a significant negative impact on our dealings and
relationship with our customers.

The following table presents our period end balance, average monthly balance and maximum balance at any
month end during each year in 2010, 2009 and 2008 for securities purchased under agreements to resell and
securities sold under agreements to repurchase.

Twelve Months Ended December 31,

2010 2009 | 2008

Securities Purchased Under Agreements to Resell
PeriodEnd ... ..o 5 — $20,357 $—
Monthly Average . ... 31,215 N/A —
Maximummonthend .......... ... ... .. ... .. .. ... . .... 89,475 20,357 —

Securities Sold Under Agreements to Repurchase
Period End . ... ..o $69,816 $ — $—
Monthly Average . .. ... e 28,622 — —
Maximum monthend ........ ... ... . ... ... ... .. ...... 96,365 — —

Fluctuations in the balance of our repurchase agreements from period to period and intraperiod are dependent on
business activity in those periods. The general growth in outstanding repurchase activity in 2010 is reflective of
supporting our overall business growth, particularly the continued expansion of our sales and trading platform.
The fluctuations in the balances of our securities purchased under agreements to resell over the periods presented
is impacted in any given period by our clients” desires to execute collateralized financing arrangements through
the repurchase market or other financing products.

Average balances and period end balances will fluctuate based on market and liquidity conditions and we
consider such intraperiod fluctuations as typical for the repurchase market. Month end balances may be higher or
lower than average period balances.

Debt Financing

We have four sources of debt financing other than securities financing arrangements: (1) the 2010 Credit
Facility; (2) contingent convertible senior notes; (3) junior subordinated notes payable to two special purpose
trusts: (a) Alesco Capital Trust I. and (b) Sunset Financial Statutory Trust I: and (4) unsecured subordinated
financing.

As of December 31, 2010, $6,976 was drawn, $50 was committed for one letter of credit, and there was no
availability to borrow additional funds under the 2010 Credit Facility. During the year ended 2010, we
repurchased $6,644 notional amount of contingent convertible senior notes from unrelated third parties for
$5.596 and recognized a gain from repurchase of debt of $923. In August 2010,CCS repurchased $8,081
principal amount of subordinated notes payable for'$6,762, including accrued interest and we recognized a gain
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from repurchase of debt of $1,632. As of December 31, 2010, we were in compliance with the covenants in our
debt financing documents. See note 18 to our consolidated financial statements included in this Annual Report on
Form 10-K for a discussion of the Company’s outstanding debt.

The following table summarizes the Company’s long-term indebtedness and other financing as of
December 31, 2010 and 2009, respectively:

DETAIL OF DEBT FINANCING SOURCES
(dollars in thousands)

As of December 31, 2010

Weighted Weighted
Interest Average Average
Current Rate Interest @ Contractual
Description Outstanding Par  Carrying Value Terms  12/31/2010 Maturity
2010 Credit Facility ................ $ 6,976 $ 6,976 6.0% 6.0% September 2012
Contingent convertible senior notes . . . . $19,506 19,104 7.6% 7.6% May 2027(1)
Junior subordinated notes (3) ......... $49.614 17,160 7.4% 7.4% August 2036
Subordinated notes payable .......... $ 1,448 1,448 12.0% 12.0% June 2013
Total ...... .. ... $44,688
As of December 31, 2009
Weighted Weighted
Interest Average Average
Current Rate Interest @ Contractual
Description Outstanding Par  Carrying Value Terms  12/31/2009 Maturity
2009 Credit Facility ................... $ 9,950 $ 9,950 8.5% 8.5% July 2010(2)
Contingent convertible senior notes ... ... $26,150 25,374 7.6% 7.6% May 2027(1)
Junior subordinated notes (3) ........... $49.614 17,269 7.4% 7.4%  August 2036
Subordinated notes payable ............. $ 9,368 9,368 12.0% 12.0% June 2013
Total ... $61,961

(1) The Company may redeem all or part of the notes for cash on or after May 20, 2012, at a redemption price
equal to 100% of the principal amount of the notes, plus accrued interest and additional interest, if any, to,
but excluding, the redemption date. The holders of the notes may require the Company to repurchase all or a
portion of their notes for cash on May 15, 2012, May 15, 2017 and May 15, 2022 for a repurchase price
equal to 100% of the principal amount of the notes, plus accrued and unpaid interest and additional interest,
if any, to, but excluding, the repurchase date. The holders of the notes are required to provide notice to the
Company of their plan to redeem the notes at any time during the 30 days prior to May 15, 2012, May 15,
2017, or May 15, 2022, as applicable.

(2) The 2009 Credit Facility was originally scheduled to mature in May 2011. However, upon the Company
entering into the 2010 Credit Facility in July 2010, the 2009 Credit Facility was terminated.

(3) The Company owns $1,489 in par amount of common stock of the two trusts which hold the junior

subordinated notes. Therefore, on a net basis, there is par outstanding to third parties in the amount of
$48,125.

Off Balance Sheet Arrangements
AFN invested in a collateralized debt obligation (Alesco XIV) in which Assured Guaranty (“Assured”) was
providing credit support to the senior interests in the securitization. Alesco XIV:made a loan (the “Guaranteed
Loan”) to a particular borrower and AFN entered into an arrangement with Assured whereby AFN agreed to
make payments to Assured upon the occurrence of both (i) a loss on the Guaranteed Loan and (ii) a loss suffered
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by Assured on its overall credit support arrangement to Alesco XIV security holders. This arrangement is
accounted for as a guarantee by us. Upon completion of the Merger, we recorded a liability of $1,084 related to
this arrangement which is included in accounts payable and other liabilities in the Company’s consolidated
balance sheet. This amount does not represent the expected loss; rather it represents the Company’s estimate of
the fair value of its guarantee (i.e. the amount it would have to pay a third party to assume this obligation). This
arrangement is being accounted for as a guarantee. The value will be adjusted under certain limited
circumstances such as: (i) when the guarantee is extinguished or (ii) if payment of amounts under the guarantee
become probable and estimable. The maximum potential loss to the Company on this arrangement is $8,750.
Under certain circumstances, Assured can require the Company to post liquid collateral.

Contractual Obligations

The following table summarizes our sighificant contractual obligations as of December 31, 2010 and the
future periods in which such obligations are expected to be settled in cash. Our bank debt, junior subordinated
notes and subordinated notes payable are assumed to be repaid on their respective maturity dates. Our convertible
senior notes are assumed to be repaid on May 15, 2012, which represents the earliest date that the holders of the
senior notes may require us to repurchase the notes for cash. Excluded from the table are obligations that are
short-term in nature, including trading liabilities and repurchase agreements. In addition, excluded from the table
is an unrecognized tax benefit of $1,231 because we cannot make a reasonably reliable estimate of the period of
cash settlement. See note 21 to our consolidated financial statements included in this Annual Report on Form
10-K for further information about the unrecognized tax benefit.

CONTRACTUAL OBLIGATIONS
As of December 31, 2010
(dollars in thousands)

Payment Due by Period
Less than 1-3 3-5 More Than
Total 1 year Years Years 5 Years
Operating lease arrangements ....................... $ 9,541 $ 1979 $ 3,524 3$2983 $ 1,055
Maturity of 2010 Credit Facility (1) .................. 6,976 4,650 2,326 — —
Interest on 2010 Credit Facility (2) ................... 370 316 54 — —
Maturity of contingent convertible senior notes (3) ...... 19,506 — 19,506 — —
Interest on contingent convertible senior notes (3) ....... 2,045 1,301 744 — —
Maturities on junior subordinated notes ............... 49,614 — — — 49,614
Interest on junior subordinated notes (4) . .............. 58,273 3,671 5,460 4,331 44,811
Maturities of subordinated notes payable (5) ........... 1,559 — 1,559 — —
Interest on subordinated notes payable (6) ............. 335 131 204 — —
Total ... ... $148,219 $12,048 $33,377 $7,314  $95,480

(1) Commencing on September 30, 2010, quarterly principal payments of $1,162 are due, and all unpaid
principal is due and payable on September 30, 2012.

(2) Interest on the 2010 Credit Facility includes the finance charge on the one letter of credit and the interest on
all outstanding debt as of December 31, 2010, which is variable. The interest rate of 6.00% as of
December 31, 2010 was used to compute the contractual interest payment in each period noted. Fluctuations
in actual interest rates may result in different interest payments than noted above.

(3) Assumes the contingent convertible senior noles are repurchased May 15, 2012. Interest includes amounts
payable during the period the contingent convertible senior notes were outstanding at an annual rate of
7.625%.

(4) The interest on the junior subordinated notes related to the Alesco Capital Trust is based on a fixed interest
rate of 9.50% through to July 30. 2012, and an assumed variable rate of 4.303% based on a 90-day LIBOR

87



rate as of December 31, 2010 plus 4.00% calculated from July 30, 2012 through to maturity. The interest on
the junior subordinated notes related to the Sunset Capital Trust is variable. The interest rate of 4.453%
(based on a 90-day LIBOR rate as of December 31, 2010 plus 4.15%) was used to compute the contractual
interest payment in each period noted.

(5) The subordinated notes payable mature on June 20, 2013 and bear interest at an annual rate of 12% (9% is
payable in cash and 3% is paid in-kind semiannually on May 1 and November 1). Maturities include in-kind
interest of $154. All accrued in-kind interest is added to the unpaid principal balance of the subordinated
notes payable on each May 1 and November 1, and thereafter the increased principal balance accrues
interest at the annual rate of 12%. See note 18 to our consolidated financial statements.

(6) Represents the cash interest payable on the outstanding balance of the subordinated notes payable in each
period noted.

We believe that we will be able ta continue to fund our current operations and meet our contractual
obligations through a combination of existing cash resources and other sources of credit. Due to the uncertainties
that exist in the economy, we cannot be certain that we will be able to replace existing financing or find sources
of additional financing in the future.

FundCore Finance Group Venture

In January 2011, the Company formed a new venture with FundCore Finance Group to create a commercial
real estate conduit lender. Contingent upon obtaining warehouse financing, the Company is committed to
providing $25 million in capital to the joint venture. The Company’s capital commitment to Fundcore Finance
Group, combined with the warehouse financing, will be used to originate, fund, and eventually securitize
commercial real estate fixed rate loans.

Critical Accounting Policies and Estimates

Our industry is subject to a number of highly complex accounting rules and requirements many of which
place heavy burdens on management to make judgments. We encourage readers of this Form 10-K to read all of
our critical accounting policies which are included in note 3 (o our consolidated financial statements included
herein for a full understanding of these issues and how the financial statements are impacted by these judgments.

We consider the accounting policies discussed below to be the policies that are the most impactful to our
financial statements and also subject to significant management judgment.

Valuation of Financial Instruments
How fair value determinations impact our financial statements

All of the securities we own that are classified as investments-trading, securities sold, not yet purchased, or
other investments, at fair value are recorded at fair value with changes in fair value (both unrealized and realized)
recorded in earnings.

Unrealized and realized gains and losses on securities classified as investments-trading are recorded in net
trading in the consolidated statement of operations. Unrealized and realized gains and losses on securities
classified as other investments, at fair value, in the consolidated balance sheets are recorded as a component of
principal transactions and other income in the consolidated stalements of operations.

If the investment is expected to be managed by employees of our Capital Markets’ segment. the investment
is classified as investments-trading. Otherwise, the investment is classified as dther investments, at fair value. In
general, investments-trading represent securities acquired in the secondary market while other investments, at
fair value represent investments obtained in primary issuances or as investments in investment vehicles managed
by us.
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In addition, we may hold, from time to time, trading securities sold, not yet purchased which represerit our
obligations to deliver the specified security at the contracted price, thereby creating a liability to purchase the
security in the market at prevailing prices. Unrealized and realized gains and losses on trading securities sold, not
yet purchased are recorded in net trading in the consolidated statements of operations.

How we determine fair value for securities

We account for our investment securities at fair value under various accounting literature, including
Financial Accounting Standards Board (“FASB”) Accounting Standards Codification (“ASC”) 320,
Investments — Debt and Equity Securities (“FASB ASC 320), pertaining to investments in debt and equity
securities and the fair value option of financial instruments in FASB ASC 825, Financial Instruments (“FASB
ASC 825”).

The determination of fair value is based on quoted market prices of an active exchange, independent broker
market quotations, valuations provided by third party pricing services, or, when independent broker quotations or
third party pricing service valuations are unavailable, valuation models prepared by our management. These
models include estimates and the valuations derived from them could differ materially from amounts realizable
in an open market exchange.

Fair Value Hierarchy — We adopted the fair value measurement provisions in FASB ASC 820, Fair Value
Measurements and Disclosures (“FASB ASC 820”) applicable to financial assets and financial liabilities
effective January 1, 2008 (except for certain provisions related to nonfinancial assets and nonfinancial liabilities
for which the Company adopted effective January 1, 2009). FASB ASC 820 defines fair value as the price that
would be received to sell the asset or paid to transfer the liability between market participants at the measurement
date (“exit price”). An exit price valuation will include margins for risk even if they are not observable. In
accordance with FASB ASC 820, we categorize our financial instruments, based on the priority of the inputs to
the valuation technique, into a three-level fair value hierarchy. The hierarchy gives the highest priority to
unadjusted quoted prices in active markets for identical assets or liabilities (Level 1 measurements) and the
lowest priority to unobservable inputs (Level 3 measurements). The three levels of the hierarchy under FASB
ASC 820 are described below:

Level 1 Financial assets and liabilities whose values are based on unadjusted quoted prices in active markets
that are accessible at the measurement date for identical, unrestricted assets or liabilities. Examples
include U.S. Treasury securities, equity investments in publicly traded companies, foreign currency
forward contracts and EuroDollar futures.

Level 2 Financial assets and liabilities whose values are based on one or more of the following: (a) quoted
prices for similar assets or liabilities in active markets; (b) quoted’prices for identical or similar assets
or liabilities in non-active markets; (c) pricing models whose inputs are observable for substantially the
full term of the asset or liability; or (d) pricing models whose inputs are derived principally from or
corroborated by observable market data through correlation or other means for substantially the full
term of the asset or liability. Examples include certain U.S. government agency mortgage-backed
securities and collateralized mortgage Obligations, mortgage-backed securities including commercial
mortgage backed securities and residential mortgage backed securities, Small Business Administration
(“SBA™) loans, certain investment funds that are redeemable, corporate bonds, redeemable preferred
stock, certificates of deposit, to-be-announced securitics, credit default swaps and interest rate swaps.

Level 3 Financial assets and liabilities whose values are based on prices or valuation techniques that require
inputs that are both significant to the fair value measurement and unobservable. These inputs reflect
management’s own assumptions about the assumptions a market participant would use in pricing the
asset or liability. Examples include investments in non-public companies, new issuances or illiquid
collateralized mortgage obligations such as agency inverse interest-only securities, TruPS and certain
collateralized debt obligation securities and residential loans in which fair values are based on internal
valuation models prepared by our management.
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In certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, the level in the fair value hierarchy within which the fair value measurement in its
entirety falls has been determined based on the lowest level input that is significant to the fair value measurement
in its entirety. Our assessment of the significance of a particular input to the fair value measurement in its
entirety requires judgment, and considers factors specific to the asset or liability.

Financial instruments carried at contract amounts have short-term maturities (one year or less) are repriced
frequently or bear markeét interest rates. Accordingly, those contracts are carried at amounts approximating fair
value. Financial instruments carried at contract amounts on our consolidated balance sheets include receivables
from and payables to brokers, securities purchased under agreements to resell (“reverse repurchase agreements”
or “receivables under resale agreements”) and sales of securities under agreements to repurchase (“repurchase
agreements”).

How we determine fair value for investments in investment funds and similar vehicles

Substantially all of our other investments, at fair value represent investments in investment funds and other
non-publicly traded entities. Substantially all of these entities have the attributes of investment companies as
described in FASB ASC 946-15-2. We estimate the fair value of these entities using the reported net asset value
per share (or its equivalent) included in FASB ASC 820 for all entities except Star Asia. We generally classify
these estimates within either Level 2, if our investment in the entity is currently redeemable or Level 3, if our
investment is not currently redeemable. In the case of Star Asia, we utilize a series of valuation models to
determine fair value, which use both market and income based approaches.

Derivative Financial Instruments

We do not utilize hedge accounting for our derivatives. Accordingly, all derivatives are carried at fair value
with unrealized and realized gains recognized in earnings.

If the derivative is expected to be managed by employees of our Capital Markets’ segment, or is a hedge for
an investment classified as investments-trading, the derivative will be carried as a component of investments-
trading if an asset or securities sold, not yet purchased if a liability. If the derivative is a hedge for an investment
carried as a component of other investments, at fair value, the derivative will be recorded in other investments, at
fair value.

We may, from time to time, enter into derivatives to manage our risk exposures (i) arising from fluctuations
in foreign currency rates with respect to our investments in foreign currency denominated investments;
(i1) arising from our investments in floating rate investments; (iii) arising from the uncertainty associated with a
financial obligor’s ability to make timely principal and/or interest payments; and (iv) arising from our facilitation
of mortgage-backed trading. Derivatives entered into by us, from time to time, may include (i) foreign currency
forward contracts; (ii) EuroDollar futures; (iii) credit default swaps; and (iv) purchase and sale agreements of
“to-be-announced” securities (“TBAs”). TBAs are forward mortgage-backed securities whose collateral remain
“to be announced” until just prior to the trade settlement. When a forward contract exists for a when-issued
security, such as a TBA security that provides for a choice of settlement dates and delivery is made in the second
nearest month or later or a mechanism issues to settle the contract on a nelt basis, the TBA forward contract is
accounted for as a derivative under FASB ASC 815. The settlement of these transactions is not expected to have
a material effect on our consolidated financial statements.

We determine the fair value of our derivatives the same way we do for all securities utilizing the methods
described above. ) .

Derivatives involve varying degrees of off-balance sheet risk, whereby changes in the level or volatility of
interest rates or market values of the underlying financial instruments may result in changes in the value of a
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particular financial instrument in excess of its carrying amount. Depending on our investment strategy, realized
and unrealized gains and losses are recognized in principal transactions and other income or in net trading in our
consolidated statements of operations on a trade date basis.

Accounting for Income Taxes

We account for income taxes under the asset and liability method, which requires the recognition of
deferred tax assets and liabilities for the expected future tax consequences of events that have been included in
the financial statements. Under this method, deferred tax assets and liabilities are determined based on the
differences between the financial statements and tax basis of assets and liabilities using enacted tax rates in effect
for the year in which the differences are expected to reverse. The effect of a change in tax rates on deferred tax
assets and liabilities is recognized in income in the period that includes the enactment date.

We record net deferred tax assets to the extent we believe these assets will more likely than not be realized.
In making such a determination, we consider all available positive and negative evidence, including scheduled
reversals of deferred tax liabilities, projected future taxable income, tax planning strategies and recent financial
operations. In the event we were to determine that we would be able to realize our deferred income tax assets in
the future in excess of their net recorded amount, we would make an adjustment to the valuation allowance which
would reduce the provision for income taxes.

Income tax expense has not generally been a material amount in our historical financial statements. Prior to
the Merger, we were a pass through entity for U.S. federal income tax purposes and only subject to entity level
taxes in certain state and foreign jurisdictions. However, as a result of the Merger, we acquired significant
deferred tax assets and liabilities and now have significant tax attributes. Effective as of January 1, 2010, we
began to be treated as a C corporation for U.S. federal and State income tax purposes. With the Merger we
inherited significant deferred tax assets.

As is shown in note 21 to the consolidated financial statements contained herein, we currently have
significant unrecognized deferred tax assets. These assets are unrecognized because the Company has recorded
valuation allowances as we have determined that it is not more likely than not that the Company will realize the
benefits of these tax assets. However, this determination is ongoing and subject to change. If the Company were
to change this determination in the future, a significant tax benefit would be recognized as a component of
earnings.

Revenue Recognition

Net trading: Net trading includes: (1) all gains, losses and income (interest and dividends) from securities
classified as investments-trading and trading securities sold, not yet purchased; (2) interest income and expense
from collateralized securities transactions; and (3) commissions and riskless trading profits. Riskless principal
trades are transacted through our proprietary account with a customer order in hand, resulting in little or no
market risk to us. Transactions are recognized on a trade date basis. The investments classified as trading are
carried at fair value. The determination of fair value is based on quoted market prices of an active exchange,
independent broker market quotations, or, when such quotations are unavailable, valuation models prepared by
our management. The models include estimates and the valuations derived from them could differ materially
from amounts realizable in an open market exchange. Net trading is reduced by interest expense, which is
directly incurred to purchase income generating assets related to trading activities. Such interest expense is
recorded on an accrual basis.

Asset management: Asset management revenue consists of collateralized debt abligation asset management
fees, fees earned for management of our permanent capital vehicles and investment funds and other asset
management fees. Collateralized debt obligation asset management fees are carned for providing ongoing asset
management services to the applicable trust. In general, we carn a senior assel management fee, a subordinated
asset management fee and an incentive asset management fee.
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The senior asset management fee is generally senior to all the securities in the collateralized debt obligation
capital structure and is recognized on a monthly basis as services are performed. The senior asset management
fee is generally paid on a quarterly basis.

The subordinated asset management fee is an additional payment for the same services, but has a lower
priority in the collateralized debt obligation cash flows. If the trust experiences a certain level of asset defaults,
these fees may not be paid. There is no recovery by the trust of previously paid subordinated asset management
fees. It is our policy to recognize these fees on a monthly basis as services are performed. The subordinated asset
management fee is generally paid on a quarterly basis. However, if we determine that the subordinated asset
management fee will not be paid (which generally occurs on or before the quarterly payment date), we will stop
recognizing additional subordinated asset management fees on that particular trust and will reverse any
subordinated asset management fees that are accrued and unpaid. We will begin accruing the subordinated asset
management fee again if payment resumes and, in management’s estimate, continued payment is reasonably
assured. If payments were to resume but we were unsure of continued payment, we would recognize the
subordinated asset management fee as payments were received and would not accrue on a monthly basis.

The incentive management fee is an additional payment, made typically after five to seven years of the life
of a collateralized debt obligation, which is based on the clearance of an accumulated cash return on investment
(“Hurdle Return”), received by the most junior collateralized debt obligation securities holders. It is an incentive
for us to perform in our role as asset manager by minimizing defaults and maximizing recoveries. The incentive
management fee is not ultimately determined or payable until the achievement of the Hurdle Return by the most
junior collateralized debt obligation securities holders. We do not recognize incentive fee revenue until the
Hurdle Return is achieved and the amount of the incentive management fee is determinable and payment is
reasonably assured.

Other asset management fees represent fees earned for the ongoing and incentive management of other
investment vehicles we manage.

New issue and advisory: New issue and advisory revenue includes: (1) revenues earned for arranging the
issuance of newly created debt, equity, and hybrid financial instruments; (2) fees charged for advisory services;
and (3) origination fees for corporate debt issues originated by us.

New issue and advisory revenue is recognized when all services have been provided and payment is earned.
In some cases. we will utilize third party professionals to assist in the provision of some of these functions
(primarily origination). In such cases, we record the cost of the third party services in new issue costs, which is
included as a component of professional services, subscriptions, and other operating expenses, and the revenue in
new issue and advisory revenue. )

Principal transactions and other incorne / (loss): Principal transactions include all gains, losses, and income
(interest and dividend) from securities or loans classified as other investments, at fair value, in the consolidated
balance sheets.

The investments classified as other investments, at fair value, are carried at fair value. The determination of
fair value is based on quoted market prices of an active exchange, independent broker market quotations, or,
when such quotations are unavailable, valuation models prepared by our management. These models include
estimates and the valuations derived from them could differ materially from amounts realizable in an open
market exchange. Dividend income is recognized on the ex-dividend date.

Other income / (loss) includes foreign currency gains and losses, interest earned on cash and cash
equivalents, and other miscellaneous income. ‘
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Variable Interest Entities

FASB ASC 810, Consolidation (“FASB ASC 810) contains the guidance surrounding the definition of
variable interest entities (“VIEs”), the definition of variable interests, and the consolidation rules surrounding
VIEs. In general, VIEs are entities in which equity investors lack the characteristics of a controlling financial
interest or do not have sufficient equity at risk for the entity to finance its activities without additional
subordinated financial support. We have variable interests in VIEs through our management contracts and
investments in various securitization entities including collateralized loan obligations and collateralized debt
obligations.

Once it is determined that we hold a variable interest in a VIE, FASB ASC 810 requires that we perform a
qualitative analysis to determine (i) which entity has the power to direct the matters that most significantly
impact the VIE’s financial performance; and-(ii) if we have the obligation to absorb the losses of the VIE that
could potentially be significant to the VIE or the right to receive the benefits of the VIE that could potentially be
significant to the VIE. The entity that has both of these characteristics is deemed to be the primary beneficiary
and required to consolidate the VIE. This assessment must be done on an ongoing basis.

We have variable interests in our sponsored collateralized debt obligations, but we are not the primary
beneficiary and therefore are not consolidating the collateralized debt obligation VIEs. The maximum potential
financial statement loss we would incur if the interests in securitizations (which include collateralized debt
obligations and collateralized loan obligations) were in default on all of their obligations would be (a) the loss of
value of the interests in securitizations that we hold in our inventory at the time (see note 26 to our consolidated
financial statements included in this Annual Report on Form 10-K), and (b) any management fee receivables.

The Merger: As a result of the Merger, we acquired interests in various VIEs held by AFN. In most cases,
these were the most junior interests in the VIEs. AFN had previously been consolidating these VIEs as it had
determined it was the primary beneficiary when it initially acquired its interests. Between the date of AFN’s
initial determination it was primary beneficiary and the Merger, these VIEs had suffered severe levels of defaults
and losses. The losses were so severe that they resulted in substantial impairment in the value and cash flows
earned by the junior interests AFN held. In many cases, the interests held by AFN were generating no cash flows
and the securities held by AFN were deemed to be worthless or severely impaired. AFN continued to consolidate
these VIEs because the provisions of FASB ASC 810 do not allow a primary beneficiary to reconsider its
primary beneficiary status solely based on deterioration of the value or operations of the VIE. However, we
concluded that the Merger was a reconsideration event. Therefore, upon the Merger, we performed the required
expected loss calculations and determined we were not the primary beneficiary of these VIEs. Therefore, these
VIEs were not consolidated. Effective January 1, 2010, we adopted the revised guidance surrounding the
accounting for VIEs as discussed above and in note 3-D to our consolidated financial statements included in this
Annual Report on Form 10-K and determined that we continued not be the primary beneficiary of these VIEs.

Recent Accounting Pronouncements

The following is a list of recent accounting pronouncements that, we believe, will have a continuing impact
on our financial statements going forward. For a more complete list of recent pronouncements, see note 3-U to
our consolidated financial statements included in this Annual Report on Form 10-K.

In December 2010, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards
Update (“ASU”) No. 2010-28, Intangibles — Goodwill and Other (Topic 350): When to Perform Step 2 of the
Goodwill Impairment Test for Reporting Units with Zero or Negative Carrying Amounts (“ASU 2010-28™),
which is intended to address entities with reporting units with zero or negative carrying amounts. The provisions
of this ASU amend the criteria for performing Step 2 of the goodwill impairment test for reporting units with
Zero or negatjve carrying amounts and requires performing Step 2 if qualitative factors indicate that it is more
likely than not that a goodwill impairment exists. ASU 2010-28 requires entities to consider whether there are
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any adverse qualitative factors indicating that an impairment may exist. ASU 2010-28 is effective for fiscal years
and interim periods within those years beginning after December 15, 2010. Early adoption is permitted. We
expect the adoption of the new guidance on performing Step 2 of the goodwill impairment test as of January 1,
2011 will not have an effect on our consolidated financial statements.

In December 2010, the FASB issued ASU 2010-29, Business Combinations (Topic 805): Disclosure of
Supplementary Pro Forma Information for Business Combinations (“ASU 2010-29”), which is intended to
address diversity in practice about the interpretation of the pro forma revenue and earnings disclosure
requirements for business combinations. The amendment affects any public entity as defined by FASB ASC 805,
Business Combinations (“FASB ASC 805”) that enters into business combinations that are material on an
individual or aggregate basis. The comparative financial statements should present and disclose revenue and
earnings of the combined entity as though the business combination(s) that occurred during the current year had
occurred as of the beginning of the comparable prior annual reporting period only. The amendments also expand
the supplemental pro forma disclosures to include a description of the nature and amount of material,
nonrecurring pro forma adjustments directly attributable to the business combination included in the reported pro
forma revenue and earnings. ASU 2010-29 is effective prospectively for business combinations for which the
acquisition date is on or after the beginning of the first annual period beginning on or after December 15, 2010.
Early adoption is permitted. The adoption of the ASU 2010-29 will not have an impact to our financial
statements as it pertains only to supplemental pro forma disclosures.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

All amounts in this section are in thousands unless otherwise noted.

Market Risk

Market risk is the risk of economic loss arising from the adverse impact of market changes to the market
value of our trading and investment positions. 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. For purposes of analyzing the components
of market risk, we have broken out our investment portfolio into three broad categories:

Fixed Income Securities: We hold the following securities: U.S. treasury securities, U.S. government agency
MBS, collateralized mortgage obligations (“CMOs™), non-government MBS, corporate bonds, non-redeemable
preferred stock, certificates of deposits, Small Business Administration (“SBA”) loans, residential loans, whole
loans, unconsolidated investments in the middle and senior tiers of securitization entities, and TruPS. We attempt
to mitigate our exposure to market risk by entering into economic hedging transactions, which may include
to-be-announced securities (“TBAs’™). The fixed income category can be broadly broken down into two
subcategories: fixed rate and floating rate.

Floating rate securities are not in themselves particularly sensitive to interest rate risk. Because they
generally accrue income at a variable rate, the movement in interest rates typically does not impact their fair
value. Fluctuations in their current income due to variations in interest rates are generally not material to us.
Floating rate fixed income securities are subject to other market risks such as: default risk of the underlying
1ssuer, changes in issuer’s credit spreads, investor demand and supply of securities within a particular asset class
or industry class of the ultimate obligor. The sensitivity to any individual market risk cannot be quantified.

The fair value of fixed rate securities is sensitive to changes in interest rates. However, fixed rate securities
that have low credit ratings or represent junior interests in securitizations are not particularly interest rate
sensitive. In general, when we acquire interest rate sensitive securities, we enterinto an offsetting short for a
similar fixed rate security. Alternatively, we may enter into other interest rate hedging arrangements such as
interest rate swaps or Eurodollar futures. We measure our net interest rate sensitivity by determining how the fair
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value of our net interest rate sensitive assets would change as a result of a 100 bps adverse shift across the entire
yield curve. Based on this analysis, as of December 31, 2010, we would incur a loss of $2,022 if the yield curve
rises 100 basis points (“bps”) across all maturities and a gain of $1,642 if the yield curve falls 100 bps across all
maturities. As of December 31, 2009, our net interest rate risk was immaterial.

Equity Securities: We hold equity interests in the form of investments in investment funds, permanent
capital vehicles and equity instruments of publicly traded companies. These investments are subject to equity
price risk. Equity price risk results from changes in the level or volatility of underlying equity prices, which
affect the value of equity securities or instruments that in turn derive their value from a particular stock. We
attempt to reduce the risk of loss inherent in our inventory of equity securities by closely monitoring those
security positions. However, since we generally make investments in our investment funds and permanent capital
vehicles in order to facilitate third party capital raising (and hence increase our AUM and asset management
fees), we may be unwilling to sell these positions as compared to investments in unaffiliated third parties. We
have one permanent capital vehicle investment which is denominated in Euros and another permanent capital
vehicle for which our investment is denominated in U.S. Dollars, but for which the underlying net assets are
primarily based in Japanese Yen. The fair values of these investments are subject to change as the spot foreign
exchange rate between these currencies and the U.S. Dollar (our functional currency) fluctuates. We may enter
into foreign exchange rate derivatives to hedge all or a portion of this risk. We measure our net equity price
sensitivity and foreign currency sensitivity by determining how the net fair value of our equity price sensitive and
foreign exchange sensitive assets would change as a result of a 10% adverse change in equity prices or foreign
exchange rates. Based on this analysis, as of December 31, 2010 our equity price sensitivity was $4,664 and our
foreign exchange currency sensitivity was $1,007. As of December 31, 2009, our equity price sensitivity was
$4,101 and our foreign exchange currency sensitivity was $1,451.

Other Securities: These investments are primarily made up of residual interests in securitization entities. The
fair value of these investments will fluctuate over time based on a number of factors including, but not limited to:
liquidity of the investment type, the credit performance of the individual assets and issuers within the
securitization entity, the asset class of the securitization entity and the relative supply and demand of investments
within that asset class, credit spreads in general, the transparency of valuation of the assets and liabilities of the
securitization entity, and investors view of the accuracy of ratings prepared by the independent rating agencies.
The sensitivity to any individual market risk cannot be quantified.

Debt: In addition to the risks noted above, we incur interest rate risk related to our debt obligations. We
have debt that accrues interest at either variable rates or fixed rates. As of December 31, 2010 and 2009, a 100
bps change in the three month LIBOR would result in a change in our annual cash paid for interest in the amount
of $200. A 100 bps adverse change in the market yield to maturity would result in an increase in the fair value of
the debt in the amount of $1,182 and $1,895, as of December 31, 2010 and 2009, respectively.

How we manage these risks

We seek to manage our market risk by utilizing our underwriting and credit analysis processes that are
performed in advance of acquiring any investment. In addition, we continually monitor our investments—trading
and our trading securities sold, not yet purchased on a daily basis and our other investments on a monthly basis.
We perform an in-depth monthly analysis on all our investments and our risk committee meets on a monthly
basis to review specific issues within our portfolio and to make recommendations for dealing with these issues.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

The financial statements of the Compémy, the related notes and schedules to the financial statements,
together with the Report of Independent Registered Public Accounting Firm thereon, are set forth beginning on
page F-1 of this Annual Report on Form 10-K and are incorporated herein by reference.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

Not applicable.

ITEM 9A. CONTROLS AND PROCEDURES.
Evaluation of Disclosure Controls and Procedures

We have established and maintain disclosure controls and procedures that are designed to ensure that
material information relating to the Company (and its consolidated subsidiaries) required to be disclosed in our
Exchange Act reports is recorded, processed, summarized and reported within the time periods specified in the
SEC’s rules and forms, and that such information is accumulated and communicated to management, including
our Chief Executive Officer and Chief Financial Officer, who certify our financial reports and to other members
of senior management and the board of directors. Under the supervision and with the participation of our Chief
Executive Officer and Chief Financial Officer, we have evaluated the effectiveness of the design and operation of
our disclosure controls and procedures (as defined in Rule 13a-15(e) and 15d-15(e) of the Exchange Act) as of
December 31, 2010. Based on that evaluation, the Chief Executive Officer and the Chief Financial Officer
concluded that our disclosure controls and procedures were effective at December 31, 2010.

Management’s Annual Report on Internal Control Over Financial Reporting

Our management is responsible for establishing and maintaining adequate internal control over financial
reporting as defined in Rules 13a-15(f) and 15d-15(f) under the Exchange Act. Because of its inherent
limitations, internal control over financial reporting may not prevent or detect misstatements. Projections of any
evaluation of effectiveness to future periods are subject to the risks that controls may become inadequate because
of-changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

Management assessed the effectiveness of our internal control over financial reporting as of December 31,
2010. In making this assessment, management used the criteria set forth by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO) in Internal Control-Integrated Framework. Based on this
assessment, management believes that, as of December 31, 2010, our internal control over financial reporting is
effective.

This Annual Report does not include an attestation report of the Company’s registered public accounting
firm regarding internal control over financial reporting. Management's report was not subject to attestation by the
Company’s auditors pursuant to rules of the Securities and Exchange Commission that permit us to provide only
management’s report in this Annual Report.

Changes in Internal Control over Financial Reporting

There has not been any change in our internal control over financial reporting during the quarter ended
December 31, 2010 that has materially affected, or is reasonably likely to materially affect, our internal control
over financial reporting.

ITEM 9B. OTHER INFORMATION.

None.
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PART I

Item 10. Directors, Executive Officers and Corporate Governance.

Our Board of Directors has adopted the Code of Conduct applicable to ail directors, officers, and employees
of the Company. The Code of Conduct is available on our website at www.ifmi.com/investorrelations/
gov_conduct.asp

The information required by Item 10 is included in the sections entitled “Executive Officers,” “Election of
Directors,” “Section 16(a) Beneficial Ownership Reporting Compliance,” and “Corporate Governance and Board
of Directors Information” in the Company’s definitive Proxy Statement, to be filed pursuant to Regulation 14A
of the Securities Exchange Act of 1934 in connection with the Company’s 2011 Annual Meeting of Stockholders
and is incorporated herein by reference.

Item 11. Executive Compensation.

The information required by Item 11 is included in the Section entitled “Executive Compensation” in the
Company’s definitive Proxy Statement, to be filed pursuant to Regulation 14A of the Securities Exchange Act of
1934 in connection with the Company’s 2011 Annual Meeting of Stockholders and is incorporated herein by
reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

The information required by Item 12 with respect to the “Security Ownership of Certain Beneficial Owners
and Management” is included in the Company’s definitive Proxy Statement, to be filed pursuant to Regulation
14A of the Securities Exchange Act of 1934 in connection with the Company’s 2011 Annual Meeting of
Stockholders and is il)éOl'porated herein by reference.

Equity Compensation Plan Information

The Company’s 2006 Long-Term Incentive Plan was approved by our stockholders at the special meeting
held on October 6, 2006. The 2006 Long-Term Incentive Plan was amended on April 26, 2007, and again on
June 18, 2008.

Following the Merger in December 2009, our Board of Directors assumed the Cohen Brothers, LLC 2009
Equity Award Plan (the “2009 Equity Award Plan™) from Cohen Brothers on December 16, 2009.

The Company’s 2010 Long Term Incentive Plan was approved by our stockholders at the annual meeting
held on December 10, 2010.

97



The following table provides information regarding the 2006 Long Term Incentive Plan, the 2010 Long
Term Incentive Plan and the 2009 Equity Award Plan as of December 31, 2010:

(a) (b) (©)

Number of securities
remaining available

Number of for future issuance
securities to be under equity
issued upon the compensation plans

exercise of Weighted-average (excluding

outstanding exercise price of securities
options, warrants outstanding options, reflected in column
Plan Category and rights warrants and rights (a))

Equity compensation plans approved by

security holders (1) ............... — — 1,581,088
Equity compensation plans not approved

by security holders ............. ... — — —

(1) Represents restricted shares pursuant to the 2006 Long-Term Incentive Plan and the 2010 Long-Term
Incentive Plan.

All of the Operating LLC restricted units available under the 2009 Equity Award Plan have been issued. The
Operating LLC restricted units are a contractual right that entitles the recipient, upon vesting of the restricted
unit, to receive the number of membership units set forth in the restricted unit grant document. A restricted unit is
subject to either time-based and/or performance-based vesting conditions. These restricted units generally vest
over a period of three years from the closing date of the Merger. The membership units issued upon the vesting
of these restricted units will, at the election of the holder thereof or the Company, be convertible into the
equivalent number of shares of the Company’s Common Stock. Upon the vesting of these restricted units, Daniel
G. Cohen is required, pursuant to an Equity Plan Funding Agreement, to transfer to (1) the Operating LLC the
number of restricted units equal to the number of membership units to be issued by the Operating LLC upon the
vesting of the restricted unit, or (2) the Company the number of shares of the Company’s Common Stock equal
to the number of membership units issuable upon the vesting of the restricted unit.

See note 20 to our consolidated financial statements included in this Annual Report on Form 10-K for
further information regarding the 2006 Long-Term Incentive Plan, the 2009 Equity Award Plan and the Equity
Plan Funding Agreement, and the 2010 Long-Term Incentive Plan.

The remainder of the information required by Item 12 is included in the Section entitled “Share Ownership
of Certain Beneficial Owners and Management” in the Company’s definitive Proxy Statement, to be filed
pursuant to Regulation 14A of the Securities Exchange Act of 1934 in.connection with the Company’s 2011
Annual Meeting of Stockholders and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions, and Director Independence.

The information required by Item 13 is included in the Sections entitled “Certain Relationships and Related
Party Transactions” and “Corporate Governance and Board of Directors Information — Director Independence” in
the Company’s definitive Proxy Statement, to be filed pursuant to Regulation 14A of the Securities Exchange
Act of 1934 in connection with the Company’s 2011 Annual Meeting of Stockholders and is incorporated herein
by reference.

Item 14. Principal Accounting Fees and Services.

The information required by Item 14 is included in the Sections entitled “Principal Accounting Firm Fees”
in the Company’s definitive Proxy Statement, to be filed pursuant to Regulation‘14A of the Securities Exchange
Act of 1934 in connection with the Company’s 2011 Annual Meecting of Stockholders and is incorporated herein
by reference.
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PART IV

ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES.

(a) Documents filed as a part of this Annual Report on Form 10-K:

(1) The following financial statements of the Company are included in Part II, Item 8 of this Annual Report

on Form 10-K:

(1) Report of Independent Registered Public Accounting Firm F-2
(i) Consolidated Balance Sheets as of December 31, 2010 and 2009 F-3
(ii1)  Consolidated Statements of Opetations for the years ended December 31, 2010, 2009

and 2008 F-4
(iv)  Consolidated Statement of Changes in Stockholders’ / Members’ Equity for the years

ended December 31, 2010, 2009 and 2008 F-5
(v) Consolidated Statements of Cash Flows for the years ended December 31, 2010, 2009

and 2008 F-6
(vi)  Notes to Consolidated Financial Statements as of December 31, 2010 F-7

(2) Schedules to Consolidated Financial Statements:

L Condensed Financial Information of Registrant F-95
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(b) Exhibit List

The following exhibits are filed as part of this Annual Report on Form 10-K:

Exhibit

No. Description

2.1 Agreement and Plan of Merger, dated as of February 20, 2009, by and among Alesco Financial Inc.,
Fortune Merger Sub, LLC and Cohen Brothers, LLC (incorporated by reference to Exhibit 2.1 to the
Company’s Current Report on Form 8-K filed with the SEC on February 23, 2009).#

2.2 Amendment No. 1 to Agreement and Plan of Merger, dated as of June 1, 2009, by and among Alesco
Financial Inc., Fortune Merger Sub, LLC, Alesco Financial Holdings, LLC, and Cohen Brothers, LLC
(incorporated by reference to Exhibit 2.1 to the Company’s Current Report on Form 8-K filed with
the SEC on June 2, 2009).#

23 Amendment No. 2 to Agreement and Plan of Merger, dated as of August 20, 2009, by and among

Alesco Financial Inc., Alesco Financial Holdings, LLC and Cohen Brothers, LLC (incorporated by
reference to Exhibit 2.1 to the Company’s Current Report on Form 8-K filed with the SEC on
August 20, 2009).#

2.4 Amendment No. 3 to Agreement and Plan of Merger, dated as of September 30, 2009, by and among
Alesco Financial Inc., Alesco Financial Holdings, LLC, and Cohen Brothers, LLC (incorporated by
reference to Exhibit 2.1 to the Company’s Current Report on Form 8-K filed with the SEC on
September 30, 2009).

