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MARCUM
ACCOUNTANTS ADVISORS

INDEPENDENT AUDITORS REPORT

To the Board of Directors

Merriman Capital Inc

Report on the Financial Statement

We have audited the accompanying statement of financial condition of Merriman Capital Inc as

of December 31 2013 that is filed pursuant to Rule 7a-5 under the Securities Exchange Act of

1934 and the related notes to the financial statement

Managements Responsibility for the Financial Statement

Management is responsible for the preparation and fair presentation of the statement of financial

condition in accordance with accounting principles generally accepted in the United States of

America this includes the design implementation and maintenance of internal control relevant

to the preparation and fair presentation of the statement of financial condition that is free from

material misstatement whether due to fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on the statement of financial condition based on our

audit We conducted our audit in accordance with auditing standards generally accepted in the

United States of America Those standards require that we plan and perform the audit to obtain

reasonable assurance about whether the statement of financial condition is free from material

misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and

disclosures in the statement of financial condition The procedures selected depend on the

auditors judgment including the assessment of the risks of material misstatement of the

statement of financial condition whether due to fraud or error In making those risk assessments

the auditors consider internal control relevant to the entitys preparation and fair presentation of

the statement of financial condition in order to design audit procedures that are appropriate in the

circumstances but not for the purpose of expressing an opinion on the effectiveness of the

entitys internal control Accordingly we express no such opinion An audit also includes

evaluating the appropriateness of accounting policies used and the reasonableness of significant

accounting estimates made by management as well as evaluating the overall presentation of the

statement of financial condition

MARCUMGROUP
MEMBER

Marcum liP 750 Third Avenue 11th Floor New York New York 10017 Phone 212.485.5500 Fax 212.485.5501 marcumllp.com



We believe that the audit evidence we have obtained is sufficient and appropriate to provide

basis for our audit opinion

Opinion

In our opinion the financial statement referred to above presents fairly in all material respects

the financial position of Merriman Capital Inc as of December 31 2013 in accordance with

accounting principles generally accepted in the United States of America

Other Matter

The accompanying financial statement has been prepared assuming that the Company will

continue as going concern As discussed in Note to the financial statement the Company has

recurring losses negative cash flows from operations and an accumulated deficit as of December

31 2013 These conditions raise substantial doubt about its ability to continue as going

concern Managements plans in regard to these matters are also described in Note The

financial statement does not include any adjustments that might result from the outcome of this

uncertainty

Z44h LIP

New York NY

February 24 2014



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31 2013

Assets

Cash and cash equivalents 965942

Securities owned

Marketable at fair value 1176347

Non-marketable at estimated fair value 671713

Restricted cash 250000

Due from clearing broker 97811

Accounts receivable net 532431

Secured demand note receivable 175000

Equipment and fixtures net 12628

Prepaid expenses and other assets 115220

Total Assets 3997092

Liabilities and Shareholders Equity

Liabilities

Accounts payable 301703

Commissions payable 418075

Accrued expenses and other 394568

Deferred rent 428540

Deferred revenue 70378

Due to parent 107403

Subordinated secured demand note payable 175000

Subordinated borrowings from parent 1950000

Total Liabilities 3845667

Shareholders Equity

Common stock 100000 shares authorized

45919 shares issued and outstanding 35000

Additional paid-in capital 27744185

Accumulated deficit 27627760

Total Shareholders Equity 151425

Total Liabilities and Shareholders Equity 3997092

The accompanying notes are an integral part of this financial statement



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE 1- DESCRIPTION OF BUSINESS

Merriman Capital Inc the Company or MCI is an investment bank and securities

broker-dealer focusing on fast growing public and private companies and the entrepreneurs

who manage those companies The Company is registered with the Securities and Exchange

Commission SEC as broker-dealer and is member of the Financial Industry Regulatory