2.5 Purchase and Contribution Agreement, dated September 14, 2010, by and among Cohen & Company
Inc., Cohen Brothers, LLC, JVB Financial Holdings, L.L.C., the Sellers Listed on Annex I thereto and
the Management Employees, as defined therein (incorporated by reference to Exhibit 2.1 to the
Company’s Current Report on Form 8-K filed with the SEC on September 14, 2010).#

2.6 Amendment No. 1 to Purchase and Contribution Agreement, dated October 29, 2010, by and among
Cohen & Company Inc., Cohen Brothers, LLC, JVB Financial Holdings, L.L.C., the Sellers listed on
Annex I to the original Purchase and Contribution Agreement, dated September 14, 2010, and the
Management Employees as defined in the original Purchase and Contribution Agreement, dated
September 14, 2010. *

2.7 Amendment No. 2 to Purchase and Contribution Agreement, dated December 27, 2010, by and among
Cohen & Company Inc., Cohen Brothers, LLC, JVB Financial Holdings, L.L.C., the Sellers listed on
Annex I to the original Purchase and Contribution Agreement, dated September 14, 2010, and the
Management Employees as defined in the original Purchase and Contribution Agreement, dated
September 14, 2010. *

o 2.8 Amendment No. 3 to Purchase and Contribution Agreement, dated January 11, 2011, by and among
- Cohen & Company Inc., Cohen Brothers, LLC, JVB Financial Holdings, L.L.C., the Sellers listed on
Annex I to the original Purchase and Contribution Agreement, dated September 14, 201 0, and the
Management Employees as defined in the original Purchase and Contribution Agreement, dated
September 14, 2010. *#

3.1 Second Articles of Amendment and Restatement (incorporated by reference to Exhibit 3.1 to
Amendment No. 1 to the Company’s Registration Statement on Form S-11 (Registration No.
333-111018) filed with the SEC on February 6, 2004).

3.2 Articles of Amendment changing name to Alesco Financial Inc. (incorporated by reference to
Exhibit 3.1 to the Company’s Registration Statement on Form S-11 (Registration No. 333-111018)
filed with the SEC on February 6. 2004).

33 Articles of Amendment to Effectuate a Reverse Stock Split (incorporated by reference to Exhibit 3.1
to the Company’s Current Report on Form 8-K filed with the SEC on December 17, 2009).
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Exhibit
No.

Description

34

3.5

3.6

3.7

3.8

3.9

3.10

4.1

4.2

43

4.4

4.5

4.6

4.7

4.8

Articles of Amendment to Set Par Value (incorporated by reference to Exhibit 3.2 to the Company’s
Current Report on Form 8-K filed with the SEC on December 17, 2009).

Articles Supplementary — Series A Voting Convertible Preferred Stock (incorporated by reference to
Exhibit 3.3 to the Company’s Current Report on Form 8-K filed with the SEC on December 17,
2009).

Articles Supplementary — Series B Voting Non-Convertible Preferred Stock (incorporated by
reference to Exhibit 3.4 to the Company’s Current Report on Form 8-K filed with the SEC on
December 17, 2009).

Articles of Amendment to change Name to Cohen & Company Inc. (incorporated by reference to
Exhibit 3.5 to the Company’s Current Report on Form 8-K filed with the SEC on December 17,
2009).

Articles Supplementary ~ Series C Junior Participating Preferred Stock (incorporated by reference to
Exhibit 3.1 to the Company’s Current Report on Form 8-K filed with the SEC on December 28,
2009).

Articles of Amendment Changing Name to Institutional Financial Markets, Inc. (incorporated by
reference to Exhibit 3.1 to the Company’s Current Report on Form 8-K filed with the SEC on
January 24, 2011).

By-laws, as amended (incorporated by reference to Exhibit 3.1 to the Company’s Current Report on
Form 8-K filed with the SEC on October 11, 2005).

Form of 7.625% Contingent Convertible Senior Notes due 2027 (incorporated by reference to
Exhibit 4.2 to the Company’s Current Report on Form 8-K filed with the SEC on May 21, 2007).

Registration Rights Agreement, dated as of May 15, 2007, by and between Alesco Financial Inc. and
RBC Capital Markets Corporation (incorporated by reference to Exhibit 4.3 to the Company’s Current
Report on Form 8-K filed with the SEC on May 21, 2007).

Junior Subordinated Indenture, dated as of March 15, 2005, by and between Sunset Financial
Resources, Inc. (now Institutional Financial Markets, Inc.) and JPMorgan Chase Bank, National
Association (incorporated by reference to Exhibit 10.62 to the Company’s Annual Report on
Form 10-K filed with the SEC on March 31, 2004).

Indenture, dated as of May 15, 2007, by and between Alesco Financial Inc. and U.S. Bank National
Association (incorporated by reference to Exhibit 4.1 to the Company’s Current Report on
Form 8-K filed with the SEC on May 21, 2007).

Junior Subordinated Indenture, dated as of June 25, 2007, by and between Alesco Financial Inc. and
Wells Fargo Bank, N.A. (incorporated by reference to Exhibit 4.1 to the Company’s Current Report
on Form 8-K filed with the SEC on June 29, 2007).

Indenture, dated as of June 29, 2007, by and among Bear Stearns ARM Trust 2007-2, Citibank, N.A.
and Wells Fargo Bank, N.A. (incorporated by reference to Exhibit 4.6 to the Company’s Quarterly
Report on Form 10-Q filed with the SEC on August 9, 2007).

Form of Specimen Stock Certificate (incorporated by reference to Exhibit 4.1 to the Company’s
Annual Report on Form 10-K filed with the SEC on March 10, 2010).

Registration Rights Agreement by and among Cohen & Company Inc. (now Institutional Financial
Markets, Inc.) and the Holders Listed on the Signature Pages Thereto (incorporated by reference to
Exhibit 4.13 to the Company’s Registration Statement on Form S-3 filed with the SEC on
February 11, 2011). )
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9.1 Voting Agreement dated February 20, 2009 between Alesco Financial Inc. and Cohen Bros. Financial,
LLC (incorporated by reference to Exhibit 9.1 to the Company’s Registration Statement on
Form S-4 filed with the SEC on June 2, 2009).

9.2 Voting Agreement dated February 20, 2009, between Alesco Financial Inc. and Christopher Ricciardi
(incorporated by reference to Exhibit 9.2 to the Company’s Registration Statement on Form S-4 filed
with the SEC on June 2, 2009).

9.3 Voting Agreement dated February 20, 2009, between Alesco Financial Inc. and James J. McEntee, I1J,
individually and as trustee on behalf of James J. McEntee, III T/U/A James J. McEntee, 111
(incorporated by reference to Exhibit 9.3 to the Company’s Registration Statement on Form S-4 filed
with the SEC on June 2, 2009).

10.1 Management Agreement, dated as of January 31, 2006, by and between Alesco Financial Trust and
Cohen Brothers Management, LLC (incorporated by reference to Annex E to the Company’s Proxy
Statement on Schedule 14A filed with the SEC on September 8, 2006).

10.2 Letter Agreement, dated January 31, 2006, by and between Alesco Financial Trust and Cohen
Brothers, LLC, relating to certain rights of first refusal and non-competition arrangements between
the parties (incorporated by reference to Exhibit 10.4 to Amendment No. 1 to the Company’s
Registration Statement on Form S-3 (Registration No. 333-137219) filed with the SEC on October 3,
2006).

10.3 Assignment and Assumption Agreement, dated as of October 6, 2006, by and among Alesco Financial
Trust, Sunset Financial Resources, Inc. (now Institutional Financial Markets, Inc.) and Cohen
Brothers Management, LLC, transferring the agreement referred to in Exhibit 10.1(a) to the Company
(incorporated by reference to Exhibit 10.2 to the Company’s Registration Statement on
Form S-3 (Registration No. 333-138136) filed with the SEC on October 20, 2006).

10.4 Letter Agreement, dated October 18, 2006, by and between Alesco Financial Inc. and Cohen Brothers,
LLC, transferring the agreement referred to in Exhibit 10.2 hereto to Alesco Financial Inc.
(incorporated by reference to Exhibit 10.5 to the Company’s Registration Statement on Form S-3
(Registration No. 333-138136) filed with the SEC on October 20, 2006).

10.5 Shared Facilities and Services Agreement, dated as of January 31, 2006, by and between Cohen
Brothers Management, LLC and Cohen Brothers, LLC (incorporated by reference to Exhibit 10.3 to
Amendment No. 1 to the Company’s Registration Statement on Form S-3 (Registration No.
333-137219) filed with the SEC on October 5, 2006).

10.6 Purchase Agreement, dated as of May 9, 2007, by and between Alesco Financial Inc. and RBC
Capital Markets Corporation) (incorporated by reference to Exhibit 1.1 to the Company’s Current
Report on Form 8-K filed with the SEC on May 10, 2007).

10.7 Underwriting Agreement, dated June 20, 2007, by and between Alesco Financial Inc. and-RBC
Capital Markets Corporation (incorporated by reference to Exhibit 1.1 to the Company’s Current
Report on Form 8-K filed with the SEC on June 22, 2007). .

10.8 Amended and Restated Trust Agreement, dated as of June 25, 2007, by and among Alesco Financial
Inc., Wells Fargo Bank, N.A., Wells Fargo Delaware Trust Company and the administrative trustees
named therein (incorporated by reference to Exhibit 4.2 to the Company’s Current Report on
Form 8-K filed with the SEC on June 29, 2007).

10.9 Amended and Restated Trust Agreement, dated as of June 29, 2007; by and among Structured Asset

Mortgage Investments II Inc., Wilmington Trust Company, Wells Fargo Bank, N.A. and
acknowledged by Alesco Financial Inc. (incorporated by reference to Exhibit 10.13 to the Company’s
Quarterly Report on Form 10-Q filed with the SEC on August 9, 2007).
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Mortgage Loan Purchase Agreement, dated as of June 29, 2007, by and between Alesco Financial Inc.
and Structured Asset Mortgage Investments II Inc. (incorporated by reference to Exhibit 10.14 to the
Company’s Quarterly Report on Form 10-Q filed with the SEC on August 9, 2007).

Sale and Servicing Agreement, dated as of June 29, 2007, by and among Structured Asset Mortgage
Investments II Inc., Bear Stearns ARM Trust 2007-2, Alesco Financial Inc., Citibank, N.A. and Wells
Fargo Bank, N.A., as securities administrator and master servicer (incorporated by reference to
Exhibit 10.15 to the Company’s Quarterly Report on Form 10-Q filed with the SEC on August 9,
2007).

Guarantee Agreement, dated as of June 29, 2007, by and between Alesco Financial Inc. and Alesco
Loan Holdings Trust (incorporated by reference to Exhibit 10.16 to the Company’s Quarterly Report
on Form 10-Q filed with the SEC on August 9, 2007).

2006 Long-Term Incentive Plan, as amended (incorporated by reference to Annex A to the
Company’s Proxy Statement on Schedule 14A filed with the SEC on April 30, 2007).

Form of Restricted Share Award Agreement (incorporated by reference to Exhibit 10.7 to the
Company’s Annual Report on Form 10-K filed with the SEC on March 16, 2007).

Form of Indemnification Agreement by and between Alesco Financial Inc. and each of its directors
and officers (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K
filed with the SEC on October 20, 2006).

Amended and Restated Senior Management Agreement between Cohen Brothers, LLC and
Christopher Ricciardi dated as of January 31, 2007. (incorporated by reference to Exhibit 10.16 to the
Company’s Registration Statement on Form S-4 filed with the SEC on June 2, 2009). +

Amendment No. 1 to Amended and Restated Senior Management Agreement between Cohen
Brothers, LLC and Christopher Ricciardi dated as of July 31, 2008. (incorporated by reference to
Exhibit 10.17 to the Company’s Registration Statement on Form S-4 filed with the SEC on June 2,
2009). +

Amendment No. 2 to Amended and Restated Senior Management Agreement between Cohen
Brothers, LLC and Christopher Ricciardi dated as of February 20, 2009. (incorporated by reference to
Exhibit 10.18 to the Company’s Registration Statement on Form S-4 filed with the SEC on June 2,
2009). +

Employment Agreement by and between Christopher Ricciardi and Cohen & Company Inc. dated
February 18, 2010 (incorporated by reference to Exhibit 10.19 to the Company’s Annual Report on
Form 10-K filed with the SEC on March 10, 2010). +

Employment Agreement between Cohen Brothers, LLC and Joseph Pooler dated as of May 7, 2008.
(incorporated by reference to Exhibit 10.19 to the Company’s Registration Statement on Form -
S-4 filed with the SEC on June 2, 2009). +

Amendment No. 1 to Employment Agreement between Cohen Brothers, LLC and Joseph Pooler dated
as of February 20, 2009. (incorporated by reference to Exhibit 10.20 to the Company’s Registration
Statement on Form S-4 filed with the SEC on June 2, 2009). +

Amendment No. 2 to Employment Agreement between Joseph W. Pooler, Jr. and Cohen Brothers,
LLC dated February 18, 2010 (incorporated by reference to Exhibit 10.22 to the Company's Annual
Report on Form 10-K filed with the SEC on March 10, 2010).+ '

Cohen Brothers, LLC 2009 Senior Managers® Cash Bonus Retention Plan. (incorporated by reference
to Exhibit 10.21 to the Company’s Registration Statement on Form S-4 filed with the SEC on June 2,
2009). +
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10.27

10.28

10.29

10.30

10.31

10.32

10.33

10.34
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Unsecured Subordinated Promissory Note between Cohen Brothers, LLC and Daniel G. Cohen.
(incorporated by reference to Exhibit 10.22 to the Company’s Registration Statement on Form S-4
filed with the SEC on June 2, 2009).

Unsecured Subordinated Promissory Note between Cohen Brothers, LLC and Christopher Ricciardi.
(incorporated by reference to Exhibit 10.23 to the Company’s Registration Statement on Form S-4
filed with the SEC on June 2, 2009).

Alesco Financial Inc. Cash Bonus Plan (incorporated by reference to Annex B to Alesco Financial
Inc’s Registration Statement on Form S-4 filed with the SEC on August 20, 2009). +

Amended and Restated Loan and Security Agreement by and among Cohen Brothers, LLC, TD Bank,
N.A., and the Financial Institutions Now or Hereafter Listed on Schedule A dated as of June 1, 2009.
(incorporated by reference to Exhibit 10.25 to the Company’s Amendment No. 1 to the Registration
Statement on Form S-4 filed with the SEC on August 20, 2009). 1

First Amendment to Amended and Restated Loan and Security Agreement by and among Cohen
Brothers, LLC, each of the Subsidiary Guarantors party thereto, and TD Bank, N.A. dated as of
September 30, 2009 (incorporated by reference to Exhibit 10.30 to the Company’s Amendment No. 2
to the Registration Statement on Form S-4 filed with SEC on September 30, 2009).

Omnibus Joinder and Amendment to Loan Documents by and among Cohen Brothers, LLC, each of
the Subsidiary Guarantors party thereto, certain Joining Guarantors and TD Bank, N.A. dated as of
December 16, 2009 (incorporated by reference to Exhibit 10.29 to the Company’s Annual Report on
Form 10-K filed with the SEC on March 10, 2010).

Third Amendment to Loan and Security Agreement by and among Cohen Brothers, LLC, each of the
Subsidiary Guarantors a party thereto, TD Bank, N.A., and each of the financial institutions identified
as Lenders dated as of December 30, 2009 (incorporated by reference to Exhibit 10.30 to the
Company’s Annual Report on Form 10-K filed with the SEC on March 10, 2010).

Cohen Brothers, LLC 2009 Equity Award Plan. (incorporated by reference to Exhibit 10.26 to the
Company’s Amendment No. 1 to the Registration Statement on Form S-4 filed with the SEC on
August 20, 2009). +

Amended and Restated Cohen Brothers, LLC 2009 Equity Award Plan. (incorporated by reference to
Exhibit 4.12 to the Company’s Registration Statement on Form S-8 filed with the SEC on April 29,
2010). +

Form of Cohen Brothers, LLC Restricted Unit Award Pursuant to the Cohen Brothers, LLC 2009
Equity Award Plan. (incorporated by reference to Exhibit 10.27 to the Company’s Amendment No. 1
Lo the Registration Statement on Form S-4 filed with the SEC on August 20, 2009). +

Equity Plan Funding Agreement by and among Daniel G. Cohen and Cohen Brothers, LLC.
(incorporated by reference to Exhibit 10.28 to the Company’s Amendment No. 1 to the Registration
Statement on Form S-4 filed with the SEC on August 20, 2009).

Letter Agreement by and between Alesco Financial Inc. and Cohen Brothers, LLC dated
September 22, 2009 (incorporated by reference to Exhibit 10.29 to the Company’s Amendment No. 2
to the Registration Statement on Form S-4 filed with SEC on September 30, 2009).

Amended and Restated Limited Liability Company Agreement of Cohen Brothers, LLC (incorporated
by reference to Exhibit 10.1 to the Company’s Current Report on Form 8-K filed with the SEC on
December 17, 2009). '

¢

Employment Agreement by and between Daniel G. Cohen and Cohen & Company Inc. dated
February 18, 2010 (incorporated by reference to Exhibit 10.36 to the Company’s Annual Report on
Form 10-K filed with the SEC on March 10, 2010). +
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2010 Executive Officers’ Cash Bonus Plan (incorporated by reference to Exhibit 10.37 to the
Company’s Annual Report on Form 10-K filed with the SEC on March 10, 2010). +

Form of Award For 2010 Executive Officers’ Cash Bonus Plan (incorporated by reference to Exhibit
10.38 to the Company’s Annual Report on Form 10-K filed with the SEC on March 10, 2010). +

Form of Promissory Note (incorporated by reference to Exhibit 10.39 to the Company’s Annual
Report on Form 10-K filed with the SEC on March 10, 2010).

Section 382 Rights Agreement, dated January 5, 2011, by and between Cohen & Company Inc. and
Mellon Investor Services LLC (incorporated by reference to the Company’s Current Report on
Form 8-K filed with the SEC on December 28, 2009).

Amendment No. 1 to Section 382 Rights Agreement, dated January 5, 2011, by and between Cohen &
Company Inc. and Mellon Investor Services LLC (incorporated by reference to Exhibit 4.1 to the
Company’s Current Report on Form 8-K filed with the Securities Exchange Commission on

January 6, 2011).

Employment Agreement by and between Christopher Ricciardi and Cohen & Company Inc. dated
February 18, 2010 (incorporated by reference to Exhibit 10.2 to the Company’s Quarterly Report on
Form 10-Q filed with the SEC on May 7, 2010). +

Institutional Financial Markets, Inc. (formerly Cohen & Company Inc.) 2010 Long-Term Incentive
Plan (incorporated by reference to Exhibit 10.1 to the Company’s Quarterly Report on Form 10-Q
filed with the SEC on August 5, 2010). +

Amendment No. 1 to Institutional Financial Markets, Inc. (formerly Cohen & Company Inc.) 2010
Long-Term Incentive Plan. +*

Form of Restricted Stock Award under Institutional Financial Markets, Inc. (formerly Cohen &
Company Inc.) 2010 Long-Term Incentive Plan. +*

Master Transaction Agreement, dated July 29, 2010, by and among Cohen & Company Inc., Cohen &
Company Financial Management, LLC and ATP Management LLC (incorporated by reference to
Exhibit 10.1 to the Company’s Quarterly Report on Form 10-Q filed with the SEC on November 9,
2010). 1

Services Agreement, dated July 29, 2010, by and between ATP Management LLC and Cohen &
Company Financial Management LLC (incorporated by reference to Exhibit 10.2 to the Company’s
Quarterly Report on Form 10-Q filed with the SEC on November 9, 2010).

Loan and Security Agreement, dated July 29, 2010, by and among Dekania Investors, LLC, TD Bank,
N.A. and the financial institutions now or thereafter listed on Schedule A thereto (incorporated by
reference to Exhibit 10.3 to the Company’s Quarterly Report on Form 10-Q filed with the SEC on
November 9, 2010).

Joinder to Loan Documents, dated December 31, 2010, by and among Dekania Investors, LLC, the
Subsidiary Guarantors party thereto, Cohen Principal Investing, LLC, TD Bank, N.A. and the
financial institutions now or thereafter listed on Schedule A to the Loan and Security Agreement,
dated July 29, 2010.~°

Statement Regarding Computation of Pér Share Earnings. ™

Code of Conduct (incorporated by reference to Exhibit 14.1 to the Compariy’s Annual Report on
Form 10-K filed with the SEC on March 10, 2010).
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Exhibit
No. Description

23.1 Consent of Grant Thornton, LLP, Independent Registered Public Accounting Firm, regarding the
financial statements of Institutional Financial Markets, Inc.*

31.1 Certification of the Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002, as amended. *

31.2 Certification of the Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of
2002, as amended. *

32.1 Certification of the Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, as amended.*

32.2 Certification of the Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, as amended.*®

*  Filed herewith.

##  Data required by FASB Accounting Standards Codification 260, “Earnings per Share,” is provided in note
24 to our consolidated financial statements included in this Annual Report on Form 10-K.

Constitutes a management contract or compensatory plan or arrangement.

Schedules and exhibits have been omitted pursuant to Item 601(b)(2) of Regulation S-K. Institutional
Financial Markets, Inc. hereby undertakes to furnish supplementally copies of any of the omitted schedules
or exhibits upon request by the SEC.

Confidential treatment has been requested for portions of this document. An unredacted version of this
exhibit has been filed separately with the Securities and Exchange Commission.

H* +

(c) The financial statement schedules listed in the Index to Consolidated Financial Statements and Financial
Statement Schedules listed under Item 15.1(a) are included under Item 8 and are presented beginning on page F-1
of this Form 10-K. All other schedules for which provision is made in the applicable accounting regulations of
the Securities and Exchange Commission are not required under the related instructions or are inapplicable, or is
not present in amount sufficient to require submission of the schedule, and therefore have been omitted.
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INSTITUTIONAL FINANCIAL MARKETS, INC.
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.

DATE: March 4, 2011
INSTITUTIONAL FINANCIAL MARKETS, INC.

By: /s/ DaNIEL G. COHEN

Daniel G. Cohen
Chairman of the Board and Chief Executive Officer

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 and on the dates indicated.
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/s/ WALTER T. BEACH

Walter T. Beach

/s/ RODNEY E. BENNETT
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/s/ DANIEL G. COHEN
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Jack Haraburda
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Douglas Listman
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Neil Subin
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Charles W. Wolcott

Title

Director

Director

Chairman, Chief Executive Officer
and Chief Investment Officer
(Principal Executive Officer)
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Director
Director
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Report of Independent Registered Public Accounting Firm
Board of Directors and Audit Committee of Institutional Financial Markets, Inc.

We have audited the accompanying consolidated balance sheets of Institutional Financial Markets, Inc. (formerly
Cohen & Company Inc.), a Maryland corporation (the “Company”), as of December 31, 2010 and 2009, and the
related consolidated statements of operations, changes in members’/stockholders’ equity, and cash flows for each
of the three years in the period ended December 31, 2010. Our audits of the basic financial statements included
the financial statement schedule listed in the index appearing under Item 15(2). These consolidated financial
statements and financial statement schedule are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these consolidated financial statements and financial statement schedule
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. The Company is not required to have, nor
were we engaged to perform an audit of its internal control over financial reporting. Our audit included
consideration of internal control over financial reporting as a basis for designing audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control over financial reporting. Accordingly, we express no such opinion. An audit also
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
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 consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Institutional Financial Markets, Inc. as of December 31, 2010 and 2009, and the results of its
operations and its cash flows for each of the three years in the period ended December 31, 2010 in conformity
with accounting principles generally accepted in the United States of America. Also, in our opinion, the related
financial statement schedule, when considered in relation to the basic financial statements taken as a whole,
presents fairly, in all material respects, the information set forth therein.

/s/ Grant Thornton LLP

Philadelphia, Pennsylvania
March 4, 2011
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INSTITUTIONAL FINANCIAL MARKETS, INC.

CONSOLIDATED BALANCE SHEETS
(Dollars in Thousands)

December 31,
2010 2009

Assets .

Cashand cash equivalents ... ... ... .. .. . i $ 43,946 $ 69,692

Restricted cash . . ... 4,507 255

Receivables from related parties ......... ... .. e 966 1,255

Otherreceivables . .. ... ... 6,033 4268

Investments-trading . . ... ... e 189,015 135,428

Other investments, at fair value ....... e 46,551 43,647

Receivables under resale agreements .......... ... ... ..t — 20,357

GoodwWill ... 3,231 8,838

Ot A8« .t vttt e et e e 12,498 14,680

Total ASSELS . .o\ttt $306,747 $298,420

Liabilities

Payables to:

Brokers, dealers, and clearing agencies ................. i $ 45469 $ 13,491
Related parties .. ... i 34 —
Accounts payable and other liabilities ....... ... ... .. .. . ... . i i 13,165 13,199
Accrued COMPENSatioN . .. ...ttt e 17,358 7,689
Trading securities sold, not yet purchased ........ ... ... .. .. ... ... ... .. . ... .. 17,820 114,712
Securities sold under agreement torepurchase . .............. ... 69,816 —
Deferred INCOME tAXES . . o ottt e et e et e e e e e et e 8,889 9,717

Debt (includes $0 and $3,807 of notes payable to related parties, respectively)
Total liabilities

....... 44,688 61,961
................................................. 217,239 220,769
Commitments and contingencies (See Note 27)

Equily:
Stockholders’ Equity:
Preferred Stock, $0.001 par value per share, 50,000,000 shares authorized: ..........
Series A Voting Convertible Preferred Stock, $0.001 par value per share, 1 share
authorized, O and 1 share issued and outstanding, respectively ................ — —
Series B Voting Non-Convertible Preferred Stock, $0.001 par value per share,
4,983,557 shares authorized, 4,983,557 and O shares issued and outstanding,
reSpectively ... R 5 —
Series C Junior Participating Preferred Stock, $0.001 par value per share, 10,000
shares authorized, no shares issued and outstanding . ....................... — —
Common Stock, $0.001 par value per share, 100,000,000 shares authorized, 10,533,084
and 10,343,347 shares issued, respectively; 10,482,684 and 10,292,947 outstanding,
respectively, including 162,226 and 36,109 unvested restricted share awards,

respectively 10 10
Additional paid-incapital .. ... e 58,954 57,411
Retained earnings (accumulated deficit) ....... .. .. ... . . .. L. 6,382 (170)
Accumulated other comprehensive loss . ....... .. ... ... . (665) (582)

Treasury stock at cost (50,400 shares of Common Stock) .. ...................... (328) (328)

........................................... 64.358 56,341

Total stockholders’ equity

Noncontrolling interest ............... L 25,150 21,310
Totalequily .. ... e 89,508 77,651
Total liabilities and equity . .. ... .. ... . $306,747  $298.420

See accompanying notes to consolidated financial statements.
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INSTITUTIONAL FINANCIAL MARKETS, INC.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Dollars in Thousands, except share or unit and per share or per unit information)

Year Ended December 31,
2010 2009 2008
Revenues )
Nettrading ... ... $ 70,809 $ 44,165 $ 18234
ASSELMAnAagemMENt . . . . oo vt 25,281 31,148 63,844
Newissue and advisory .. ........... ... i, 3,778 1,816 7,249
Principal transactions and other income / (Ioss) ............... 25,684 6,957 (6,038)
Totalrevenues ..................... ... 125,552 84,086 83,289
Operating expenses
Compensation and benefits . ............ .. ... .. ... ...... 77,446 70,519 53,115
Business development, occupancy, equipment .. .............. 5,470 5,469 6,935
Professional services, subscriptions, and other operating . ... .... 25,931 16,666 14,393
Depreciation and amortization ............................ 2,356 2,543 4,023
Impairment of goodwill/intangible asset ... .................. 5,607 — 2,078
Total operating €Xpenses . ..............oouun..... 116,810 95,197 80,544
Operating income / (10SS) ... ..o u .. 8,742 (11,111) 2,745
Non operating income / (expense)
Interest Xpense ... ... (7,686) (4,974) (9,143)
Gain on repurchase of debt . .............. ... ............. 2,555 — —
Gain on sale of management contracts ...................... 971 7,746 —
Income / (loss) from equity method affiliates . .. .............. 5,884 (3,455) 262
Income / (loss) before income tax expense (benefit) . .. 10,466 (11,794) (6,136)
Income tax expense (benefit) ................. ... .. ... .... (749) 9 2,049
Netincome / (10SS) .. .o 11,215 (11,803) (8,185)
Less: Net income/(loss) attributable to the noncontrolling
INEEIESE . oot 3,620 (98) (1,259)

...................... $ 7,595 $ (11,705) $ (6,926)

Income /(loss) per common share/membership unit — basic:
Income / (loss) per common share/membership unit ........... $ 073 $ (120 $ 0.72)

Weighted average shares/membership units outstanding —
basic . .. 10,404,017 9,639,475 9,590,525

Income /(loss) per common share/membership unit — diluted:

Income / (loss) per common share/membership unit ........... $ 073 $ az2n $ (0.72)
Weighted average shares/membership units outstanding :

— diluted 15,687,573  9.639,475 9,590,525
Dividends declared per common share $ 0.10 $ —  $ —

See accompanying notes to consolidated financial statements.
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INSTITUTIONAL FINANCIAL MARKETS, INC.

Consolidated Statements of Cash Flows
(Dollars in Thousands)

Year Ended December 31,

2010 2009 2008

Operating activities

Net income / (10SS) - oo oot $ 11,215 $(11,803)$ (8,185)

Adjustments to reconcile net income / (loss) to net cash provided by (used in) operating
ACHIVILIEST .. .o
Gain on repurchase of debt ....... ... . ... . L
Gain on sale of management contracts
Equity-based compensation ............ . ... i
Realized loss / (gain) on other investments . ................. ... ...
Change in unrealized (gain) / loss on other investments
Depreciation and amortization .. ......... ...t
Impairment of goodwill /intangible assets ................................
(Income) / loss from equity method affiliates
Change in operating assets and liabilities, net:
(Increase) decrease in otherreceivables .. .............oo ...
(Increase) decrease in investments-trading, net .........................
(Increase) decrease in other assets, Net . ...............ooouuueennnno ..
(Increase) decrease in receivables under resale agreement ................
Change in receivables from / payables to related parties, net ..............
Increase inrestrictedcash . ...... ... ... . ... L
Increase (decrease) in accrued compensation . .........................
Increase (decrease) in accounts payable and other liabilities ..............
Increase (decrease) in trading securities sold, not yet purchased, net ... ... ..
Change in receivables from / payables to brokers, dealers, and clearing
AGENCIES, DEL . . . ottt e e e
Increase (decrease) in securities sold under agreement to repurchase . ... ...
Increase (decrease) in deferred income taxes

971) (7,746)  —
2,505 6556 6,177
4512 (9,959) (12,601)

(29,325) 4,349 26,608
2,356 2,543 4,023

— 2,078
(5.884) 3455  (262)

(1,833) 4,083 2,583
(53,587) 626 8,570
2,865 7449  (5,950)
20,357 (20,357) —
281 6,444 4321
(4,165) (50) —
9,708  (4,186) (16,771)
25 (526) (5,762)
(96,892) 16,176 —

31,978 10,275 887
69,816 — —
(828) — —

Net cash provided by (used in) operating activities

(34,815) 7,329 5,716

Investing activities
Cash acquired from Merger with AFN ... ... ... . . . . . .
Purchase of investments-other investments, at fair value
Proceeds from sale of management contracts ..................................
Sales and return of principal of other investments, at fair value
Investment in equity method affiliates
Return from equity method affiliates
Cash used in other acquisition ......... . ... ... ...
Purchase of furniture, equipment, and leasehold improvements ....................

— 76,938 —
(12,944) (690) (34,688)
971 7,746 —
34908 12,233 40,026
(5,517)  (2,501) (100)
9,983 925 500

(939) (@I) (ES)

Net cash provided by (used in) investing activities . ....... [

26,165 93,960 5,500

Financing activities
Issuance of debt ... ... . . .
Repaymentofdebt ... ... .. ... . .
Payments for deferred issuance and financing costs
Cash used to net share settle equity awards
Repurchase of employee units . ........ .. ..
(Distributions) / contributions to noncontrolling interest
Payment of share issuance costs
Dividends / distributions

9,300 — 9,000
(24,283) (57,050) (63,000)
(349)  (988)  —
(166)  — —
— — (295)
(528) — 12275
— 233
(1,043)  (4,746) (7.826)

Net cash (used in) provided by financing activities

(17,069) (64,017) (49,346)

Effect of exchange rate on cash

(27) 448  (1,573)

Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of year

(25,746) 37,720 (40,203)
69,692 31972 72,175

Cash and cash equivalents, end of year ............ ... ... .. ... ... ... .. ...... S $43946 $ 69,692 $ 31,972

See accompanying notes to consolidated financial statements.
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INSTITUTIONAL FINANCIAL MARKETS, INC.

Notes to Consolidated Financial Statements
December 31, 2010
(Dollars in Thousands, except share or unit and per share or per unit information)

1. ORGANIZATION AND NATURE OF OPERATIONS
The Formation Transaction

Cohen Brothers, LLC (“Cohen Brothers”) was formed on October 7, 2004 by Cohen Bros. Financial, LLC
(“CBF”). Cohen Brothers was formed to acquire the net assets of CBF’s subsidiaries (the “Formation
Transaction”): Cohen Bros. & Company, Inc.; Cohen Fréres SAs; Dekania Investors, LLC; Emporia Capital
Management, LLC; and the majority interest in Cohen Bros. & Tororian Investment Management, Inc. The
Formation Transaction was accomplished through a series of transactions occurring between March 4, 2005 and
May 31, 2005.

The Company

From its formation above until December 16, 2009, Cohen Brothers operated as a privately owned limited
liability company. On December 16, 2009, Cohen Brothers completed its merger (the “Merger”) with a
subsidiary of Alesco Financial Inc. (“AFN”) a publicly traded real estate investment trust.

As a result of the Merger, AFN received 10,343,347 or 66.2% of the membership interests in Cohen
Brothers. Of the 66.2% of Cohen Brothers received by AFN in connection with the Merger, 38.5% was received
in the form of units issued directly by Cohen Brothers. The remaining 27.7% was acquired by AFN from Cohen
Brothers members in exchange for the issuance of AFN common stock to those members. The remaining
5,283,556 membership interests or 33.8% of Cohen Brothers was held by Daniel Cohen (31.9%) and other
members (1.9%). The equity interest in Cohen Brothers that is not held by AFN has certain redemptive features
which are described in detail in note 19.

Therefore, the members of Cohen Brothers at the time of the Merger received 61.5% of the total ownership
interests in the combined entity (33.8% remained as members of Cohen Brothers and 27.7% exchanged their
interest in Cohen Brothers for AFN stock). In accordance with accounting principles generally accepted in the
United States of America (U.S. GAAP), the Merger was accounted for as a reverse acquisition, and Cohen
Brothers was deemed to be the accounting acquirer primarily because the owners of Cohen Brothers at the time
of the Merger received the majority interest in the merged entity as previously described. As a result, all of
AFN’s assets and liabilities were required to be revalued at fair value as of the acquisition date. Therefore, the
financial statements presented herein include the operations of Cohen Brothers from January 1, 2008 to
December 16, 2009 on a stand-alone basis and the operations of the merged entity from December 17, 2009
forward.

Subsequent to the Merger, AFN was renamed Cohen & Company Inc. In January 2011, it was renamed
again as Institutional Financial Markets, Inc. (“IFMI”). As a result of the Merger, all prior period membership
unit and per unit amounts presented were retroactively restated based on the exchange ratio determined in
connection with the Merger.

As used in these consolidated {inancial statements, the term *‘the Company” refers to the historical
operations of Cohen Brothers and its consolidated subsidiaries from January 1, 2008 through to December 16,
2009 and the combined operations of the merged company and its consolidated subsidiaries subsequent to
December 17, 2009. “AFN” refersto the historical operations of Alesco Financial Inc. through the December 16,
2009 Merger date. When the term “IFMI” is used, it is referring to the parent company itself, Institutional
Financial Markets, Inc. Subsequent to the Merger, Cohen Brothers changed its name to IFMI, LLC and tunctions
as the main operating majority-owned subsidiary of the Company, and in these statements, it is referred to as the
“Operating LLC.”
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Effective January 1, 2010, the Company ceased to qualify as a REIT. The Company now trades on the
NYSE Amex LLC under the ticker symbol-“IFMI.” The Company, through its subsidiaries, is an investment firm
specializing in credit related fixed income investments. As of December 31, 2010, the Company had $10.3
billion in assets under management (“AUM”).

The Company’s business is organized into three business segments:

Capital Markets: The Company’s Capital Markets segment consists of credit-related fixed income securities
sales and trading as well as new issue placements in corporate and securitized products and advisory revenue. The
Company’s fixed income sales and trading group provides trade execution to corporate and institutional investors.
The Company specializes in the following products: high grade corporate bonds, high yield corporate bonds and
loans, asset backed securities (*ABS”), mortgage backed securities (“MBS”), collateralized loan obligations
(“CLOs”), collateralized debt obligations, collateralized bond obligations, commercial mortgage backed securities
(“CMBS"), residential mortgage backed securities (“RMBS”), Small Business Administration (“SBA”) loans, U.S.
government bonds, U.S. government agency securities, brokered deposits and CDs for small banks, hybrid capital
of financial institutions including trust preferred securities (“TruPS”), whole loans, and other structured financial
instruments. The Company also offers execution and brokerage services for cash equity and derivative products.

Asset Management: The Company serves the needs of client investors by managing assets within
investment funds, managed accounts, permanent capital vehicles, and collateralized debt obligations (collectively
referred to as “Investment Vehicles”). A collateralized debt obligation is a form of secured borrowing. The
borrowing is secured by different types of fixed income assets such as corporate or mortgage loans or bonds. The
borrowing is in the form of a securitization which means that the lenders are actually investing in notes backed
by the assets. The lender will have recourse only to the assets securing the loan. The Company’s Asset
Management segment includes its fee based asset management operations which include ongoing base and
incentive management fees.

Principal Investing: The Company’s Principal Investing segment is comprised primarily of its investments
in certain Investment Vehicles it manages.

The Company generates its revenue by segment primarily through the following activities:

Capital Markets:

¢ trading activities of the Company which include execution and brokerage services, riskless trading
activities as well as gains and losses (unrealized and realized) and income and expense earned on
securities classified as trading;

* new issue and advisory revenue comprised primarily of (i) origination fees for corporate debt issues
originated by the Company; (ii) revenue from advisory services; and (iii) new issue revenue associated
with arranging the issuance of newly created debt, equity, and hybrid financial instruments;

Asset Management:

* asset management fees for the Company’s on-going services as asset manager charged and earned by
managing Investment Vehicles, which may include fees both senior and subordinated to the securities
in the Investment Vehicle; ’

» incentive management fecs earned based on the performance of the various Investment Vehicles;
Principal Investing:

*  gains and losses (unrealized and realized) and income and expense earned on securities (primarily
investments in certain Investment Vehicles the Company manages) classified as other investments, at
fair value; and

* income or loss from equity method affiliates.
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The activities noted above are carried out through the following main operating subsidiaries:

Cohen & Company Financial Management, LLC acts as asset manager and investment advisor to the Alesco
I through IX collateralized debt obligations. It also serves as a service provider to the manager of the Alesco
X — XVII collateralized debt obligations. Alesco collateralized debt obligations invest in bank and insurance
company TruPS as well as insurance company subordinated debt.

Dekania Capital Management, LLC acts as asset manager and investment advisor to the Company’s
Dekania and pre-2007 Dekania-Europe brand collateralized debt obligations. Dekania brand collateralized
debt obligations invest primarily in insurance TruPS and insurance company subordinated debt denominated
in U.S. Dollars. Dekania-Europe brand collateralized debt obligations invest primarily in TruPS and
insurance company subordinated debt denominated in Euros.

Strategos Capital Management, LLC (“Strategos”) acts as asset manager and investment advisor to the
Company’s collateralized debt obligations that invest primarily in high grade and mezzanine asset backed
securities. Additionally, Strategos acts as manager for Strategos Deep Value Mortgage Funds and manages
client funds under separate account arrangements. See note 32, Subsequent Events.

Cohen & Company Securities, LLC (“CCS”) is a securities broker-dealer, which provides several classes of
service, including securities brokerage and investment banking services. CCS is a broker-dealer registered
with the Securities and Exchange Commission (the “SEC”) and is a member of the Financial Industry
Regulatory Authority (“FINRA”), and the Securities Investor Protection Corporation (“SIPC”). It provides
trade execution to corporate and institutional investors and specializes in the following products: high grade
corporate bonds, RMBS and hybrid capital of financial institutions including TruPS.

Cohen & Company Capital Markets, LLC (“CCCM?”), formerly Fairfax 1.S. (US) LLC, is a securities
broker-dealer which the Company acquired effective in September 2010. See note 4. The Company acquired
CCCM in 2010 (formerly named Fairfax) primarily to avail ourselves of its existing clearing relationship.
CCCM also provides several classes of service, including securities brokerage and investment banking
services. CCCM is a broker-dealer registered with the SEC and is a member of the FINRA, and the SIPC. It
provides trade execution Lo corporate and institutional investors and specializes in the following products:
high grade corporate bonds, high yield corporate bonds and loans, ABS, MBS, CLOs, collateralized bond
obligations, CMBS, RMBS, SBA loans, U.S. government bonds, U.S. government agency securities, hybrid
capital of financial institutions including TruPS, whole loans, and other structured financial instruments. In
addition, it originates and trades brokered deposits or CDs for small banks as well as serves as an agency
brokerage business offering execution and brokerage services for cash equity and derivative products. It is a
wholly owned subsidiary of Cohen Securities Funding, LLC. See note 9 listed below.