Authority F1NRA and the Securities Investor Protection Corporation SIPC The

Company is wholly-owned subsidiary of Merriman Holdings Inc the Parent The

Companys corporate office is located in San Francisco California

NOTE 2- GOING CONCERN/LIQUIDITY

As of December 31 2013 liquid assets consisted primarily of cash and cash equivalents of

approximately $966000 and marketable securities of approximately $1176000 totaling

approximately $2142000 For the year ended December 31 2013 the Company had

negative cash flows from operations of approximately $2580000 As of December 31

2013 the Company had an accumulated deficit of approximately $27628000 These facts

raise substantial doubt as to the Companys ability to continue as going concern

The accompanying financial statement has been prepared assuming the Company will

continue on going concern basis which contemplates the realization of assets and the

satisfaction of liabilities in the normal course of business and does not include any

adjustments that might result from uncertainty about the Companys ability to continue as

going concern

Managements plan to alleviate the going-concern uncertainty includes but is not limited

to the issuance of equity and debt instruments for working capital The Companys
continued existence is also dependent upon its ability to increase revenues generated from

operations which will enable the Company to achieve profitable level of operations

If anticipated operating results are not achieved management has the intent and believes it

has the ability to further delay or reduce expenditures In such case the further reduction in

operating expenses might need to be substantial Failure to generate sufficient cash flows

from operations raise additional capital or reduce certain discretionary spending would

have material adverse effect on the Companys ability to achieve its intended business

objectives The Company can give no assurance that it will be successful in its plans and

can give no assurance that additional financing will be available on terms advantageous to

the existing terms or that additional financing will be available at all



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE 2- GOING CONCERN/LIQUIDITY CONTINUED

Should the Company not be successful in obtaining the necessary financing to fund its

operations the Company would need to curtail certain or all of its operational activities

and/or contemplate the sale of its assets if necessary

NOTE 3- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BASIS AND PRESENTATION

The accompanying financial statement is presented in accordance with accounting

principles generally accepted in the United States U.S GAAP The preparation of U.S

GAAP financial statements requires management to make certain estimates and

assumptions that affect the reported amounts and disclosures in the financial statements

Actual results could differ from those estimates Significant estimates include stock-based

compensation allowance for the deferred tax asset and the Companys Level securities

For the purpose of presentation dollar amounts displayed in these Notes to Financial

Statement are rounded to the nearest thousand

CASH AND CASH EQUIVALENTS

The Company considers all highly-liquid investments purchased with original maturities of

90 days or less to be cash equivalents

RESTRICTED CASH

Restricted cash as of December 31 2013 included cash on deposit with the Companys

clearing organization

DUE FROM/TO CLEARING BROKER
-s

The Company clears all of its brokerage transactions through other broker-dealers on fully

disclosed basis Due from clearing broker amount relates to the aforementioned

transactions The Company monitors the credit standing of the clearing organizations as

deemed necessary

-S



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE 3-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

SECURITIES OWNED

Securities owned in the statement of financial condition consists of financial instruments

carried at fair value with related unrealized gains or losses recognized in principal

transactions in the statement of operations The securities owned are classified into

Marketable and Nonmarketable Marketable securities are those that can readily be

sold either through stock exchange or through direct sales arrangement

Nonmarketable securities are typically securities restricted under the Federal Securities Act

of 1933 provided by SEC Rule 144 Rule 144 including the requisite holding period or

have some restriction on their sale whether or not buyer is identified

FAIR VALUE OFFINANCIAL INSTRUMENTS

Substantially all of the Companys financial instruments are recorded at fair value or

contract amounts that approximate fair value The carrying amounts of the Companys
financial instruments which include due from clearing broker accounts receivable

receivable from parent accounts payable commissions payable accrued expenses due to

clearing broker and subordinated borrowing from Parent approximate their fair values

FAIR VALUE MEASUREMENT DEFINITIONAND HIERARCHY

The Company follows the provisions of ASC 820 Fair Value Measurement and

Disclosures for its financial assets and liabilities Under ASC 820 fair value is defined as

the price that would be received to sell an asset or paid to transfer liability i.e the exit

price in an orderly transaction between market participants at the measurement date

Where available fair value is based on observable market prices or parameters or derived

from such prices or parameters Where observable prices or inputs are not available

valuation models are applied These valuation techniques involve some level of

management estimation and judgment the degree of which is dependent on the price

transparency for the instruments or market and the instruments complexity Assets and

liabilities recorded at fair value in the statement of financial condition are categorized based

upon the level of judgment associated with the inputs used to measure their fair value



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE 3- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

FAIR VALUE MEASUREMENT DEFINITION AND HIERARCHY CONTINUED

Hierarchical levels defined by ASC 820 and directly related to the amount of subjectivity

associated with the inputs to fair valuation of these assets and liabilities are as follows