Cohen Asia Investments Ltd. owns 50% of Star Asia Management, Ltd. (“Star Asia Manager) which is the
external manager of Star Asia Finance, Ltd. (“Star Asia”) and earns management fees and incentive fees
related to this entity. Star Asia invests in Asian commercial real estate structured finance products, including
CMBS, corporate debt of REITs and real estate operating companies, B notes, mezzanine loans and other
commercial real estate fixed income investments.

EuroDekania Management Limited is a Financial Services Authority (“FSA”) Regulated Firm in the United
Kingdom and acts as the external manager of EuroDekania Limited (“EuroDekania”) and earns management
fees and incentive fees related to this entity. EuroDekania invests primarily in hybrid capital securities of
European bank and insurance companies, CLOs, CMBS, RMBS, and widely syndicated leverage loans.

Since 2007. EuroDekania Management Limited has acted as asset manager and investment advisor to the
Company’s 2007 and later Dekania-Europe brand collateralized debt obligations. Dekania-Europe brand
collateralized debt obligations invest primaril)'/ in TruPS and insurance company subordinated debt
denominated in Euros. EuroDekania Management Limited also carries out our Capital Markets segment
activities in Europe including brokerage, advisory, and new issue services.



8.  Cohen & Compagnie SAS (formerly Cohen Fréres SAS), the Company’s French subsidiary, acts as a credit
research advisor to Dekania Capital Management, LLC and EuroDekania Management Limited in analyzing
the creditworthiness of insurance companies and financial institutions in Europe with respect to all collateral
or assets included in Dekania Europe collateralized debt obligations.

9. Cohen Securities Funding, LLC is a subsidiary of the Company that holds certain investments classified as
investments — trading. It is the parent company of the securities broker-dealer, CCCM.

10. Dekania Investors, LLC is the primary obligor of the Company’s outstanding credit facility with TD Bank,
N.A. and holds certain investments classified as other investments, at fair value that collateralize this
facility. In addition, Dekania Investors LLC is the parent company of Cohen & Company Financial
Management, LLC and Dekania Capital Management, LLC.

11. Cohen Principal Investing, LLC acts as a holding company for certain investments classified as other
investments, at fair value that do not serve as collateral under the Company’s outstanding credit facility with
TD Bank, N.A.

2. BASIS OF PRESENTATION

The accounting and reporting policies of the Company conform to U.S. GAAP. Certain prior period
amounts have been reclassified to conform to the current period presentation.

The Merger was completed on December 16, 2009 and was accounted for as a reverse merger. Certain
changes to prior year balance sheet amounts have been made in accordance with the accounting guidance for
business combinations to reflect adjustments made during the measurement period to provisional amounts for
assets acquired and liabilities assumed from AFN on December 16, 2009. See note 4.

The Company revised the prior period consolidated balance sheet at December 31, 2009 and the
consolidated statement of changes in stockholders’ / members’ equity for the year ended December 31, 2009 to
properly display historical accumulated other comprehensive income that was allocated to the minority interest
holders from the Company’s controlling interest upon the consummation of the Merger and reorganization of the
Company from a limited liability company to a corporation. The Company had previously presented additional
paid in capital of $58,121 and accumulated other comprehensive loss of $(1,292). The revision reduced
additional paid in capital by $710 and decreased accumulated other comprehensive loss by $710. Total
controlling interest in stockholders’ / members’ equity, total noncontrolling interest in stockholders’/members’
equity, total stockholders’/members equity, total liabilities, and total assets remained unchanged as December 31,
2009. There was no impact to the Company’s consolidated statements of operations. The Company believes this
revision was not material to any of the previously issued financial statements, based on the Company’s
assessment performed in accordance with the SEC’s Staff Accounting Bulletin (“*SAB”) No. 99, Materiality.

3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A . Principles of Consolidation

The consolidated financial statements reflect the accounts of IFMI and its wholly and majority owned
subsidiaries. All intercompany accounts and transactions have been eliminated in consolidation.

B . Use of Estimates

The preparation of financial statements in conformity with U.S. GAAP requires management to make
assumptions and estimates that affect the reported amounts of assets and liabilities and disclosure of contingent
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.
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C. Cash and Cash Equivalents

Cash and cash equivalents consist of cash and short-term, highly liquid investments that have maturities of
three months or less. Most cash and cash equivalents are in the form of short-term investments and are not held
in federally insured bank accounts.

D . Adoption of New Accounting Standards
Accounting for Transfers of Financial Assets

In December 2009, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards
Update (“ASU”) No. 2009-16, Transfers and Servicing (Topic 860) — Accounting for Transfers of Financial
Assets (“ASU 2009-16"), which formally codifies the new guidance on the accounting for transfers of financial
assets issued in June 2009. The new guidancé seeks to improve the relevance, representational faithfulness, and
comparability of the information that a reporting entity provides in its financial statements about a transfer of
financial assets; the effects of a transfer on its financial position, financial performance, and cash flows; and a
transferor’s continuing involvement, if any, in transferred financial assets. Specifically, the new guidance
eliminates the concept of a qualifying special purpose entity, creates more stringent conditions for reporting a
transfer of a portion of a financial asset as a sale, clarifies other sale-accounting criteria, and changes the initial
measurement of a transferor’s interest in transferred financial assets. The new guidance is effective for fiscal
years and interim periods beginning after November 15, 2009. The Company’s adoption of the new guidance on
accounting for transfers of financial assets as of January 1, 2010 did not have an effect on the Company’s
consolidated financial statements.

Variable Interest Entities

In December 2009, the FASB issued ASU No. 2009-17, Consolidations (Topic 810) — Improvements in
Financial Reporting by Enterprises Involved with Variable Interest Entities (“ASU 2009-17"), which formally
codifies the revised guidance on the accounting for variable interest entities (“VIE” or “VIEs”) issued in June
2009. The revised guidance deals with determining whether an entity is a VIE and requires an enterprise to
perform an analysis to determine whether the enterprise’s variable interest or interests give it a controlling
financial interest in a VIE. Under the revised guidance, an enterprise has a controlling financial interest when it
has (a) the power to direct the activities of a VIE that most significantly impact the entity’s economic
performance and (b) the obligation to absorb losses of the entity or the right to receive benefits from the entity
that could potentially be significant to the VIE. The revised guidance also requires an enterprise to assess
whether it has an implicit responsibility to ensure that a VIE operates as designed when determining whether it
has power to direct the activities of the VIE that most significantly impact the entity’s economic performance.
The revised guidance also requires ongoing assessments of whether an enterprise is the primary beneficiary of a
VIE, requires enhanced disclosures and eliminates the scope exclusion for qualifying special-purpose entities.
The revised guidance is effective for fiscal years and interim periods beginning after November 15, 2009.
However, in February 2010, the FASB issued ASU No. 2010-10, Consolidation (Topic 810): Amendment for
Certain Investment Funds (“ASU 2010-10") which delayed the effective date of the revised guidance for an
interest in an entity (1) that has all the attributes of an investment company or (2) for which it is industry practice
to apply measurement principles for financial reporting purposes that are consistent with those followed by
investment companies. The deferral does not apply in situations in which a reporting entity has the explicit or
implicit obligation to fund Josses of an entity that could potentially be significant to the entity. The deferral also
does not apply to interests in securitization entitics, asset-backed financing entities, or entities formerly
considered qualifying special purpose entities. The amendments also clarify that for entities that do not qualify
for the deferral. related parties should be considered when evaluating the specified criteria for determining
whether a decision maker or service provider fee represents a variable interest. In addition, the requirements for
evaluating whether a decision maker’s or service provider’s fee is a variable interest are modified to clarify the
FASB’s intention that a quantitative calculation should not be the sole basis for this evaluation. The amendments
included in ASU 2010-10 do not defer the disclosure requirements included in ASU 2009-17. The Company’s
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adoption of the revised guidance, as modified by the deferral, on variable interest entities as of January 1, 2010
did not have a material impact on the Company’s consolidated financial statements for VIEs that it was involved
with as of January 1, 2010 based on the Company’s analysis as of that date. However, this is an ongoing
assessment and it may impact the Company’s consolidated financial statements in the future. See notes 3-K and
26 for additional disclosures provided about VIEs.

Disclosures about Fair Value Measurements

In January 2010, the FASB issued ASU No. 2010-06, Fair Value Measurements and Disclosures (Topic
820): Improving Disclosures about Fair Value Measurements (“ASU 2010-06). ASU 2010-06 requires some
new disclosures and clarifies some existing disclosure requirements about fair value measurement as set forth in
FASB Accounting Standards Codification (“ASC”) 820, Fair Value Measurements and Disclosures (“FASB
ASC 8207). ASU 2010-06 amends FASB ASC 820 to require a reporting entity: (1) to disclose separately the
amounts of significant transfers in and out of Level 1 and Level 2 fair value measurements and describe the
reasons for the transfers; and (2) in the reconciliation for fair value measurements using significant unobservable
inputs, to present separately information about purchases, sales, issuances, and settlements. In addition, ASU
2010-06 clarifies the requirements of the following existing disclosures: (1) for purposes of reporting fair value
measurements for each class of assets and liabilities, a reporting entity needs to use judgment in determining the
appropriate classes of assets and liabilities, and (2) a reporting entity should provide disclosures about the
valuation techniques and inputs used to measure fair value for both recurring and nonrecurring fair value
measurements. ASU 2010-06 is effective for interim and annual reporting periods beginning after December 15,
2009, except for the disclosures about purchases, sales, issuances, and settlements in the roll forward of activity
in Level 3 fair value measurements. Those disclosures are effective for fiscal years beginning after December 15,
2010, and for interim periods within those fiscal years. Early application is permitted. Since the provisions in
ASU No. 2010-06 require only additional disclosures concerning fair value measurements, the Company’s
adoption of the provisions that were effective for interim periods beginning after December 15, 2009 during the
first quarter of 2010 did not affect the Company’s financial position, results of operations, or cash flows. The
Company has included the required disclosures in this Annual Report on Form 10-K.

Derivatives and Hedging: Scope Exception Related to Credit Derivatives

In March 2010, the FASB issued ASU No. 2010-11, Derivatives and Hedging (Topic 815): Scope Exception
Related 1o Credit Derivatives (“ASU 2010-117"). ASU 2010-11 clarifies the type of credit derivative that is
exempt from embedded derivative bifurcation requirements. According to this guidance, the only form of
embedded credit derivative that qualifies for the exemption is one that is related to the subordination of one
financial instrument to another. Entities that have contracts containing an embedded credit derivative feature in a
form other than such subordination may need to separately account for the embedded credit derivative feature.
ASU 2010-11 is effective for fiscal quarters beginning after June 15, 2010, with early adoption permitted. The
Company’s adoption of the new accounting guidance on July 1, 2010 did not have any impact on the Company’s
financial position, results of operations, or cash flows.

E. Financial Instruments

The Company accounts for its investment securities at fair value under various accounting literature
including FASB Accounting Standards Codification (“ASC”) 320, Investments — Debt and Equiry Securities
("FASB ASC 3207), pertaining to investments in debt and equity securities and the fair value option of financial
instruments in FASB ASC 825, Financial Instruments (“FASB ASC 825™). The Company also accounts for
certain assets ai fair value under the applicablg industry guidance, namely FASB ASC 946, Financial Services-
Investment Companies (“FASB ASC 946”). '

The Company adopted the fair value measurement provisions included in FASB ASC 820, Fair Value
Meusurements and Disclosures (“FASB ASC 820”) applicable to [inancial assets and financial liabilities (except
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for certain provisions related to nonfinancial assets and nonfinancial liabilities for which the Company adopted
effective January 1, 2009) effective January 1, 2008. FASB ASC 820 establishes a single authoritative definition
of fair value, sets out a framework for measuring fair value, establishes a fair value hierarchy based on the
quality of inputs used to measure fair value and requires additional disclosures about fair value measurements.
The definition of fair value focuses on the price that would be received to sell the asset or paid to transfer the
liability between market participants at the measurement date (an exit price). An exit price valuation will include
margins for risk even if they are not observable. FASB ASC 820 establishes a fair value hierarchy that prioritizes
the inputs to valuation techniques used to measure fair value into three broad levels (“Level 1, 2 and 3”). The
Company applied the provisions of FASB ASC 820 prospectively to financial assets and financial liabilities that
are required to be measured at fair value under existing U.S. GAAP. Upon adoption of the fair value
measurement provisions of FASB ASC 820 on January 1, 2008, the Company did not record a cumulative effect
adjustment of applying FASB ASC 820 to the Company’s opening members’ capital, as the Company already
had previously recorded its assets and its liabilities at fair value. See note 10 for additional information regarding
FASB ASC 820.

In conjunction with the adoption of the provisions included in FASB ASC 820, the Company also adopted
on January 1, 2008 the fair value option provisions included in FASB ASC 825. This standard provides
companies the option of reporting certain instruments at fair value (with changes in fair value recognized in the
statement of operations) which were previously either carried at cost, not recognized on the financial statements,
or carried at fair value with changes in fair value recognized as a component of equity rather than in the
statement of operations. The election is made on an instrument-by-instrument basis and is irrevocable. The
provisions included in FASB ASC 825 provided entities with a one-time opportunity, upon initial adoption of
these provisions, to elect the fair value option for existing eligible items. Upon such election, any differences
between the beginning carrying amount of the selected item and its fair value as of the effective date would be
included in the cumulative effect adjustment to beginning members’ equity and all subsequent changes in fair
value for the instrument would be reported in earnings. The Company elected to apply the fair value option to the
following financial assets existing at the time of the adoption:

1. All of the Company’s available for sale securities reported as other investments, at fair value on the
consolidated balance sheets; and

2. - The Company’s investments in the equity method investees of Brigadier and Muni Funding Company
of America, LLC (“MFCA”).

See note 10 for the information regarding the etfects of applying the fair value option to the Company’s
financial instruments on the Company’s consolidated financial statements for the year ended December 31, 2010.

The changes in fair value (realized and unrealized gains and losses) of these instruments are recorded in
principal transactions and other income in the consolidated statements of operations. See notes 9 and 10 for
further information.

FASB ASC 320 requires that the Company classify its investments as either (i) held to maturity,
(ii) available for sale, or (iii) trading. This determination is made at the time a security is purchased. FASB ASC
320 requires that both trading and available for sale securities are to be carried at fair value. However, in the case
of trading assets, both unrealized and realized gains and losses are recorded in the statement of operations. For
available for sale securities, only realized gains and losses are recognized in the statement of operations while
unrealized gains and losses are recognized as a component of other comprehensive income.

In all the periods presented, all securities were either classified as trading or avajlable for sale. No securities
were classified as held to maturity. Furthermore, the Company elected the fair value option, in accordance with
FASB ASC 825, for all securities that were classified as available for sale. Therefore, for all periods presented,
all securities owned by the Company were accounted for at fair value with unrealized and realized gains and
losses recorded in the statement of operations.
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All securities that are classified as trading are included in investments-trading. However, when the
Company acquires an investment that is classified as available for sale, but for which the Company elected the
fair value option under FASB ASC 825, a distinction is made that impacts the Company’s accounting treatment.
If the investment is expected to be managed by employees of the Company’s Capital Markets’ segment, the
investment is also classified as investments-trading. Otherwise, the investment is classified as other investments,
at fair value. In general, investments-trading represent securities acquired in the secondary market while other
investments, at fair value represent investments obtained in primary issuances or investments in Investment
Vehicles managed by thé Company.

The determination of fair value is based on quoted market prices of an active exchange, independent broker
markel quotations, valuations provided by pricing services or, when independent broker quotations or pricing
service valuations are unavailable, valuation models prepared by the Company’s management. These models
include estimates and the valuations derived from them could differ materially from amounts realizable in an
open market exchange.

Also, from time to time, the Company may be deemed to be the primary beneficiary of a variable interest
entity and may be required to consolidate it and its investments under the provisions included in FASB ASC 810
Consolidation (“FASB ASC 810”). See notes 3-K and 26. In those cases, the Company’s classification of the
assets as trading, other investments, at fair value, available for sale, or held to maturity will depend on the
investment’s intended use by the variable interest entity.

E]

Investments-trading

Unrealized and realized gains and losses on securities classified as investments-trading are recorded in net
trading in the consolidated statements of operations.

Other Investinents, at fair value

All gains and losses (unrealized and realized) from securities classified as other investments, at fair value in
the consolidated balance sheets are recorded as a component of principal transactions and other income in the
consolidated statements of operations.

Trading Securities Sold, Not Yet Purchased

Trading securities sold, not yet purchased represent obligations of the Company to deliver the specified
security at the contracted price, thereby creating a liability to purchase the security in the market at prevailing
prices. The Company is obligated 1o acquire the securities sold short at prevailing market prices, which may
exceed the amount reflected on the consolidated balance sheets. Unrealized and realized gains and losses on
trading securities sold, not yet purchased are recorded in net trading in the consolidated statement of operations.
See notes 9 and 10.

F. Investment Vehicles

As of December 31, 2010 and 2009, the Company had investments in several Investment Vehicles. When
making an investment in an Investment Vehicle, the Company must determine the appropriate method of
accounting for the investment. In most cases, the Company will either (i) consolidate the Investment Vehicle;

(i1) account for its investment under the equity method of accounting or (iit) account for its investment as a
marketable equity security under the provisions of FASB ASC 320. In the case of (ii) and (iii), the Company may
account for its investment at fair value under the fair value option election included in FASB ASC 825.

The Company may treat an investment in equity of an entity under the equity method of accounting when it
has significant influence (as described in the FASB Codification) in the investee. Significant influence is
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commonly interpreted as owning between 20% and 50% of an investee. However these percentages are only a
guideline and the Company considers the unique facts and circumstances of each investment. In addition, the
Company may elect to account for its investment at fair value under the fair value option included in FASB ASC
825.

The Company consolidates an investment when it has control of the investee. In general, control is
interpreted as owning in excess of 50% of the voting interest of an investee. However, this percentage is only a
guideline and the Company considers the unique facts and circumstances of each investment. In addition, if the
Company determines the investee is a variable interest entity and the Company is the primary beneficiary, the
Company will consolidate the investee under the requirements for the consolidation of variable interest entities
included in FASB ASC 810.

If the Company determines that it is not'required to consolidate an investee and does not have significant
influence over the investee, it will account for the investment as a marketable equity security under the
provisions included in FASB ASC 320.

The following discussion describes the Company’s accounting policy as it pertains to certain of the
Company’s Investment Vehicles, the associated management contracts, and other related transactions. All of the
Investment Vehicles described below are considered related parties of the Company. See note 30.

Alesco Financial Inc. (“AFN”)

Prior to the Merger, the Company had an investment in and served as external manager of AFN. See note 4.

AFN was a publicly traded REIT prior to the consummation of the Merger. AFN historically invested in
(i) subordinated debt financings originated by the Company or third parties, primarily in the form of TruPS
issued by banks or bank holding companies and insurance companies, and surplus notes issued by insurance
companies; (ii) leveraged loans made to small and mid-sized companies in a variety of industries, including the
consumer products and manufacturing industries; and (iii) mortgage loans and other real estate related senior and
subordinated debt securities, RMBS, and CMBS.

Prior to the consummation of the Merger, the Company treated its investment in AFN as a marketable
equity security. Effective January 1, 2008, the Company elected to carry its investment at fair value with changes
in fair value recorded in earnings under the fair value option provisions included in FASB ASC 825. See notes
3-E and 4 for further information. Upon the consummation of the Merger, the Company reclassified its
investment to treasury stock on the Company’s consolidated balance sheets in December 2009.

The Company served as external manager of AFN prior to the consummation of the Merger. The
management contract for AFN included a base fee, an incentive fee, and an asset management fee credit which
was included as a component of asset management revenue in the consolidated statement of operations.

See note 4 for further discussion on the Merger.

Brigadier

The Company had an investment in and served as external manager of a series of investment funds and
related entities (collectively, “Brigadier™) until the liquidation of Brigadier in the fourth quarter of 2010.

Brigadier, formed by the Company in May 2006, was a series of investment funds that primarily earned
investment returns by investing in various fixed income and credit market related investments and securities
through its master fund (described below). Brigadier had a single master fund and two feeder funds. One feeder
fund was referred to as the onshore feeder fund and was designed for investors that were non tax exempt U.S.
taxpayers. Foreign and U.S. tax-exempt investors invested through a second feeder fund referred to as the
offshore feeder fund. '
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The Company accounted for its investment in Brigadier as an equity method investment. Effective
January 1, 2008, the Company elected to carry its investment at fair value with changes in fair value recorded in
earnings under the fair value option provisions included in FASB ASC 825.

As of December 31, 2009, the Company owned 85% of the onshore fund through its general and limited
partnership interests.

In the first half of 2010, Brigadier fund determined it would liquidate. Effective beginning in the second
quarter of 2010, the Brigadier fund had ceased permitting redemptions until final liquidation. The Brigadier fund
completed its liquidation during the fourth quarter of 2010. The fund distributed 90% of its NAV to unit holders
during the second quarter of 2010, with the remaining 10% distributed in the fourth quarter of 2010 upon the
completion of final audits and settlement of expenses of the fund. The Company continued to treat the onshore
feeder fund as an equity method investment even though it owned a majority of the interests as the fund
completed its liquidation during 2010.

The Company also served as external manager of Brigadier. The management contract for these entities
included a base fee, an incentive fee and an asset management fee credit which is included as a component of
asset management revenue in the consolidated statement of operations. Effective April 30, 2010 and in
conjunction with the liquidation of Brigadier, the Company stopped charging management fees.

Star Asia Management, LTD (“Star Asia Manager”) and Star Asia Finance, Limited (“Star Asia”)

The Company has an investment in Star Asia Manager and an investment in Star Asia. Star Asia Manager
serves as external manager to Star Asia.

Star Asia invests primarily in Asian commercial real estate structured finance products, including CMBS,
corporate debt of REITs and real estate operating companies, B notes, mezzanine loans and other commercial
real estate fixed income investments.

As of December 31, 2010 and 2009, the Company directly owned approximately 27% and 11%,
respectively, of Star Asia’s outstanding shares. In March 2010, the Company participated in a rights offering of
Star Asia and made an additional investment in Star Asia and increased its ownership percentage. Prior (o this
increase, Star Asia had been treated as an available for sale security for which the fair value option had been
clected effective January I, 2008. See notes 3-E, 9 and 10 for further information. Effective with this ownership
increase, Star Asia is considered an equity method affiliate. However, the Company continued its fair value
election regarding Star Asia. See note 10. Changes in fair vajue are recorded in earnings under the fair value
option provisions included in FASB ASC 825. )

In January 2007, the Company made an initial investment in Star Asia Manager. Star Asia Mercury LLC
(formerty, Mercury Partners, LLC) (“Mercury”) made an equal investment in Star Asia Manager. The Company
and Mercury each own 50% of Star Asia Manager. The Company treats its investment in Star Asia Manager
under the equity method. The Company did not elect to carry its investment at fair value under the fair value
option election included in FASB ASC 825.

Star Asia Manager also serves as external manager of Star Asia. The management contract includes a base
fee, an incentive fee, and an assel management fee credit Star Asia Manager recognizes the management fee
income from its management contract with Star Asia. The Company recognizes its share of Star Asia Manager
under the equity method of accounting. .
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EuroDekania Limited (“EuroDekania”)

The Company has an investment in, and serves as external manager of EuroDekania.

EuroDekania invests primarily in hybrid capital securities of European bank and insurance companies,
CMBS, RMBS and widely syndicated leverage loans. EuroDekania’s investments are denominated in Euros or
U.K. Pounds Sterling.

As of December 31, 2010 and 2009, the Company directly owned approximately 5% and 2%, respectively,
of EuroDekania’s outstanding shares. The Company accounts for its investment in EuroDekania as a marketable
equity security classified as available for sale for which the fair value option was elected effective January 1,
2008. Changes in fair value are recorded in earnings under the fair value option provisions included in FASB
ASC 825. See notes 3-E, 9 and 10 for further, information.

The Company also serves as external manager of EuroDekania. The management contract includes a base
fee, an incentive fee, and an asset management fee credit which is included as a component of asset management
revenue in the consolidated statement of operations.

Muni Funding Company of America, LLC (“MFCA”)

The Company has an investment in MFCA. The Company served as external manager of MFCA from
MECA’s inception until March 18, 2009. See note 6. MFCA primarily invests in securities that are exempt from
U.S. federal income taxes. MFCA is a limited liability company.

As of December 31, 2010 and 2009, the Company owned approximately 3% of MFCA'’s outstanding shares.
The Company accounted for its investment in MFCA under the equity method of accounting prior to 2008.
Effective January 1, 2008, the Company elected to carry its investment at fair value with changes in fair value
recorded in earnings under the fair value option provisions included in FASB ASC 825. See notes 3-E, 9 and 10
for further information.

During the period that the Company served as external manager of MFCA, the management contract
included a base fee, an incentive fee, and an asset management fee credit. The Company included the revenue
earned as a component of asset management revenue in the consolidated statement of operations.

Strategos Deep Value Mortgage Funds (“Deep Value”)

The Company has an investment in and serves as external manager of Strategos Deep Value Mortgage Fund
and other related entities, a series of closed-end distressed debt funds (collectively, “Deep Value”). Deep Value
raises capital from investors, and earns investment returns by investing in a diversified portfolio of asset backed
securities consisting primarily of residential mortgage backed securities and other real estate related securities, as
well as other U.S. real estate related assets and related securities.

The Company formed the initial fund in October 2007 which consummated its first closing in April 2008.
From the inception of the first fund through December 31, 2010, the Company had launched three master funds.
The first master fund had two feeder funds. One feeder fund was referred to as the onshore fund and was
designed for investors that are non tax exempt U.S. taxpayers. Foreign and U.S. tax-exempt investors invested
through a second feeder fund referred to as the offshore fund. The second master fund does not have feeders. The
third master fund has an offshore feeder fund only. Investors hold limited partner interests in the feeder funds (in
the case of the first and third master fund) or in the master fund itself (in the case of the second master fund). The
Deep Value Credit GP, LLC (the “Deep Value GP™) serves as the general partner for; the feeder funds (in the case
of the first master fund) and as the gencral partner of the master tund itself (in the case of the second master
fund). The Deep Value Credit I GP, LLC (the “Deep Value GP II”) serve as the general partner for the offshore
feeder fund (in the case of the third master fund). Deep Value GP and Deep Value GP II are collectively referred
to as the “Deep Value GPs.”
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The Company serves as the external manager of Deep Value. The Company owns 50% of Deep Value GP
and 40% of Deep Value GP II. In addition, the Company has made limited partnership investments in certain of
the feeder funds.

The Company’s Limited Partnership Investment in the Deep Value feeder funds

FASB ASC 810 generally requires that an investee should be consolidated if the Company owns a majority
interest unless such control is deemed to be temporary.

As of December 31, 2008 and through the first quarter of 2009, the Company directly owned 55% in the
onshore fund through its limited partnership interests. At that point in time, the Company expected its majority
stake to remain in place for the life of the fund. Accordingly, the Company concluded that it should consolidate
the onshore feeder fund. However, durfng the second quarter of 2009, the Company’s ownership percentage in
the onshore feeder fund declined to 30%. Accordingly, in the second quarter of 2009, the Company
deconsolidated the onshore feeder fund. No gain or loss was recognized related to the deconsolidation. From that
point forward, the Company accounted for its investment in the funds under the equity method of accounting.
However, the Company elected the fair value option provisions included in FASB ASC 825. See notes 3-E, 9 and
10 for further information.

As of December 31, 2010, the first Deep Value fund liquidated substantially all of its investments and
expects to distribute any remaining investments during the first quarter of 2011. As of December 31, 2010, the
Company owned approximately 33% first of the Deep Value onshore feeder fund and 9% of the first Deep Value
offshore feeder fund.

The Company’s ownership interest in Deep Value GPs

The Compaﬁy owns 50% of the Deep Value GP and 40% of the Deep Value GP II. The remaining
percentages of the Deep Value GPs are owned by certain employees of the Company. The Company accounted
for its investment in the two general partners under the equity method of accounting. The Company did not elect
to carry its investments at fair value with changes in fair value recorded in earnings under the fair value option
provisions included in FASB ASC 825. In all of the feeder funds, the unaffiliated limited partners can replace the
Deep Value GPs as general partner through the vote of a simple majority of the voting interests without taking
into account the Company’s limited partnership investment or the Deep Value GPs general partnership interests.

The Company’s Management Contract with Deep Value

The Company also serves as external manager of Deep Value. The management contracts include a base
management fee. In addition, the limited partnership agreements include incentive fees payable to the Deep
Value GPs. The base fee is included as a component of asset management revenue in the consolidated statement
of operations. The incentive fee, if any, is recognized by the Deep Value GP and the Company recognizes its
share of the Deep Value GP earnings as equity method income. The base fee is calculated as a percentage of
either the capital drawn in the fund or the net asset value of the fund. The incentive fee is based on cash available
for distribution after the investors have received their return of capital and an agreed upon minimum annual
cumulative investment return.

Dekania Corp. (*"DEKU”) !

Dekania Corp. (“DEKU”) was a business combination company which the Company sponsored its creation
in 2007 for the purpose of acquiring one or more unidentified businesses. DEKU completed its public offering in
February 2007 and was listed on the NYSE Amex under the symbol “DEK.”
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From DEKU'’s inception, the Company owned 14% of DEKU’s outstanding shares and beneficially owned
22% of DEKU’s outstanding shares when the shares owned by the Company’s chairman and chief executive
officer as well as certain of the Company’s employees were considered. The Company treated its initial
investment as an equity method investment (which was recorded in investment in equity method affiliates in the
consolidated balance sheets) and recognized its share (14%) of DEKU’s earnings or losses over time as income
or loss from equity method affiliates in the consolidated statements of operations. The Company did not elect to
carry its investment at fair value under the fair value option provisions included in FASB ASC 825.

In February 2009, DEKU liquidated and its securities ceased trading on the NYSE Amex on February 18,
2009. It was removed from listing and registration on the NYSE Amex on March 2, 2009. DEKU distributed its
funds from the trust account, established as part of its initial public offering, to the holders of shares of common
stock sold in the initial public offering. The Company paid $2,599 to the Dekania Trust in conjunction with its
liquidation. Additionally, the Company wroté off its equity method investment in DEKU for a total charge of
$4,482, reported in loss from equity method affiliates in the consolidated statement of operations. In August
2009, DEKU received an income tax refund of $1,152 which it paid to the Company to reimburse it for monies
previously spent on behalf of DEKU. The Company had a related party receivable of $962 which was
extinguished upon the receipt of the refund. The remaining balance of the refund, net of expenses of $47, was
offset against the loss from equity method affiliates. The total loss from equity method affiliates related to DEKU
was $4,339 for the twelve months ended December 31, 2009.

The Company did not serve as external manager of DEKU. The Company had a facilities sharing agreement
with DEKU. See note 30.

Star Asia SPV

Star Asia SPV is a newly organized Delaware limited liability company formed in 2010. It was formed to
create a pool of assets that would provide collateral to investors who participated in Star Asia’s 2010 rights
offering. The investors in Star Asia’s rights offering also received equity interests in the Star Asia SPV. Star Asia
SPV purchased certain assets from Star Asia and the equity interest holders of Star Asia SPV receive investment
returns on the assets held in the SPV up to an agreed upon maximum. Returns above that agreed upon maximum
are remitted back to Star Asia. The Company directly owned approximately 30% of Star Asia SPV’s outstanding
shares as of December 31, 2010. Star Asia SPV is an equity method investee of the Company. The Company did
not elect the fair value option.

Duart Cupital Management LLC (“Duart Capital”) and Duart Global Deep Value Securities Fund LP
(“Duart Fund”)

Duart Capital is a Delaware limited liability company formed in 2010. The Company directly owned 20% of
Duart Capital’s outstanding equity interests as of December 31, 2010. Duart Capital is an equity method investee
of the Company. Duart Capital also serves as the investment manager of the Duart Fund. The Company did not
elect the fair value option for its investment in Duart Capital.

The Duart Fund is a specialized deep value and special situations opportunity fund formed in September
2010. The Duart Fund’s investment objective is to provide superior absolute returns by investing primarily in a
portfolio of long and short positions in public and private real estate equity securities, equity-linked securities,
and debt securities (including, but not limited to, convertible debt, debt with warrants, warrants, and credit
default swaps related to real estate securities) and partnership or fund interests in the real estate markets. Capital
raising activities are ongoing and the Company’s ownership interest percentage is expected to decline. The Duart
Fund is an equity method investee of the Company for which the Company elected (o carry its investment at fair
value with changes in fair value recorded in earnings under the fair value option provisions included in FASB
ASC 825. Effective December 31, 2010, the Company submitted a redemption notice to the Duart Fund to
redeem 100% of its capital. The Company expects to receive its redemption by March 31, 2011. Upon
redemption, the Company will own 0% of the fund. See notes 3-E, 9 and 10.
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G. Derivative Financial Instruments

FASB ASC 815, Derivatives and Hedging (“FASB ASC 815™), provides for optional hedge accounting.
When a derivative is deemed to be a hedge and certain documentation and effectiveness testing requirements are
met, reporting entities are allowed to record all or a portion of the change in the fair value of a designated hedge
as an adjustment to other comprehensive income (“OCI”) rather than as a gain or loss in the statements of

operations. To date, the Company has not designated any derivatives as hedges under the provisions included in
FASB ASC 815.

Derivative financial instruments are recorded at fair value in the consolidated statements of operations and
are included within investments-trading, other investments, at fair value, and trading securities sold, not yet
purchased.

The Company may, from time to time, enter into derivatives to manage its risk exposures (i) arising from
fluctuations in foreign currency rates with respect to the Company’s investments in foreign currency
denominated investments; (iii) arising from the Company’s investments in floating rate investments; (iii) arising
from the uncertainty associated with a financial obligor’s ability to make timely principal and/or interest
payments and (iv) arising from the Company’s facilitation of mortgage-backed trading. Derivatives entered into
by the Company, from time to time, may include (i) foreign currency forward contracts; (i) EuroDollar futures;
(iii) credit default swaps; and (iv) purchase and sale agreements of “to-be-announced” securities (“TBAs™).
TBAs are forward mortgage-backed securities whose collateral remain “to be announced” until just prior to the
trade settlement. TBAs are accounted for as derivatives under FASB ASC 815 when either of the following
conditions exist: (i) when settlement of the TBA trade is not expected to occur at the next regular settlement date
(which is typically the next month) or (ii) a mechanism exists to settle the contract on a net basis. Otherwise,
TBAs are recorded as standard security trade. The settlement of these transactions is not expected to have a
material effect on the Company’s consolidated financial statements.

Derivatives involve varying degrees of off-balance sheet risk, whereby changes in the level or volatility of
interest rates or market values of the underlying financial instruments may result in changes in the value of a
particular financial instrument in excess of its carrying amount. Depending on the Company’s investment
strategy, realized and unrealized gains and losses are recognized in principal transactions and other income or in
net trading in the Company’s consolidated statements of operations on a trade date basis. See note 11.

H. Furniture, Equipment, and Leasehold Improvements, Net

Furniture, equipment, and leasehold improvements are stated at cost, less accumulated depreciation and
amortization and are included as a component of other assets in the consolidated balance sheets. Furniture and
equipment are depreciated on a straight line basis over their estimated useful life of 3 to 5 years. Leasehold
improvements are amortized over the lesser of their useful life or lease term which generally ranges from 5 to 10
years.

I. Goodwill and Intangible Assets with Indefinite Lives

Goodwill represents the amount of the purchase price in excess of the fair value assigned to the individual
assets acquired and liabilitics assumed in the July 2007 acquisition of the 10% of Strategos that the Company did
not previously own in the amount of $3,121 and $8,728 as of December 31, 2010 and 2009, respectively. See
note {3. Goodwill also includes $110 related to the amount of the purchase price in excess of the fair value
assigned o the individual assets acquired and liabilities assumed in the Merger. See note 4. In accordance with
FASB ASC 350, Intangibles-Goodwill and Other (“FASB ASC 3507), goodwill and intangible assets deemed to
have indefinite lives are not amortized to expense but rather are analyzed for inipairment.

The Company measures its goodwill for impairment on an annual basis or when events indicate that
goodwill may be impaired. The goodwill impairment test is a two-step process, which requires management to
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make judgments in determining what assumptions to use in the calculation. The first step in the process is to
identify potential goodwill impairment by comparing the fair value of the reporting unit to its carrying value. If
the carrying value is less than fair value the Company would complete step two in the impairment review process
which measures the amount of goodwill impairment.

The goodwill related to the Merger was allocated to the asset management segment and the capital markets
segment. Therefore, the impairment analysis is done at the segment level and fair value of each segment is
determined. In the case of the goodwill related to Strategos, the analysis is done at the Strategos reporting unit
level. The Company estimates the fair value of Strategos using a discounted cash flow model. Management
develops and tests the reasonableness of the inputs and outcome of the discounted cash flow model against other
available comparable market data.

The Company includes intangible assets for two broker-dealer licenses in other assets on its consolidated
balance sheets that it considers to have indefinite useful lives. The Company determined that the broker-dealer
licenses were not impaired as of December 31, 2010, 2009, and 2008 related to CCS and as of December 31,
2010 related to CCCM.

J. Intangible Assets with Finite Lives

Intangible assets which are included in other assets on the Company’s consolidated balance sheets primarily
consisted of the 10% of Strategos management contracts that the Company acquired in July 2007. See note 14.
The Company amortizes intangible assets with finite lives using the straight-line method over the estimated
economic lives of the assets. In accordance with FASB ASC 350, the Company will review intangible assets with
finite lives for impairment whenever an impairment indicator exists under FASB ASC 360. The Company
continually monitors events and changes in circumstances that could indicate carrying amounts of the intangible
assets may not be recoverable. Any impairment charge is included in the consolidated statements of operations as
impairment of intangible assets.

K. Variable Interest Entities

FASB ASC 810, Consolidation (“FASB ASC 810”) contains the guidance surrounding the definition of
variable interest entities (“VIEs”), the definition of variable interests, and the consolidation rules surrounding
VIEs. In general, VIEs are entities in which equity investors lack the characteristics of a controlling financial
interest or do not have sufficient equity at risk for the entity to finance its activities without additional
subordinated financial support. The Company has variable interests in VIEs through its management contracts
and investments in various securitization entities including collateralized loan obligations and collateralized debt
obligations.

Once it is determined that the Company holds a variable interest in a VIE, FASB ASC 810 requires that the
Company perform a qualitative analysis to determine (i) which entity has the power to direct the matters that
most significantly impact the VIE’s financial performance; and (ii) if the Company has the obligation to absorb
the losses of the VIE that could potentially be significant to the VIE or the right to receive the benefits of the VIE
that could potentially be significant to the VIE. The entity that has both of these characteristics is deemed to be
the primary beneficiary and required to consolidate the VIE. This assessment must be done on an ongoing basis.
The Company has included the required disclosures for variable interest entities in its consolidated financial
statements for the year ended December 31, 2010. See notes 3-D and 26 for further details.

The Merger: As a result of the Merger, the Company acquired interests in various VIEs held by AFN. In
most cases, these were the most junior interests in the VIEs. AFN had previously been consolidating these VIEs
as it had determined it was the primary beneficiary when it initially acquired its interests. Between the date of
AFN’s initial determination it was primary beneficiary and the Merger, these VIEs had suffered severe levels of
defaults and Josses. The losses were so severe that they resulted in substantial impairment in the value and cash
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flows earned by the junior interests AFN held. In many cases, the interests held by AFN were generating no cash
flows and the securities held by AFN were deemed to be severely impaired. AFN continued to consolidate these
VIEs because the provisions of FASB ASC 810 do not allow a primary beneficiary to reconsider its primary
beneficiary status solely based on deterioration of the value or operations of the VIE. However, the Company
concluded that the Merger was a reconsideration event. Therefore, upon the Merger, the Company performed the
required expected loss calculations and determined it was not the primary beneficiary of these VIEs. Therefore,
these VIEs were not consolidated. Effective January 1, 2010, the Company adopted the revised guidance
surrounding the accounting for VIEs as discussed above and in note 3-D and determined that the Company
continued not be the primary beneficiary of these VIEs.

L. Collateralized Securities Transactions

The Company may enter into transactions involving purchases of securities under agreements to resell
(“reverse repurchase agreements” or “receivables under resale agreements™) or sales of securities under
agreements to repurchase (“repurchase agreements™) which are treated as collateralized financing transactions
and are recorded at their contracted resale or repurchase amounts plus accrued interest. Resulting interest income
and expense are generally included in net trading in the consolidated statements of operations.

In the case of reverse repurchase agreements, the Company generally takes possession of securities as
collateral. Likewise, in the case of repurchase agreements, the Company is required to provide the counterparty
with securities.

In certain cases a repurchase agreement and a reverse repurchase agreement may be entered into with the
same counterparty. If certain requirements are met, the offsetting provisions included in FASB ASC 210,
Balance Sheet (“FASB ASC 210”), allows (but does not require) the reporting entity to net the asset and liability
on the balance sheet. It is the Company’s policy to present the assets and liabilities on a gross basis even if the
conditions described in offsetting provisions included in FASB ASC 210 are met. The Company classifies
reverse repurchase agreements as a separate line item within the assets section of the Company’s consolidated
balance sheets. The Company classifies repurchase agreements as a separate line item within the liabilities
section of the Company’s consolidated balance sheets.

In the case of reverse repurchase agreements, if the counterparty does not meet its contractual obligation to
return securities used as collateral, or does not deposit additional securities or cash for margin when required, the
Company may be exposed to the risk of reacquiring the securities or selling the securities at unfavorable market
prices in order to satisfy its obligations to its customers or counterparties. The Company’s policy to control this
risk is monitoring the market value of securities pledged or used as collateral on a daily basis and requiring
adjustments in the event of excess market exposure.,

In the case of repurchase agreements, if the counterparty makes a margin call and the Company is unable or
unwilling to meet the margin call, the counterparty can sell the securities to repay the obligation. The Company is
at risk that the counterparty may sell the securities at unfavorable market prices and the Company may sustain
significant loss. The Company controls this risk by monitoring its liquidity position to ensure it has sufficient
cash or liquid securities to meet margin calls.

In the normal course of doing business, the Company enters into reverse repurchase agreements that permit
it to re-pledge or resell the securities 1o others. See note 12.

M . Revenue Recognition

Net trading: Net trading includes: (i) all gains, losses, and income (interest and dividend) from securities
classified as investments-trading and trading securities sold, not yet purchased; (ii) interest income and expense
from collateralized securities transactions; and (iii) commissions and riskless trading profits. Riskless principal
trades are transacted through the Company’s proprietary account with a customer order in hand, resulting in little
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or no market risk to the Company. Transactions are recognized on a trade date basis. The investments classified
as trading are carried at fair value. The determination of fair value is based on quoted market prices of an active
exchange, independent broker market quotations, or, when such quotations are unavailable, valuation models
prepared by the Company’s management. The models include estimates, and the valuations derived from them
could differ materially from amounts realizable in an open market exchange. Net trading is reduced by interest
expense which is directly incurred to purchase income generating assets related to trading activities. Such interest
expense is recorded on an accrual basis.

Asset management: Asset management revenue consists of collateralized debt obligation asset management
fees, fees earned for management of the Company’s permanent capital vehicles and investment funds, fees
earned under a service arrangement with another collateralized debt obligation asset manager, and other asset
management fees. collateralized debt obligation asset management fees are earned for providing ongoing asset
management services to the trust. In general, the Company earns a senior asset management fee, a subordinated
asset management fee, and an incentive asset management fee.

The senior asset management fee is generally senior to all the securities in the collateralized debt obligation
capital structure and is recognized on a monthly basis as services are performed. The senior asset management
fee is generally paid on a quarterly basis.

The subordinated asset management fee is an additional payment for the same services but has a lower
priority in the collateralized debt obligation cash flows. If the trust experiences a certain level of asset defaults,
these fees may not be paid. There is no recovery by the trust of previously paid subordinated asset management
fees. It is the Company’s policy to recognize these fees on a monthly basis as services are performed. The
subordinated asset management fee is generally paid on a quarterly basis. However, if the Company determines
that the subordinated asset management fee will not be paid (which generally occurs on the quarterly payment
date), the Company will stop recognizing additional subordinated asset management fees on that particular trust
and will reverse any subordinated asset management fees that are accrued and unpaid. The Company will begin
accruing the subordinated asset management fee again if payment resumes and, in management’s estimate,
continued payment is reasonably assured. If payment were to resume but the Company was unsure of continued
payment, it would recognize the subordinated asset management fee as payments were received and would not
accrue on a monthly basis.

The incentive management fee is an additional payment, made typically after five to seven years of the life
of a collateralized debt obligation, which is based on the clearance of an accumulated cash return on investment
(“Hurdle Return”) received by the most junior collateralized debt obligation Securities holders. It is an incentive
for the Company to perform in its role as asset manager by minimizing defaults and maximizing recoveries. The
incentive management fee is not ultimately determined or payable until the achievement of the Hurdle Return by
the most junior collateralized debt obligation securities holders. The Company does not recognize incentive fee
revenue until the Hurdle Return is achieved and the amount of the incentive management fee is determinable and
payment is reasonably assured.

Other asset management fees represents fees earned for the base and incentive management of various other
Investment Vehicles that the Company manages. See note 3-F.

New issue and advisory: New issue and advisory revenue includes: (i) revenues earned for arranging the
issuance of newly created debt, equity, and hybrid financial instruments, (ii) fees charged for advisory services
and (iii) origination fees for corporate debt issues originated by the Company.

New issue and advisory revenue is recognized when all services have been provided and payment is earned.
In some cases, the Company will utilize third party professionals to assist in the provision of some of these
functions (primarily origination). In such cases, the Company records the cost of the third party services as
component of professional services, subscriptions, and other operating expenses and the revenue in new issue and
advisory revenue. )
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Principal transactions and other income/ (loss): Principal transactions include all gains, losses, and income
(interest and dividend) from securities or loans classified as other investments, at fair value in the consolidated
balance sheets.

The investments classified as other investments, at fair value are carried at fair value. The determination of
fair value is based on quoted market prices of an active exchange, independent broker market quotations, or,
when such quotations are unavailable, valuation models prepared by the Company’s management. These models
include estimates, and the valuations derived from them could differ materially from amounts realizable in an
open market exchange. Dividend income is recognized on the ex-dividend date.

Other income / (loss) includes foreign currency gains and losses, interest earned on cash and cash
equivalents, and other miscellaneous income.

N. Interest Expense

Interest expense incurred on general and corporate indebtedness is recorded on an accrual basis and
presented in the consolidated statements of operations as a separate non-operating expense. See note 18.

0. Leases

The Company is a tenant in several commercial office leases. All of the Company’s leases are currently
treated as operating leases. The Company records rent expense on a straight-line basis taking into account
minimum rent escalations included in each lease. Any rent expense recorded in excess of amounts currently paid
is recorded as deferred rent and included as a component of accounts payable and other liabilities in the
consolidated balance sheets.

P . Noncontrolling Interest

As of December 31, 2008 and through the first quarter of 2009, the Company directly owned 55% in the
Deep Value onshore feeder fund through its limited partnership interests. See note 3-F. The remaining 45%
noncontrolling interest was included in the consolidated statements of operations for the first quarter of 2009. In
the second quarter of 2009, the Company deconsolidated the onshore feeder fund as the Company’s ownership
fell below 50%.

Subsequent to the consummation of the Merger on December 16, 2009, member interests in the Operating
LLC, other than the interests held by the Company, are treated as a noncontrolling interest. As of December 31,
2010 and 2009, the Company directly owned approximately 66.2% of the Operating LLC. See notes 1 and 4. The
remaining 33.8% noncontrolling interest was included in the consolidated balance sheet as of December 31, 2010
and 2009 and the consolidated statement of operations for the period from December 17, 2009 through
December 31, 2009 and the year ended December 31, 2010.

Q. Equity-Based Compensation

The Company accounts for equity-based compensation issued to its employees using the fair value based
methodology prescribed by the provisions related to share-based payments included in FASB ASC 718,
Compensation-Stock Compensation (“FASB ASC 718”).

Through the periods presented herein, the Company has issued the following types of instruments:
(i) “Restricted Units” which include actual membership interests of the Operating LLC, which may be subject to
certain restrictions as well as certain Jong term incentive profit (“LTIP”) units; (ii) “Options” which are the
option to purchase a Restricted Unit; and (iit) “Restricted Shares” which are common shares of IFMI.
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When issuing equity compensation, the Company first determines the fair value of the Restricted Units,
Options, or Restricted Shares granted.

Prior to the consummation of the Merger, the Company would use internal valuation models developed with
the assistance of an independent third party appraiser. In the case of Restricted Units, the Company would use the
most recent valuation to ascertain the value of the units granted or vested, as the application of FASB ASC 718
requires, depending on the facts or circumstances. In the case of the Options, the Company would set the strike
price at the per unit value implied by the valuation used. The Options would be valued based on that strike price
and other assumptions using the Black-Scholes valuation method. See note 20. Subsequent to the consummation
of the Merger, any future equity based awards are measured at their estimated fair value based on the Company’s
stock price on the date of grant or valued based on the stock price and other assumptions using the Black-Scholes
valuation method.

Once the fair value of the equity-based awards is determined, the Company determines whether the grants
qualify for liability or equity treatment. The individual rights of the equity grants are the determining factors of the
appropriate treatment (liability or equity). In general terms, if the equity-based awards granted have certain features
(like put or cash settlement options) that give employees the right to redeem the grants for cash instead of equity of
the Company, the grants will require liability treatment. Otherwise, equity treatment is generally appropriate.

If the grants qualify for equity treatment, the value of the grant is recorded as an expense as part of
compensation and benefits in the consolidated statements of operations. The expense is recorded ratably over the
service period as defined in FASB ASC 718 which is generally the vesting period. The offsetting entry is to
members’/stockholders’ equity. In the case of grants that qualify for equity treatment, compensation expense is
fixed on the date of grant. The only subsequent adjustments made would be to account for differences between
actual forfeitures of grants when an employee leaves the Company and initial estimate of forfeitures.

If the grants were to qualify for liability treatment, the treatment is the same as above except that the
offsetting entry is to liability for equity compensation. In addition, in the case of grants that qualify for liability
treatment, the Company would adjust the total compensation and the liability for equity compensation to account
for subsequent changes in fair value as well as forfeitures as described in the preceding paragraph.

R . Accounting for Income Taxes

Prior to the Merger, the Company, and subsequent to the Merger, its majority owned subsidiary, the
Operating LLC, is treated as a pass-through entity for U.S. federal income tax purposes and in most of the states
in which it does business. It is, however, subject to entity level income taxes in the United Kingdom, France,
New York City, Pennsylvania, Philadelphia and the State of Illinois. Beginning on April 1, 2006, the Company
qualified for Keystone Opportunity Improvement Zone (“KOZ”) benefits which exempts the Operating LLC and
its members from Philadelphia and Pennsylvania state income and capital stock franchise tax liabilities. The
Company’s current lease in Philadelphia will expire on April 30, 2016. However, presuming the Company
extends its lease, it will be entitled to KOZ benefits through December 31, 2018.

For the stub period from the Merger, December 17, 2009 to December 31, 2009, the Company was taxed as
a REIT for United States federal income tax purposes and therefore was not subject to U.S. federal income tax to
the extent of its distributions to stockholders and as long as certain asset, income, distribution and share
ownership tests were met. Effective as of January 1, 2010, the Company ceased to qualify as a REIT and is
instead treated as a C corporation for United States federal income tax purposes.

The Company accounts for income taxes under the asset and liability method, which requires the
recognition of deferred tax assets and liabilities for'the expected future tax consequences of events that have been
included in the financial statements. Under this method, deferred tax assets and liabilities are determined based
on the differences between the financial statements and tax basis of assets and liabilities using enacted tax rates
in effect for the year in which the differences are expected to reverse. The effect of a change in tax rates on
deferred tax assets and liabilities is recognized in income in the period that includes the enactment date.
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The Company records net deferred tax assets to the extent the Company believes these assets will more
likely than not be realized. In making such a deteymination, the Company considers all available positive and
negative evidence, including scheduled reversals of deferred tax liabilities, projected future taxable income, tax
planning strategies and recent financial operations. In the event the Company were to determine that it would be
able to realize its deferred income tax assets in the future in excess of their net recorded amount, the Company
would make an adjustment to the valuation allowance which would reduce the provision for income taxes.

The Company’s policy is to record penalties and interest as component of provision for income taxes in the
consolidated statements of operations.

S . Other Comprehensive Income (Loss)

The Company reports all changes in comprehensive income (loss) in the consolidated statements of changes
in members’/stockholders’ equity. Comprehensive income (loss) includes net income (loss), and foreign
translation adjustment.

T. Earnings Per Common Share/ Membership Unit

In accordance, with FASB ASC 260, Earnings Per Share (“FASB ASC 260”), the Company presents both
basic and diluted earnings (loss) per common share/membership unit in its consolidated financial statements and
footnotes. Basic earnings (loss) per common share/membership unit (“Basic EPS”) excludes dilution and is
computed by dividing net income or loss allocable to common stockholders or members by the weighted average
number of common shares or membership units, and restricted stock entitled to non-forfeitable dividends
outstanding for the period. Diluted earnings per common share/membership unit (“Diluted EPS™) reflects the
potential dilution of common stock equivalents (such as options or restricted stock entitled to forfeitable
dividends), if they are not anti-dilutive. See note 24 for the computation of earnings (loss) per common share ox
membership unit.

U. Recent Accounting Developments

In December 2010, the FASB issued ASU No. 2010-28, Intangibles — Goodwill and Other (Topic 350):
When to Perform Step 2 of the Goodwill Impairment Test for Reporting Units with Zero or Negative Carrying
Amounts (“ASU 2010-287), which is intended to address entities with reporting units with zero or negative
carrying amounts. The provisions of this ASU amend the criteria for performing Step 2 of the goodwill
impairment test for reporting units with zero or negative carrying amounts and requires performing Step 2 if
qualitative factors indicate that it is more likely than not that a goodwill impairment exists. ASU 2010-28
requires entities to consider whether there are any adverse qualitative factors indicating that an impairment may
exist. ASU 2010-28 is effective for fiscal years and interim periods within those years beginning after
December 15, 2010. Early adoption is permitted. The Company expects the adoption of the new guidance on
performing Step 2 of the goodwill impairment test as of January 1, 2010 will not have an effect on the
Company’s consolidated financial statements.

In December 2010, the FASB issued ASU 2010-29, Business Combinations (Topic 805): Disclosure of
Supplementary Pro Formma Information for Business Combinations (“ASU 2010-29”), which is intended to
address diversity in practice about the interpretation of the pro forma revenue and earnings disclosure
requirements for business combinations. The amendment affects any public entity as defined by FASB ASC 805,
Business Combinations (“FASB ASC 805”) that enters into business combinations that are material on an
individual or aggregate basis. The comparative financial statements should present and disclose revenue and
earnings of the combined entity as though the business combination(s) that occurred during the current year had
occurred as of the beginning of the comparable prior annual reporting period only. The amendments also expand
the supplemental pro forma disclosures to include a description of the nature and amount of material,
nonrecurring pro forma adjustments directly attributable to the business combination included in the reported pro
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forma revenue and earnings. ASU 2010-29 is effective prospectively for business combinations for which the
acquisition date is on or after the beginning of the first annual period beginning on or after December 15, 2010.
Early adoption is permitted. The Company does not expect the adoption of the new guidance to have an impact to
its financial statements as it pertains only to supplemental pro forma disclosures.

V. Business Concentration

A substantial portion of the Company’s asset management revenues in a year may be derived from a small
number of transactions. Collateralized debt obligation asset management revenue was generated from a limited
number of collateralized debt obligations.

The following table provides a summary for the relevant periods:

SUMMARY OF REVENUE CONCENTRATION
(Dollars in Thousands)

Year ended December 31,

2010 2009 2008

Collateralized debt obligation asset management revenue and related service

AGIEEIMIENLS .+ . v vt vttt ettt e e e et e $ 19,850 $26,319 $47,712
Total asset MANAZEMENL TEVENUE . .. o\ v vt et ettt e et e ee e e eeeeas $ 25,281 $31,148 $63,844
TOtal TEVENUES . . o\ttt ettt e e e e e e e $125,552 $84,086 $83,289
Collateralized debt obligation asset management % as compared to total asset

management fees ... ... ... e 79% 84% 74%
Collateralized debt obligation asset management % as compared to total

revenues ......... e e e e e 16% 31% 57%
Number of collateralized debt obligations generating management fees ....... 34 40 42

In addition, the Company may earn a substantial portion of its income in the form of principal transactions. This
is comprised of gains and losses on a small number of investments. Principal transactions and other income /
(loss) represents 20%, 8%, and (7)% of the Companys total revenue for the years ended December 31, 2010,
2009, and 2008 respectively.

W. Fair Value of Financial Instruments

The following methods and assumptions were used by the Company in estimating the fair value of its
financial instruments. These determinations were based on available market information and appropriate
valuation methodologies. Considerable judgment is required to interpret market data to develop the estimates
and, therefore, these estimates may not necessarily be indicative of the amount the Company could realize in a
current market exchange. The use of different market assumptions and/or estimation methodologies may have a
material effect on the estimated fair value amounts. Refer to note 10 for a discussion of the fair value hierarchy.

Cash and cash equivalents: Both restricted and unrestricted cash are carried at historical cost which is
assumed o approximate f{air value.

Investments-trading : These amounts are carried at fair value. The fair value is based on either quoted
market prices of an active exchange, independent broker market quotations, or valuation models when quotations
are not available.

Other investments, at fair value: These amounts are carried at fair value. The fair value is based on quoted
market prices of an active exchange, independent broker market quotations, or valuation models when quotations
are not available. In the case of investments in alternative investment funds, fair value is generally based on the
reported net asset value of the underlying fund.
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Receivables under resale agreements: Receivables under resale agreements are carried at their contracted
resale price, have short-term maturities (one year or less), and are repriced frequently or bear market interest
rates and, accordingly, these contracts are at amounts that approximate fair value.

Trading securities sold, not yet purchased: These amounts are carried at fair value. The fair value is based
on quoted market prices of an active exchange, independent market quotations, or valuation models when
quotations are not available.

Securities sold under agreement to repurchase: The liability for securities sold under agreement to
repurchase are carried at their contracted repurchase price, and are very short-term in nature, and are re-priced
frequently with amounts normally due in one month or less, accordingly, these contracts are at amounts that
approximate fair value.

Debt : These amounts are carried at outstanding principal less unamortized discount. However, a substantial
portion of the debt was assumed in the Merger and recorded at fair value as of that date. As of December 31,
2010, the fair value of the Company’s debt is estimated to be $43.1 million. As of December 31, 2009, the
carrying value of debt approximated fair value.

Derivatives: These amounts are carried at fair value. The fair value is based on quoted market prices on an
exchange that is deemed to be active.

4, ACQUISITIONS
JVB Financial Holdings, L.L.C.

On September 14, 2010, the Company, entered into a Purchase and Contribution Agreement (the “Purchase
Agreement”) with JVB Financial Holdings, L.L.C., a Florida limited liability company (“YVB”), the sellers listed
in the Purchase Agreement (the “Sellers”) and certain employees of JVB (the “Management Employees™)
pursuant to which the Sellers agreed to sell all of the equity in JVB to Operating LLC and JVB would become a
wholly owned subsidiary of the the Operating LL.C. On January 13, 2011, the Company completed its acquisition
of JVB. See note 32, Subsequent Events.

Fairfax, LLC

Effective in September 2010, the Company acquired Fairfax [.S., LLC (“Fairfax”). Fairfax is a FINRA
regulated U.S. broker-dealer. The Company changed its name to Cohen & Company Capital Markets, LLC and
continues (o operate it as a wholly owned broker-dealer subsidiary. The purchase price was $297. The Company
allocated the purchase price as follows:

Restrictedcash . ... ... . o $100
Other assets . ...... ...t 220
Accounts payable ......... .. L (23)

Purchaseprice ... ... ... .. ... ... 3297

Included in other assets, the Company assigned $166 to the value of the broker-dealer license. This was
treated as an indefinitely lived intangible asset and will be reviewed for impairment annually. See note 14.

Merger with AFN

On December 16, 2009, Cohen Brothers completed its Merger with AFN. In accordance with U.S. GAAP,
the transaction was accounted for as a reverse acquisition and Cohen Brothers was deemed the accounting
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acquirer. Cohen Brothers’ net assets were carried forward at their existing accounting basis and all of AFN’s
assets and liabilities were revalued at fair value as of the acquisition date. The consolidated financial statements
of the Company as of December 31, 2010 and 2009 and for each of the three years in the period ended
December 31, 2010 include the historical operations of Cohen Brothers from January 1, 2008 through to
December 16, 2009 and the combined operations of the combined company from December 17, 2009 to
December 31, 2010. The merged company operates in three business segments: (1) Capital Markets, (2) Asset
Management, and (3) Principal Investing.

AFN contributed an immaterial amount of revenue and earnings to the Company for the period from
December 17, 2009 to December 31, 2009. The following unaudited pro forma summary presents consolidated
information of the Company as if the Merger had occurred on January 1, 2008:

Pro forma Year ended December 31,

2009 2008
Revenue ......... ..., $ 82,823 $ (2,931
Earnings (loss) attributable to IFMI .......... $(18,686) $(49,895)

In 2009, the Company incurred $1,506 of professional fees related to the merger included as a component of
professional services and other operating expenses in the Company’s consolidated statements of operations;
$1,233 of stock issuance costs capitalized and reclassified to additional paid in capital in the Company’s
consolidated balance sheets upon the successful completion of the Merger; and retention bonuses of $12,374
which were included as a component of compensation and benefits in the Company’s consolidated statement of
operations.

The following table summarizes the calculation of the fair value of consideration transferred by Cohen
Brothers to acquire AFN:

AFN shares issued and outstanding . ............ ... .. .. ... 6,015,194
Less: Unvested restricted shares ..................ccieiinenn.. (36,109)
Total shares subject to acquisition ........................... 5,979,085
Multiplied by . ... oo 5 6.50(a)

538864

(a) Represents the closing stock price of AFN on December 16, 2009, adjusted for the AFN 1-for-10 reverse
stock split effectuated on December 16, 2009.
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The following table summarizes the amounts of identified assets acquired and liabilities assumed at the
acquisition date on December 16, 2009. During the measurement period, which ended on December 31, 2010, net
adjustments of $713 were made to the fair values of the assets acquired and liabilities assumed with a
corresponding adjustment to goodwill. These adjustments are summarized in the table presented below. The
balance sheet at December 31, 2009 has been retrospectively adjusted to reflect these adjustments as required by
the accounting guidance for business combinations.

Total Estimated

Fair Value as of Total Estimated
Acquisition Date Measurement Period Fair Value as of
(provisional) (a) Adjustments Acquisition Date (final)
Assets acquired:
Cash and cash equivalents .................. $ 76,938 $ — $ 76,938
Receivables ................ R 89 — 89
Investments-trading . ...................... 119,280 — 119,280
Other investments, at fairvalue .. ............ 974 — 974
Otherassets (b) ............. ... .. ....... 2,826 (309) 2,517
Liabilities assumed:
Accounts payable and other liabilities (b) ... ... (4,488) (160) (4,648)
Duetobroker ............................ (5,105) — (5,105)
Due to related parties ...................... (422) — (422)
Securities sold, not yet purchased ............ (98,536) — (98,536)
Deferred income taxes (¢) .................. (10,899) 1,182 9,717)
Debt ... (42,616) — (42,616)
Netequity .. ... .. 38,041 713 38,754
Purchase price for net assets acquired . .......... 38,864 — 38,864
Goodwill(d) ............ ... ... . ... .. . ... $ 823 $ (713) $ 110

(a) As previously reported in the Company’s 2009 Annual Report on Form 10-K.

(b) These measurement period adjustments were recorded to reflect changes in the estimated fair value of
certain assets and liabilities. These adjustments were made largely to better reflect market participant
assumptions about facts and circumstances existing as of the acquisition date. The measurement period
adjustments did not result from intervening events subsequent to the acquisition date.

(c) These measurement period adjustments primarily reflect the tax impact on the pre-tax measurement period
adjustments. The measurement period adjustments did not result from intervening events subsequent to the
acquisition dalte.

(d) Goodwill recognized as of the acquisition date totaled $55 for the Company’s Capital Markets segment and
$55 for the Company’s Asset Management segment. See notes 13 and 28.

The allocation of the purchase price to the consolidated assets and liabilities of AFN resulted in goodwill of
$110 (which is the difference between the fair value of AFN’s net assets and its market capitalization as of
December 16, 2009). The goodwill is not deductible for tax purposes. The goodwill was allocated 50% to the
Capital Markets operating segment and 50% to the Asset Management operating segment. :
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Upon the completion of the Merger, Cohen Brothers unit holders who elected not to convert their units to
AFN shares directly held and continue to hold approximately 33.8% of the membership units in the Operating
LLC, which is the Company’s main operating subsidiary. This 33.8% ownership interest in the Operating LLC is
accounted for by the Company as a noncontrolling interest. Below is a summary of the amounts allocated to the
noncontrolling interests at the acquisition date:

Cohen Brothers’ historical members’ equity as of

December 16,2009 . ... ... ... i $38,731
Less: Noncontrolling unit holders’ interests in Cohen

Brothers’ historical balance sheet (pre-combination) . . .. 54.97%

Allocation of members’ equity at date of Merger ... ...... $21,291
Post combination netloss . .......... ... ... oL, (257)
Noncontrolling unit holders” ownership percentage in

IEMI 33.8%

Allocation of post combination loss to noncontrolling

INEEIESES . .ot ittt e &7
Post combination equity-based compensation ........... 313
Noncontrolling unit holders’ ownership percentage in

IEMI 33.8%

Allocation of post combination equity-based compensation
to noncontrolling interests . .. .......... .. ... ... 106

Noncontrolling interest as of December 31,2009 ........ $21,310

5. SALE OF MANAGEMENT CONTRACTS
Alesco X through XVII Securitizations

On July 29, 2010, Cohen & Company Financial Management, LLC (“CCFM?”), a subsidiary of IFMI,
entered into a Master Transaction Agreement whereby it sold to ATP Management, LLC (“ATP”) the collateral
management rights and responsibilities arising after the sale relating to the Alesco X through XVII
securitizations, which represented $3.8 billion of assets under management on such date. The Company received
$4,831, net of expenses and purchase price adjustments, at the close of the transaction.

In connection with the Master Transaction Agreement, CCFM entered into a three-year Services Agreement
under which it will provide certain services to ATP. ATP will pay CCFM up to $13,618 under the Services
Agreement. ATP agreed to escrow the amounts payable under this arrangement. Any amounts earned under this
arrangement are recorded as a component of asset management revenue in the consolidated statement of
operations.

The $4,831 received up front was recorded as deferred revenue in the consolidated balance sheet and is
recognized as a component of asset management revenue in the consolidated statement of operations, on a
straight line basis, over the remaining period of the Services Agreement. As of December 31, 2010, there was
$3,596 of deferred revenue related to these contracts included as a component of other assets in the Company’s
consolidated balance sheets.

CLO Management Contracts

On February 27, 2009, the Company sold three CLO management contracts comprising substantially all of
the Company’s middle market loans-U.S. (Emporia) business line to an unrelated third party. The Company
received net proceeds from this sale, after the payment of certain expenses, of approximately $7,258. These
proceeds were used to pay down the Company’s existing bank debt outstanding as of that date. In addition, the
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Company was entitled to certain contingent payments based on the amount of subordinated management fees
received by the unrelated third party under the sold CLO management contracts in an amount not to exceed an
additional $1,500. In addition to purchasing the management contracts, the unrelated third party hired several of
the Company’s employees who had serviced these contracts and the Company terminated the remainder.

The sale of two of the three CLO management contracts required AFN’s consent as a majority equity holder
in those CLOs. In addition, the sale of the CLO management contracts resulted in a default under a leveraged
loan warehouse facility in which AFN had an interest. As a result, the Company agreed to pay $3,000 of the net
proceeds to AFN in order to compensate AFN for amounts that it would have otherwise received had the default
not occurred under such financing facility. This payment was only required if the Merger was not completed.

The Company recorded a net gain on sale of collateral management contracts of $7,746 for the year ended
December 31, 2009 in the consolidated statement of operations (representing the net cash received of $7,746, which
included the $3,000 discussed above as well as the subordinated management fees received from the unrelated third
party during the second, third and fourth quarters of 2009). The Company reclassified the contingent payment of
$3,000 from a liability in the consolidated balance sheets to net gain on sale of collateral management contracts in
the consolidated statements of operations upon the consummation of the Merger in December 2009. The Company
recorded $971 of these contingent payments during the year ended December 31, 2010. As of June 30, 2010, the
Company reached the maximum limit of additional fees it could receive under these contracts. Therefore, the
Company no longer recorded any additional gain on these contracts subsequent to June 30, 2010.

6. ASSIGNMENT OF MFCA MANAGEMENT CONTRACT AND SUB-ADVISORY AGREEMENT
AND ASSIGNMENT IN CONNECTION WITH NON PROFIT PREFERRED FUNDING I
MANAGEMENT CONTRACT

On March 18, 2009, the Company assigned its management contract with MFCA to an unaffiliated third
party. The Company did not receive cash proceeds for this assignment nor did it receive a termination fee from
MFCA related to.the termination of the management contract. The Company will receive a participation fee
beginning on March 18, 2012 and for the ten year period thereafter equal to 10% percent of the revenue earned in
excess of $1,000 annually by Tricadia for managing MFCA. The Company will recognize this fee as income in
the consolidated statements of operations when the cash is received.

Also effective March 18, 2009, the Company and an affiliate of the same unaffiliated third party entered
into an agreement whereby the Company assigned the management agreement of the NPPF 1 securitization
(“NPPF I”) to the unrelated third party. Effective April 22, 2009, when necessary third party approvals were
received, the unaffiliated third party began to serve as the collateral manager. 55% of any management fees the
unaffiliated third party receives from NPPF I are paid to the Company, The Company recognizes this sub
advisory fee as other income which is a component of principal transactions and other income in the consolidated
statements of operations. The Company personnel that provided the services related to this contract were
terminated and hired by the unaffiliated third party.

7. RESTRICTED CASH AND RECEIVABLES FROM AND PAYABLES TO BROKERS, DEALERS,
AND CLEARING AGENCIES

There were no amounts receivable from brokers, dealers and clearing agencies as of December 31 .2010 and
2009.

The Company held restricted cash of $4.507 and $255 as of December 31, 2010 and December 31, 2009,
respectively. Of the $4,507 of restricted cash held at December 31, 2010, the Company had $1,266 of restricted
cash on deposit related to outstanding foreign currency forward contracts and EuroDollar futures contracts,
$2,448 of restricted cash held with counterparties of repurchase agreement transactions, and $793 of restricted
cash on deposit with clearing brokers. The restricted cash held at December 31, 2009 related to deposits with
clearing brokers.
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Amounts payable to brokers, dealers and clearing agencies consists of the following at December 31, 2010
and 2009, respectively.

PAYABLES TO BROKERS, DEALERS, AND CLEARING AGENCIES
(Dollars in Thousands)

December 31, 2010 December 31, 2009

Unsettled regular way trades, net ........ $14,927 $ 7,415

Marginpayable ...................... 30,542 6,076
Payables to brokers, dealers, and

clearing agencies ............... $45,469 $13,491

Securities transactions are recorded on a trade date, as if they had settled. The related amounts receivable and
payable for unsettled securities transactions are recorded net in receivables from or payables to brokers, dealers,
and clearing agencies on the Company’s consolidated balance sheets. The Company incurred interest on margin
payable of $828, $6 and $0 for the year ended December 31, 2010, 2009 and 2008, respectively.

8. OTHER RECEIVABLES

Receivables are comprised of the following:

OTHER RECEIVABLES
(Dollars in Thousands)

December 31, December 31,

2010 2009
Asset management fees ....................... $2,712 $3,683
New issue and advisory ....................... — 61
Reimbursable costs ........... ... .. ... ... .. 101 61
Accrued interest receivable ........ ... ... ...... 1,326 348

Commissions receivable ...................... 1,660 —
Other ..., 234 115
$6,033 $4,268

Asset management and new issue and advisory receivables are of a routine and short-term nature. These
amounts are generally accrued monthly and paid on a monthly or quarterly basis. See note 3-M regarding asset
management fees accrued. Reimbursable costs represent various fees paid by the Company but incurred on
behalf of an Investment Vehicle managed by the Company that will be reimbursed by the Investment Vehicle.
Accrued interest receivable represents interest accrued on the Company’s investment securities. Commissions
receivable primarily represents outstanding fees for trades completed by the Company’s agency brokerage
business offering execution and brokerage services for cash equity and derivative products and are of a routine
and short-term nature. Other receivables represent other miscellaneous receivables that are of a short-term nature.



9. FINANCIAL INSTRUMENTS

Investments — Trading

The following table provides a detail of the investments classified as investments-trading as of December 31
of each year:

INVESTMENTS — TRADING
(Dollars in Thousands)

December 31, 2010
Unrealized
Security Type Cost Carrying Value Gain /(Loss)
U.S. government agency mortgage-backed securities and
collateralized mortgage obligations (1) .............. $111,587 $110,665 $ (922)
Residential mortgage-backed securities ............... 1,238 1,237 (¢))]
Commercial mortgage-backed securities .............. 4,300 4,279 (21)
U.S. Treasury securities ..................c.ouvo... 2,116 1,888 (228)
Interests in securitizations (2) ............ ... ....... 3,236 4,500 1,264
Small Business Administration (“SBA”) loans .......... 33,270 33,212 (58)
Corporate bonds and redeemable preferred stock ........ 17,234 16,837 397
Certificates of deposit ............................. 15,159 15,239 80
Equity securities .............. . i 1,270 1,192 (78)
Eurodollar futures ............ ... .. .. .. .. .. .. .. .. — 34) 34
Investments-trading . .......................... $189.410 $189,015 $ (395)
December 31, 2009
' Carrying Unrealized
Security Type Cost Value Gain/ (Loss)
U.S. government agency mortgage-backed securities and
collateralized mortgage obligations ................... $106,575  $106,575 $ —
Residential mortgage-backed securities ............. ... .. 964 964 —
Interests in securitizations (2) .......... ... ... 27,710 9,110 (18,600)
TruPS e 3,380 3,380 —
SBAIOANS . ..ot 15,248 15,399 151
Investments-trading ................. ... ........  $153,877  $135,428 $(18,449)

(1) Includes TBAs. See notes 3-G and 11.
(2) Primarily comprised of collateralized debt obligations and collateralized loan obligations.




Trading Securities Sold, Not Yet Purchased

The following table shows the cost and carrying value of all trading securities sold, not yet purchased as of
December 31, of each year.

TRADING SECURITIES SOLD, NOT YET PURCHASED
) (Dollars in Thousands)

December 31, 2010
Carrying Unrealized
Security Type Cost Value Gain / (Loss)
U.S. government agency mortgage-backed
securities (1) . ... i $ — $ 374 $(374)
U.S. Treasury securities ..............c.cv.ouo.... 17,360 17,130 230
Corporatebonds ......... ... ... .. ... ... 212 213 M
Certificates of deposit ............ ... .......... 98 96 2
Equity securities ........... .. ... . ..., 6 7 H
Total ... .. $17,676  $17,820 $(144)
December 31, 2009
Unrealized
Security Type Cost Carrying Value Gain / (Loss)
U.S. government agency mortgage-backed
SECUTLIES ..o\ v v oo $ 93,536 $ 94,837 $(1,301)
U.S. Treasury security .................... 20,000 19,875 125
Total ... .o $113,536 $114,712 $(1,176)

(1) Represents TBAs. See notes 3-G and 11.

The Company tries to manage its exposure to changes in interest rates for the interest rate sensitive securities it
holds by entering into offsetting short positions for similar fixed rate securities.

The Company recognized $189 and $3,984 of net trading losses for the year ended December 31, 2010 and 2009,
respectively, that relate to investments-trading and trading securities sold, not yet purchased still held at
December 31, 2010 and December 31, 2009, respectively. ’



Other Investments, at fair value

The following table provides detail of the investments included within other investments, at fair value:

OTHER INVESTMENTS, AT FAIR VALUE
(Dollars in Thousands)

December 31, 2010
) Carrying Unrealized
Security Type Cost Value Gain / (Loss)
Interests in securitizations (1) .. .......... ... . ... $ 217 $ 105 % (112
Equity Securities:
EuroDekania . .......... ... . 7,259 1,258 (6,001)
S ASIA .t 23,344 38,025 14,681
MFCA ... .. L e 5,561 2,480 (3,081)
DeepValue (2) ... e — 28 28
Duart Fund ...... ... . 4,500 4,277 (223)
Other SECUMLIES . .. . ittt e et e et 342 567 225
Total equity SECUTILIES . .. .\ o 'ttt i e 41,006 46,635 5,629
Residential loans . ......... i e 336 303 (33)
Foreign currency forward contracts ......................viiniin.... — (492) 492)
Other investments, at fair value . .......... ... e $41,559 $46,551 $ 4,992
December 31, 2009
Carrying Unrealized
Security Type Cost Value Gain/ (Loss)
Interests in securitizations (1) . ... ...ttt $13,379 $ 2,380  $(10,999)
Equity Securities:
EuroDekania .......... ... 6,977 451 (6,526)
Star ASIa . 17,503 14,058 (3,445)
RATIT L 9,619 669 (8,950)
Brigadier (3) ... ... — 4,075 4,075
MFEC A . 5,561 2,380 (3,181)
Deep Value ... ...t 14,506 19,236 4,730
Other SECUTLICS .« .. oot e et e e e e 175 138 37)
Total equity Securities . ........ ... . i 54,341 41,007 (13,334)
Residential loans .. ....... ... i e 260 260 —
Other investments, at fairvalue .......... ... . . . . . ... $67,980 $43,647  $(24,333)

(1) Primarily comprised of collateralized debt obligations.

(2) The Company originally invested $14,506 in Deep Value. The remaining investment represented
accumulated unrealized appreciation on this investment. The investment in Deep Value was, at all times
during 2009 and 2010 carried at its estimated fair value. However, for the purposes of the table above and
determining the cost basis, the Company treated the redemptions during the year ended December 31, 2010
as first representing a return of investment and second representing a redemption of net appreciation. As of
September 30, 2010, Deep Value liquidated substantially all of its remaining investments and expects to
distribute any of its remaining investments during the first quarter of 2011.

(3) The Company originally invested $30,000 in the Brigadier onshore feeder fund. As of December 31, 2008,
the Company had redeemed its entire initial investment. The remaining investment represented accumulated
unrealized appreciation on this investment. Brigadier completed its liquidation during the fourth quarter of
2010.
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10. FAIR VALUE DISCLOSURES
Fair Value Option

The Company has elected to account for certain of its other financial assets at fair value under the fair value
option provisions of FASB ASC 825. The primary reasons for electing the fair value option when it first became
available in 2008 were to reduce the burden of monitoring the differences between the cost and the fair value of
the Company’s investments, previously classified as available for sale securities, including the assessment as to
whether the declines are temporary in nature and to further remove an element of management judgment. In
addition, the election was made for certain investments that were previously required to be accounted for under
the equity method because their fair value measurements were readily obtainable.

Such financial assets accounted for at fair value include:
* in general, securities that would otherwise qualify for available for sale treatment;

* in general, investments in equity method affiliates where the affiliate has all of the attributes in FASB
ASC 946-10-15-2 (commonly referred to as investment companies);

* in general, investments in residential loans.

As a result of the adoption of the fair value option provisions included in FASB ASC 825, the Company
recorded a loss of $410, net of tax, as a cumulative effect adjustment to the Company’s beginning members’
capital at January 1, 2008. The loss was comprised of the following: (1) a loss of $331, net of tax, related to an
adjustment between the fair value and the carrying value for the Company’s investment in MFCA on January 1,
2008; and (2) a loss of $79, net of tax, related to the reversal of accrued interest on the most junior collateralized
debt obligation securities for which the fair value option was elected at the date of adoption. In addition, $11,813
of previously recognized loss was reclassified from other comprehensive income to members’ capital.

The changes in fair value (realized and unrealized gains and losses) of these instruments for which the Company
has elected the fair value option are recorded in principal transactions and other income in the consolidated statements
of operations. All of the investments for which the Company has elected the fair value option are included as a
component of other investments, at fair value in the consolidated balance sheets. The Company recognized gains
(losses) of $23,515, $9,092, and $(8,618), respectively, related to changes in fair value of investments for which it
elected the fair value option during the year ended December 31, 2010, 2009 and 2008, respectively.

Fair Value Measurements

In accordance with FASB ASC 820, the Company has categorized its financial instruments, based on the
priority of the inputs to the valuation technique, into a three-level fair value hierarchy. The hierarchy gives the
highest priority to unadjusted quoted prices in active markets for identical assets or liabilities (Level 1
measurements) and the lowest priority to unobservable inputs (Level 3 measurements). The three levels of the
hierarchy under FASB ASC 820 are described below:

Level 1 Financial assets and liabilities whose values are based on unadjusted quoted prices in active markets
that are accessible at the measurement date for identical, unrestricted assets or liabilities. -

Level 2 Financial assets and liabilities whose values are based on one or more of the following:
1. Quoted prices for similar assets or liabilities in active markets;
Quoted prices for identical or similar assets or liabilities in non-active markets;

Pricing models whose inputs are observable for substantially the full term of the asset or liability; or

Bl S

Pricing models whose inputs are derived principally from or corroborated by observable market data
through correlation or other means for substantially the full term of the asset or liability.



Level 3 Financial assets and liabilities whose values are based on prices or valuation techniques that require
inputs that are both significant to the fair value measurement and unobservable. These inputs reflect
management’s own assumptions about the assumptions a market participant would use in pricing the
asset or liability.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, the level in the fair value hierarchy within which the fair value measurement in its
entirety falls has been determined based on the lowest level input that is significant to the fair value measurement
in its entirety. The Company’s assessment of the significance of a particular input to the fair value measurement
in its entirety requires judgment, and considers factors specific to the asset or liability.

Both observable and unobservable inputs may be used to determine the fair value of positions that the
Company has classified within the Level 3 category. As a result, the unrealized gains and losses for assets and
liabilities within the Level 3 category presented in the tables below may include changes in fair value that were
attributable to both observable (e.g., changes in market interest rates) and unobservable (e.g., changes in
unobservable long-dated volatilities) inputs.

A review of the fair value hierarchy classifications is conducted on a quarterly basis. Changes in the type of
inputs may result in a reclassification for certain financial assets or liabilities. There were not transfers between
Level 1 and Level 2 of the fair value hierarchy during the year ended December 31, 2010. Reclassifications
impacting Level 3 of the fair value hierarchy are reported as transfers in/out of the Level 3 category as of the
beginning of the quarter in which reclassifications occur.



The following table presents information about the Company’s assets and liabilities measured at fair value
on a recurring basis as of December 31, 2010 and 2009, and indicates the fair value hierarchy of the valuation
techniques utilized by the Company to determine such fair value.

FAIR VALUE MEASUREMENTS ON A RECURRING BASIS
(Dollars in Thousands)

Significant
December 31, Quoted Pricesin  Significant Other  Unobservable
2010 Active Markets  Observable Inputs Inputs
Fair Value (Level 1) (Level 2) (Level 3)
Assets:
Investments-trading:
U.S. government agency mortgage-backed +
securities and collateralized mortgage
obligations .......... . ..., $110,665 $ — $ 41,780 $68,885
Residential mortgage-backed securities ....... 1,237 — 1,237 —
Commercial mortgage-backed securities .. .... 4,279 — 4,279 —
U.S. Treasury securities .................... 1,888 1,888 — —
Interests in securitizations (1) ............... 4,500 — — 4,500
SBAloans ............i i, 33,212 —_— 33,212 —
Corporate bonds and redeemable preferred
SIOCK oo 16,837 — 16,837 —
Certificates of deposit ..................... 15,239 — 15,239 —
Equity securities . .......... ...t 1,192 1,192 — —
Eurodollar futures ........................ (34) (34) — —
Total investments-trading .................... $189,015 $ 3,046 $112,584 $73,385
Other investments, at fair value:
Equity Securities:
Other Investment Vehicles
EuroDekania (2) ................... 1,258 — — 1,258
StarAsia(3) ... ... il 38,025 — — 38,025
MFCA(4) ..o 2,480 — — 2,480
41,763 — — 41,763
Investment Funds
DeepValue(5) ..................... 28 — — 28
Duart Fund (5) ....... B 4277 — 4,277 —
4,305 — 4,277 28
Other ... .. .. .. 567 67 — 500
Total equity securities ................. 46,635 67 4,277 42,291
Interests in securitizations (1) ............... 105 — — 105
Residential loans .......... ... . .. ... . 303 — — 303
7] Foreign currency forward contracts . ... ....... (492) (492) - —
Total other investments, at fair value ........... $ 46,551 $ (425) $ 4277 $42.,699
Liabilities:
Trading securities sold, not yet purchased:
U.S. government agency mortgage-backed
SECUTIEIES ..ottt $ 374 $ — $ 374 $ —
U.S. Treasury securities .. .................. 17,130 17,130 — —
Corporatebonds . .......... ... ... ... .. ... 213 — 213 —
Certificates of deposit ..................... 96 — 96 —
Equity securities . . ........ ... ol 7 7 —— —
Total trading securities sold, not yet purchased ... § 17,820 $17,137 $ 683 5 —

(1) Primarily comprised of collateralized debt obligations and collateralized loan obligations.
(2) Hybrid Securities Fund — European ’
(3) Real Estate Fund — Asian

(4) Tax Exempt Fund

(5) Real Estate Funds



FAIR VALUE MEASUREMENTS ON A RECURRING BASIS

Assets:
Investments-trading:

U.S. government agency mortgage-
backed securities and collateralized
mortgage obligations ...........