Level Unadjusted quoted prices are available in active markets for identical assets or

liabilities at the measurement date The types of assets and liabilities carried at Level fair

value generally are G-7 government and agency securities equities listed in active markets

investments in publicly-traded mutual funds with quoted market prices and listed

derivatives

Level Pricing inputs other than quoted prices included in Level are either directly or

indirectly observable for the asset or liability through correlation with market data at the

measurement date and for the duration of the instruments anticipated life Fair valued

assets that are generally included in this category are stock warrants for which market-

based implied volatilities are available and unregistered common stock

Level Pricing inputs are both significant to the fair value measurement and

unobservable These inputs generally reflect managements best estimate of what market

participants would use in pricing the asset or liability at the measurement date

Consideration is given to the risk inherent in the valuation technique and the risk inherent in

the inputs to the model Fair valued assets which are generally included in this category are

stock warrants for which market-based implied volatilities are not available

In certain cases the inputs used to measure fair value may fall into different levels of the

fair value hierarchy In such cases for disclosure purposes the level in the fair value

hierarchy within which the fair value measurement falls in its entirety is determined based

on the lowest level input that is significant to the fair value measurement in its entirety

For further information on financial assets and liabilities that are measured at fair value on

recurring basis and description of valuation techniques see Note

ACCOUNTS RECEIVABLE

Accounts receivable are recorded at the invoiced amount and do not bear interest To the

extent deemed necessary the Company maintains an allowance for estimated losses for the

inability of clients to make required payments The collectability of outstanding invoices is

continually assessed In estimating the allowance the Company considers factors such as

historical collections clients current creditworthiness the age of the receivable balance

and general economic conditions that may affect clients ability to pay



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE 3- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES CONTINUED

EQUIPMENTAND FIxTuREs

Equipment and fixtures are reported at historical cost net of accumulated depreciation and

amortization Depreciation and amortization are computed using the straight-line method

over useful lives of three years Leasehold improvements are amortized using the straight-

line method over the lesser of the life of the lease or the service lives of the improvements

INCOME TAXES

The Company accounts for income taxes under the provisions of Accounting Standards

Codification ASC 740 Income Taxes ASC 740 requires the recognition of deferred

tax assets and liabilities for both the expected impact of differences between the financial

statements and tax basis of assets and liabilities and the expected future tax benefit to be

derived from tax loss and tax credit carry-forwards

ASC 740 additionally requires the establishment of valuation allowance to reflect the

likelihood of realization of deferred tax assets

CONCENTRATIONS

Substantially all of the Companys cash and cash equivalents are held at two major U.S

financial institutions The majority of the Companys cash equivalents consist of short-term

marketable securities Deposits held with banks may exceed the amount of insurance

provided on such deposits Generally these deposits may be redeemed upon demand

As of December 31 2013 the Company held concentrated positions in three securities with

total fair value $1092000 The prices of these securities are highly volatile

As of December 31 2013 the Company did not hold concentrated positions in accounts

receivable with any one client which exceeded 10% of total accounts receivable



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE 4- FAIR VALUE OF ASSETS AND LIABILITIEs

Fair value is defined as the price at which an asset would sell for or an amount paid to

transfer liability in an orderly transaction between market participants at the measurement

date the exit price Where available fair value is based on observable market prices or

parameters or derived from such prices or parameters Where observable prices or

parameters are not available valuation models are applied These valuation techniques

involve some level of management estimation and judgment the degree of which is

dependent on the price transparency for the instruments or the market on which they are

primarily traded and the instruments complexity Assets and liabilities recorded at fair

value in the statement of financial condition are categorized based upon the level of

judgment associated with the inputs used to measure their fair value

description of the valuation techniques applied to the Companys major categories of

assets and liabilities measured at fair value on recurring basis follows

CORPORA TE EQUITIES

Corporate equities are comprised primarily of exchange-traded equity securities that the

Company takes selective proprietary positions based on expectations of future market

movements and conditions

Also as compensation for investment banking services the Company frequently receives

common stock of the client as an additional compensation to cash fees The Company

classifies these securities as not readily marketable securities as they are restricted stock

and may be freely traded only upon the effectiveness of registration statement covering

them or upon the satisfaction of the requirements to qualify under the exemption to Rule

144 including the requisite holding period Once registration statement covering the

securities is declared effective by the SEC or the securities have satisfied the Rule 144

requirements the Company classifies them as marketable securities

Typically the common stock is traded on stock exchanges and most are classified as Level

securities The fair value is based on observed closing stock price at the measurement

date As of December 31 2013 the fair value of this type of securities included in

securities owned in the statement of financial condition is approximately $1176000

Certain securities are traded infrequently and therefore do not have observable prices based

on actively traded markets These securities are classified as Level securities if pricing

inputs or adjustments are both significant to the fair value measurement and unobservable



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE 4- FAIR VALUE OF ASSETS AND LIABILITIES CONTINUED

CoRPoI TE EQUITIES CONTINUED

The Company determines the fair value of infrequently trading securities using the

observed closing price at measurement date discounted for the put option value calculated

through the Black-Scholes model or similar valuation techniques Valuation inputs used in

the Black-Scholes model include observable inputs such as interest rate expected term and

market price of the underlying stock in addition to unobservable inputs such as stock

volatility

As of December 31 2013 the fair value of this type of securities included in securities

owned in the statement of financial condition is approximately $79000

STOCK WARRANTS

Also as partial compensation for investment banking services the Company may receive

stock warrants issued by the client Stock warrants provide their holders with the right to

purchase equity in company If the underlying stock of the warrants is freely tradable the

warrants are considered to be marketable If the underlying stock is restricted subject to

registration statement or to satisfying the requirements for Rule 144 exemption the

warrants are considered to be non-marketable Such positions are considered illiquid and do

not have readily determinable fair values and therefore require significant management

judgment or estimation

The fair value of the stock warrants is determined using the Black-Scholes model or similar

valuation techniques Valuation inputs used in the Black-Scholes model include observable

inputs such as interest rate expected term and market price of the underlying stock in

addition to unobservable inputs such as stock volatility Generally change in stock

volatility results in directionally similar change in fair value As these require significant

management assumptions they are classified as Level securities

As of December 31 2013 the fair value of this type of securities included in securities

owned in the statement of financial condition is approximately $569000

10



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE 4- FAIR VALUE OF ASSETS AND LIABILITIES CONTINUED

UNDER WRITERSPURCHASE OPTIONS

The Company may receive partial compensation for its investment banking services also in

the form of underwriters purchase options UPO5 UPOs are identical to warrants other

than with respect to the securities for which they are exercisable UPOs grant the holder the

right to purchase bundle of securities including common stock and warrants to

purchase common stock UPOs grant the right to purchase securities of companies for

which the Company acted as an underwriter to account for any overallotment of these

securities in public offering Such positions are considered illiquid and do not have

readily determinable fair values and therefore require significant management judgment or

estimation

The fair value of the UPOs is determined using the Black-Scholes model or similar

technique applied in two stages The first stage is to determine the value of the warrants

contained within the bundle which is then added to the fair value of the stock within the

bundle Once the fair value of the underlying bundle is established the Black-Scholes

model is used again to estimate value for the UPOs The fair value of the bundle as

estimated by Black-Scholes in the first stage is used instead of the price of the underlying

stock as one of the inputs in the second stage of the Black-Scholes Valuation inputs used in

the Black-Scholes model include observable inputs such as interest rate stock expected

term and market price of the underlying stock in addition to unobservable inputs such as

stock volatility Generally change in stock volatility results in directionally similar

change in fair value The use of the valuation techniques requires significant management

assumptions and therefore UPOs are classified as Level securities

As of December 31 2013 the fair value of this type of securities included in securities

owned in the statement of financial condition is approximately $24000

PREFERRED STOCK

Preferred stock represents preferred equity in companies The preferred stock owned by the

Company is convertible at the Companys discretion For these securities the Company

uses the exchange-quoted price of the common stock equivalents to value the securities

They are classified within Level or Level of the fair value hierarchy depending on the

availability of an observable stock price on actively traded markets

As of December 31 2013 the fair value of this type of securities included in securities

owned in the statement of financial condition was deemed de-minimus

11



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER31 2013

NOTE 4- FAIR VALUE OF ASSETS AND LIABILITIES CONTINUED

PREFERRED STOCK CONTINUED

The following table summarizes quantitative information about the significant unobservable

inputs used in the fair value measurement of the Companys Level financial instruments