Residential mortgage-backed
SECUrities ... ..o,

Interests in securitizations (1) ..., ...

TruPS ...

Equity Securities: ................
Other Investment Vehicles . ......
RAITQ2) ...l
EuroDekania (3) ...........
StarAsia(4) ..............
MFCA(S) ................

InvestmentFunds ..............
Brigadier (6) ..............
Deep Value (7) ............

Total equity securities ........
Interests in securitizations (1) ... .. ..
Residential loans .................

Total other investments, at fair value . ..

Liabilities:
Trading securities sold, not yet

U.S. government agency mortgage-
backed securities .. ........... ..

Total trading securities sold, not yet

(1
(2)
3)
C)
(3)
(6)
(7

purchased ............... ... ....

Primarily comprised of collateralized debt obligations and collateralized loan obligations.

Real estate industry

Hybrid Securities Fund — European
Real Estate Fund — Asian

Tax Exempt Fund

Mulu-Strategy Credit Funds

Real Estate Funds

- (Dollars in Thousands)

F-40

December 31, Quoted Pricesin  Significant Other Significant
2009 Active Markets  Observable Inputs  Unobservable Inputs
Fair Value (Level 1) (Level 2) (Level 3)
$106,575 $ — $106,575 $ —
964 — 964 —
9,110 — — 9,110
3,380 — — 3,380
15,399 — 15,399 —
$135,428 $ — $122,938 $12,490
$ 669 $ 669 $ — $ —
451 — — 451
14,058 — — 14,058
2,380 — — 2,380
17,558 669 — 16,889
4,075 — 4,075 —
19,236 — — 19,236
23,311 — 4,075 19,236
138 40 — 98
41,007 709 4,075 36,223
2,380 — — 2,380
260 — — 260
$ 43,647 $ 709 $ 4,075 $38,863
$ 94,837 $§ — $ 94,837 $ —
19,875 19,875 — —_
$114,712 $19,875 $ 94,837 $ —



The following provides a brief description of the types of financial instruments the Company holds, the
methodology for estimating fair value, and the level within the hierarchy of the estimate.

U.S. Government Agency Mortgage-Backed Securities and Collateralized Mortgage Obligations: These are
securities which are generally traded over-the-counter. The Company generally values these securities using third
party quotations such as unadjusted broker-dealer quoted prices or market price quotations from third party
pricing services. These valuations are based on a market approach. This is considered a Level 2 valuation in the
hierarchy. In instances where the securities are either new issuances or experience illiquidity, such as
collateralized mortgage obligations, more specifically agency inverse interest-only securities, the Company may
use its own internal valuation models, which are based on an income approach. Fair values based on internal
valuation models prepared by the Company’s management are generally classified within Level 3 of the
valuation hierarchy.

In some cases, the new issuances are senior in nature and fairly liquid, however due to the fact it is a new
issuance, it is difficult to obtain third party pricing and the Company uses internal models to determine fair value.
In these cases, the Company will classify such an issuance as Level 3 within the hierarchy until it is able to
obtain third party pricing.

Residential Mortgage-Backed Securities and Commercial Mortgage-Backed Securities: The Company
generally values these securities using third party quotations such as unadjusted broker-dealer quoted prices or
market price quotations from third party pricing services. These valuations are based on a market approach.
These quotes generally represent indicative levels at which a party may be willing to enter into a transaction. The
Company generally classifies the fair value of these securities within Level 2 of the valuation hierarchy.

U.S. Treasury Securities: U.S. Treasury securities include U.S. Treasury bonds and the fair values of the
U.S. Treasury securities are based on quoted prices in active markets. Valuation adjustments are not applied. The
Company classifies the fair value of these securities within Level 1 of the valuation hierarchy.

Interests in Securitizations: Where the Company is able to obtain independent market quotations from at
least two broker-dealers and where a price within the range of at least two broker-dealers is used, interests in
securitiZzations will generally be classified as Level 2 of the valuation hierarchy. These valuations are based on a
market approach. The independent market quotations from broker-dealers are generally nonbinding. The
Company seeks quotations from broker-dealers that historically have actively traded, monitored, issued, and been
knowledgeable about interests in securitizations. The Company generally believes that to the extent (1) it
receives two quotations in a similar range from broker-dealers knowledgeable about interests in securitizations,
and (2) the Company believes the broker-dealers gather and utilize observable market information such as new
issue activity in the primary market, trading activity in the secondary market, credit spreads versus historical
levels, bid-ask spreads, and price consensus among market participants and sources, then classification as Level 2
of the valuation hierarchy is appropriate. In the absence of two broker-dealer market quotations, a single broker-
dealer market quotation may be used without corroboration of the quote in which case the Company generally
classifies the fair value within Level 3 of the valuation hierarchy. If quotations are unavailable, valuation models
prepared by the Company’s management are used, which are based on an income approach. These models
include estimates and the valuations derived from them could differ materially from amounts realizable in an
open market exchange. Fair values based on internal valuation models prepared by the Company’s management
are generally classified within Level 3 of the valuation hierarchy.

TruPS: The fair value of investments in TruPS is estimated using valuation models prepared by the
Company's management and is classified as Level 3 of the valuation hierarchy. These valuation models are based
on an income approach. These investment securities generally do not trade in an active market and, therefore,
observable price quotations are not available. Fair value is determined based on discounted cash flow models
using current interest rates, estimates of the term of the particular contract, specific issuer information, including
estimates of comparable market credit spreads and other market data.
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SBA Loans: The Company generally values these securities using third party quotations such as unadjusted
broker-dealer quoted prices or market price quotations from third party pricing services. The Company generally
classifies these investments within Level 2 of the valuation hierarchy. These valuations are based on a market
approach.

Corporate Bonds and Redeemable Preferred Stock: The Company uses recently executed transactions, or
third party quotations from independent pricing services to arrive at the fair value of its investments in corporate
bonds and redeemable preferred stock. These valuations are based on a market approach. The Company generally
classifies the fair value of these bonds within Level 2 of the valuation hierarchy.

Equity Securities: The fair value of equity securities that represent investments in publicly traded companies
(common or preferred shares, options, warrants, and other equity investments) are determined using the closing
price of the security as of the reporting-date. These are securities which are traded on a recognized liguid
exchange. This is considered a Level 1 value in the hierarchy. In some cases, the Company owns options or
warrants in publicly traded companies when the option or warrant itself is not publicly traded. In those cases, the
Company uses an internal valuation model and classifies the investment within Level 3 of the valuation
hierarchy. Other equity securities represent investments in investment funds and other non-publicly traded
entities. Substantially all of these other entities have the attributes of investment companies as described in FASB
ASC 946-15-2. Prior to the third quarter of 2009, the Company’s estimate of the fair value of its investment in
these entities was based on valuation models prepared by Company’s management, which were based on a
market approach, and were generally classified within Level 3 of the valuation hierarchy. During the third quarter
of 2009, the Company began to estimate the fair value of these entities using the reported net asset value per
share as of the reporting date in accordance with the “practical expedient” provisions related to investments in
certain entities that calculate net asset value per share (or its equivalent) included in FASB ASC 820 for all
entities except Star Asia. The Company generally classifies these estimates within either Level 2 if its investment
in the entity is currently redeemable or Level 3 if its investment is not currently redeemable. In the case of Star
Asia, the Company utilizes a series of valuation models to determine fair value, which use both market and
income based approaches.

Residential Loans: Valuations models prepared by the Company’s management are used. These valuation
models are based on the market approach. These models include estimates and the valuations derived from them
could differ materially from amounts realizable in an open market exchange. Fair values based on internal
valuation models prepared by the Company’s management are generally classified within Level 3 of the
valuation hierarchy.

Certificates of Deposit: The fair value of certificates of deposit is estimated using valuations provided by
third-party pricing services. Certificates of deposit are generally recognized in Level 2 of the fair value hierarchy.

Derivatives:

Foreign Currency Forward Contracts

Foreign currency forward contracts are exchange-traded derivatives which transact on an exchange that is
deemed to be active. The fair value of the foreign currency forward contracts is based on current quoted market
prices. These are considered a Level 1 value in the hierarchy. See note 11.

EuroDollur Futures *

¢

EuroDollar futures are exchange-traded derivatives which transact on an exchange that is deemed to be
active. The fair value of the EuroDollar futures contracts is based on current quoted market prices. These are
considered a Level 1 value in the hierarchy. See note 11.
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TBAs

The Company generally values these securities using third party quotations such as unadjusted broker-dealer
quoted prices or market price quotations from third party pricing services. TBAs are generally classified within
Level 2 of the fair value hierarchy. If there is limited transaction activity or less transparency to observe market
based inputs to value models, TBAs are classified in Level 3 of the fair value hierarchy. U.S. government agency
mortgage-backed securities and collateralized mortgage obligations include TBAS. Unrealized gains on TBAs
are included in investments-trading on the Company’s consolidated balance sheets and unrealized losses on
TBAs are included in trading securities sold, not yet purchased on the Company’s consolidated balance sheets.
See note 11.

Trading Securities Sold, Not Yet Purchased: The securities are valued using quoted active market prices of
the securities sold and are generally categorized within Level 1 or 2 of the valuation hierarchy depending on the
type of investment sold. For a discussion of the valuation methodology used for U.S. government agency
mortgage-backed securities, refer to “U.S. Government Agency Mortgage-Backed Securities and Collateralized
Mortgage Obligations.” For a discussion of the valuation methodology used for U.S. Treasury securities, refer to
“U.S. Treasury Securities.” For a discussion of the valuation methodology for corporate bonds, refer to
“Corporate Bonds.” For a discussion of the valuation methodology for certificates of deposit, refer to
“Certificates of Deposit.” For a discussion of the valuation methodology for equity securities, refer to “Equity
Securities.” For a discussion of the valuation methodology for TBAs, refer to “Derivatives-TBAs.”
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The following table presents additional information about assets and liabilities measured at fair value on a
recurring basis and for which the Company has utilized Level 3 inputs to determine fair value for the year ended
December 31, 2010, 2009, and 2008:

LEVEL 3 INPUTS
Year Ended December 31, 2010
(Dollars in Thousands)

Net realized/unrealized gains /
(losses) included in income

Unrealized
Principal Transfers gains/(losses)
transactions in and/or Purchases still held at the
January 1, Net and other (out), net and December 31, end of the
2010 trading income / (loss) of Level 3 (Sales), net (1) 2010 period (2)
Assets:
Investments-trading:
U.S. government agency
mortgage-backed
securities and
collateralized mortgage
obligations ............ $ —  $(1,899) $ — $7,281 $ 63,499 $68,885 $(1,887)
Interests in
securitizations (3) ....... 9,110 20914 — — (25,524) 4,500 1,621
TruPS ... 3,380 5,322 — — (8,702) — —
Total investments-trading . . . .. $12,490 $24,341 $ — $7,281 $ 29,273 $73,385 $ (266)
Other investments, at fair value:
Equity Securities:
Other Investment Vehicles
EuroDekania (4) ...... $ 451 $§ — $ 525 $ — $ 282 $ 1,258 $ 525
Star Asia(5) ......... 14,058 — 18,126 — 5,841 38,025 18,126
MFCA (6) ........... 2,380 —_ 100 — — 2,480 100
16,889 — 18,751 — 6,123 41,763 18,751
_ Investment Funds
Brigadier (7) ......... — — 77 4216 4,139) — —
Deep Value (8) ....... 19,236 — 4,481 — (23,689) 28 (4,702)
19,236 — 4,404 4216 (27,828) 28 (4,702)
Other ............. 98 — 225 — 177 500 225
Total equity :
securities .. ........ 36,223 — 23,380 4,216 (21,528) 42,291 14,274
4 Interests in
securitizations (3) ....... 2,380 — 3,485 — (5,760) 105 (58)
Residential loans .. ........ 260 — (33) — 76 303 33)
Total other investments, at fair ’

value ...l $38,863 § — $26,832 $4,216 $(27,212) $42,699 $14,183

(1) Includes return of principal/capital of interests in securitizations and investment funds.

(2) Represents the amount of total gains or losses for the period, included in earnings, relating to assets classified as Level 3
that were still held at the end of the period.

(3) Primarily comprised of collateralized debt obligations and collateralized loan obligations.

(4) Hybrid Securities Funds — European '

(5) Real Estate Funds — Asian

(6) Tax Exempt Funds

(7) Multi-Strategy Credit Funds

(8) Real Estate Funds
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LEVEL 3 INPUTS
Year Ended December 31, 2009
(Dollars in Thousands)

Net realized/unrealized gains
(losses) included in income

Principal Transfers
transactions  in and/or  Purchases Unrealized
January 1, Net and other (out), net and December 31, gains/(losses)
2009 trading income / (loss) of Level 3 (Sales), net (1) 2009 still held (2)
Assets:
Investments-trading
Interests in
securitizations (3) ....... $ 3,000 $(3,067) 5§ — $5752 $ 3425 $ 9,110 $(3,021)
TruPS ... ... ... . L R — — — 3,380 3,380 —
""" Total investments-trading ..... $ 3,000 $(3,067) $ — $5752 $ 6,805 $12,490 $(3,021)
Other investments, at fair value:
Equity Securities: .........
Other Investment
Vehicles .............
EuroDekania (4) ...... $1476 § — $1,025) $ — §$§ — $ 451 $(1,025)
Star Asia(5) ......... 10,545 — 3,423 — 90 14,058 3,423
MFCA(®©) ........... 728 — 1,052 — 600 2,380 1,052
12,749 —_ 3,450 — 690 16,889 3,450
Investment Funds .......
Brigadier (7) ......... 13,986 — 118 4,104)  (10,000) — —_
Deep Value (8) ....... 24,487 — 6,268 — (11,519) 19,236 6,268
38,473 — 6,386 4,104) (21,519) 19,236 6,268
Other ............. — — — — 98 98 —
Total equity
securities .......... 51,222 — 9,836 4,104)  (20,731) 36,223 9,718
Interest in securitizations ... 4,843 — (3,635) 2,141 (969) 2,380 (3,469)
Residential loans .......... — — — — 260 260 —
Total other investments, at fair
value ..................... $56,065 $ — $ 6,201 $(1,963) $(21,440) $38,863 $ 6,249
4 (1) Includes return of principal/capital of interests in securitizations and investment funds. In addition, purchases and

(sales), net for the investment funds include a decrease of $10,967 related to the Deep Value onshore feeder
fund’s investment in the related master fund. The Company deconsolidated the Deep Value onshore feeder fund as
of April 1, 2009. See notes 3-F and 29. Purchases and (sales), net also include certain investments which ‘were
acquired from AFN as a result of the Merger in December 2009. Amounts include interests in securitizations of
$3,337 and TruPS of $3,380 classified as investments-trading, as well as $260 of residential loans classified as
other investments, at fair value on the Company’s consolidated balance sheets. Sec notes 4 and 29.

(2) Represents the amount of total gains or losses for the period, included in earnings. relating (o assets classified as
Level 3 that were still held at December 31. 2009.

(3) Comprised of collateralized debt obligations and collateralized loan obligations.

(4) Hybrid Securities Funds — European '

(5) Real Estate Funds — Asian

(6) Tax exempt Funds

(7) Multi-Strategy Credit Funds

(8) Real Estate funds
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LEVEL 3 INPUTS
Year Ended December 31, 2008
(Dollars in Thousands)

Net realized/unrealized gains
(losses) included in income

Principal Transfers
transactions in and/or Purchases Unrealized
January 1, Net and other out,net and (Sales), December 31, gains (losses)
2008 trading income / (loss) of Level 3 net (1) 2008 still held (2)
Assets:
Investments-trading . ... $15,612 $(4,906) $ — $(2,576) $(5,130) $ 3,000 $ (3,375)
Other investments, at fair
value .............. 70,69_§ — (8,568) (4,000) (2,062) 56,065 (20,826)

(1) Includes return of principal/capital of collateralized debt obligations.
(2) Represents the amount of total gains or losses for the period, included in earnings, relating to assets
classified as Level 3 that were still held at December 31, 2008.

The circumstances that would result in transferring certain financial instruments from Level 2 to Level 3 in
the fair value hierarchy would typically include what the Company believes to be a decrease in the availability,
utility, and reliability of observable market information such as new issue activity in the primary market, trading
activity in the secondary market, credit spreads versus historical levels, bid-ask spreads, and price consensus
among market participants and sources.

During 2009, the liquidity and transparency surrounding structured credit products, such as interests in
securitizations, continued to diminish. The absence of new issue activity in the primary market led to a
continually decreasing level of transparency, as seasoned secondary issuances could not be analyzed on a
comparative basis relative to new issuances. In addition, diminished trading activity in the secondary market also
led the Company to believe that broker-dealer quotations may not be based on observable and reliable market
information. The Company has maintained this assessment during 2010 and has not transferred any assets out of
Level 3.

Investments-trading: During the year ended December 31, 2010, the transfers into Level 3 reflect the
transfer from Level 2 of our investments in certain U.S. government agency collateralized mortgage obligations,
specifically agency inverse interest only sccurities, due to the fact that these securities are not very liquid, pricing
discovery is challenging and there is decreased observability of inputs. During the year ended December 31,
2009, transfers into Level 3 reflects the transfers from Level 2 of collateralized debt obligation securities
comprised of securitized bank TruPS, due to decreased observability of inputs. During the year ended
December 31, 2009, the transfers out of Level 3 were primarily attributable to the ability to obtain at least two
independent broker market quotations and to corroborate the market quotes. During the year ended December 31,
2008, the Company wrote down to zero an ABS collateralized debt obligation security it owned as part of its
investments-trading. This was treated as a realized loss of $2,941 which was included in net trading in the
consolidated statements of operations. The change in unrealized loss related to this security was reversed. The
transfers out of Level 3 for the year ended December 31, 2008 were primarily attributable to the ability'to obtain
at least two independent broker market quotations and to corroborate the market quotes.

Other investments, at fair value: During the year ended December 31, 2010, the transfers in to Level 3
reflect the transfer from Level 2 of our investynent fund, Brigadier, due to the fact that the investment was not
currently redeemable. In the first half of 2010, the Brigadier fund determined it-would liquidate. Effective for the
second quarter of 2010, the Brigadier fund ceased permitting redemptions until final liquidation. Therefore, no
investor requested redemptions were allowed. The Brigadier fund completed its liquidation during the fourth
quarter of 2010. The fund distributed 90% of its net asset value to its unit holders during the second quarter of
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2010, and the remaining 10% was distributed upon the completion of the final audit and settlement of expenses
of the fund in the fourth quarter of 2010. During the year ended December 31, 2009, transfers in to Level 3
reflect the transfers from Level 2 of collateralized debt obligation securities comprised of securitized bank
TruPS, due to decreased observability of inputs. During the year ended December 31, 2009, the transfers out of
Level 3 to Level 2 represent a certain investment fund for which the Company estimated its fair value based on
the reported net asset value per share as of the reporting date in accordance with the “practical expedient”
provisions of FASB ASC 820 which were adopted by the Company during the third quarter of 2009. During the
year ended December 31, 2008, the transfers out of Level 3 were primarily attributable to obtaining at least two
independent broker-dealer market quotations and to corroborate the market quotes.

The following table presents additional information about investments in certain entities that calculate net
asset value per share (regardless of whether the “practical expedient” provisions of FASB ASC 820 have been
applied) which are measured at fair value on a recurring basis at December 31, 2010 and 2009:

FAIR VALUE MEASUREMENTS OF INVESTMENTS IN CERTAIN ENTITIES
THAT CALCULATE NET ASSET VALUE PER SHARE (OR ITS EQUIVALENT)

Fair Value at Redemption
December 31, 2010 Frequency
(dollars in Unfunded (if Currently Redemption
thousands) Commitments Eligible) Notice Period
Other Investment Vehicles:
EuroDekania(a) ............ $ 105 N/A N/A
Star Asia(b) ............... 38,025 N/A N/A
MFCA () ................ 2,480 N/A N/A
| _40,610
Investment Funds:
Deep Value(e) ............. 28 — N/A N/A
“DuartFund (f) ............. 4,277 — Quarterly 90 days
4,305 —
Total ....... .. $44.915 $—
Fair Value at : Redemption
December 31, 2009 Frequency
4 (dollars Unfunded (if Currently Redemption
in thousands) Commitments Eligible) Notice Period
Other Investment Vehicles:
EuroDekania(a) ............ $ 451 N/A N/A .
Star Asia(b) ............... 14,058 N/A N/A
MFCA () ................ 2.380 N/A N/A
16,889
Investment Funds:
Brigadier (d) .............. 4,075 $— Monthly 90 days
Deep Value (e) ............. 19,236 N/A N/A
23,311 —
Total ...t $40,200 $—

N/A — Not applicable.

F-47



(@)

(b)
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(e)

o)

EuroDekania’s investment strategy is to make investments in hybrid capital securities that have attributes of
debt and equity, primarily in the form of subordinated debt issued by insurance companies, banks and bank
holding companies based primarily in Western Europe (“EuroTruPS”); widely syndicated leveraged loans
by European corporate loans; CMBS, including subordinated interests in first mortgage real estate loans
(“B-Notes”); and RMBS and other ABS backed by consumer and commercial receivables. The majority of
the assets are denominated in Euros and U.K Pounds Sterling. The fair value of the investment in this
category has been estimated using the net asset value per share of the investment in accordance with the
“practical expedient” provisions of FASB ASC 820.

Star Asia’s investment strategy is to make investments in Asian real estate structured finance investments,
including CMBS, corporate debt of REITs and real estate operating companies, whole loans, mezzanine
loans and other commercial real estate fixed income investments. The fair value of the investment in this
category has been estimated using a series of internal valuation models that use both the market and income
approach. If the Company had used Star Asia’s unadjusted reported net asset value to determine its fair
value, the carrying value of its investment in Star Asia would have been $44,760 as of December 31, 2010
and $17,088 as of December 31, 2009.

MFCA’s investment strategy is to make direct and indirect investments in certain securities whose interest
payments are exempt from U.S. federal income taxes consisting of long-term obligations issued by or on
behalf of non-profit institutions and state authorities in the healthcare, education, cultural, philanthropic,
research, service/advocacy, infrastructure and housing sectors. The fair value of the investment in this
category has been estimated using the net asset value per share of the investment in accordance with the
“practical expedient” provisions of FASB ASC 820. The Company does not manage MFCA. Therefore, the
Company uses the latest reported net asset value from the third party manager. From time to time, this may
be one quarter in arrears. During 2010, MFCA announced that it intends to list its equity securities on a
public exchange. To date, no public listing has been completed. If such a listing is completed in the future
on a nationally recognized exchange, the Company will cease to apply the provisions of FASB ASC 820 and
will determine the fair value of its interest in MFCA based on the public trading price rather than the
underlying net asset value of MFCA.

Brigadier’s investment strategy was to make investments in various sectors of the fixed income markets.
Prior to the commencement of the liquidation process, the fund operated under four basic investment
strategies: long-short, relative value, primary origination and market arbitrage. The investment manager
may have periodically reallocated its assets among different strategies based on the desired risk management
characteristics of the fund. After a one-year lock-up period, the fund allowed monthly redemptions upon 90
days notice. In the first half of 2010, the Brigadier fund determined it would liquidate. Effective beginning
in the second quarter of 2010, the Brigadier fund ceased permitting redemptions until final liquidation.
Brigadier completed its liquidation during the fourth quarter of 2010. The fair value of the investment in this
category had been estimated using the net asset value per share of the investment in accordance with the
“practical expedient” provisions of FASB ASC 820. )

Deep Value’s investment strategy is to make investments in securities secured by, or related to, residential
and commercial real estate including RMBS, equity and debt investments in collateralized debt obligations
that are collateralized mainly by RMBS, senior and subordinated mortgage notes, preference shares and
whole loans secured by or related to residential real estate and other related securities and derivatives
referencing the foregoing. The fund may also invest in CMBS and other securities and debt secured by or
relating to commercial real estate. This is a closed-end fund that does not allow redemptions. The expected
term of the fund is three years, with two optional one-year extensions. As of September 30, 2010, Deep
Value liquidated substantially all of its investments and expects to distribute any of its remaining
investments during the first quarter of 2011.The fair value of the investment in this category has been
estimated using the net asset value per share of the investments in accordance with the “practical expedient”
provisions of FASB ASC 820. .

The Duart Fund is a specialized deep value and special situations investment opportunity fund. The Duart
Fund’s investment strategy is to make investments primarily in a portfolio of long and short positions in
public and private real estate equity securities, equity-linked securities, or debt securities (including, but not
limited to, convertible debt, debt with warrants, warrants, and credit default swaps that relate to real estate
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securities) and partnership or fund interests in the real estate industry globally. The Duart Fund allows
quarterly redemptions upon 90 days notice. Effective December 31, 2010, the Company submitted a
redemption notice to the Duart Fund to redeem 100% of its capital. The Company expects to receive its
redemption by March 31, 2011.The fair value of the investment in this category has been estimated using
the net asset value per share of the investment in accordance with the “practical expedient” provisions of
FASB ASC 820.

FAIR VALUE MEASUREMENTS ON A NON-RECURRING BASIS
(Dollars in Thousands)

December 31, Quoted Pricesin  Significant Other Significant
2010 Active Markets  Observable Inputs  Unobservable Inputs
Fair Value (Level 1) (Level 2) (Level 3)
Assets:
Goodwill (Strategos) ............. $3,121 $— $— $3,121

The Company determined the fair value of its goodwill related to the Strategos acquisition using a
discounted cash flow model, which is based on an income approach. This value was determined in accordance
with its annual impairment test. An impairment charge of $5,607 was recorded. See note 13.

11. DERIVATIVE FINANCIAL INSTRUMENTS

See note 3-G for a discussion of the Company’s accounting policy on derivative financial instruments.

The Company may, from time to time, enter into the following derivative instruments:

Foreign Currency Forward Contracts

The Company invests in foreign currency denominated investments that expose it to fluctuations in foreign
currency rates and, therefore, the Company may, from time to time, hedge such exposure by using foreign
currency forward contracts. The Company carries the foreign currency forward contracts at fair value and
includes them as a component of other investments, at fair value in the Company’s consolidated balance sheets.
As of December 31, 2010, the Company had 190 outstanding foreign currency forward contracts with a notional
amount of 12.5 million Japanese Yen per contract. The Company had no forward currency forward contracts as
of December 31, 2009.

EuroDollar Futures

The Company invests in floating rate investments that expose it to fluctuations in interest and, therefore, the
Company may, from time to time, hedge such exposure using EuroDollar futures. The Company carries the
EuroDollar futures contracts at fair value and includes them as a component of investments-trading in the
Company’s consolidated balance sheets. As of December 31, 2010, the Company had 87 outstanding EuroDellar
futures contracts with a notional amount of $1 million per contract and a duration of three months. The Company
had no EuroDollar futures contracts as of December 31, 2009.

TBAs .

The Company trades U.S. Government agency obligations. In connection with these activities, the Company
may be required to maintain inventory in order to facilitatc customer transactions. In order to mitigate exposure
to market risk, the Company enters in to the purchase and sale of TBAs. The Company carries the TBAs at fair
value and includes them as a component of investments—trading or trading securities sold, not yet purchased in
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the Company’s consolidated balance sheets. At December 31, 2010, the Company had entered into four open
TBA sale agreements in the notional amount of $157,500 and one open TBA purchase agreement in the notional
amount of $50,000. The Company had no TBAs as of December 31, 2009.

Credit Default Swap

The Company has exposure to credit risk arising from the uncertainty associated with a financial instrument
obligor’s ability to make timely principal and/or interest payments. From time to time, the Company may enter
into credit default swap arrangements as the buyer of protection to modify the credit risk inherent in certain
investments in collateralized debt obligations it holds as investments-trading. Credit default swaps involve a
transfer of credit risk from one party to another in exchange for periodic payments. The Company carries the
credit defaults swaps at fair value and includes them as a component of investments-trading in the consolidated
balance sheets. The Company includes.any gain or loss as part of net trading on the consolidated statements of
operations. The Company sold its credit default swap in the first quarter of 2009. As of December 31, 2010 and
2009 and for the period from the second quarter of 2009 until December 31, 2010, the Company was not a party
to any credit default swap arrangements.

Interest Rate Swap

One of the Company’s former loan agreements required the Company to enter into a hedging agreement in a
notional amount equal to at least 50% of the outstanding balance of a former term loan. The Company entered
into an interest rate swap on October 18, 2006. At that time, the notional amount of the swap equaled 50% of the
outstanding balance of the term loan (and it declined by 50% of each scheduled principal payment throughout the
term of the former term loan). This requirement to hedge the Company’s variable rate exposure was not included
in the revolving credit facility that replaced the former term loan in 2007; however, the Company left the existing
swap in place.

The interest rate swap effectively locked three month LIBOR into a fixed rate of 5.24% for the notional
amount and the relevant period of time. The Company did not designate the interest rate swap as a hedged item
for purposes of hedge accounting under FASB ASC 815. Accordingly, the Company carried the interest rate
swap at fair value and included the gain or loss in the other non-operating income (expense) section of the
consolidated statements of operations as a component of interest expense. The gain or loss included in this
section includes two components: (i) the unrealized gains or losses based on the Company’s estimate of the fair
value of the interest rate swap, and (ii) realized gains and losses which are the periodic payments made or
receipts received by the Company. The Company entered into an amended and restated credit facility on June 1,
2009 (which has since then been replaced a with a new credit facility (see note 18)) and paid off the former bank
debt and terminated the interest rate swap related to the debt. As of December 31, 2010 and 2009, the Company
was not a party to any interest rate swap arrangements.

F-50



The following table presents the Company’s derivative financial instruments and the amount and location of
the fair value recognized in the consolidated balance sheets as of December 31, 2010. There were no derivative
financial instruments outstanding at December 31, 2009:

DERIVATIVE FINANCIAL INSTRUMENTS-BALANCE SHEET INFORMATION

(Dollars in Thousands)

Derivative Financial
Instruments Not Designated as Unrealized Gain/
Hedging Instruments under (Loss) @
FASB ASC 815: Balance Sheet Classification December 31, 2010
Foreign currency forward . Other investments, at fair

CONtracts .................... value ... ... $ 492
EuroDollar futures contracts ... ... Investments-trading .......... (34)
TBAs ... . Investments-trading .......... 1,473
TBAS ... Trading securities, sold not yet

purchased ................ (374)

$1,557

The following table presents the Company’s derivative financial instruments and the amount and location of
the net gain (loss) recognized in the consolidated statement of operations for the year ended December 31, 2010
and 2009:

DERIVATIVE FINANCIAL INSTRUMENTS-STATEMENT OF OPERATIONS INFORMATION
(Dollars in Thousands)

Derivative Financial
Instruments Not Designated as

Hedging Instruments under Year Ended Year Ended
FASB ASC 815: Income Statement Classification December 31,2010  December 31, 2009
Foreign currency forward Revenues — principal transactions
CONETACES ..o v v iv e and other income / (loss) . ..... $(2,320) $ —
EuroDollar futures contracts ... ... Revenues — net trading . ....... (212) —
TBAs ... .. Revenues — net trading ........ 2,577 —
Credit default swap .............. Revenues — net trading ......... — 2,034
Interestrate swap . . .............. Non-operating income
(expense) — change in fair
value of interest rate swap . . . .. — 6
$ 45 $2,040

12. COLLATERALIZED SECURITIES TRANSACTIONS

Reverse repurchase agreements or repurchase agreements, principally U.S. government and federal agency
obligations and SBA loans, are treated as collateralized financing transactions and are recorded at their
contracted resale or repurchase amounts plus accrued interest. Resulting interest income and expense are
included in net trading in the consolidated statements of operations. See note 3-M.
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The Company enters into reverse repurchase agreements to acquire securities to cover short positions or as
an investment. The Company enters into repurchase agreements to finance the Company’s securities positions
held in inventory. At December 31, 2010 and 2009, the Company had $0 and $20,357 of reverse repurchase
agreements, respectively, and the fair value of securities received as collateral under reverse repurchase
agreements was $0 and $19,875, respectively. At December 31, 2010 and 2009, the Company had $69,816 and
$0 repurchase agreements, respectively, and the fair value of securities pledged as collateral under repurchase
agreements was $75,562 and $0, respectively.

13. GOODWILL
The following table presents goodwill as of December 31, 2010 and 2009:

December 31,
2010 2009
SHrAteEOS « - o o v et et $ 8,728  $8,728
Impairment of goodwill ... ........................... (5,607) —
3,121 8,728
AFN acquisition (seenote 4) .......................... 110 110
Endingbalance . ...... ... ... .. ... ... ... .. $3,231  $8,838

The goodwill attributable to Strategos relates to the Company’s acquisition of the 10% of Strategos the
Company did not already own in exchange for 189,901 membership units of the Company from a noncontrolling
interest partner in July 2007.

The goodwill attributable to AFN relates to the acquisition of AFN in December 2009. See note 4.

The Company periodically reviews goodwill for impairment. See note 3-1. Any impairment loss is reflected
as a component of operating expenses in the consolidated statements of operations. The Company performs its
annual impairment test of goodwill in the third quarter of each year (July 1st for Strategos) and the fourth quarter
of each year (October 1st for AFN).

For its annual impairment test of the goodwill related to Strategos, the Company first estimates the current
fair value of the Strategos reporting unit. This fair value is compared to the book value of the goodwill and, if the
fair value is less, then the goodwill is deemed impaired. The Company determines the fair value of the Strategos
reporting unit using a discounted cash flow analysis. During the third quarter of 2010, the Company determined
that an impairment charge should be recorded related to the goodwill allocated to Strategos. During the year
ended December 31, 2010, the Company recognized an impairment charge of $5,607. The charge is included in
the consolidated statements of operations as impairment of goodwill / intangible assets and is reflected as a
component of operating expenses.

For its annual impairment test of the goodwill related to AFN, the Company first estimates the current fair
value of the asset management and capital markets segments of the Company. The Company determines the fair
value of these segments using a market approach. This fair value is compared to the book value of the goodwill
and, if the fair value is less, then the goodwill is deemed impaired. For the test during the fourth quarter of 2010,
the Company determined the goodwill related to AFN was not impaired.

During the year ended December 31, 2010, goodwill related to the acquisition of AFN decreased $713 for
net adjustments made during the measurement period to the fair values of the assets acquired and liabilities
assumed. In the table above, this retrospective adjustment is reflected in the goodwill at December 31, 2009, in
accordance with the accounting guidance for business combinations. See note 2.

F-52



14. INTANGIBLE ASSETS

The following table reflects the activity and balances as of December 31, 2010 and 2009 the Company
recorded with respect to the intangible assets which are included as a component of other assets on the
consolidated balance sheets. The intangible assets primarily consist of the value assigned to the FINRA broker-
dealer licenses of CCCM and CCS and, for the 2009 period, the value assigned to the 10% of the in-place asset
management contracts of the Company’s Strategos subsidiary acquired from the former noncontrolling interest
partner described in note 13. ~

INTANGIBLE ASSETS
(Dollars in Thousands)
Estimated December 31, December 31,
Useful Lives 2010 2009
Strategos Asset Management Contracts ... ............ 3.2 Years $ 3,988 $ 3,988
Accumulated Amortization ........................ (3,988) (3,454)
— 534
FINRA Broker Dealer License — CCS ............... Indefinite 40 40
FINRA Broker Dealer License —CCCM ............. Indefinite 166 —
206 40
$ 206 $ 574

The Company recognized amortization expense of $534, $711 and $1,936 for the years ended December 31,
2010, 2009 and 2008, respectively, as a component of depreciation and amortization on the consolidated
statements of operations. During the year ended December 31, 2008, the Company recognized an impairment
charge of $2,078 related to the level of asset defaults subject to Strategos asset management contracts. The
charge is included in the consolidated statements of operations as impairment of goodwill / intangible assets. The
intangible asset related to the Strategos asset management contracts was fully amortized in 2010.

15. FURNITURE, EQUIPMENT, AND LEASEHOLD IMPROVEMENTS, NET

Furniture, equipment, and leasehold improvements, net, which are included as a component of other assets
on the consolidated balance sheets, are as follows:

FURNITURE, EQUIPMENT, AND LEASEHOLD IMPROVEMENTS, NET
(Dollars in Thousands)

Estimated December 31, December 31,
Useful Lives 2010 2009
Furniture and equipment . .. ... ... ... ... .. ... 3to5 Years $ 5,161 $ 4,685
Leasehold improvements ........................ 51t0 10 Years 5,574 5,228
10.735 9,913
Accumulated amortization and depreciation . ........ (8,456) (6,687)
$ 2,279 $ 3.226

The Company recognized depreciation and amortization expense of $2,356. $2,543 and $4,023 for the years
ended December 31, 2010, 2009 and 2008, respectively, as a component of depreciation and amorlization on the
consolidated statements of operations. Of the $2,356, $2,543 and $4,023 recognized for the years ended
December 31, 2010, 2009 and 2008, respectively, $1,822, $1,832 and $2,087, respectively, represents
depreciation of furniture, equipment, and leasehold improvements and the remainder represents amortization of
intangible assets. See note 14.
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16. INVESTMENTS IN EQUITY METHOD AFFILIATES

The Company has several investments that are accounted for under the equity method. Equity method
accounting requires that the Company record its investment on the consolidated balance sheets and recognize its
share of the affiliate’s net income as earnings each year. Investment in equity method affiliates is included as
component of other assets on the Company’s consolidated balance sheets.

The Company has certain equity method affiliates for which it has elected the fair value option. The
Company elected the fair value option for its investments in the onshore feeder fund of Brigadier and MFCA
effective January 1, 2008. See notes 9 and 10. In March 2010, the Company participated in a rights offering of
Star Asia and made an additional investment in Star Asia and increased its ownership percentage. Prior to this
increase, Star Asia had been treated as an available for sale security for which the fair value option had been
elected. Effective with this ownership increase, Star Asia is considered an equity method affiliate. However, the
Company continued its fair value election regarding Star Asia. See notes 9 and 10.

The Company acquired an interest in a newly formed entity Star Asia SPV for $4,058 in March 2010. The
Company subsequently made an additional investment in Star Asia SPV during the second quarter of 2010 for
$328 and during the fourth quarter of 2010 for $114. Star Asia SPV is treated as an equity method investment.
We did not elect the fair value option for our investment in Star Asia SPV. See note 3-F.

As of December 31, 2009, the Company had three equity method investees (excluding equity affiliates for
which it has adopted the fair value option): (i) Star Asia Manager; (ii) Deep Value GP; and (iii) Deep Value GP
II. DEKU was liquidated during the first quarter of 2009. See note 3-F. As of December 31, 2010, the Company
had five equity method investees (excluding equity affiliates for which it has adopted the fair value option):

(i) Star Asia Manager; (ii) Deep Value GP; (iii) Deep Value GP IT; (iv) Star Asia SPV; and (v) Duart Capital. See
note 3-F for a discussion of Duart Capital. The following table summarizes the activity and the earnings of the
Company’s equity method affiliates.



INVESTMENT IN EQUITY METHOD AFFILIATES
(Dollars in Thousands)

Investment in

Star Deep  Deep Star
Asia Value Value Asia Duart
Brigadier Manager DEKU MFCA GP GPII SPV Capital Total

Balance at December 31,2007 ...... $46,402 $100 $2394 $4247$ — $— $ — $ — $53,143
Adoption of Fair Value Option on

January 1, 2008 (reclassified to

other investments, at fair value) ... (46,402) — —  (4,2497) — — — —  (50,649)
Balance at January 1,2008 ......... — 100 2,394 — — = — —_ 2.494
Investments / advances ... ......... - — — 100 — — — 100
Distributions/repayments .......... — (500) — — —  — — — (500)
Earnings / (loss) realized .......... — 806 (511 — (33) — — — 262
Balance at December 31,2008 ... ... — 406 1,883 — 67 — — — 2,356
Investments / advances ............ — — 2,456 — —— 45 — — 2,501
Distributions/repayments .......... — (925) — — — — — — (925)
Earnings / (loss) realized .......... — 862  (4,339) — 30 (8) — — (3,455)
Balance at December 31, 2009 ... ... — 343 —_ — 97 37 — — 477
Investments / advances ............ — — — — —_ — 4,500 1,283 5,783
Distributions/repayments .......... — 975) — —  (5,904) — (3,104 — (9,983)
In-kind distribution . .............. —_— — — — —_ — (55) — (55)
Earnings / (loss) realized .......... — 834 — — 6,076 6) 263 (1,283) 5,884
Balance at December 31,2010 . ... .. $ — $202 § — $§ — $ 260 $31 $1604% — $ 2,106

In September 2010, Strategos substantially completed the liquidation of the first Deep Value Fund. In conjunction
with this liguidation and distribution of funds to investors, the Deep Value GP recognized an incentive fee earned in
the amount of $12,308 in the second half of 2010. The Company owns 50% of the Deep Value GP. Therefore, the
Company’s share of this incentive fee was $6,154 and was included as a component of income from equity method
affiliates. This incentive fee is included in the earnings / (loss) realized line item of the $6,076 in the table above.

SUMMARY DATA OF EQUITY METHOD INVESTEES
(unaudited)
(Dollars in Thousands)

December 31, December 31,
2010 2009
Total Assets . ... ... $436,720 $255,511
Liabilities ....................... P $151.969.  $ 2,308
Equity attributable to the investees ................. .. 283,684 . 253,203
Noncontrolling interest . ........................... 1,067 —
Liabilities & Equity .......... ... .. ... ........... $436,720 $255,511

The following table summarizes the combined financial information for all equity method investees, including
equity method investees for which the fair value option was elected. This aggregated summarized financial data does
not represent the Company’s proportionate share of equity method investees’ assets or earnings.



Year Ended December 31,

. 2010 2009 2008
Netincome /(10SS) . .....ooviin . $62,664  $91,755  $(88,625)
Net income / (loss) attributable to the investees . ....... $62,583  $91,755  $(88,625)

See note 30 for information regarding transactions with the Company’s equity method investees.

17. OTHER ASSETS AND ACCOUNTS PAYABLE AND OTHER LIABIITIES

Other assets include deferred financing costs, deferred solicitations costs, prepaid expenses, security
deposits, miscellaneous other assets, cost method investments, furniture, equipment and leasehold improvements,
net, intangible assets, and investments in private partnerships and limited liability companies that are valued
using the equity method of accounting..

Other assets at December 31, 2010 and 2009 included:

December 31, December 31,

2010 2009

Deferred financing costs ...................... $ 282 $ 1,044
Deferred solicitation costs ..................... 496 2,590
Prepaidexpenses ............ ... ... ... ..., 3,710 2,747
Security deposits ......... ...l 2,022 1,879
Miscellaneous otherassets (1) . ................. 1,147 1,893
Cost method investment . .. .................... 250 250
Furniture, equipment and leasehold improvements,

e . 2,279 3,226
Intangible assets ............. ... . ... ... ..., 206 574
Equity method affiliates .................... ... 2,106 477

Otherassets .............ccovveeeunnn.... $12,498 $14,680

(1) During the year ended December 31, 2010, other assets related to the acquisition (included in miscellaneous
above) of AFN decreased $309 for an adjustment made during the measurement period to the fair values of
the assets acquired. In the table above, this retrospective adjustment is reflected in other assets at
December 31, 2009, in accordance with the accounting guidance for business combinations. See note 4.

Accounts payable and other liabilities include accounts payable, rent payable, payroll tax liabilities,
severance payable, accrued interest payable, accrued income taxes, guarantee liabilities related to GSME
Acquisition Partners I and Alesco XIV (see note 27), deferred income (see note 5) and other general accrued
expenses.

Accounts payable and other liabilities at December 31, 2010 and December 31, 2009 included:

December 31, December 31,

2010 2009

Accounts payable ............ ... ... . ... $ 1,169 $ 1.930
Rentpayable ............ ... .. ............. 829 877
Accrued interest payable ...................... 709 1,055
Income and payroll taxes payable (1) ............ 1,567 1,556
Severance payable ........ ... ... . ... . ... 150 971
Guarantee liability ......... e 1,084 1,182
Deferredincome . ............................ 4.400 1,472
Other general accrued expenses (1) .............. 3,257 4,156

Accounts payable and other liabilities ... .. ... $13,165 $13,199
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(1) During the year ended December 31, 2010, accrued income taxes related to the acquisition of AFN, which is
included in income and payroll taxes payable in the above table, increased by $34 and other general
expenses accrued related to the acquisition of AFN increased by $126 for adjustments made during the
measurement period to the fair value of the liabilities assumed. In the table above, this retrospective
adjustment is reflected in accounts payable and other liabilities at December 31, 2009, in accordance with
the accounting guidance for business combinations. See note 4.

18. DEBT
The Company had the following debt outstanding as of December 31, 2010 and 2009, respectively:

. DETAIL OF DEBT
(Dollars in Thousands)
Weighted Weighted
Current Interest Average Average
Outstanding December 31, December 31, Rate Interest Rate Contractual
Description Par 2010 2009 Terms @ 12/31/2010 Maturity
2010 Credit Facility ....... $ 6,976 $ 6,976 $ — 6.00% 6.00%  September 2012
2009 Credit Facility ....... — — 9,950 N/A N/A July 2010
Contingent convertible
SeNnior NOtES . . ... .. ... .. 19,506 19,104 25,374 7.63% 7.63% May 2027(1)
Junior subordinated notes . . . 49614 17,160 17,269 7.40% 7.40% August 2036
Subordinated notes
payable ............... 1,448 1,448 9,368 12.00%  12.00% June 2013
Total ................... $44,688 $61,961

(1) The Company may redeem all or part of the notes for cash on or after May 20, 2012, at a redemption price
equal to 100% of the principal amount of the notes, plus accrued and unpaid interest and additional interest,
if any, to, but excluding, the redemption date. The holders of the notes may require the Company to
repurchase all or a portion of their notes for cash on May 15, 2012, May 15, 2017 and May 15, 2022 for a
repurchase price equal to 100% of the principal amount of the notes, plus accrued and unpaid interest and
additional interest, if any, to, but excluding, the repurchase date. The holders of the notes are required to
provide notice to the Company of their plan to redeem the notes at any time during the 30 days prior to
May 15, 2012, May 15, 2017, and May 15, 2022.

The 2010 Credit Facility

On July 29, 2010, Dekania Investors, LL.C, a subsidiary of the Company, entered into a new secured credit
facility with TD Bank, N.A. (the “2010 Credit Facility”). The new credit facility expires in September 2012, and
replaces the Company’s previous $30,000 revolving credit facility that was due to expire on May 31, 2011(the
2009 Credit Facility”). Proceeds of the 2010 Credit Facility will be used to finance working capital
requirements and for general corporate purposes.

The 2010 Credit Facility 1s comprised of $9,300 of term loan capacity and a maximum of $1,300 for the
issuances of letters of credit. On July 29, 2010, Dekania Investors, LLC drew $9,300. Scheduled payments of
principal and interest are required over the term of the credit facility.

With respect to the draw of $9,300, Dekania Investors, LLC is required, commencing on September 30,
2010. to make seven consecutive quarterly principal payments in the amount of $1,162. All unpaid principal and
interest with respect to the outstanding draw of $9,300 will be due and payable on September 30, 2012. As of
December 31, 2010, the Company had $6,976 of outstanding borrowings, $50 outstanding pursuant to a letter of
credit, and there was no availability to borrow under the 2010 Credit Facility.
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Amounts outstanding pursuant to the 2010 Credit Facility bear interest, at Dekania Investors LLC’s option,
at either: (1) the adjusted LIBOR rate (as defined in the 2010 Credit Facility) plus 4.5% (the “LIBOR Rate”)
provided that the adjusted LIBOR is at least 1.5%, or (2) a base rate (as defined in the 2010 Credit Facility), plus
2.75%. The current minimum annual interest rate of the 2010 Credit Facility is 6.0%.

Dekania Investors, LLC will pay a fee on the face amount of each letter of credit issued equal to (1) 4.5%,
(2) a fronting fee of 0.25% on the face amount of the letter of credit issued, and (3) the customary issuance fees.
TD Bank charged an upfront fee for the 2010 Credit Facility of $250, and the Company was required to pay TD
Bank $450 as an exit fee for the previous credit facility.

As a result of the 2010 Credit Facility and the related security and pledge agreements, the Company and its
affiliates continue to grant TD Bank a security interest in certain of their assets, including substantially all of
their remaining asset management contracts and their rights in the three-year Services Agreement discussed in
note 5, but not its investments that are currently classified as investments-trading.

The 2010 Credit Facility includes standard events of default, representations, warranties, restrictions and
covenants, including financial covenants that Dekania Investors, LLC is required to maintain, such as (1) a
minimum net worth; (2) a minimum consolidated cash flow to debt service coverage ratio; (3) a minimum
consolidated cash flow to debt service and distribution coverage ratio and (4) a maximum funded debt to
consolidated cash flow ratio

As of December 31, 2010, Dekania Investors, LLC was in compliance with the financial covenants in the
2010 Credit Facility.

The Company has granted its bank debt lenders a security interest in certain securities that are currently
included in other investments, at fair value with a carrying value of $38,053 as of December 31, 2010 and certain
investments in equity method affiliates with a carrying value of $1,604 as of December 31, 2010.

The 2009 Credit Facility

On June 1, 2009, the Company entered into a $30,000 amended and restated credit facility with TD Bank,
N.A., which was amended on September 30, 2009 and was further amended on December 16, 2009 in connection
with the completion of the Merger (as amended), known as the 2009 Credit Facility. The total maximum
revolving credit amount under the 2009 Credit Facility which was $30,000 at inception was reduced by $1
million per month beginning on November 15, 2009 and by the amount of proceeds received as a result of asset
sales involving collateral, sales of capital stock, or amounts received on account of the issuance of equity
interests of the Operating LLC. The 2009 Credit Facility bore interest, at the Company’s option, at either:

(a) one, two or three month LIBOR plus 6.5% or (b) a base rate (as defined in the loan agreement) plus 3.75%,
both subject to an absolute minimum interest rate of 8.5%. The 2009 Credit Facility charged an unused fee of
0.50% per annum payable quarterly based on the unused available funds under the facility. In addition, TD Bank
N.A. charged an upfront fee of 3.00% and an exit fee of 1.5% at the first to occur of maturity, payment in full, or
acceleration, both calculated as a percentage of the initial maximum revolving credit amount.

On July 29, 2010, Dekania Investors, LLC entered into the 2010 Credit Facility as discussed above which
replaced the 2009 Credit Facility

Contingent Convertible Senior Notes

The Company assumed $26,150 principal amount of convertible senior notes from AFN at the time of the
Merger. The notes are senior, unsecured obligations of the Company and rank equally in right of payment with
all of the Company’s existing and future unsubordinated, unsecured indebtedness. The notes are subordinated in
right of payment to the Company’s existing and future secured indebtedness to the extent of such security. The
notes bear interest at an annual rate of 7.625%. The notes mature on May 15, 2027.
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As of December 31, 2010 and 2009, the carrying value of the Company’s convertible debt outstanding was
$19,104 and $25,374, respectively. The Company recorded the debt at fair value as of the date of the Merger.
Any difference between the fair value of the convertible senior notes on the Merger date and the principal
amount of debt is amortized into earnings over the estimated remaining life of the underlying debt as an
adjustment to interest expense.

The notes will be convertible prior to the maturity date into cash or if note holders exercise their conversion
option, shares of the Company’s Common Stock under certain circumstances, at an initial conversion price per
share of $117.00 (adjusted for the 1-for-10 AFN reverse stock split effected immediately prior to the
consummation of the Merger on December 16, 2009), which represents a conversion rate of approximately
8.5470 shares of Common Stock per $1,000 principal amount of notes. If converted, the holders of the notes will
receive an amount in cash per note equal to the lesser of (i) $1,000 and (ii) the average of the “daily conversion
values” for each of the twenty consecutive trading days of the conversion reference period. “Daily conversion
value” means, with respect to any trading day, the product of (1) the applicable conversion rate and (2) the
volume weighted average price of the Company’s Common Stock on such trading day.

The Company may redeem all or part of the notes for cash on or after May 20, 2012, at a redemption price
equal to 100% of the principal amount of the notes, plus accrued and unpaid interest and additional interest, if
any, to, but excluding, the redemption date.

The holders of the notes may require the Company to repurchase all or a portion of their notes for cash on
May 15,2012, May 15, 2017 and May 15, 2022 for a repurchase price equal to 100% of the principal amount of
the notes, plus accrued and unpaid interest and additional interest, if any, to, but excluding, the repurchase date.
The holders of the notes are required to provide notice to the Company of their plan to redeem the notes at any
time during the 30 days prior to May 15, 2012, May 15, 2017, and May 15, 2022. According to the provisions
surrounding debt with conversion and other options included in FASB ASC 470, Debt, the Company is required
to account separately for the liability and equity component of its convertible debt (that, by their stated terms,
may be settled in cash (or other assets) upon conversion, including partial cash settlement of the conversion
option) in a manner that reflects the Company’s nonconvertible, unsecured debt borrowing rate. The difference
between the fair value of the debt component and the initial proceeds from the issuance of the debt is recorded as
a component of equity. The resulting debt discount, which is equal to the excess of the principal amount of the
liability over its carrying amount, should be amortized to interest expense over the expected life of the debt. The
Company concluded that, upon its assumption of the convertible senior notes on December 16, 2009, the equity
component of the debt was so significantly out of the money that it had an immaterial fair value. Accordingly all
fair value was allocated to the liability component.

During 2010, the Company repurchased $6,644 notional amount of coritingent convertible senior notes from
unrelated third parties for $5,596 including accrued interest. The Company recognized a gain from repurchases of
debt of $923 which is included as a separate component of non-operating income/(expense) in the Company’s
consolidated statements of operations. The Company also recognized gain from the repurchase of subordinated
notes which is also included in this line. See below.

As of December 31, 2010, the Company was in compliance with the covenants of the convertible senior
notes. )

Junior Subordinated Notes

The Company assumed $49.614 aggregate principal amount of junior subordinated notes outstanding at the
time of the Merger. As of December 31, 2010 and 2009, the carrying value of the Company’s junior subordinated
notes outstanding was $17,160 and $17,269, respectively. The Company recorded the debt at fair value on the
acquisition date. Any difference between the fair value of the junior subordinated notes on the Merger date and
the principal amount of debt is amortized into earnings over the estimated remaining life of the underlying debt
as an adjustment to interest expense.
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The junior subordinated notes are payable to two special purpose trusts:

1. Alesco Capital Trust I: $28,995 in aggregate principal amount issued in June 2007. As of December 31,
2010 and 2009, the carrying value of these notes was $10,767 and $11,245, respectively. The notes mature on
July 30, 2037 and may be called by the Company at par any time after July 30, 2012. The notes accrue interest
payable quarterly at a fixed interest rate equal to 9.495% per annum through the distribution payment date on
July 30, 2012 and thereafter at a floating interest rate equal to LIBOR plus 400 basis points per annum through
July 30, 2037. All principal is due at maturity. The Alesco Capital Trust simultaneously issued 870 shares of the
Alesco Capital Trust’s common securities to the Company for a purchase price of $870, which constitutes all of
the issued and outstanding common securities of the Alesco Capital Trust.

2. Sunset Financial Statutory Trust I (“Sunset Financial Trust”): $20,619 in aggregate principal amount
issued in March 2005. As of December 31, 2010 and 2009, the carrying value of these notes was $6,393 and
$6,024, respectively. The notes mature on March 30, 2035. The notes accrue interest payable quarterly at a
floating rate of interest of 90-day LIBOR plus 415 basis points. All principal is due at maturity. The Sunset
Financial Trust simultaneously issued 619 shares of the Sunset Financial Trust’s common securities to the
Company for a purchase price of $619, which constitutes all of the issued and outstanding common securities of
the Sunset Financial Trust.

The Trusts described above are VIEs pursuant to variable interest provisions included in FASB ASC 810
because the holders of the equity investment at risk do not have adequate decision making ability over the Trust’s
activities. Because the Company’s investment in the Trusts’ common securities were financed directly by the
Trusts as a result of their loan of the proceeds to the Company, that investment is not considered to be an equity
investment at risk pursuant to variable interest guidance in FASB ASC 810, and the Company is not the primary
beneficiary of the Trusts. The Trusts are not consolidated by the Company and, therefore, the Company’s
consolidated financial statements include the junior subordinated notes issued to the Trusts as a liability, and the
investment in the Trusts’ common securities as an asset. The common securities were deemed to have a fair
value of $0 as of the Merger Date and as of December 31, 2009 and 2010.

Subordinated Notes Payable

On June 25, 2008, the Company executed three separate agreements with three of its members (Daniel G.
Cohen, Christopher Ricciardi and Cohen Financial Group, Inc. (“CFG”) to obtain $9,000 of unsecured
subordinated financing (the “Original Subordinated Notes”). The Original Subordinated Notes were comprised of
$6,000 from CFG, $2,000 from Daniel G. Cohen, and $1,000 from Christopher Ricciardi. See note 30 for further
discussion of CFG.

CFG filed a Certificate of Dissolution with the Secretary of State of the State of Delaware on December 16,
2009 and is in process of completing the liquidation process. Prior to the completion of the Merger, the
Company, issued new subordinated notes to each stockholder of CFG evidencing its obligation to pay to each
such stockholder the stockholder’s pro rata share of the original note to CFG (the “New Subordinated Notes”,
and, together with the Original Subordinated Notes, the “Subordinated Notes™). The New Subordinated Notes
have substantially the same terms and provisions as contained in CFG’s Original Subordinate Note.

Messrs. Cohen and Ricciardi were stockholders of CFG and received New Subordinated Notes in the
original principal amount of $495 and $103, respectively. representing their pro rata share of CFG’s note.

The Subordinated Notes mature on June 20, 2013 and bear interest at an annual rate of 12%. A portion of
this interest, 9%, is payable in cash semiannually on May 1 and November 1 of each year commencing on, in the
case of the Original Subordinated Notes, November 1, 2008, and, in the case of the New Subordinated Notes,
May 1, 2010. The remaining portion, 3%, is paid in-kind at an annual rate of 3% which is also payable
semiannually. All accrued in-kind interest is added (o the unpaid principal balance of the Subordinated Notes on
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each May 1 and November 1, and thereafter the increased principal balance accrues interest at the annual rate of
12%. The Subordinated Notes are unsecured obligations of the Company, and payments of principal and interest
on the notes are subordinated to the 2010 Credit Facility.

On July 29, 2010, CCS, one of the Company’s U.S. broker-dealer subsidiaries, commenced its offer to
purchase all of the outstanding Subordinated Notes for an amount equal to 80% of the outstanding principal
balance (including accrued paid in-kind interest up to, but excluding, the payment date) plus 100% of accrued
and unpaid cash interest up to, but excluding, the payment date. As of July 29, 2010, the notes had a principal
balance of $9,508 and interest is paid in cash at an annual rate equal to nine percent (9%) per annum and in-kind,
at an annual rate equal to three percent (3%) per annum. On August 27, 2010, CCS completed its cash offer to
purchase all of the outstanding Subordinated Notes that were tendered. A total of $8,081 principal amount of the
Subordinated Notes (representing 85% of the outstanding Subordinated Notes) were tendered prior to the
expiration of the offer to repurchase on Augtst 26, 2010. CCS accepted for purchase all of the Subordinated
Notes tendered pursuant to the offer to repurchase for a total purchase price of $6,762, including accrued interest.
The Company recognized a gain from repurchase of debt of $1,632 for the year ended December 31, 2010. See
note 30 for a description of notes held and redeemed by related parties.

The interest expense (both cash and in-kind) on the Subordinated Notes totaled $800, $1,099 and $557 for
the year ended December 31, 2010, 2009 and 2008, respectively, and was included in interest expense in the
consolidated statements of operations. As of December 31, 2010 and 2009, the Subordinated Notes payable was
$1,448 (including $0 notes payable to related parties) and $9,368 (including $3,807 notes payable to related
parties), respectively.

Deferred Financing

In June 2009, the Company charged $169 of unamortized deferred financing costs to interest expense in the
consolidated statement of operations related to a former bank group loan. The Company also recorded $1,438 in
deferred financing costs in other assets in the consolidated balance sheets associated with the 2009 Credit Facility
in 2009. In July 2010, the Company wrote off $675 of unamortized deferred financing to interest expense relating
to the 2009 Credit Facility upon the execution of the 2010 Credit Facility. The Company paid $349 of deferred
[inancing costs during the second half of 2010 associated with the 2010 Credit Facility. Deferred financing costs
are recorded in other assets in the consolidated balance sheets. See note 17. The Company will expense these
deferred financing costs to interest expense over the remaining life of the 2010 Credit Facility.

The Company recognized interest expense from deferred financing costs of $1,111, $1,036, and $1,075 for
the years ended December 31, 2010, 2009, and 2008, respectively. The remaining net deferred financing asset as
of December 31, 2010 and 2009 was $282 and $1,044, respectively, and was included in other assets in the
consolidated balance sheets. The expected interest expense from deferred financing costs (o be recognized in
2011 is $161 and in 2012 is $121. No amortization will be recorded beyond 2012 as the deferred financing costs
will be fully amortized in 2012.

Interest Rate Swap

The Company entered into an interest rate swap under a former bank group loan. See note 11. It did not-
designate this swap as a hedge. The Company carried the swap at fair value and included any gain or loss as part
of interest expense, a component of non-operating income (expense) on the consolidated statements of
operations. The Company terminated the swap upon entering into the 2009 Credit Facility.

Interest Expense

Interest expense includes interest incurred for the Company's debt described in this note, the amortization of
deferred financing related to the credit facilities, the amortization of discount related to the convertible senior
notes and the junior subordinated notes and the change in fair value of the interest rate swap.

F-61



19. STOCKHOLDERS’ EQUITY/MEMBERS’ EQUITY AND RESTRICTIONS

Upon the consummation of the Merger, each holder of Restricted Units received 0.57372 shares of the
Company’s Common Stock, or (2) retained 0.57372 new membership units in the Operating LLC. Any
outstanding options were cancelled effective with the Merger. See note 20.

Prior to the Merger, Cohen Brothers was a limited liability company. As a result of the Merger, the
Company is a corporation. All historical share/unit and per share/unit information presented prior to the Merger
date was retroactively restated for the recapitalization of membership units based on the exchange ratio
determined in connection with the Merger.

Common Stock

The holders of the Company’s Common Stock are entitled to one vote per share. These holders are entitled
to receive distributions on such stock when, as and if authorized by the Company’s Board of Directors out of
funds legally available and declared by the Company and to share ratably in the assets legally available for
distribution to the Company’s stockholders in the event of its liquidation, dissolution or winding up after
payment of or adequate provision for all of the Company’s known debts and liabilities, including the preferential
rights on dissolution of any class or classes of preferred stock. The holders of the Company’s Common Stock
have no preference, conversion, exchange, sinking fund, redemption, or so long as the Company’s Common
Stock remains listed on a national exchange, appraisal rights and have no preemptive rights to subscribe for any
of the Company’s securities. Shares of the Company’s Common Stock have equal dividend, liquidation and other
rights.

Preferred Stock

Series A Voting Convertible Preferred Stock: In connection with the Merger, in exchange for all of Cohen
Brothers Class C membership units, Daniel G. Cohen, the Chairman and Chief Executive Officer of the
Company, held through Cohen Bros. Financial, LLC (“CBF”), received one share of the Company’s Series A
Voting Convertible Preferred Stock (““Series A Preferred Stock™), which had no economic rights but gave
Mr. Cohen the right to nominate and elect a number equal to at least one-third (but less than a majority) of the
total number of directors on the Company’s Board of Directors. The Series A Preferred Stock would be
automatically redeemed for par value on December 31, 2012. The holder of Series A Preferred Stock was not
entitled to receive any dividends, distributions, or any distributions upon liquidation, dissolution, or winding up
of the Company. There was one share of Series A Preferred Stock issued and outstanding as of December 31,
2009. On October 18, 2010, Mr. Cohen elected to convert the one share of Series A Preferred Stock that he held
into 4,983,557 shares of Series B Voting Non-Convertible Preferred Stock. Therefore, there were no shares of
Series A Preferred Stock issued and outstanding as of December 31, 2010.

Series B Voting Non-Convertible Preferred Stock: Each share of the Company’s Series B Voting
Non-Convertible Preferred Stock (“Series B Preferred Stock™), does not have any economic rights but entitles
Mr. Cohen to vote the Series B Preferred Stock on all matters presented to the Company’s stockholders. Each
share of Series B Preferred Stock is entitled to one vote. The 4,983,557 shares of Series B Preferred Stock are
equivalent to the amount of Operating LLC membership units held by Mr. Cohen as of December 31, 2010. See
note 1. The Series B Preferred stock effectively gives Mr. Cohen voting rights at the Company in the same
proportion as his economic interest (as his membership units of the Operating LLC do not carry voting rights at
the Company level). The Series B Preferred Stock effectively enables Mr. Cohen to exercise approximately
32.1% of the voting power of the Company’s Common Stock based on the outstanding number of shares of the
Company’s Common Stock as of December 31, 2010. The Series B Preferred Stock will be automatically
redeemed for par value on December 31, 2012. Holders of Series B Preferred Stock are not entitled to receive
any dividends, distributions or distributions upon liquidation, dissolution or winding up of the Company. As of
December 31, 2010 and 2009, there were 4,983,557 shares and O shares of Series B Preferred Stock, respectively,
issued and outstanding.
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Series C Junior Participating Preferred Stock: Series C Junior Participating Preferred Stock (“Series C
Preferred Stock”) was authorized by the Company’s Board of Directors in connection with the Stockholder
Rights Plan discussed below. The holders of Series C Preferred Stock are entitled to receive, when, as and if
declared by the Company’s Board of Directors out of funds legally available for the purpose, quarterly dividends
payable in cash on the last day of March, June, September and December in each year commencing on the first
quarterly dividend payment date after the first issuance of a share or fraction of a share of Series C Preferred
Stock. Dividends accrue and are cumulative. The holder of each share of Series C Junior Participating Preferred
Stock is entitled to 10,000 votes on all matters submitted to a vote of the Company’s stockholders. Holders of
Series C Preferred Stock are entitled to receive dividends, distributions or distributions upon liquidation,
dissolution or winding up of the Company in an amount equal to $100,000 per share of Series C Preferred Stock,
plus an amount equal to accrued and unpaid dividends and distributions, whether or not declared, prior to
payments made to holders of shares of stock ranking junior to the Series C Preferred Stock. The shares of Series
C Preferred Stock are not redeemable. There are no shares of Series C Preferred Stock issued and outstanding as
of December 31, 2010 and 2009.

Stockholder Rights Plan

On December 21, 2009, the Company’s Board of Directors adopted a Section 382 Rights Agreement (the
“Rights Agreement”) in an effort to protect against a possible limitation on the Company’s ability to use its net
operating Joss and net capital loss carry forwards (the “deferred tax assets”) to reduce potential future federal
income tax obligations. See note 21. The Rights Agreement provides for a distribution of one preferred stock
purchase right (a “Right,” and collectively, the “Rights™) for each share of the Company’s Common Stock, par
value $0.001 per share, outstanding to stockholders of record at the close of business on December 21, 2009.
Each Right entitles the registered holder to purchase from the Company a unit consisting of one ten-thousandth
of a share of Series C Preferred Stock, par value $0.001 per share, at a purchase price of $100.00 per unit, subject
to adjustment.

Initially, the Rights will not be exercisable and will be attached to and automatically trade with the
Company’s Common Stock. The Rights will separate from the Company’s Common Stock and a “distribution
date” will occur, with certain exceptions, upon the earlier of (i) ten days following a public announcement that a
person or a group of affiliated or associated persons has acquired beneficial ownership of 4.95% or more of the
Company’s outstanding Common Stock, which person or group would then qualify as an “acquiring person,” or
(it) ten business days following the commencement of a tender offer or exchange offer that would result in a
person or group becoming an acquiring person. If at the time of the adoption of the Rights Agreement, any
person or group of affiliated or associated persons was the beneficial owner of 4.95% or more of the outstanding
shares of the Company’s Common Stock, such person shall not become an acquiring person unless and until such
person acquires any additional shares of the Company’s Common Stock. In addition to other exceptions, a person
will not become an acquiring person if such person acquired the shares of the Company’s Common Stock
pursuant to the exercise of options or warrants to purchase Common Stock outstanding and beneficially owned
by such person as of the date such person became the beneficial owner of 4.95% or more of the then outstanding
shares of the Company’s Common Stock or as a result of an adjustment to the number of shares of the
Company’s Common Stock for which such options or warrants are exercisable, or as a result of a stock split or
stock dividend. :

The Rights have no voling privileges and will expire on the earliest of (i) the close of business on
December 31, 2012, (ii) the time at which the Rights are redeemed pursuant to the Rights Agreement, (iii) the
time at which the Rights are exchanged pursuant to the Rights Agreement, (iv) the repeal of Section 382 of the
Internal Revenue Code or any successor statue if the Company’s Board of Directors determines that the Rights
Agreement is no longer necessary or desirable for the preservation of certain tax benefits, or (v) the beginning of
the taxable year of the Company to which the Company’s Board of Directors determines that certain tax benefits
may not be carried forward.



The Rights Agreement contains a provision such that if a person or group acquires beneficial ownership of
4.95% or more of the Company’s Common-Stock and is determined by the Company’s Board of Directors to be
an acquiring person, each Right (other than the Rights held by the acquiring person) will entitle the holder to
purchase Common Stock having a value of two times the exercise price of the Right.

No rights were exercisable at December 31, 2010 or 2009. There was no impact to the Company’s financial
results as a result of the adoption of the Rights Agreement. The terms and conditions of the Rights are set forth in
the Section 382 Rights Agreement attached as Exhibit 4.1 to IFMI’s Form 8-K filed with the SEC on
December 28, 2009. The terms and conditions of the amendment to the Rights Agreement are set forth in the
Amendment No. 1 to the Section 382 Rights Agreement, attached as Exhibit 4.1 to the IFMI’s Form 8-K filed
with the Securities and Exchange Commission on January 6, 2011.

Repurchase of Options

As part of the Company’s former option plan prior to the Merger, the Company had the right (but not the
obligation) to repurchase exercised options at a price equal to fair market value. The Company recorded any such
repurchase as a reduction in stockholders’/members’ equity. See note 20.

Net Share Settlement of Restricted Stock

The Company may, from time to time, net share settle equity-based awards for the payment of employees’
tax obligations to taxing authorities related to the vesting of such equity based awards. The total shares withheld
are based on the value of the restricted award on the applicable vesting date as determined by the Company’s
closing stock price. These net share settlements reduced and retired the number of shares that would have
otherwise been issued as a result of the vesting and do not represent an expense to the Company.

Dividends and Distributions

During the third quarter of 2010, the Company’s Board of Directors declared a cash dividend of $0.05 per
share payable per quarter on the Company’s outstanding common stock. During 2010, the Company paid cash
dividends on its outstanding common stock in the amount of $1,043. Pro-rata distributions were made to other
members of the Operating LLC upon the payment of dividends to the Company’s stockholders. During 2010, the
Company paid cash distributions of $528 to the holders of the non-controlling interest.

The Company made distributions to its members in the amounts of $4,746, and $7,826, for the year ended
December 31, 2009 and 2008, respectively.

Distributions to members are governed by the Operating LLC’s Amended and Restated Limited Liability
Company operating agreement and are subject to restrictions imposed by the Company’s 2010 Credit Facility
entered into on July 29, 2010. See note 18. Substantially all of the Company's operations are conducted at the
Operating LLC level. In order to pay dividends to its stockholders, the Company must receive distributions from
the Operating LLC. Therefore, substantially all the Company’s net assets as well as net income are subject to
restrictions on paying dividends.
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Shares/Units OQutstanding of Stockholders’/Members’ Equity of the Company

The following table summarizes the unit/share transactions that occurred in members’ equity/stockholders’ equity
during the years ended December 31, 2008, 2009 and 2010, respectively.

ROLLFORWARD OF UNITS/SHARES OUTSTANDING OF
INSTITUTIONAL FINANCIAL MARKETS, INC.

(Prior to December 16, 2009, Cohen Brothers, LL.C)

For the Year Ended December 31, 2008

Unit
Issuance as Repurchas:;/lF orfeiture
December 31, Equity-Based Exercise of or Expiration of December 31,
2007 Compensation Options Options 2008
RestrictedUnits .. ........... ... ...... 9,569,253 97,762 8,032 (63,340) 9,611,707
Options . .....ooiviiii i, 429,935 63,109 (8,032) _(47,533) _ 437479
9,999,188 160,871 — (110,873) 10,049,186
For the Year Ended December 31, 2009
Unit
Repurchase/Forfeiture Issnance of  Units retained
Issuance as or Expiration or Shares as by
December 31, Equity-Based Cancellation of Issuance of Merger Noncontrolling December 31,
2008 Compensation Options Units  Recapitalization Consideration Interest 2009
Restricted
Units .. -9,611,707 — — — 9,611,707) — — —
Options .. 437479 265,760 (703,239) — — — — —
Common
Stock .. — — — — 9,611,709 5,979,085 (5,283,556) 10,307,238
Restricted
Stock .. — — — — — 36,109 — 36,109
Treasury
Stock .. — — — —_ (50,400) — — (50,400)
10,049,186 265,760 (703,239) — (50.398) 6,015,194  (5,283,556) 10,292,947
For the Year Ended December 31, 2010
Shares
Issuance Issuance as withheld Forfeiture of
December 31, of Equity- Based Vesting of for Employee Restricted December 31,
2009 shares Compensation Shares Taxes Stock 2010
Common Stock ............ 10,307,238 - — 89,572 (25,952) — 10,370,858
Restricted Stock . ........... 36.109 — 216,383 (89,572) - (694) 162,226
Treasury Stock . ............ (50.400) — — — — — (50.400)
10,292,947 — 216,383 — (25.952) (694) 10,482,684
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Future Conversion / Redemption of Operating LLC Units

Of the 5,283,556 Operating LLC membership units not held by the Company, Daniel G. Cohen, through
CBF, a single member LLC, holds 4,983,557 Operating LLC membership units. Each of Mr. Cohen’s Operating
LLC membership units are redeemable at Mr. Cohen’s option, at any time on or after January 1, 2013, for
(i) cash in an amount equal to the average of the per share closing prices of the Company’s Common Stock for
the ten consecutive trading days immediately preceding the date the Company receives Mr. Cohen’s redemption
notice, or (ii) at the Company’s option, one share of the Company’s Common Stock subject, in each case, to
appropriate adjustment upon the occurrence of an issuance of additional shares of the Company’s Common Stock
as a dividend or other distribution on the Company’s outstanding Common Stock, or a further subdivision or
combination of the outstanding shares of the Company’s Common Stock. Other members of the Operating LLC
hold a total of 299,999 units. These units have the same redemption rights as described above except that the
members holding these units may elect to redeem their shares at any time.

Unit Issuance and Surrender Agreement

On December 10, 2010, but effective January 1, 2011, IFMI and the Operating LLC entered into a Unit
Issuance and Surrender Agreement (the “UIS Agreement”) which was approved by IFMI’s Board of Directors
and the board of managers of the Operating LLC. In an effort to maintain a 1:1 ratio of IFMI’s Common Stock to
the number of membership units IFMI holds in the Operating LLC, the UIS Agreement calls for the issuance of
additional membership units of the Operating LLC to IFMI when IFMI issues its Common Stock to employees
under existing equity compensation plans. In certain cases, the UIS Agreement calls for IFMI to surrender units
to the Operating LLC when certain restricted shares are forfeited by the employee or repurchased.

20. EQUITY-BASED COMPENSATION

As described in note 3-Q, the Company’s equity based compensation to its employees was comprised of
Options, Restricted Units, and restricted shares.

Prior to the Merger, the Company granted, from time to time, Options and Restricted Units to its officers
and employees pursuant to the former Cohen Brothers option plan and limited liability company agreement.
Upon the consummation of the Merger, any outstanding unit options granted under the option plan were
cancelled and all Restricted Units exchanged for shares of the Company’s Common Stock. All unamortized
expense was charged to operations. See note 19.

Unit Options Prior to the AFN Merger

During the year ended December 31, 2009 and 2008, the aggregate intrinsic value of Options exercised was
$0 and $43, respectively. The Company received proceeds from the exercise of Options during the year ended
December 31, 2009, and 2008 in the amount of $0 and $62, respectively. The weighted average grant date fair
value of options granted during 2009 and 2008 was $6.00 and $5.42, respectively. All Options outstanding prior
to December 16, 2009 were cancelled upon the consummation of the Merger. The Company recognized equity
based compensation expense in connection with the issuance of Options of $3,513 and $2,658 for the year ended
December 31, 2009 and 2008, respectively, and the equity based compensation expense was included in
compensation and benefits in the consolidated statements of operations.
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The fair values of options were estimated at the grant date using the Black-Scholes option pricing model
with the following weighted average assumptions:

WEIGHTED AVERAGE ASSUMPTIONS
FOR BLACK-SCHOLES OPTION MODEL

December 31,

2009 2008
Risk Free Interest Rate . ........... ... .. .. ... ... ........ 243% 3.13%
Expected Life (inyears) ........... ... ... ... ... 5.2 5.9
Expected Volatility ....... .. ... .. .. ... .. ... .. .. .. ... 3842% 29.64%
Dividend Yield .......... A 0.00% 0.00%

The risk-free rate was derived from public data sources at the time of the grant and represented the U.S.
Treasury zero-coupon bond yield with a maturity that approximated the expected life of the option. The expected
life of options granted was calculated using the “simplified method” in accordance with Staff Accounting
Bulletin (“SAB”) 107 and 110. SAB 107 and 110 allow the use of an “acceptable” methodology under which the
Company can take the midpoint of the vesting date and the full contractual term. The expected volatility was
based upon the volatility of comparable public companies. The Company assumed a zero dividend payout over
the expected life of the Option. Compensation cost was recognized over the expected life of the Option using the
straight-line method.

Restricted Units Prior to the AFN Merger

When issuing Restricted Units prior to the Merger, the Company determined the fair value of the Restricted
Units jssued either through an independent third party appraisal or an internal valuation model. All of the
unvested Restricted Units outstanding prior to December 16, 2009 vested immediately prior to the effective time
of the Merger and were converted along with all previously vested amounts, into Cohen Brothers membership
units and exchanged for shares of the Company’s Common Stock.

The weighted average fair value per unit of the Restricted Units granted during 2009 and 2008 was $0 and
$15.10, respectively. The Company recognized equity-based compensation expense of $2,044 and $3,519 for the
year ended December 31, 2009 and 2008, respectively, and the expense was included in compensation and
benefits in the consolidated statements of operations.

Restricted Units Pursuant to the 2009 Equity Award Plan

The Cohen Brothers, LLC Amended and Restated 2009 Equity Award Plan (the *2009 Equity Award Plan™)
was originally adopted by the Company in August 2009 and was amended and restated on April 28, 2010. The
2009 Equity Award Plan permits the grant of Operating LLC restricted units to the Company’s employees which
represent a right that entitles the recipient, upon vesting of the restricted unit, to receive the number of Operating
LLC membership units in the restricted unit agreement. The awards under this plan are subject to time-based-and/
or performance-based vesting conditions and generally vest over a period of three years. The maximum number
of restricted units authorized to be granted pursuant this plan is limited to 1,721,160, of which no units remain
available to be issued as of December 31, 2010. All awards pursuant to this plan are subject to the prior written
consent of the Company’s Chairman and Chief Executive Officer, Daniel G. Cohen.

In connection with the 2009 Equity Award Plan, Mr. Cohen and the Operating LLC are parties to an Equity
Plan Funding Agreement (the “Equity Funding Agreement”) whereby Mr. Cohen is required to transfer to (1) the
Operating LLC the number of Operating LLC membership units or shares of the Company’s Common Stock
equal to the number of Operating LLC membership units to be issued by the Operating LLC to the participants in
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the 2009 Equity Award Plan in connection with vesting of a Operating LLC restricted unit, or (2) the Company
the number of shares of Common Stock equal to the number of Operating LLC membership units to be issued to
the participants in the 2009 Equity Award Plan in connection with the vesting of an Operating LLC restricted
unit. The maximum number of Operating LLC membership units and shares of the Company’s Common Stock,
in the aggregate, that Mr. Cohen is obligated to transfer is 1,721,160. As a result of the Equity Funding
Agreement, the capitalization of the Operating LLC does not change as result of the issuance of Operating LLC
restricted units under the 2009 Equity Award Plan.

Substantially, all of the 2009 Equity Plan awards were issued prior to the Merger. For the awards that were
issued prior to the Merger, the Company determined the fair value of these restricted units based on the implied
value of a Cohen Brothers membership unit derived from the Company’s public stock price on the date of grant
multiplied by the exchange ratio called for in the Merger Agreement. For the awards that were issued during
2010, the Company determined the fair-value of these restricted units based on the Company’s stock price on the
date of grant.

Restricted Unit activity with respect to the Company’s 2009 Equity Award Plan was as follows for the year
ended December 31, 2010:

RESTRICTED UNITS — SERVICE BASED VESTING

Weighted
Average
Number Grant
Restricted Date Fair
Units Value
Unvested at January 1,2010 ........................ 990,942 $7.24
Gljanted ........................................ — —
Vested ... — —
Forfeited ......... ... .. . ... . ... .. (633,032) 7.20
Cancelled ...... ... ... . . .. . . . — —
Unvested at December 31,2010 . .................... 357,910 $7.32

The Restricted Units noted in the above table include a three year service requirement that must be met in
order for the Restricted Units to vest. The weighted average grant date fair value for Restricted Units that
contained only service based vesting criteria awarded pursuant to the 2009 Equity Award Plan for the year ended
December 31, 2010 and 2009 was $0 and $7.23, respectively. ’

RESTRICTED UNITS — PERFORMANCE BASED AND SERVICE BASED VESTING

Weighted

Average
Number Grant

Restricted Date Fair
Units Value
Unvested at January 1,2010 ........................ 453,360 $7.24
Granted . ... .. 192,234 5.28

Vested .................. e — —

Forfeited ... ... ... . .. .. . .. ... (259,519) 5.97
Cancelled ... ... ... . .. .. . ... . (96,118) 7.15
Unvested at December 31,2010 ... .................. 289,957 $7.10



The Restricted Units noted in the above table include performance targets based on the generation of -
specified amounts of gross profit, revenues, or other operating targets that must be achieved by the individual
grantees in addition to a three year service requirement that must be met in order for the Restricted Units to vest.
The weighted average grant date fair value for Restricted Units that contained performance based and service
based vesting criteria for the year ended December 31, 2010 and 2009 was $5.28 and $7.25, respectively. During
the year ended December 31, 2010, there were 96,118 Restricted Units that were cancelled due to the fact that the
grantees were unable to achieve certain performance thresholds, and therefore, the awards would never vest.
Equity-based compensation expense for equity based awards that contain performance conditions are recognized
when it becomes probable that such performance conditions will be met.

The Company recognized equity-based compensation expense of $1,144 and $975 related to the 2009
Equity Award Plan for the year ended December 31, 2010 and 2009, respectively, and the expense was included
in compensation and benefits in the consolidated statements of operations. There were no awards granted
pursuant to the 2009 Equity Award Plan prior to 2009.