Financial instruments and other

inventory positions owned

Corporate equities

Stock warrants

Underwriters purchase options

Preferred stock

Put option discount using Black

Scholes option pricing model

Black-Scholes option pricing model

Black-Scholes option pricing model

Exchange-quoted price of common
stock equivalents

Stock volatility

Stock volatility

Preferred stock to common
stock conversion rate

Weighted

Range

150%

194%

220%

1.6

Assets and liabilities measured at fair value on recurring basis are summarized below

Assets Securities Owned

Corporate equities

Stock warrants

Underwriters purchase options

Preferred stock

Total

$1176347 -- 78668
-- 568756
-- 24056

233

$67 L713

$1255015

568756

24056
233

valuation Technique Unobservable Input

Stock
volatility 150%

54-447%

220%

1.6

Assets at Fair Value at December 31 2013

Level Level Level Total

Sl.176.347 $l.848.060

The following summarizes the change in carrying values associated with Level financial

instruments for the year ended December 31 2013

Underwriters

Corporate Stock Purchase Preferred

Equities Warrants Option Stock Total

Balance December 31 2012 $228600 467596 $17634 63 713893

Purchases or receipts 400336 400336

Sales or exercises 40426 40426
Transfers into 74191 74191

Transfers out of 188793 188793

Losses gains

Unrealized 35.330 258750 6.422 170 287.488

Balance December 31 2013 78.668 568.756 524.056 $213

Change in Unrealized Losses

Gains Related to Instruments

Still Held at December 31 2013 35.330 S258.750 6A22 5110 S287.488

12



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE 4- FAIR VALUE OF ASSETS AND LIABILITIES CONTINUED

SECURITIES SOLD NOT YET PURCHASED

Securities sold not yet purchased are comprised primarily of exchange-traded equity

securities that the Company sold short based on expectations of future market movements

and conditions They are generally valued based on quoted prices from the exchange To

the extent these securities are actively traded valuation adjustments are not applied and

they are categorized in Level liability of the fair value hierarchy As of December 31
2013 securities sold not yet purchased was nil

TRANSFERS WITHIN THE FAIR VALUE HIERARCHY

The Company assesses its financial instruments on quarterly basis to determine the

appropriate classification within the fair value hierarchy as defined by ASC 820 Transfers

between fair value classifications occur when there are changes in pricing observability

levels Transfers of financial instruments among the levels occur at the end of the reporting

period There were no significant transfers between our Level and Level classified

instruments during the year ended December 31 2013

NOTE 5- EQUIPMENT AND FIXTURES

Equipment and fixtures consisted of the following at December 31 2013

Computer equipment 149981
Furniture and equipment 533025

Leasehold improvements 761763

1444769
Less accumulated deprecation 1432141

Total 12.628

No equipment or fixtures were purchased through capital lease financing during the year

ended December 31 2013

NOTE 6- EMPLOYEE BENEFIT PLANS

The Company has 401k defined contribution plan The 401k plan allows eligible

employees to contribute up to 15% of their compensation subject to statutory prescribed

annual limit Employee contributions and earnings thereon vest immediately Although the

Company may make discretionary contributions to the 40 1k plan none was made during

2013

13



MERRIMAN CAPITAL INC
Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE RELATED-PARTY TRANSACTIONS

SECURED DEMAND NOTE

On August 31 2012 the Company entered into three-year secured demand note

agreement with the Parent in the amount of $175000 bearing interest at 8% per annum
payable quarterly The agreement complies with FINRAs prescribed regulations and is

accounted for as an equity subordination in accordance with SEC Rule 5c3-

1d Accordingly the statement of financial condition includes both an asset Secured
demand note receivable and the corresponding liability Secured demand note

payable The note is subordinated to the claims of present and future creditors of the