Restricted Common Stock Pursuant to the AFN 2006 Equity Incentive Plan and the Institutional Financial
Markets Inc. 2010 Long-Term Incentive Plan

In connection with the Merger, the Company assumed the AFN 2006 Equity Incentive Plan (the “2006
Equity Incentive Plan”). In addition, the Company adopted the Institutional Financial Markets, Inc. 2010 Long-
Term Incentive Plan (the “2010 Equity Incentive Plan™) on April 22, 2010, which was approved by the
Company’s stockholders at the Company’s annual meeting on December 10, 2010. The 2006 Equity Incentive
Plan and the 2010 Equity Incentive Plan are collectively referred to as the “Equity Incentive Plans”. The Equity
Incentive Plans provide for the grant of stock options, restricted Common Stock, stock appreciation rights, and
other share-based awards. The Equity Incentive Plans are administered by the compensation committee of the
Company’s Board of Directors. The maximum number of share based awards of the Company’s Common Stock
authorized to be granted pursuant to these plans is limited to 1,996,500, of which 1,581,088 shares remain
available to be issued as of December 31, 2010.

RESTRICTED STOCK

Weighted
Average

Number Grant
. Restricted Date Fair

Units Value
Unvested at January 1,2010 . ....................... 36,109(1) $24.84
Granted . ... 216,383 5.85
Vested . ... e (89,572) 10.33
Forfeited ...... ... ... .. .. .. . . ... (694) 24.00

Cancelled ......... . ... . .. . — —
Unvested at December 31,2010 . .................... 162,226 $ 6.09

(1) Represents shares of the restricted Common Stock assumed from AFN. There was no additional
compensation cost recognized as the modification to these awards on the Merger date resulted in the fair
value of the restricted Common Stock on the Merger date being equivalent to the fair value of the awards
immediately prior to the Merger.

The total fair value of awards vested based on the fair market value of the Company’s Common Stock on
the vesting date during the year ended December 31, 2010 was $580.
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The Company recognized equity based compensation of $24 for the period from December 17, 2009 to
December 31, 2009 related to the 2006 Equity Incentive Plan and $1,361 for the year ended December 31, 2010
related to the Equity Incentive Plans. The restricted shares of Common Stock typically may vest either quarterly,
annually, or at the end of a specified term on a straight line basis over the remaining term of the awards,
assuming the recipient is continuing in service to the Company at such date.

The Company routinely issues equity based compensation to its employees and directors. Subsequent to
December 31, 2010, the Company issued 1,458,652 shares of restricted Common Stock to its employees and
105,093 shares of restricted Common Stock to its directors. The employee grants typically have performance and
service conditions and cliff vest during 2013 and 2014. The director grants are restricted for one year but have no
performance or service conditions.

Equity-Based Compensation Expense

The following table summarizes the amounts the Company recognized as equity-based compensation
expense including Restricted Stock, Units and Options. These amounts are included as a component of
compensation and benefits in the consolidated statements of operations. The remaining unrecognized
compensation expense related to unvested awards at December 31, 2010 was $5,525 and the weighted average
period of time over which this expense will be recognized is approximately 2.11 years. The awards assume
estimated forfeitures during the vesting period which were updated to reflect the actual forfeitures that occurred
during 2008, 2009 and 2010.

DETAIL OF EQUITY-BASED COMPENSATION INCLUDED IN COMPENSATION AND BENEFITS

(Dollars in Thousands)
Non Equity

Equity-Based Based Total

Compensation Compensation Compensation
For the Year Ended December 31, Expense Expense (1) and Benefits
2010 .o $2,505 $74,941 $77,446
2009 . $6,556 $63,963 $70,519
2008 ... $6,177 $46,938 $53,115

(1) Other for the year ended December 31, 2009 included $12,374 of expense associated with retention
arrangements that the Company entered into in December 2008 and January 2009 with certain of its
employees to ensure their continued service through the completion of the Merger. See note 4.

21. INCOME TAXES

For tax purposes, AFN contributed its assets and certain of its liabilities to Cohen Brothers in exchange for
an interest in Cohen Brothers on December 16, 2009. AFN was organized and had been operated as a REIT for
United States federal income tax purposes. Accordingly, AFN generally was not subject to U.S. federal income
tax to the extent of its distributions to stockholders and as long as certain asset, income, distribution and share
ownership tests were met. As a result of the consummation of the Merger, IFMI ceased to qualify as a REIT
effective as of January 1. 2010 and is instead treated as a C corporation for United States federal income tax
purposes.
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The components of income tax expense (benefit) included in the consolidated statements of operations for
each year presented herein are:

INCOME TAX EXPENSE
{Dollars in Thousands)

For the Year Ended December 31,

2010 2009 2008
Current income tax expense (benefit):
Federal incometax ........................... $ — $— $ —
Foreign income tax ........ R 31 174 1,014
State and local incometax ..................... 47 (220) 812
78 (46) 1,826
Deferred income tax expense (benefit):
Federal Income tax (benefit) expense ............. 587 55 —
State Income tax (benefit) expense . .............. (1,414) — 223
Net deferred tax expense (benefit) ................... (827) 55 223
Total ... $ (749 $ 9 $2,049

The current tax liability as of December 31, 2010 and 2009 was $426 and $843, respectively, and is
included as a component of accounts payable and other liabilities in the consolidated balance sheets. During the
year ended December 31, 2010, accrued income taxes related to the acquisition of AFN, which is included in the
current tax liability, increased by $34 for adjustments made during the measurement period to the fair value of
the liabilities assumed. This retrospective adjustment is reflected in accounts payable and other liabilities at
December 31, 2009, in accordance with the accounting guidance for business combinations. See notes 4 and 17.

The expected income tax expense /(benefit) using the federal statutory rate differs from income tax
expense / (benefit) pertaining to pre-tax income / (loss) as a result of the following for 2010. The Company was
not subject to federal income tax prior to 2010:

2010
Federal statutory rate — 35% . ....... ... ... . $ 3,663
Pass thruimpact ........... .. ... ... .. ... ...... . (1,267)
, Goodwill impairment ................................ 1,299
Capital raiSing CoStS ... .ot it it 776
Deferred tax valuation allowance ....................... (5,214)
Other,net . .. ... (6)
December 31,2010 . ... ... .. $ (749)

Deferred tax assets and liabilities are determined based on the difference between the book basis and tax
basis of assets and liabilities using tax rates in effect for the year in which the diflerences are expected to reverse.
The recognition of deferred tax assets is reduced by a valuation allowance if it is more likely than not that the tax
benefits will not be realized.
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The components of the net deferred tax asset (liability) are as follows:

DEFERRED TAX ASSET AND LIABILITY
(Dollars in Thousands)

December 31, 2010 December 31, 2009
Asset Liability Net Asset Liability Net

Federal Net operating loss carry-forward .. ... $ 222688 — $ 22268 % 168263 — $ 16,826
State Net operating loss carry-forward ....... 2,989 — 2,989 2,596 2,596
Capital loss carry-forward . ... ............. 25,340 — 25,340 23,071 — 23,071
Unrealized gainondebt ................ .. —  (13,700) (13,700) —  (14,716) (14,716)
Unrealized loss on investment in the Operating

LLC . 118,744 — 118,744 154,658 — 154,658
Other ...... .. .. 6,657 — 6.657 767 — 767
Ending deferred tax asset/(liability) ......... 175,998 (13,700) 162,298 197,918 (14,716) 183,202
Less: Deferred tax asset valuation

allowance ............. ... ... ... ..., (171,187) —  (171,187) (192,919) —  (192,919)
Net deferred tax asset/(liability) ............ $ 4,811 $(13,700)$ (8,889)$ 4,999 $(14,716)$ (9,717)

The Company’s net deferred tax liability decreased by $1,182 for adjustments made during the measurement
period related to the Merger. This retrospective adjustment is reflected in the amounts presented in the table
above as of December 31, 2009, in accordance with the accounting guidance for business combinations. See
notes 4 and 17.

As of December 31, 2010, the Company had a federal net operating loss (“NOL”) of approximately
$63,662, which will be available to offset future taxable income, subject to limitations described below. If not
used, this NOL will begin to expire in 2028. The Company also had net capital losses (“NCLs”) in excess of
capital gains of $58,100 as of December 31, 2010, which can be carried forward to offset future capital gains,
subject to the limitations described below. If not used, this carry forward will begin to expire in 2012. No
assurance can be made that the Company will have future taxable income or future capital gains to benefit from
its NOL and NCL carryovers.

The Company has determined that its NOL and NCL carryovers are not currently limited by Section 382 of
the Internal Revenue Code of 1986, as amended (the “Code™). However, largely because of the material shift in
ownership related to the Merger, the Company may experience an owrnership change as defined in that section
(“Ownership Change”) in the future.

If an Ownership Change were to occur in the future, the Company’s ability to use its NOLs, NCLs and
certain recognized built-in losses to reduce its taxable income in a future year would generally be limited to an
annual amount (the “Section 382 Limitation”) equal to the fair value of the Company immediately prior to the
Ownership Change multiplied by the “long term tax-exempt interest rate.” In the event of an Ownership Change,
NOLs and NCLs that exceed the Section 382 Limitation in any year will continue to be allowed as carry forwards
for the remainder of the carry forward period, and such NOLs and NCLs can be used to offset taxable income for
years within the carry forward period subject to the Section 382 Limitation in each year. However, if the carry
forward period for any NOL or NCL were to expire before that loss is fully utilized, the unused portion of that
loss would be lost.

On December 21. 2009, the Company entered into the Rights Agreement Lo protect the use of previously
accumulated NOLs, NCLs and certain other tax attributes by dissuading investors from aggregating ownership in

the Company and triggering an Ownership Change. See note 19.
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Notwithstanding the facts that (i) the Company has determined that the use of its remaining NOL and NCL
carry forwards are not currently limited by Section 382 of the Code; and (ii) the Company has implemented the
Rights Agreement as described in note 19 to reduce the chance of a future ownership change, the Company
recorded a valuation allowance for substantially all of its NOLs and NCLs when calculating its net deferred tax
liability as of December 31, 2010. The valuation allowance was recorded because the Company determined it is
not more likely than not that it will realize these benefits.

In determining its federal income tax provision for 2010, the Company has assumed that it will retain the
valuation allowance applied against its deferred tax asset related to the NOL and NCL carry forwards through
and including December 31, 2010. To the extent of its usage of NOL and NCL deferred tax assets during 2011,
the Company will record an offsetting adjustment to reduce the valuation allowance. The Company’s
determination that it is not more likely than not that it will realize future tax benefits from the NOLs and NCLs
may change in the future. In the future, the (jompany may conclude that it is more likely than not that it will
realize the benefit of all or a portion of the NOL and NCL carry forwards. If it makes this determination in the
future, the Company would reduce the valuation allowance and record a tax benefit as a component of the
statements of operations in the period it makes this determination. From that point forward, the Company would
begin to record net deferred tax expense for federal and state income taxes as a component of its provision for
income tax expense as it utilizes the NOLs and NCLs, for which the valuation allowance was removed.

Prior to 2010, the Company had no unrecognized tax benefits. A reconciliation of the beginning and ending
unrecognized tax benefits for 2010 is as follows:

2010
Unrecognized tax benefits as of January 1,2010............ $ —
Increases due to tax positions taken during prior periods ... .. —
Increases due to tax positions taken in current period . ....... 1,231
Decreases due to settlements with taxing authorities . ... ... .. —
Reductions due to lapse of applicable statute of limitations . . . —
Unrecognized tax benefits as of December 31,2010 ... .. ... $1,231

The total amount of the unrecognized tax benefit of $1,231, if recognized, would affect the Company’s
annual effective tax rate. The Company recognizes interest accrued related to unrecognized tax benefits and
penalties as a component of the provision for income taxes in the consolidated statement of operations. During
the periods presented, the Company recognized no material interest and penalty amounts. Although it is possible,
the Company does not expect the unrecognized tax benefits to change significantly within the next twelve
months. The Company files tax returns in the U.S. federal jurisdiction, various states, the United Xingdom, and
France. With few exceptions, the Company is no longer subject to examination for years prior to 2007.



22. ACCUMULATED OTHER COMPREHENSIVE INCOME/(LOSS)

The following table shows the comporients of other comprehensive income (loss) and the tax effects
allocated to other comprehensive income (loss).

ACCUMULATED OTHER COMPREHENSIVE INCOME/(LOSS) AND INCOME TAX EFFECT
OF ITEMS ALLOCATED TO OTHER COMPREHENSIVE INCOME/(LOSS)
(Dollars in Thousands)

Foreign
Net unrealized currency Tax
gain (loss) items effect Total
Balance, December 31,2007 ....... e $(12,604) $ 730 $253 $(11,621)
Cumulative effect adjustment for the adoption of the fair value

option provisions included in FASB ASC 825 on January 1,

2008 12,604 (791)  (253) 11,560
Balance, January 1,2008 .......... .. ... .. .. ... $ — $ ) $— $ (6D
Change in foreign currencyitems . .. .......... . ... ..., — (1,664) — (1,664)

Other comprehensive loss,net .......................... — (1,664) — (1,664)
Balance, December 31,2008 . ......... .. ... $ — $(1,725) $ — $ (1,725)
Merger and Reorganization ................................ — 710 — 710

$ — $(1,015) $ — $ 1,015
Change in foreign currency items . ........................... — 433 — 433

Other comprehensive income, net ....................... —- 433 — 433
Balance, December 31,2009 . ... .. ... ... . $ — $ 582) $— $ (582
Change in foreign currency items . . ............. ... . ... — 83 — (83)

Other comprehensive income, net — (83) — (83)
Balance, December 31,2010 ... ... ... ... .. ... .. . ... $ — $ (665) $— $ (665

23. NET CAPITAL REQUIREMENTS

The U.S. broker-dealer subsidiaries of the Company are subject to the net capital provision of Rule 15¢3-1
under the Securities Exchange Act of 1934, which requires the maintenance of minimum net capital, as defined
therein. As applied to the Company’s U.S. broker-dealer subsidiaries, CCS and CCCM, the rule required net
capital of $226 and $624 as of December 31, 2010, respectively. CCCM was acquired by the Company effective
in September 2010. The rule required net capital of CCS of $453 as of December 31, 2009. As of December 31,
2010 and 2009, CCS’s adjusted net capital was $3,942 and $2.984, respectively, which exceeded the minimum
requirements by $3,716 and $2,531, respectively. As of December 31, 2010, CCCM's adjusted net capital was
$22,352, which exceeded the minimum requirements by $21,728.

EuroDekania Management Limited, a subsidiary of the Company regulated by the Financial Services
Authority in the United Kingdom, is subject to the net liquid capital provision of the Financial Services and
Markets Act 2000, GENPRU 2.140R to 2.1.57R, relating to financial prudence with regards to the European
Investment Services Directive and the European Capital Adequacy Directive, which requires the maintenance of
minimum liquid capital, as defined therein. As of December 31, 2010 and 2009; the total minimum required net
liquid capital was $2,119 and $2,015, respectively, and net liquid capital in EuroDekania Management Limited
was $8,318 and $4,307, respectively, which exceeded the minimum requirements by $6,199 and $2,292,
respectively, in compliance with the net liquid capital provisions.
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24. EARNINGS (LOSS) PER COMMON SHARE/MEMBERSHIP UNIT

The following table presents a reconciliation of basic and diluted earnings (loss) per common share/
membership unit for the periods indicated. Membership units that may be issued in connection with the vesting
of a restricted unit issued pursuant to the 2009 Equity Incentive Plan have been excluded from the diluted
weighted average shares outstanding calculations because of the obligations of Mr. Daniel G. Cohen, the
Company’s Chairman and Chief Executive Officer, under the Equity Funding Agreement. See note 20.

EARNINGS (LOSS) PER COMMON SHARE/MEMBERSHIP UNIT
(Dollars in Thousands, except share or unit and per share or per unit information)

Year Ended December 31,
2010 2009 2008
Net income / (loss) attributable to IFMI .. ....................... $ 7,595 $ (11,705) $ (6,926)
Add / (deduct): Income / (loss) attributable to the noncontrolling
interest attributable to Operating LLC membership units
exchangeable into IFMI shares (1) ....................... 3,620 — —
Add / (deduct): Adjustment for income tax benefit
(EXpense) (2) ..ot s 260 — —
Net income (loss) on a fully converted basis ..................... $ 11,475 $ (11,705 $ (6,926)
Weighted average common shares/membership units outstanding—
Basic ... 10,404,017 9,639,475 9,590,525
Operating LLC membership units exchangeable into IFMI
shares (1) ... o 5,283,556 — —
Weighted average common shares/membership units outstanding—
Diluted ... .. 15,687,573 9,639,475 9,590,525
Net income / (loss) per common share/membership unit-Basic ....... $ 073 $ (1.21) § (0.72)
Net incame / (loss) per common share/membership unit-Diluted ... .. $ 073 $ (121 $ (0.72)

(1) The Operating LLC membership units not held by IFMI (that is, those held by the non-controlling interest
for the year ended December 31, 2010) may be redeemed and exchanged into shares of the Company on a
one-to-one basis. These units are not included in the computation of basic earnings per share. These units
enter into the computation of diluted net income (loss) per common share when the effect is dilutive using
‘the if-converted method.
! (2) If the Operating LLC membership units had been converted at the beginning of the period, the Company
would have incurred a higher income tax expense or realized a higher income tax benefit, as applicable.

25. RESERVE REQUIREMENTS

As of December 31, 2010 and 2009, CCS and CCCM were not subject 1o the reserve requirements under
Rule 15¢3-3 of the Securities Exchange Act of 1934 because CCS and CCCM do not carry securities accounts for
their customers or perform custodial functions refating to customer securities and, therefore, they qualify for an
exemption under Rule 15¢3-3(k)(2)(i1).




26. VARIABLE INTEREST ENTITIES

The Company’s policy on accounting for VIEs is discussed in notes 3-D and 3-K.

The Company classifies the VIEs it is involved with into two groups: (i) VIEs managed by the Company;
and (ii) VIEs managed by third parties. In the case of the VIEs that the Company has been involved with, the
Company has generally concluded that the entity that manages the VIE has the power to direct the matters that
most significantly impact the VIEs financjal performance. This is not a blanket conclusion as it is possible for an
entity other than the manager to have the power to direct such matters. However, for all the VIEs the Company is
involved with as of December 31, 2010, the Company has drawn this conclusion.

In the case where the Company has an interest in a VIE managed by a third party, the Company has
concluded that it is not the primary beneficiary because the Company does not have the power to direct its
activities. In the case of an interest in a VIE managed by the Company, the Company will perform an additional
qualitative analysis to determine if its interest (including any investment as well as any management fees that
qualify as variable interests) could absorb losses or receive benefits that could potentially be significant to the
VIE. This analysis considers the most optimistic and pessimistic scenarios of potential economic results that
could reasonably be experienced by the VIE. Then, the Company compares the benefits it would receive (in the
optimistic scenario) or the losses it would absorb (in the pessimistic scenario) as compared to all benefits and
losses absorbed by the VIE in total. If the benefits or losses absorbed by the Company were significant as
compared to total benefits and losses absorbed by all variable interest holders, then the Company would conclude
it is the primary beneficiary.

As of December 31, 2010, the Company has variable interests in various securitizations but it has
determined that it is not the primary beneficiary and, therefore, is not consolidating the securitization VIEs. The
maximum potential financial statement loss the Company would incur if the securitization vehicles were to
default on all of their obligations would be (i) the loss of value of the interests in securitizations that the
Company holds in its inventory at the time, and (ii) any management fee receivables in the case of managed
VIEs. The Company has not provided financial support to these VIEs during the year ended December 31, 2010,
2009, and 2008 and has no liabilities, contingent liabilities, or guarantees (implicit or explicit) related to these
VIEs at December 31, 2010 and 2009.

The following table presents the carrying amounts of the assets in the Company’s consolidated balance
sheets that relate to the Company’s variable interest in identified VIEs with the exception of the two trust VIEs
that hold the Company’s junior subordinated notes (see note 18) and the Company’s maximum exposure to loss
associated with these identified nonconsolidated VIEs in which it holds variable interests at December 31, 2010
and 2009.

NON-CONSOLIDATED VARIABLE INTEREST ENTITIES
(Dollars in Thousands)

December 31, 2010
Carrying Amount

Maximum Exposure to
Other Investments, at  loss in non-consolidated

Other Receivables Investments-Trading Fair Value VIEs
Managed VIEs ........... .. $2,087 $ 100 $— $2,187
Third party managed VIEs ... 143 4,400 105 4,648
Total ................. $2,230 $4,500 $105 $6,835

|

F-76



December 31, 2009

Carrying Amount
Maximum Exposure to
Other Investments, at  loss in non-consolidated
Other Receivables Investments-Trading Fair Value VIEs
Managed VIEs ............. $3,140 $3,364 $ 188 $ 6,692
Third party managed VIEs ... 278 5,746 2,192 8,216
Total ................ . $3,418 $9,110 $2,380 $14,908

27. COMMITMENTS AND CONTINGENCIES
Lease Commitments

The Company leases office space in several cities under agreements that expire in or prior to 2017. Future
minimum commitments under these operating leases are as follows:

FUTURE LEASE COMMITMENTS
(Dollars in Thousands)

Lease Less: Sublease  Net Commitment

2011 oo $ 2,983  $(1,004) $1,979
2012 e 2,810 (992) 1,818
2003 oo 2,762 (1,056) 1,706
2004 o 2,582 (1,056) 1,526
2005 o 2,513 (1,056) 1,457
2016 and Thereafter ... ......oooroen 2,111 (1,056) 1,055

' $15,761  $(6,220) $9,541

Rent expense for the year ended December 31, 2010, 2009, and 2008, was $2,167, $2,070, and $2,274,
respectively, and was included in business development, occupancy, equipment expense in the consolidated
statements of operations. Rent expense was recorded net of sublease payments of $1,032, $1,029, and $750, for
the years ended December 31, 2010, 2009, and 2008, respectively. The lease commitments noted above represent
the actual cash commitments and will not necessarily match the amount of rent expense recorded in the
consolidated statements of operations. See note 3-O.

Legal and Regulatory Proceedings

The Company’s U.S. broker-dealer subsidiary, Cohen & Company Securities, LLC (“CCS™), is a party to
litigation commenced on January 12, 2009 in the United States District Court for the Northern District of Illinois
(the “Iilinois Court”) under the caption Frederick J. Grede, not individually, but as Liquidation Trustee and
Representative of the Estate of Sentinel Management Group, Inc. v. Delores E. Rodriguez, Barry C. Mohr, Jr.,
Jacques de Saint Phalle, Keefe, Bruyette & Woods, Inc., and Cohen & Company Securities, LLC. The plaintiff in
this case is the Liguidation Trustee (the “Liquidation Trustee™) for the Estate of Sentinel Management Group,
Inc. (“Sentinel”), which filed a bankruptcy petition in August 2007. The Liquidation Trustee alleges that CCS
sold Sentinel securities, mainly collateralized debt obligations, that the Liquidation Trustee contends were
unsuitable for Sentinel and that CCS violated Section 10(b) of the Exchange Act and Rule 10b-5. The
Liquidation Trustee also seeks relief under the Illinois Blue Sky Law. the Illinois Consumer Fraud Act, the
United States Bankruptcy Code, and under common law theories of negligence and unjust enrichment. The relief
sought by the Liquidation Trustee under these various legal theories includes damages, rescission, disgorgement,
and recovery of allegedly voidable transactions under the Bankruptcy Code, as well as costs and attorneys’ fecs.
The Company is vigorously defending the claims. By order dated July 8, 2009, the Illinois Court dismissed the
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Liquidation Trustee’s Illinois Consumer Fraud Act claim. Discovery is ongoing with respect to the remaining
claims. No contingent liability was recorded in the Company’s consolidated financial statements related to this
litigation.

CCS is also party to litigation commenced on May 21, 2009 in the Illinois Court under the caption Frederick
J. Grede, not individually, but as Liquidation Trustee of the Sentinel Liquidation Trust, Assignee of certain
claims v. Keefe, Bruyette & Woods, Inc., Cohen & Company Securities, LLC., Delores E. Rodriguez, Barry C.
Mohr, Jr., and Jacques de Saint Phalle. The plaintiff in this case is the Liquidation Trustee of the Sentinel
Liquidation Trust, which emerged from the bankruptcy of Sentinel, filed in August 2007. The Liquidation
Trustee, purportedly as the assignee of claims of Sentinel’s customers, alleges that, by recommending that
Sentinel purchase securities, mainly collateralized debt obligations, that the trustee deems to have been
unsuitable for Sentinel’s customer accounts, CCS aided and abetted breaches of fiduciary duties purportedly
owed by Sentinel and its head trader to Sentinel’s customers, in violation of Illinois common law. The complaint
also alleges claims under common law theories of negligence and unjust enrichment. The Company will
vigorously defend all claims. CCS filed a motion to dismiss the Liquidation Trustee’s complaint on July 21,
2009. On August 19, 2009, without having ruled on CCS’s motion to dismiss, the Illinois Court stayed this action
pending the Liquidation Trustee’s appeal of the dismissal on July 28, 2009 of a substantially similar case brought
against The Bank of New York Mellon Corp (“BNYM"). The dismissal in the BNYM case has been reversed and
remanded to the Illinois Court, but no action has been taken by the Illinois Court in the litigation against CCS.
No contingent liability was recorded in the Company’s consolidated financial statements related to this litigation.

In 2009, CCS was subject to a routine FINRA examination. As a result of that exam, the FINRA staff
requested additional information and the testimony of certain employees concerning the mark-ups CCS charged
in four transactions during the exam period. Following its examination, the FINRA staff alleged that CCS
charged impermissible mark-ups to qualified institutional buyers (QIBs) (as defined in Rule 144A of the
Securities Act), referred to herein as institutional customers, in three of such transactions. With respect to the
first transaction, on August 16, 2007, CCS purchased a collateralized debt obligation having a par value of
$10,000 for $8,250, or 82.5% of par, from a dealer. On August 17, 2007, CCS sold those securities to an
institutional customer for $9,100, or 91% of par. With respect to the second transaction, on January 3, 2008, CCS
purchased a collateralized debt obligation having a par value of $4,500 for $315, or 7% of par, from an
institutional customer. On January 4, 2008, CCS sold those securities to another institutional customer for $585,
or 13% of par. With respect to the third transaction, on June 6, 2008, CCS purchased a collateralized debt
obligation having a par value of $8,000 for $400, or 5% of par, from a dealer. Later that day, CCS sold those
securities to an institutional customer for $600, or 7.5% of par. FINRA maintains that the mark-ups were
impermissible because, among other factors, each of the securities in question was investment grade under
applicable FINRA guidance.

CCS reached an agreement with the FINRA staff to settle such allegations. Without admitting or denying
the allegations, CCS consented to a Letter of Acceptance, Waiver and Consent (the “AWC?”) that, among other
things, (i) alleged violations of NASD Rules 2110, 2440 and 3010; (ii) censured CCS; (iii) ordered CCS to pay
restitution of $899 plus interest; (iv) ordered CCS to pay a $50 fine; and (v) directed CCS to review its
supervisory systems and procedures. The AWC was approved by FINRA in November 2010.

As a result of the AWC, the Company recorded a net expense of $662 during the second half of 2010. The
net expense of $662 was comprised of two entries: (i) the Company recorded additional expense of $1,070 as a
component of professional services, subscriptions. and other operating expenses, representing the restitution of
$899. the fine of $50, and $121 of interest charges; and (ii) the Company recorded a reduction in compensation
and benefits expense of $408, representing the intended recapture by the Company of incentive compensation
previously paid employees related to the three transactions.

The Operating LLC and its registered investment advisor subsidiary, Cohen & Company Financial
Management, LLC (f/k/a Cohen Bros. Financial Management, LLC) are also named in a lawsuit originally filed
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on August 6, 2009 in the Supreme Court of the State of New York, County of Kings, captioned Riverside -
National Bank of Florida v. Taberna Capital Management, LLC, Trapeza Capital Management, LLC, Cohen &
Company Financial Management, LLC f/k/a Cohen Bros. Financial Management LLC, FTN Financial Capital
Markets, Keefe, Bruyette & Woods, Inc., Merrill Lynch, Pierce, Fenner & Smith, Inc., Bank of America
Corporation, as successor in interest to Merrill Lynch & Co., JP Morgan Chase, Inc, JP Morgan Securities,
Citigroup Global Markets., Credit Suisse (USA) LLC, ABN AMRO, Cohen & Company, Morgan Keegan & Co.,
Inc., SunTrust Robinson Humphrey, Inc., The McGraw-Hill Companies, Inc., Moody’s Investors Services, Inc.
and Fitch Ratings, Ltd. The plaintiff, Riverside National Bank of Florida (“Riverside”), alleges that offering
memoranda issued in connection with certain interests in securitizations it purchased failed to disclose alleged
ratings agencies’ conflicts of interest. Riverside alleges, among other things, common law fraud, negligent
misrepresentation and breaches of certain alleged duties. On September 28, 2009, after a demand was made
defendants to change venue, plaintiff filed a stipulation with the Supreme Court of the State of New York,
County of Kings, consenting to changing the place of trial from County of Kings to County of New York. The
Company is vigorously defending the claims. On December 11, 2009, the defendants filed motions to dismiss the
complaint on several grounds. On April 16, 2010, Riverside was closed by the Office of the Comptroller of the
Currency. Subsequently, the Federal Deposit Insurance Corporation (the “FDIC”) was named receiver of the
bank. By letter dated April 19, 2010, Riverside requested a 30 day extension for the oral argument on the
defendants’ motions to dismiss which was originally scheduled for May 12, 2010. On May 4, 2010, the FDIC
filed a motion to substitute as plaintiff and for an order staying the litigation for 90 days which was subsequently
granted. On June 3, 2010, the defendants removed the action to the United States District Court for the Southern
District of New York where the case is captioned Federal Deposit Insurance Corporation v. The McGraw-Hill
Companies, Inc. et al., 10 Civ. 04421 (DAB). On June 25, 2010, Judge Deborah Batts signed an order providing
that defendants are to re-file their motions to dismiss by August 24. 2010. On August 20, 2010, Judge Batts
signed an order adjourning the proceedings for an additional 90 days at the request of the FDIC. Since that time,
the Court, at the request of the FDIC, has further adjourned the proceedings to April 29, 2011. The effect of such
order is that the defendants’ motion to dismiss must be filed by May 2, 2011, after which the FDIC will have 60
days to respond and defendants will have 30 days for their replies. No contingent liability was recorded in the
Company’s consolidated financial statements related to this litigation.

In addition to the matters set forth above, the Company is a party to various routine legal proceedings
arising out of the ordinary course of the Company’s business. Management believes that none of these routine
legal proceedings will have a material adverse effect on the Company’s financial condition.

Non-Profit Preferred Funding I (“NPPF I"’) Arrangement with Merrill Lynch Portfolio Management, Inc.

On December 27, 2007, Mexrill Lynch Portfolio Management, Inc. (the “NPPF I Trustor”) and the trustee of
the NPPF I collateralized debt obligation entered into a loan agreement whereby the NPPF I Trustor made an
initial $3,000 advance to the NPPF I collateralized debt obligation so that additional funds would be available for
the most junior collateralized debt obligation certificate holders in future distributions of collateralized debt
obligation waterfall payments. At each waterfall payment date. the advance is repaid in full and the NPPF I
Trustor re-advances a scheduled amount to the collateralized debt obligation trust. The scheduled amounts will
decrease by $300 on each distribution date through September 15, 2012. The advance does not bear interest. The
Company is not a party to this agreement and is not obligated to provide reimbursement for any outstanding -
advances to NPPF I Trustor. As of December 31, 2010. the outstanding advance between NPPF I Trustor and
Merrill Lynch Portfolio Management, Inc. was $1,200.

As an accommodation to the NPPF I Trustor, the Company agreed to pay 6% simple interest on the advance
via a side letter agreement entered into on Decembér 27, 2007 between the Company and the NPPF I Trustor.
The Company is only obligated to pay interest on outstanding advances. The side letter will terminate on the
earlier of the payment in full of all advances and December 2014. The Company accounts for the interest on the
outstanding advances as a reduction to revenue since these intercst payments are deemed a direct reduction of the
Company’s on-going revenue that otherwise would have been earned for the duration of the trust. The reduction
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in revenue earned by the Company for the year ended December 31, 2010, 2009 and 2008 was $88, $124 and
$162, respectively. The potential additional liability the Company would have, assuming the $1,200 advance (as
of December 31, 2010) to the NPPF T Trust remained outstanding through December 2014 would be
approximately $288.

The Company sold the NPPF I management contract. See note 6. However, the Company retained this
obligation.

Alesco Preferred Funding XVII Ltd. Collateral Management Fee Side Letter

On March 6, 2008, the Company entered into a side letter agreement with AFN in regards to Alesco
Preferred Funding X VII, Ltd. collateralized debt obligation (“Alesco X VII collateralized debt obligation”)
whereby the Company would remit to AFN (pre-Merger), who was the owner of 75% of the first tier preferred
shares of the Alesco XVII collateralized debt obligation, 75% of the collateral management fees the Company
would receive on the collateralized debt obligation. The Company recognized the receipt of collateral
management fees in asset management fees in the consolidated statements of operations. Prior to the Merger, the
Company accounted for this fee to AFN as a reduction to the asset management fees (a concession) since this fee
was deemed a direct reduction of the Company’s ongoing asset management fees that otherwise would have been
earned for the duration of the collateralized debt obligation. The reduction in asset management fees for the
pre-Merger period from January 1, 2009 through December 16, 2009 was $186 and for the year ended
December 31, 2008 was $186. Upon the consummation of the Merger, the side letter was effectively eliminated.

Letter of Credit on behalf of GSME Acquisition Partners 1

In November 2009, the Company acted as the lead underwriter for the initial offering of a new special
purpose acquisition corporation, GSME Acquisition Partners I (“GSME”). In connection with this transaction,
the Company issued a letter of credit for the benefit of the GSME Acquisition Partners I trust in the amount of
$1,242 that would be drawn upon under certain circumstances, such as the non-approval of a business
combination or if no business combination was presented for a vote within the specified time frame. The
Company’s maximum exposure to GSME pursuant to the letter of credit was $1,242. The Company’s obligation
to fund amounts to GSME was accounted for as a guarantee pursuant to the guarantee provisions included in
FASB ASC 460, Guarantees. As of December 31, 2009, the Company recorded $98 as a liability included in
accounts payable and other liabilities for its “obligation to stand ready to perform™ which offset a portion of new
issue and advisory fee revenue the Company received for the formation of GSME Acquisition Partners I trust. On
December 10, 2010, GSME announced that its shareholders approved the merger with an unrelated third party.
As of December 31, 2010, the Company’s letter of credit was released and the Company reversed its guarantee
liability of $98 and recognized new issue revenue of $98 in the consolidated statements of operations.

Alesco XIV Guarantee

AFN invested in a collateralized debt obligation (Alesco XIV) in which Assured Guaranty (“Assured”) was
providing credit support to the senior interests in securitizations. Alesco XIV made a loan (the “Guaranteed
Loan”) (o a particular borrower and AFN entered into an arrangement with Assured whereby AFN agreed to
make payments to Assured upon the occurrence of both (i) a loss on the Guaranteed Loan; and (ii) a loss suffered
by Assured on its overall credit support arrangement to Alesco XIV security holders. This arrangement is
accounted for as a guarantee by the Company. At the Merger Date, the Company recorded a liability of $1,084
related to this arrangement which is included in accounts payable and other liabilities in the Company’s
consolidated balance sheet. This amount does not represent the expected loss; rather it represents the Company’s
estimate of the fair value of its guarantee (i.e. the amount it would have to pay a third party to assume this
obligation). This arrangement is being accounted for as a guarantee. The value will be adjusted under certain
limited circumstances such as: (i) when the guarantee is extinguished; or (ii) if payment of amounts under the
guarantee become probable and estimable. The maximum potential loss to the Company on this arrangement is
$8,750. Under certain circumstances, Assured can require the Company to post liquid collateral.
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28. SEGMENT AND GEOGRAPHIC INFORMATION
Segment Information

The Company operates within three business segments: Capital Markets, Asset Management, and Principal
Investing. See note 1.

The accounting policies of the three segments are the same as those described in note 3.

The Company’s business segment information for the year ended December 31, 2010, 2009 and 2008 is
prepared using the following methodologies and generally represents the information that is relied upon by
management in its decision making processes:

(a) Revenues and expenses directly associated with each business segment are included in determining
net income by segment.

(b) Indirect expenses (such as general and administrative expenses including executive and overhead
costs) not directly associated with specific business segments are not allocated to the segments’ statements
of operations. Accordingly, the Company presents segment information consistent with internal
management reporting. See note (1) in the table below for more detail on unallocated items.

During 2010, the Company reclassified certain personnel and operating expenses from its capital
markets segment and asset management segment to its principal investing segment. All prior periods
presented have been reclassified to conform to the current period presentation. The following tables present
the financial information for the Company’s segments for the period indicated.

Capital Asset Principal Segment
As of and for the year ended December 31, 2010 Markets Management Investing Total Unallocated (1) Total
Summary statement of operations
Nettrading ... ..... ... ... ... ........ $ 70,809 § — $ — $70809 $ — $ 70,809
Asset management . .................... — 25,281 — 25,281 — 25,281
New issue and advisory ................. 3,778 — — 3,778 — 3,778
Principal transactions and other income /
osS) oo (125) 475 25,334 25,684 — 25,684
Total revenues .................... 74,462 25,756 25,334 125,552 — 125,552
Total operating expenses . ............... 56,313 20,711 2,261 79,285 37,525 116,810
Operating income / (loss) ........... 18,149 5,045 23,073 46,267 (37,525) 8,742
Income / (loss) from equity method
affiliates ... .......... .. .. ... ....... — 6,154 (270) 5,884 — 5,884
Other non operating income / (expense) . . . . — 970 — 970 (5,130) (4,160)
Income / (loss) before income taxes . . . 18,149 12,169 22,803 53,121 (42,655) 10,466
Income tax benefit . .................... — — — — (749) (749)
Netincome /(Joss) .............. ... 18,149 12,169 22,803 53,121 (41,906) 11,215
Less: Net income attributable to the
noncontrolling interest ............... — — — — 3,620 3,620

Net income / (loss) attributable to :
IFMI. ... . $ 18,149  $12,169 $22.803 § 53,121  $(45.526) $ 7,595

Other statement of operations data:
Depreciation and amortization (included in

total operating expense) .............. $ — $ 600 $§ — $ 600 $ 1,756 $ 2,356
Balance sheet datra: .
Totalassets (2) ........... ... ... ...... $200.207  $25,567  $43.983 $269,7257 $ 36,990  $306,747
Investment in equity method affiliates

(included in total assets) .............. $ — $ — $2106% 2106 $ — $ 2106




Capital Asset Principal Segment
As of and for the year ended December 31, 2009 Markets Management Investing Total  Unallocated.(1) Total
Summary statement of operations
Nettrading .. ... . .. . . .. ... $44165 $§ — $§ — $44165 $ — $ 44,165
Asset management ....................... — 31,148 — 31,148 —_— 31,148
New issue and advisory ................... 1,816 — — 1,816 — 1,816
Principal transactions and other income /
(0SS) v v v 22 603 6,332 6,957 — 6,957
Totalrevenues . ... :.................. 46,003 31,751 6,332 84,086 — 84,086
Total operating expenses . ................. 43,788 23,310 708 67,806 27,391 95,197
Operating income / (foss) .............. 2,215 8,441 5,624 16,280 (27,391)  (11,111)
Loss from equity method affiliates ........... — — (3,455) (3,455) — (3,455)
Other non operating income / (expense) ...... — 7,746 — 7,746 (4,974) 2,772
Income / (loss) before income taxes ... ... 2,215 16,187 2,169 20,571 (32,365) (11,794
Income tax expense ............... T — — — - 9 9
Netincome/(loss) ....................... 2,215 16,187 2,169 20,571 (32,374)  (11,803)
Less: Net income / (loss) attributable to the
noncontrolling interest . ................. — —_ 170 170 (268) (98)
Net income / (loss) attributable to IFMI. .. $ 2215 $16,187 $ 1,999 $ 20,401 $(32,106) $(11,705)
Other statement of operations data:
Depreciation and amortization (included in total
operating expense) . .................... $ — $ 783 $ — $ 783 $§ 1,760 $ 2,543
Balance sheet data:
Totalassets (2) . .......coviiiiinenon... $166,324 $18,164 $44,133 $228,621 $ 69,799  $298,420
Investment in equity method affiliates (included
intotalassets) ......................... $ - $ — $ 477 % 477 & - $ 477
Capital Asset Principal  Segment
As of and for the year ended December 31, 2008 Markets Management Investing Total  Unallocated (1)  Total
Summary statement of operations
Nettrading .......... ... . ............. $18.234 § — $ — $18234 § — $ 18,234
Asset management . ........ B — 63,844 — 63,844 — 63,844
New issue and advisory .................... 7,249 — — 7,249 — 7,249
Principal transactions and other income /
OSS) v v 361 1,996 (8.395) (6,038) — (6,038)
Total revenues . ....................... 25,844 65,840 (8,395) 83,289 — 83,289
Total operating expenses ................... 17,545 39,288 521 57,354 23,190 80,544
Operating income / (loss) ............... 8,299 26,552 (8,916) 25,935 (23,190) 2,745
Income from equity method affiliates ......... — — 262 262 — 262
Other non operating income / (expense) ....... — (287) — 287) (8,856) (9,143)
Income / (loss) before income taxes . ...... 8,299 26,265 (8,654) 25,910 (32,046) (6,136)
Income tax expense . ............... ... .. ... — — — — 2,049 2,049
Netincome /(JOSS) . ..., 8,299 26,265 (8,654) 25910 (34,095) (8,185)
Less: Net loss attributable to the noncontrolling
nterest . . ... — — (1,259)  (1,259) — (1,259)
Net income / (loss) attributable to IFMI. ... § 8299 $26,265 $(7,395)$ 27,169  $(34,095) - $ (6,926)
Other statement of operations data:
Depreciation and amortization (included in total
operating expense) . ..................... $ — $2020 $§ — $§ 2,020 $ 2,003 $ 4,023
Balance sheet data:
Totalassets (2) (3) ... oo ie .. $21,491  $25,727 $62,614-$109,832 $ 47,821 $157.653
Investment in equity method affiliates (included '
intotalassets) .............. ... .. ...... $ — $ — $235% % 2356 $ — $ 2356
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1)

2)

3)

Unallocated includes certain expenses incurred by overhead and support departments (such as the executive,
finance, legal, information technology, human resources, risk, compliance, and other similar overhead and
support departments). Some of the items not allocated include: (1) operating expenses related to support
departments; (2) interest expense on debt; (3) change in fair value of interest rate swap; and (4) income taxes.
Management does not consider these items necessary for an understanding of the operating results of these
segments and such amounts are excluded in segment reporting to the Chief Operating Decision Maker.
Unallocated assets primarily include (1) amounts due from related parties; (2) furniture and equipment, net;
and (3) other assets that are not considered necessary for an understanding of segment assets and such amounts
are excluded in segment reporting to the Chief Operating Decision Maker.