Company and cannot be repaid if such repayment will cause the Company to fail to meet

its minimum net capital requirements in accordance with SEC Rule 15c3-1

SHORT- TERM SUBORDINA TED BORROWINGS

On January 31 2013 the Company borrowed $1200000 from the Co-Chairman of the

Parents Board of Directors The loan was in the form of temporary subordinated loan in

accordance with Rule 15c3-1 of the Securities Exchange Act of 1934 Total fees incurred

were $52800 of which $31200 was charged to the investment banking deal which

amount was not included in cost of underwriting capital in the Companys statement of

operations The loan and related fees were paid in full on February 22 2013

On March 2013 the Company borrowed $400000 from the Co-Chairman of the Parents

Board of Directors The loan was in the form of temporary subordinated loan in

accordance with Rule 5c3- of the Securities Exchange Act of 1934 Total fees incurred

were $28000 which amount was included in cost of underwriting capital in the Companys
statement of operations The loan and related fees were paid in full on April 2013

LONG-TERM SUBORDINA TED BORROWINGS

On August 31 2012 the Company borrowed $250000 from the Parent at an annual interest

rate of 8% payable quarterly in arrears with maturity date of August 31 2015 As of

December 31 2013 this note remains outstanding and is included in subordinated

borrowings from parent

On December 30 2011 the Company borrowed $700000 from the Parent at an annual

interest rate of 9% payable quarterly in arrears with maturity date of December 30 2014

As of December 31 2013 this note remains outstanding and is included in subordinated

borrowings from parent

14



MERRIMAN CAPITAL INC

Wholly-Owned Subsidiary of Merriman Holdings Inc

NOTES TO FINANCIAL STATEMENT

FOR THE YEAR ENDED DECEMBER 31 2013

NOTE 7- RELATED-PARTY TRANSACTIONS CONTINUED

LONG-TERM SUB ORDINA TED BORROWINGS CONTINUED

On September 29 2010 the Company borrowed $1000000 from the Parent at an annual

interest rate of 8% payable monthly in arrears with maturity date of September 29 2013

on which date the loan was extended to September 29 2016 As of December 31 2013 this

note remains outstanding and is included in subordinated borrowings from parent For the

year ended December 31 2013 the Company incurred $163000 in interest expense of

which $27000 remains outstanding as of December 31 2013 and is included in payable to

parent in the statement of financial condition

-a

OTHER RELA TED-PARTY TRANSACTIONS

From time to time officers and employees of the Company may invest in private

placements which the Companys Parent arranges and for which the Company charges

investment banking fees

The Companys employees may at times provide certain services and supporting functions

to its affiliate entities The Company is not reimbursed for any costs related to providing

those services

NOTE 8-INCOME TAXES

As of December 31 2013 the Company had approximately $13.1 million of U.S federal

and state net operating loss carryovers available to offset future taxable income These net

operating losses if not utilized begin expiring in the year 2028 In accordance with Section

382 of the Internal Revenue Code deductibility of the Companys net operating loss carry

over may be subject to an annual limitation in the event of change of control

Deferred income taxes reflect the net tax effects of temporary differences between the

carrying amounts of assets and liabilities for financial reporting purposes and the amounts

used for income tax purposes In assessing the realization of deferred tax assets

management considers whether it is more likely than not that some portion or all of the

deferred tax assets will not be realized The ultimate realization of deferred tax assets is

dependent upon the generation of future taxable income during the periods in which

temporary differences representing net future deductible amounts become deductible ASC
740 Income Taxes requires that valuation allowance be established when it is more

likely than not that all or portion of deferred tax assets will not be realized
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NOTE 8-INcoME TAXES CONTINUED

review of all available positive and negative evidence needs to be considered including

companys performance the market environment in which the company operates the

length of carry-back and carry-forward periods and expectations of future profits The

Company believes that significant uncertainty exists with respect to future realization of the

deferred tax assets and has therefore established full valuation allowance as of December

31 2013 For the year ended December 31 2013 the change in deferred tax asset valuation

allowance was approximately $231000

As of December 31 2013 the Companys deferred tax assets liabilities consisted of the

effects of temporary differences attributable to the following

Deferred Tax Asset

Federal net operating loss carryovers 4464000
State net operating loss carryover 1034000

Accrued compensation 409000

Deferred rent 179000

Stock-based compensation 825000

Fixed asset depreciation 415000

Unrealized loss 4690000

Total Deferred Tax Asset 12016000

Valuation allowance 11.977000

Deferred Tax Asset Net of Valuation Allowance 39000

Deferred Tax Liability

Prepaid assets 39000

Net Deferred Tax Asset Liability

The Company evaluated the provisions of ASC 740 related to the accounting for

uncertainty in income taxes recognized in an enterprises financial statements ASC 740

prescribes recognition threshold and measurement attribute for the financial statement

recognition and measurement of tax positions taken or expected to be taken in tax return

For those benefits to be recognized tax position must be more-likely-than-not to be

sustained upon examination by taxing authorities Differences between tax positions taken

or expected to be taken in tax return and the benefit recognized and measured pursuant to

the interpretation are referred to as unrecognized benefits liability is recognized or
amount of net operating loss carry forward or amount of tax refundable is reduced for an

unrecognized tax benefit because it represents an enterprises potential future obligation to

the taxing authority for tax position that was not recognized as result of applying the

provisions of ASC 740
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NOTE 8-INcoME TAXES CONTINUED

As of December 31 2013 no liability for unrecognized tax benefits was required to be

reported The Company does not expect any significant changes in its unrecognized tax

benefits in the next year

The Company is included in US federal and state tax returns with its Parent These tax

returns are subject to examination by tax authorities for years beginning in December 31
2010

NOTE 9- NET CAPITAL REQUIREMENTS

The Company is broker-dealer subject to Rule 15c3-1 of the SEC which specifies

uniform minimum net capital requirements as defined for its registrants As of December

31 2013 the Company had regulatory net capital as defined of $646000 which exceeded

the amount required of $250000 by $396000 The Company complies with the alternative

net capital requirement allowed in Appendix of Rule 15c3-1 The Company is exempt

from Rules 15c3-3 and 17a-13 under the Securities Exchange Act of 1934 because it does

not carry customer accounts nor does it hold customer securities or cash

Under its rules FINRA may prohibit member firm from expanding its business or paying

dividends if resulting net capital would be less than percent of aggregate debit balances

Advances to affiliates repayment of subordinated debt dividend payments and other

equity withdrawals by the Company are subject to certain notification and other provisions

of the SEC and FINRA rules In addition the Company is subject to certain notification

requirements related to withdrawals of excess net capital

NOTE 10- FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK AND CREDIT RISK

FINANCIAL INSTRUMENTS

The Company trades securities that are primarily traded in the United States markets As of

December 31 2013 the Company had not entered into any transactions involving financial

instruments such as financial futures forward contracts options swaps or derivatives that

would expose the Company to significant related off-balance sheet risk
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NOTE 10 FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK AND CREDIT RISK

CONTINUED

FINANCIAL INSTRUMENTS CONTINUED

In addition the Company from time to time has sold securities it does not currently own in

anticipation of decline in the fair value of that security securities sold not yet purchased

When the Company sells security short and borrows the security to make delivery

gain limited to the price at which the Company sold the security short or loss unlimited

in size is realized as the fair value of the underlying security decreases or increases

respectively

Market risk is primarily caused by movements in market prices of the Companys trading

and investment account securities The Companys trading securities and investments are

also subject to interest rate volatility and possible illiquidity in markets in which the

Company trades or invests The Company seeks to control market risk through monitoring

procedures The Companys principal transactions are primarily long and short equity and

debt transactions

CREDIT RISK

The Company functions as an introducing broker that places and executes customer orders

The orders are then settled by an unrelated clearing organization that maintains custody of

customers securities and provides financing to customers Through indemnification

provisions in agreements with clearing organizations customer activities may expose the

Company to off-balance sheet credit risk

Financial instruments may have to be purchased or sold at prevailing market prices in the

event customer fails to settle trade on its original terms or in the event cash and

securities in customer margin accounts are not sufficient to fully cover customer

obligations The Company seeks to control the risks associated with customer activities

through customer screening and selection procedures as well as through requirements on

customers to maintain margin collateral in compliance with various regulations and

clearing organization policies

The Company is also exposed to credit risk as it relates to the collection of receivables from

third parties including lead managers in underwriting transactions and the Companys

corporate clients related to private placements of securities and financial advisory services

The Company maintains its checking and money market accounts in banks Accounts at

each bank are insured by the Federal Deposit Insurance Corporation FDIC At times

cash and cash equivalents may be uninsured or in deposit accounts that exceed the FDIC

insurance limit
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NOTE 10 FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK AND CREDIT RISK

CONTINUED

OFF-BALANCE SHEETARRANGEMENTS

The Company was not party to any off-balance sheet arrangements during the year ended

December 31 2013 In particular the Company does not have any interest in so-called

limited purpose entities which include special purpose entities and structured finance

entities

NOTE 11- COMMITMENTS AND CONTINGENCIES

The following is table summarizing significant commitments as of December 31 2013

consisting of future minimum lease payments under all non-cancelable capital and

operating leases and contracts with initial or remaining terms in excess of one year

Notes Operating Operating

Payable Lease Commitments Total

2014 877000 $1209600 $587600 2674200

2015 590635 1343760 60800 1995195

2016 1121740 1353354 36000 2511094

2017 1421854 -- 1421854

2018 1437267 -- 1437267

Thereafter 2189662 -- 2189662

Total Commitments 2589375 8955497 684400 12229272

Interest 464375 464375

Net Commitments 52.125.000 $8955497 $684.400 $11764897

The Companys current San Francisco corporate office lease expired on December 31
2013 On August 22 2013 the Companys Parent entered into an office lease for its San

Francisco corporate office commencing in January 2014 and expiring in April 2020 The

Companys Parent leases its New York office under non-cancelable operating lease that

expires in and July 2020

Future annual minimum lease payments related to its various operating leases are included

in the table above Included in Operating Commitments in the table above are non-

cancelable contracts for operating services such as market data services
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NOTE 12- LEGAL PROCEEDINGS

Certain conditions may exist as of the date the financial statement is issued which may
result in loss to the Company but which will only be resolved when one or more future

events occur or fail to occur The Company assesses such contingent liabilities and such

assessment inherently involves an exercise of judgment In assessing loss contingencies

related to legal proceedings that are pending against the Company or unasserted claims that

may result in such proceedings the Company evaluates the perceived merits of any legal

proceedings or unasserted claims as well as the perceived merits of the amount of relief

sought or expected to be sought therein

If the assessment of contingency indicates that it is probable that material loss has been

incurred and the amount of the liability can be estimated then the estimated liability would

be accrued in the Companys financial statement If the assessment indicates that

potentially material loss contingency is not probable but is reasonably possible or is

probable but cannot be estimated then the nature of the contingent liability and an estimate

of the range of possible losses if determinable and material would be disclosed

Loss contingencies considered remote are generally not disclosed unless they involve

guarantees in which case the guarantees would be disclosed There can be no assurance

that such matters will not materially and adversely affect the Companys business financial

position and results of operations or cash flows

DEL BIA GGIO/CACCHIONE MA TTERS

number of lawsuits were filed against the Company and the Parent collectively

Merriman Parties in connection with the actions of William Del Biaggio III Del

Biaggio former customer of the Company and David Scott Cacchione Cacchione
former retail broker of the Company from 2006 to 2008 Del Biaggio and Cacchione

pleaded guilty to securities fraud and were subsequently imprisoned As of December 31

2013 all of these lawsuits have been settled or dismissed

KHACHA TUR IA PETERSON AND SAL ki MERRJMAN CAPITAL INC AND MERRIMAN

HOLDINGS INC

Complaints were filed in the San Francisco County Superior Court California by Henry

Khachaturian in January 2011 by Charles Peterson in February 2010 and by Dolores Salvi

in October 2010 The complaints also named as defendant the Companys officers and

former officers Jonathan Merriman Gregory Curhan and Robert Ford Messrs Curhan

and Ford were dropped from the case in January 2011 The complaints were consolidated

into one case in March 2011
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NOTE 12- LEGAL PROCEEDINGS CONTINUED

KHACHA TURIAN PETERSON AND SAL vi MERRIMAN CAPITAL INC AND MERRIMAN

HOLDINGS INC CONTINUED

The complaints alleged that plaintiffs were convinced by the Company to purchase shares

of small risky stock in which the Company held position It further alleged that the

Company did not permit plaintiffs to sell the shares when the stocks price fell In October

2013 the parties entered into settlement agreement and release and the case was

dismissed

Additionally from time to time the Company is involved in ordinary routine litigation

incidental to our business

NOTE 13- SUBSEQUENT EVENTS

The Company evaluated and had accounted for all subsequent events for recognition and

disclosure through thedate this financial statement was available to be issued
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