Goodwill and intangible assets as of December 31, 2010 and 2009 are allocated to the Capital Markets and
Asset Management segments as indicated in the table listed below. During the year ended December 31, 2010,
goodwill related to the acquisition of AFN decreased $713 for net adjustments made during the measurement
period to the fair values of the assets acquired and liabilities assumed. In the tables listed below, this
retrospective adjustment is reflected in the goodwill at December 31, 2009, in accordance with the accounting
guidance for business combinations. See note 4:

As of December 31, 2010:

Capital Asset Principal  Segment

Markets Management Investing Total Unallocated Total
Goodwill ........... ... ... ... Ll $ 55 $3,176 $— $3,231 — $3,231
Intangible assets (included in other assets) ...  $206 — — $ 206 — $ 206

As of December 31, 2009:

Capital Asset Principal  Segment

Markets Management Investing Total Unallocated Total
Goodwill ........ ... .. ... L. $55 $8,783 $— $8,838 — $8,338
Intangible assets (included in other assets) . . . $40 $ 534 $— $ 574 — $ 574

Asset management total operating expenses include an impairment charge of $5,607, $0, and $0 for the year

ended December 31, 2010, 2009, and 2008, respectively, related to the impairment of goodwill allocated to the
Strategos reporting unit. See note 13.

Asset management total operating expenses include an impairment charge of $0, $0 and $2,078 for the year

ended December 31, 2010, 2009 and 2008, respectively, for the impairment of intangible assets. See note 14.

Geographic Information

The Company conducts its business activities through offices in the following locations: (1) United States,

(2) United Kingdom and other. Total revenues by geographic area are summarized as follows:

GEOGRAPHIC INFORMATION
(Dollars in Thousands)

Year ended December 31,

2010 2009 2008
Total Revenues:
United States ... ... . $111,067 $76,434 $73,391
United Kingdom & Other ... ... ... .. . . . 114,485 7,652 9,898

$125,552 $84.086 $83,289

Long-lived assets attributable to an individual country, other than the United States, are not material.
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29. SUPPLEMENTAL CASH FLOW DISCLOSURE

Interest paid by the Company on its debt was $6,525, $3,422, and $7,352, for the years ended December 31,
2010, 2009, and 2008, respectively.

Prior to the Merger, the Company was a pass-through entity for U.S. federal income taxes. However, it did
pay entity-level taxes in certain local jurisdictions. The Company paid income taxes of $639, $861, and $2,295
for the years ended December 31, 2010, 2009, and 2008, respectively, and received income tax refunds of $898,
$873, and $12 for the years ended December 31, 2010, 2009, and 2008, respectively.

In 2010, the Company had no significant non-cash transactions which are not reflected on the statement of
cash flows:

In 2009, the Company had the following significant non-cash transactions which are not reflected on the
statement of cash flows: )

» During the second quarter of 2009, the Company deconsolidated the Deep Value onshore feeder fund.
See note 3-F. As a result, the Company recorded a decrease in noncontrolling interest of $11,005, a
decrease of $10,967 in other investments, at fair value related to the Deep Value onshore feeder fund’s
investment in the related master fund, and an increase in accounts payable and other liabilities of $38.

*  On June 1, 2009, the Company entered into an amended and restated credit facility with TD Bank N.A.
The Company recorded an increase in other assets and an increase in accounts payable and other
liabilities of $450 related to the exit fee the Company was obligated to pay to TD Bank, N.A. upon the
maturity, payment in full, or acceleration of the 2009 Credit Facility, whichever was first to occur. The
exit fee was paid in July 2010 when the Company entered into the 2010 Credit Facility. See note 18.

* In connection with the consummation of the Merger on December 16, 2009. See note 4:

1)  The Company acquired the net assets of AFN for approximately $38,864, consisting of 5,979,085
shares of the Company’s Common Stock.

2) The Company reclassified the Operating LLC’s investment in AFN of $328 from other
investments, at fair value to treasury stock, at cost on its consolidated balance sheets.

3) Cohen Brothers was organized as a limited liability company. In connection with the Merger, the
consolidated financial statements include certain reclassifications to reflect the reporting entity
becoming a corporation. The Company reclassified $18,022 from members’ capital to additional
paid in capital on its consolidated balance sheets.

4)  In connection with the Merger, the Company reclassified $21,291 from members’ capital to
noncontrolling interests on its consolidated balance sheets representing the noncontrolling unit
holders’ interests in Cohen Brothers’ historical balance sheet (pre-combination) for Cohen

. Brothers unit holders that elected not to convert their units to AFN shares at the acquisition date.

In 2008, the Company had the following significant non-cash transactions which are not reflected on the
statement of cash flows:

» With the adoption of the fair value option provisions included in FASB ASC 825 in 2008, the
Company recorded an increase in accumulated other comprehensive income of $11,560, and decrease
in members’ capital of $11.970. a decrease in receivables of $79 and a decrease in other investments, at
fair value of $331. In addition, a decrease in investment in equity method affiliates and a corresponding
increase in other investments, at fair value of $50,649 was recorded.

* In 2008, the Company recorded a reduction in goodwill of $519 to reflect an adjustment to actual
expenses incurred with respect to the acquisition of noncontrolling interest. This resulted in an
offsetting reduction to accounts payable and other liabilities of $519.

* During the second quarter of 2008, the Company assigned $2,601 of its interests in the Brigadier
onshore feeder fund to certain employees for services rendered.
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30. RELATED PARTY TRANSACTIONS

The Company has identified the following related party transactions for the years ended December 31, 2010,
2009, and 2008. The transactions are listed by related party and, unless otherwise noted in the text of the
description, the amounts are disclosed in tables at the end of this section.

A. RAIT

RAIT is a publicly traded REIT. It has been identified as a related party because (1) the chairman and chief
executive officer of the Company was a trustee of RAIT until his resignation from that position on February 26,
2010 (and was formerly the chief executive officer of RAIT from December 2006 to February 2009); and (2) the
chairman of RAIT until her resignation from that position effective December 31, 2010 is the mother of the
chairman and chief executive officer of the Company.

1. Shared Services Agreement

The Company has a shared services agreement with RAIT whereby RAIT reimburses the Company, or in
some cases the Company reimburses RAIT, for shared costs incurred for administrative and occupancy costs.
These amounts are disclosed as shared services (paid) received in the table at the end of this section.

2. RAIT Shares

During the first quarter of 2010, the Company sold all of the shares it held in RAIT. As of December 31,
2009, the Company held 510,434 shares of RAIT with a carrying value of $669 and a cumulative life to date
unrealized loss of $8,950. Gains or losses recognized on these shares are disclosed as part of gain / (loss) in the
table at the end of this section. The Company’s shares represented approximately 1% of the outstanding shares of
RAIT as of December 31, 2009.

4. Revenue earned from RAIT

The Company provided certain services to RAIT during 2008 for which it earned monitoring fees for asset
management related services for certain RAIT whole loan assets. The monitoring fees are included in asset
management revenue in the Company’s consolidated statements of operations. The fees described above are
disclosed as part of management fee revenue in the table at the end of this section.

5. Securities sold to and purchased from RAIT

As part of the Company’s broker-dealer operations, the Company from time to time purchases securities
from third parties and sells those securities to RAIT. Or, the Company many purchase securities from RAIT and
ultimately sell those securities to a third party. In either case, the Company includes the trading revenue earned
(i.e. the gain or loss realized) by the Company for the entire transaction in the amounts disclosed as part of net
trading in the table at the end of this section.

B. Transactions between Alesco Financial Inc., or AFN, and Cohen Brothers

AFN was a publicly traded REIT prior to the consummation of the Merger of one of its subsidiaries with
and into Cohen Brothers on December 16, 2009. Following the Merger, AFN changed its name to Cohen &
Company Inc. and subsequently changed its name to Institutional Financial Markets, Inc. effective January 24,
2011. See note 4 to our consolidated financial statements included in this Annual Report on Form 10-K for a
description of the Merger. Prior to the Merger, AFN and Cohen Brothers had been identified as a related party
because: (i) Cohen Brothers’ chairman and chief executive officer was also the chairman of AFN prior to the
Merger and (ii) Cohen Brothers’ former chict operating officer. who served in this capacity until December 16,
2009 was chief executive officer and a director of AFN prior to the consummation of the Merger. The following
discussion relates to transactions that occurred during the pre-Merger period and therefore are deemed related
party transactions.
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1. Institutional Financial Markets, Inc. Shares (formerly AFN Shares)

The Company owned shares in AFN prior to the Merger. Any gains or losses recognized are disclosed as
part of gain / (loss) in the table at the end of this section. Effective with the Merger, this investment was
reclassified as treasury stock. The Company’s investment in AFN was included in other investments, at fair value
on the consolidated balance sheets during the pre-Merger period.

2. Management Contract

AFN had no employees. A subsidiary of Cohen Brothers externally managed AFN for an annual
management and incentive fee through December 16, 2009. Management fees earned are disclosed as a
component of management fee revenue in the tables at the end of this section for the relevant pre-Merger periods.
Upon the consummation of the Merger on December 16, 2009 and going forward, the revenue and expense
related to the management contract were eliminated for GAAP purposes.

3. Securities Sold to and Purchased from AFN

As part of the Company’s broker-dealer operations prior to the Merger, the Company from time to time
purchases securities from third parties and sold those securities to AFN. Or, the Company purchased securities
from AFN and ultimately sold those securities to a third party. In either case, the Company includes the trading
revenue earned (i.e. the gain or loss realized) by the Company for the entire transaction in the amounts disclosed
as part of net trading in the table at the end of this section.

4. Alesco XVII collateralized debt obligation side lerter

On March 6, 2008, the Company entered into a side letter agreement with AFN with respect to Alesco XVII
collateralized debt obligation whereby the Company had agreed to remit to AFN, who was the owner of 75% of
the first tier preferred shares of the Alesco XVII collateralized debt obligation, 75% of the collateral management
fees the Company would receive on the collateralized debt obligation. The Company recognized the receipt of
collateral management fees in asset management fees in the consolidated statements of operations. The reduction
in asset management fees for the pre-Merger period from January 1, 2009 through December 16, 2009 was $186
and for the year ended December 31, 2008 was $186. Upon the consummation of the Merger on December 16,
2009, the revenue and expense related to this side letter are eliminated for GAAP purposes. This amount is not
disclosed in the tables at the end of this section.

5. Shared Services

Prior to the Merger, AFN would reimburse the Company for certain general and administrative expenses
(e.g., pro rata share of the Company’s rent, telephone, utilities, and other office, internal and overhead expenses)
related 10 AFN. The Company recorded this amount as a reduction in the related expense. These expenses are
disclosed as shared services (paid) received in the tables at the end of this section.

C. Cohen Brothers Financial, LLC (“CBF”)

CBF has been identified as a related party because (i) CBF is a noncontrolling interest of the Company; and
(i) CBF is wholly owned by the chairman and Chief Executive Officer of the Company.

Beginning in October 2008, the Company began receiving a monthly advisory fee for consulting services
provided by the Company to CBF. The fee is recognized as a component of asset management revenue in the
consolidated statements of operations. This fee is disclosed as management fee revenue in the tables at the end of
this section.
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D. The Bancorp, Inc.

The Bancorp, Inc. (“TBBK”) is identified as a related party because (i) TBBK’s chairman is the Company’s
chairman and chief executive officer; and (ii) the former chief operating officer of the Company (who served in
this capacity until December 16, 2009) is a director of TBBK.

TBBK maintained deposits for the Company in the amount of $147 and $70 as of December 31, 2010 and
2009, respectively. These amounts are not disclosed in the tables at the end of this section.

E. Investment Vehicles and Other

1. Brigadier (as a group) has been identified as a related party because in the absence of the fair value option
of FASB ASC 825, the Brigadier onshore feeder fund would be treated as an equity method affiliate of the
Company. The Company had a management contract with and an investment in Brigadier. Amounts earned from
its management contract are disclosed as part of management fee revenue in the tables at the end of this section.
Gains or losses recognized from its investment are disclosed as part of gain / (loss) in the tables at the end of this
section.

2. Star Asia has been identified as a related party because in the absence of the fair value option of FASB
ASC 825, Star Asia would be treated as an equity method affiliate and the chairman and chief executive officer
of the Company is a member of Star Asia’s board of directors. The Company has an investment in Star Asia.
Dividends received on that investment are disclosed as part of dividend income in the tables at the end of this
section. Gains or losses recognized from its investment are disclosed as part of gain / (loss) in the tables at the
end of this section.

3. EuroDekania has been identified as a related party because the chairman and chief executive officer of the
Company is a member of EuroDekania’s board of directors. The Company has a management contract with and
an investment in EuroDekania. Dividends received on that investment are disclosed as part of dividend income in
the tables at the end of this section. Gains or losses recognized from its investment are disclosed as part of gain /
(loss) in the tables at the end of this section. Amounts carned from its management contract are disclosed as part
of management fee revenue in the tables at the end of this section.

As part of the Company’s broker-dealer operations, the Company from time to time purchases securities
from third parties and sells those securities to EuroDekania. Or, the Company may purchase securities from
EuroDekania and ultimately sell those securities to a third party. In either case, the Company includes the trading
revenue carned (i.e. the gain or loss realized) by the Company for the entire transaction in the amounts disclosed
as part of net trading in the table at the end of this section. ‘

4. DEKU had been identified as a related party because (i) DEKU was an equity method affiliate of the
Company and (ii) the chairman and chief executive officer of the Company was a member of DEKU’s board of
directors. In February 2009, DEKU liquidated. See note 3-F. The Company had an investment in DEKU )
accounted for under the equity method and a shared services arrangement. Payments received under the shared
services arrangement are disclosed as part of shared services (paid) / received in the tables at the end of this
section. Income or loss recognized under the equity method is disclosed in the table at the end of this section.

5. Star Asia Manager has been identified as a related party because it is an equity method investee of the
Company. The Company recognizes its share of the income or loss of Star Asia Manager as income or loss from
equity method affiliates in the consolidated statements of operations. Income or loss recognized under the equity
method is disclosed in the table at the end of this section.

6. MFCA has been identified as a related party because: (i) in the absence of the fair value option of FASB
ASC 825, MFCA would be treated as an equity method affiliate of the Company; (ii) the chairman and chief
executive officer of the Company is the former chairman of MFCA’s board and still serves as a member of the

v
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board; and (iii) the president of the Company served as vice chairman of MFCA'’s board until March 18, 2009. In
March 2009, the board of directors of MFCA assigned the management contract to an unrelated third party. See
note 6. The Company had a management contract with MFCA. The Company has an investment in MFCA and
had a shared services arrangement with MFCA. Dividends received on that investment are disclosed as part of
dividend income in the tables at the end of this section. Gains or losses recognized from its investment are
disclosed as part of gain / (loss) in the tables at the end of this section. Amounts earned from its management
contract are disclosed as part of management fee revenue in the tables at the end of this section. Payments
received under the shared services arrangement are disclosed as part of shared services (paid) / received in the
tables at the end of this section.

7. Cohen Financial Group, Inc. (“CFG”) was a newly formed entity created in May 2007 through the
Company’s completion of a private offering of Cohen Brothers membership units issued to a group of investors
in a private Rule 144A offering which resulted in the Company raising gross proceeds of $100,000. CFG had
been identified as a related party because it was a member of the Company prior to the Merger. CFG filed a
Certificated of Dissolution with the Secretary of State of the State of Delaware on December 16, 2009, and is in
process of completing the liquidation process. From time to time, the Company advanced CFG funds for normal
operating purposes; these amounts were treated as due from related party in the consolidated balance sheets.

9. The Deep Value GP and the Deep Value GP II have been identified as related parties because (i) the Deep
Value GPs are equity method affiliates of the Company; and (ii) certain employees of the Company own 50%
and 60% of the Deep Value GP and the Deep Value GP 1I, respectively. Income or loss recognized under the
equity method is disclosed in the table at the end of this section.

10. Deep Value (as a group) has been identified as a related party because in the absence of the fair value
option of FASB ASC 825, the onshore and offshore feeders in which the Company has an investment would be
treated as equity method affiliates of the Company. The Company had a management contract with and an
investment in Deep Value. Amounts earned from its management contract are disclosed as part of management
fee revenue in the tables at the end of this section. Gains or losses recognized from its investment are disclosed as
part of gain / (loss) in the tables at the end of this section. The tables listed below do not include any transactions
with the Deep Value onshore feeder fund during the period the Company consolidated the onshore feeder fund as
of December 31, 2008 and through the first quarter of 2009. See note 3-F.

1. Star Asia SPV has been identified as a related party because it is an equity method investee of the
Company. Income or loss recognized under the equity method is disclosed in the table at the end of this section.
See note 3-F.

12. Duart Capital has been identified as a related party because it is an equity method investee of the
Company. Income or loss recognized under the equity method is disclosed in the table at the end of this section.
See note 3-F.

13. The Duart Fund has been identified as a related party because in the absence of the fair value. option of
FASB ASC 825, the onshore feeder fund in which the Company has an investment would be treated as an equity
method affiliate of the Company. Gains or losses recognized from its investment are disclosed as part of gain /
(loss) in the tables at the end of this section. See note 3-F. ’
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The following tables display the routine intercompany transactions recognized in the statements of
operations from the identified related parties during the years ended December 31, 2010, 2009 and 2008,
respectively, which are described above. Amounts shown as shared services (paid) / received are included as a
component of operating expense in the Company’s consolidated statements of operations:

RELATED PARTY TRANSACTIONS
Twelve months ended December 31, 2010
(Dollars in Thousands)

Principal transactions and

other income / (loss) Income/(loss) Shared

from equity Services
Management Dividend Gain/ method (Paid) /

feerevenue  Nettrading income (Loss) affiliates Received
Brigadier ... ... $ 54 $— $— $ 64 3 — $—
RAIT .. ... — 134 — 387 — 10)

: AFN .. .. ~ — — — — —

: CBF ...t 261 — — — — —
Star Asia ......... .. — — — 18,126 — —
Star Asia Manager ............... — — — — 834 —
Star AsiaSPV .......... ... .. - — — — 263 —
EBuroDekania .................... 667 138 — 525 — —
MECA ... ... — — 90 100 — 17
DEKU ......... ... ... — — — — — —
DeepValue ..................... 2,538 — — 4,481 6,070 —
DuartCapital .................... —_— — — (223) (1,283) —
Total ............. e $3,520 $272 $ 90 $23,460 $ 5,884 $ 7

RELATED PARTY TRANSACTIONS
Twelve months ended December 31, 2009
(Dollars in Thousands)
T iner income/ (osy) - Incomeloss) - Shared
Management Dividend Gain/ method (Paid) /
fee revenue  Net Trading income (Loss) affiliates Received
Brigadier ........................ $1,337 $— $— $ 8 $ — $—

! RAIT ... — 183 — (658) — —
AFN ... —_ 3) — 106 — 261
CBF ... . 298 — — — — —
Star ASia . oo — — — 3,423 — T
Star Asia Manager ................ — — — — 862 —
EuroDekania ..................... 667 — 171 (1,025) — —
MFCA ... .. 120 — — 1,052 — 28
DEKU ... .. — — — — (4,339) 15
DeepValue ...................... 2,129 — — 6.268 22 —
Total ....... .. ... $4,551 $180 $171 $ 9,255 $(3.455) $304
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RELATED PARTY TRANSACTIONS
Twelve months ended December 31, 2008
(Dollars in Thousands)

Irzlcom)e/
A . 0ss,
P s income (toagy from  Shared
Management Dividend Gain/ method (Paid) /
fee revenue  Net trading income (Loss) affiliates  Received
Brigadier .......... ... .. ... ... .... $ 9,597 $— $ — $10,185 $ — $—
RAIT ... 520 70 648 (3,073) — 50
AFN .. 2,661 — 252 (1,431) — 227
CBF ... e 70 — — — — —
StarAsia ... — — 490 (4,468) — —
Star Asia Manager .................... — — — — 806 —
EuroDekania ........................ 1,352 — 1,117 (4,898) — —
MFCA ... . . 1,277 — 120 (3,188) — 129
DEKU ... — — — — 1D 90
DeepValue ......................... 604 — — (2,762) (33) —
Total . ... ... $16,081 $ 70 $2,627  $(9,635) $262 $496

The following related party transactions are non-routine and are not included in the tables above.

F. Additional Investment in Star Asia

During the three months ended June 30, 2008, the Company purchased 2,000,000 ordinary shares of Star
Asia directly from Star Asia for $2.00 per share. The Company also purchased an additional 1,500,000 ordinary
shares of Star Asia at $2.00 per share from the Company’s chairman and chief executive officer and the
Company’s president.

- In March 2010, the Company purchased 2,279,820 common shares of Star Asia for $1,334 and 1,139,910
units of Star Asia SPV for $4,058 (a total of $5,392) directly from Star Asia as part of a rights offering. See notes
9, 10 and 16.

In June 2010, the Company received an in-kind distribution of $55 in the form of 109,890 shares of Star
Asia from the Company’s equity method affiliate, Star Asia SPV. See note 16.

G. Chadwick Securities, Inc., a registered broker-dealer subsidiary of Resource America, Inc. (“REXI”’)

REXT is a publicly traded specialized asset management company in the commercial finance, real estate and
financial fund management sectors. It has been identified as a related party because (i) the chairman of the board
of REXI is the father of the Company’s chairman and chief executive officer; and (ii) the chief executive officer
of REXI is the brother of the Company's chairman and chief executive officer. In May 2008, one of the_
Company’s U.S. broker-dealer subsidiaries paid a fee of $231 to Chadwick Securities, Inc. for its services as the
introducing agent for a transaction in which the Company’s broker-dealer subsidiary purchased securitics from
an investment bank. The Company recognized this as a component of the purchase price of the security.

H. Subordinated Notes Payable !

In June 2008, the Company obtained $9,000 of unsecured subordinated financing from the Company’s
chairman and chief executive officer. the Company’s president and CFG. See note 18 for a description of the
transaction.
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Prior to the completion of the Merger on December 16, 2009, CFG filed a certificate of dissolution with the
Secretary of State of the State of Delaware. The Company issued new subordinated notes to each stockholder of
CFG evidencing the Company’s obligation to pay to each such stockholder the stockholder’s pro rata share of the
original note to CFG. The new subordinated notes have substantially the same terms and provisions as contained
in the original note to CFG.

Messrs. Cohen and Ricciardi were stockholders of CFG and received new subordinated notes in the original
principal amount of $495 and $103, respectively, in December 2009. Of the $3,807 of outstanding subordinated
notes payable to related parties as of December 31, 2009, $2,598 and $1,147 were payable to Messrs. Cohen and
Ricciardi, respectively. See note 18.

As of December 31, 2010 the Company had no outstanding subordinated notes payable to the Company’s
employees. On August 27, 2010, the Company’s broker-dealer subsidiary, CCS, repurchased a total of $8,081
principal amount of Subordinated Notes for a total purchase price of $6,762, including accrued interest. The
Company recognized a gain from repurchase of debt of $1,632 for the year ended December 31, 2010. See note
18. Of the $3,863 principal amount repurchased from related parties, $2,636 and $1,164 were repurchased from
Messrs. Cohen and Ricciardi, respectively, for a purchase price, including accrued interest of $2,206 and $975
payable to Messrs. Cohen and Ricciardi, respectively.

1. Purchase of MFCA Shares

In June 2009, the Company purchased 500,100 common shares of MFCA directly from MFCA for $600 as
part of a rights offering.

J. Directors and Employees

In addition to the employment agreements the Company has entered into with its chairman, its president and
its chiefl financial officer, the Company has entered into its standard indemnification agreement with each of its
directors and executive officers.

K. Other

From time to time, the Company’s U.S. broker-dealer subsidiaries provided certain brokerage services to its
employees in the ordinary course of doing business. The Company recognized immaterial amounts of revenue
from these activities in 2010, 2009 and 2008.
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31. DUE FROM /DUE TO RELATED PARTIES

The following table summarizes the outstanding due to / from related parties. These amounts may result
from normal operating advances or from timing differences between the transactions disclosed in note 30 and
final settlement of those transactions in cash. All amounts are non-interest bearing.

DUE FROM/DUE TO RELATED PARTIES
(Dollars in Thousands)

December 31, December 31,

2010 2009
RAIT .. $ 53 $ 85
Brigadier ........... e e — 168
DeepValue ....... ... ... ... ... ... .. ... 465 640
DeepValueGP ............................. 15 68
DeepValueGPII............. ... ... ....... 59 20
Star AsiaManager ............. ... .. ... ... 64 17
Cohen Financial Group,Inc. ................... — 76
Cohen Brothers Financial, LLC ................. 310 174
Employees ............. i — 7
Total Due from Related Parties ................. $966 $1,255
Cohen Financial Group,Inc. ................... $ 26 $ —
Employees .........oiiiiiiiii 8 —
Total Due to Related Parties ................... $ 34 $ —

32. SUBSEQUENT EVENTS
JVB Acquisition

~ On January 13, 2011, the Company and the Operating LLC completed the acquisition of JVB. As
contemplated by the Purchase Agreement, the Sellers sold all of the outstanding equity interests in JVB to the
Operating LLC and JVB is now a wholly owned subsidiary of the Operating LLC.

The purchase price consisted of $5.6 million in cash, 313,051 shares of IFMI common stock and 559,020
restricted membership units in the Operating LLC plus a cash amount equal to JVB’s tangible net worth. In
addition, the Company agreed to pay $2.5 million to certain of the Sellers who will remain employees
(“Management Employees”) in three equal installments, one on each of the first three anniversaries of the closing
date of the acquisition, contingent upon each individual’s continued employment at each payment date. Upon the
closing of the acquisition, an escrow of $484 was established for the payment of any adjustments to the purchase
price based on the final tangible net worth of JVB as of the closing of the transaction and particular indemnities,
and $384 was withheld for payment to the Sellers only if a specific revenue target is achieved at the end of the
first year of operation following the closing of the transaction. All of the restricted membership units in the
Operating LLC were delivered to Management Employees and will vest in three equal installments on each of the
first three anniversaries of the closing date, subject to the terms and conditions contained in each employee’s
employment agreement. Once vested, the restricted membership units in the Operating LLC may be redeemed for
cash or, at the Company’s option, shares of the common stock of the Company.

The above transaction will be accounted under the acquisition method in accordance with U.S. GAAP.
Accordingly, the transaction will be accounted for as an acquisition by the Operating LLC of JVB. The effective
date of the merger transaction with JVB for accounting purposes was set as January 1, 2011. JVB’s results of
operations will be included in the Company’s statements of operations beginning January 1, 2011.
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The following unaudited pro forma summary presents consolidated information of the Company as if the
acquisition had occurred on January 1, 2009:

Pro forma Year ended December 31,

2010 2009
Revenue .......... . ... .. ... $150,361 $110,589
Earnings (loss)attributable to IFMI . ... .. $ 7,727 $ (8,330)

The following table summarizes the calculation of the fair value of consideration transferred by the
Company to acquire JVB:

Equity consideration:

Shares of IFMI issued (1) 313,051

Multiplied by (2) $ 489

Value of stock consideration .. ...................... $ 1,531 $ 1,531

Cashconsideration (3) . ......... .. i, 14,956

Contingent payments due (4) 326
Total purchase price $16,813

(1) Excludes 559,020 units of the Operating LLC issued to certain JVB Sellers that will remain employees of
JVB. These units vest over a 3 year period and will be treated as compensation for future service and not
part of the purchase price.

(2) Represents the closing price of IFMI shares on January 13, 2011.

(3) When closing the transaction, payment was made based on an estimate of JVB’s tangible net worth.
However, a mechanism exists in the contract whereby the Company owes additional funds or can recapture
funds to the extent JVB’s tangible net worth differed from the amount estimated. The amount of cash
consideration represents actual cash paid at closing of $15,044 less $88 receivable from escrowed proceeds
for the tangible net worth adjustment. Also, cash consideration excludes $2,482 to be paid over time to
certain JVB Sellers that will remain employees of JVB. The amount is contingent upon the individuals
remaining employees. It is earned ratably over a three-year period. If the employee terminates employment
during the three year period, any unearned portion is refundable to the Company. It will be treated as
compensation for future services and not part of the purchase price.

(4) Represents contingent payments due to JVB Sellers based on performance targets. A specific business unit
of JVB is required to earn a minimum amount of revenue within 12 months of the business combination in
order for this amount to be due to the owners of JVB. If that threshold is met, the owners of JVB will
receive an additional payment of $384 which the Company will treat as contingent consideration.

4 Accordingly, the Company should determine the fair value of this arrangement and record a liability equal
to the fair value as of the date of the business combination. The Company has not yet finalized its
determination of fair value, but included it preliminary determination of $326. The Company will cauy this
liability at fair value and any future adjustments in fair value will be recognized in earnings.




The following table summarizes the amounts of identified assets acquired and liabilities assumed at the
acquisition date as of January 1, 2011.

Total Estimated
Fair Value as of
Acquisition Date

(provisional)
Assets acquired:
Cash and cash equivalents ................... $ 91
Restrictedcash ........ ... ... ... ... ..... 100
Investments-trading ........................ 31,935
Otherassets (1) . ........... ..o ... 1,107
Liabilities assumed:
Payables to brokers, dealers, and clearing
AGENCIES . oottt (17,655)
Accounts payable and other liabilities .......... (1,221)
Trading securities sold, not yet purchased . ...... (4,497)
Fair value of net assets acquired . . ................. 9,860
Purchase price for net assets acquired $ 16,813
Goodwill ... $ 6,953

(1) Other assets are comprised of a purchase accounting adjustment for $166 which represents the estimated
value of the broker-dealer license. The $166 value of JVB’s broker-dealer license is an initial estimate. Any
adjustment to this value in the final purchase accounting will result in an offsetting adjustment to the
amount assigned to goodwill. The intangible asset of $166 related to the broker-dealer license will be
allocated to the Capital Markets operating segment.

(2) Goodwill recognized as of the acquisition date will be allocated to the Capital Markets operating segment.

The allocation of the purchase price to the consolidated assets and liabilities of JVB resulted in goodwill of
$6,953 (which is the difference between the fair value of JVB’s net assets and the purchase price paid by the
Company. The goodwill is not deductible for tax purposes. The goodwill will be allocated to the Capital Markets
operating segment.

FundCore Finance Group Venture

In January 2011, the Company formed a new venture with FundCore Finance Group to create a commercial
real estate conduit lender. Contingent upon obtaining warehouse financing, the Company is committed to
providing $25 million in capital to the joint venture. The Company’s capital commitment, combined with the
warehouse financing, will be used to originate, fund, and eventually securitize commercial real estate fixed rate
loans.
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SCHEDULE I

INSTITUTIONAL FINANCIAL MARKETS, INC.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
INSTITUTIONAL FINANCIAL MARKETS, INC. (PARENT COMPANY)
Balance Sheet
(Dollars in Thousands)

December 31, December 31,
2010 2009
Assets
Investment in IFMI,LLC ... ..... ... e, $110,166 $109,407
Total @SSetS . .o o $110,166 $109,407
Liabilities
Accrued interest payable ... ... L $ 336 $ 706
Deferred income taxes ... .. e 9,208 9,717
Dbt . 36,264 42,643
Total liabilities ... ... ... 45,808 53,066
Stockholders’ Equity
Preferred Stock:
Series A Voting Convertible Preferred Stock ........................ — —
Series B Voting Non-Convertible Preferred Stock .................... 5 —
Series C Junior Participating Preferred Stock ........................ — —
Common Stock .. ..o 10 10
Additional paid-incapital ... ... 58,954 57411
Accumulated other comprehensive loss ................ .. ... .. ... .... (665) (582)
Retained earnings / (accumulated deficit) ............... ... .. ... ........ 6,382 (170)
Treasury stock ... (328) (328)
Total stockholders” equity ............ .. .. ... ... .. .. .. ..... 64,358 56,341
Total liabilities and stockholders’ equity ... ..................... $110,166 $109,407

See accompanying notes to condensed financial statements.
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Revenues

SCHEDULE I (Continued)

INSTITUTIONAL FINANCIAL MARKETS, INC.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
INSTITUTIONAL FINANCIAL MARKETS, INC. (PARENT COMPANY)

Statement of Operations
(Dollars in Thousands)

Equity in undistributed earnings from IFMI, LLC ............ ...

Total revenues . ..
Operating income

Non operating expense
Interest expense . .

Income / (loss) before income taxes ......................
Income tax (benefit) expense ................ .. ... . ... .. ...

Net income / (loss)

For the period from

Year Ended December 17, 2009
December 31,2010  to December 31, 2009

$12,417 $ 74
12,417 74
12,417 74

(5,330) (244)

7,087 (170)

(508) —
$ 7,595 $(170)

See accompanying notes to condensed financial statements.
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SCHEDULE I (Continued)

INSTITUTIONAL FINANCIAL MARKETS, INC.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
INSTITUTIONAL FINANCIAL MARKETS, INC. (PARENT COMPANY)
Statement of Cash Flows
(Dollars in Thousands)

For the period from
Year Ended December 17, 2009 to
December 31, 2010 December 31, 2009

Operating activities
Net income / (1088) ................ e $ 7595 $(170)
Adjustments to reconcile net income / (loss) to net cash used in
operating activities . ....... ... ... ... i

Equity in undistributed earnings of IFMI, LL.C ........... .. (12,417) T4
Distributions from IFML LLC .......................... 11,575 225

Gain on repurchase fromdebt ............. ... ... ... ... (923) —

Equity-based compensation . .............. .. ... .. ... 1,658 —
Amortization of discountofdebt ........................ 88 27
Decrease in accounts payable and other liabilities ........... (370) )

Change in deferred income taxes ........................ (509) —

Net cash provided by operating activities . ............. 6,697 —

Financing activities

Repurchaseofdebt ....... ... ... ... .. ... ... .. ... ..., (5,544) —

Cash used to net share settle equity awards . ................... (110) —

Dividends paid to stockholders .. .. ... ... ... ... ... .. ... ... (1,043) —

Net cash used in financing activities .. ................ 6,697) —

Net increase (decrease) in cash and cash equivalents . .. .. — —

Cash and cash equivalents, beginning of period ..................... — —

Cash and cash equivalents, end of period . ......................... $ — $ —

See accompanying notes to condensed financial statements.

F97



SCHEDULE I (Continued)

INSTITUTIONAL FINANCIAL MARKETS, INC.

CONDENSED FINANCIAL INFORMATION OF REGISTRANT
INSTITUTIONAL FINANCIAL MARKETS, INC. (PARENT COMPANY)
NOTES TO CONDENSED FINANCIAL STATEMENTS
(Dollars in Thousands)

The accompanying condensed financial statements should be read in conjunction with the consolidated financial
statements and related notes of Institutional Financial Markets, Inc.

The Company received cash distributions from IFMI, LLC of $11,575 for the year ended December 31, 2010 and
$225 for the period from December 17, 2009 and December 31, 2009

This schedule is not applicable to fiscal years prior to 2009.
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INSTITUTIONAL FINANCIAL MARKETS, INC.

SELECTED QUARTERLY FINANCIAL RESULTS (Unaudited)
(Dollars in Thousands, except share or unit and per share or per unit information)

The following tables present our unaudited consolidated statements of operations data for the eight quarters
ended December 31, 2010 and should be read in conjunction with our consolidated financial statements and the
notes thereto included elsewhere in this Annual Report on Form 10-K.

We have derived the unaudited consolidated statements of income data from our unaudited financial
statements, which are not included in this Annual Report on Form 10-X. In accordance with GAAP, the Merger
was accounted for as a reverse acquisition, and Cohen Brothers was deemed to be the accounting acquirer. Our
unaudited financial results reflect the operations of Cohen Brothers from January 1, 2009 through to
December 16, 2009 and the combined operations of the merged company from December 17, 2009 to
December 31, 2010.
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The quarterly financial results include all adjustments, consisting of normal recurring adjustments that we consider
necessary for a fair presentation of our operating results for the quarters presented. Historical operating information may
not be indicative of our future performance.

December 31, September 30, June 30, March 31, December 31, September 30, June 30, March 31,
2010 2010 2010 2010 2009 2009 2009 2009

Total revenues ................. $ 24904 § 23104 $ 35811$ 41,733 $ 22,152 $ 24569 $ 20446 $ 16919

Operating expenses
Compensation and

benefits (1) .............. 13,256 13,787 23,272 27,131 17,662 18,762 16,656 17,439
Business development,
occupancy, equipment . . . .. 1,357 1,392 1,338 1,383 1,572 1,140 1,210 1,547

Professtonal services,
subscriptions, and other

operating . .............. 5,888 7,848 5,869 6,326 5,673 3,627 3,750 3.616
Depreciation and
amortization .. ........... 457 ¢ 628 628 643 624 630 635 654
Impairment of goodwill .. .. .. . — 5,607 — — — — — —
Total operating
eXPenses .. .......... 20,958 29,262 31,107 35,483 25,531 24,159 22,251 23,256
Operating income /
(loss) .............. 3,946 (6,158) 4,704 6,250 (3,379) 410 (1,805) (6,337)
Non operating income / (expense)
Interest expense ............ (1,519) (2,345) (1,829) (1,993) (1,216) (1,103) (1,457) (1,198)
Gain on repurchase of debt . . . 37 1,632 — 886 — — — —
Gain on sale of management
CONMFaCtS . ..o e e, —_ — 836 135 3,130 132 226 4,258
Income / (loss) from equity
method affiliates ......... (120) 6,112 (122) 14 137 266 225 (4,083)
Income/(loss) before
income taxes ........ 2,344 (759) 3,589 5,292 (1,328) (295) (2,811) (7,360)
Income tax (benefit)
CXPENSE ..t (1,250) (622) 392 731 291) 112 120 68
Netincome/(loss) . ......... 3,594 (137) 3,197 4,561 (1,037) (407) (2,931 (7,428)
Less: Net income / (loss)
attributable to the
noncontrolling
interest . ............ 975 (138) 1,137 1,646 87) — — (1)
Net income / (loss)
attributable to IFML. .. § 2619 % I $ 2,060 $ 2915 $ 950)  § 407y $ (293h%$ (741D
Earnings / (loss) per common share/
membership unit —basic (2) ... $ 025 % — 3 020 $ 028 $ 0.10) % 0.04) % 030 % (0.77)

Weighted average common shares/

membership units outstanding —

basic(2) ...... ... ... ... 10,441,031 10,428,481 10,428,498 10,318,058 9,722,779 9,611,707 9,611,707 9,611,707
Earnings / (loss) per common share/

membership unit —

diluted(2) ...... ... $ 025 $ — 3 0.20 $ 028 § 0.10) $ 0.04) $ 030 % 0.77)
Weighted average common shares/

membership units outstanding —

diluted (2) .................. 15,724,587 15,712,037 15,712,054 15,601,614 9,722,779 9,611,707 9,611,707 9,611,707
Compensation and benefits

includes (1):
Equity-based compeunsation .. ... .. $ 91 8 593§ 1,021 $ 800 $ 3,321 $ 1,098 § _ 1,103% 1,034
Retention bonus expense .. ....... — — — — — 3,905 4,176 4,293
Total . ... $ 91 % 593 % 1,021 $ 800 $ 3321 $ 5003 $ 5279% 5327

(1) TFor Further Information on “Equity-Based Compensation™ see  Item 7 — Management’s Discussion and Analysis of Financial Condition and
Results of Operations — Operating Expenses — Compensation and Benefits.”
(2) Al historical share/unit information presented prior to the Merger date was retroactively restated for the recapitalization of membership units based

on the exchange ratio of shares issued in the merger of 0.57372 which factored in the 1-for-10 reverse stock split effectuated by AFN on
December 16, 2009.

Computation of earnings / (loss) per common share/membership unit for each quarter are made independently of

earnings / (loss) per common share/membership unit for the year. Due to transactions-affecting the weighted average
number of shares outstanding in each quarter, the sum of the quarterly results per share does not equal the earnings / (loss)
per common share/membership unit for the year.
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Forward Looking Statements

This annual report, including the letter from our Chairman of the Board of Directors, contains “forward-
looking statements” within the meaning of the Private Securities Litigation Reform Act of 1995, Section 27A of
the Securities Act of 1933, as amended, and Section 21 E of the Securitics Exchange Act of 1934, as amended
(the “Exchange Act”). Forward-looking statements discuss matters that are not historical facts. Because they
discuss future events or conditions, forward-looking statements may include words such as “anticipate,”

EEYS 3 6

“believe,
“anticipate,

e 2

predict,

¢,

estimate,” “intend,” “could,
project,” “forecast,

5w

should,” “would,” “may,

% e

seek,” “‘plan,
potential,” “continue.” negatives thereof, or similar expressions.

» “might,” “Will,” “expect,”

Forward-looking statements speak only as of the date they are made, are based on various underlying
assumptions and current expectations about the future and are not guarantees. Such statements involve known
and unknown risks, uncertainties and other factors that may cause our actual results, level of activity,
performance or achievement to be materially different from the results of operations or plans expressed or
implied by such forward-looking statements.

While we cannot predict all of the risks and uncertainties, they include, but are not limited to the fact that we
may not be able to complete the PrinceRidge transaction and those risks and uncertainties described in “Item 1A
— Risk Factors” included in Institutional Financial Markets, Inc.’s Annual Report on Form 10-K for the year
ended December 31, 2010. Accordingly, such information should not be regarded as representations that the
results or conditions described in such statements or that our objectives and plans will be achieved and we do not
assume any responsibility for the accuracy or completeness of any of these forward-looking statements. All
subsequent written and oral forward-looking statements concerning other matters addressed in this annual report
and attributable to us or any person acting on our behalf are expressly qualified in their entirety by the cautionary
statements contained or referred to in this annual. Except to the extent required by law, we undertake no
obligation to update or revise any forward-looking statements, whether as a result of new information, future
events, a change in events, conditions, circumstances or assumptions underlying such statements, or otherwise.




