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SECURITIES AND EXCHANGE COMMISSION

WASHINGTON, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934.
For the quarterly period ended March 31, 2008

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934.
For the Transition Period from              to             .

Commission file number: 1-15831

MCF CORPORATION
(Exact Name of Registrant as Specified in its Charter)

Delaware 11-2936371
(State or Other Jurisdiction of

Incorporation or Organization)
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Identification No.)
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San Francisco, CA 94108
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(Registrant�s Telephone Number, Including Area Code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer, or a smaller reporting
company. See definition of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in Rule 12b-2 of the Exchange Act.

Large accelerated filer  ¨ Accelerated filer  x
Non-accelerated filer  ¨ Smaller reporting company  ¨

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).    Yes  ¨    No  x

The number of shares of Registrant�s common stock outstanding as of May 6, 2008 was 12,746,795.
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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements (unaudited)
MCF CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)

Three Months Ended
March 31,

2008 2007
Revenue:
Commissions $ 8,468,710 $ 7,165,707
Principal transactions (1,315,076) 2,613,124
Investment banking 3,376,411 4,232,471
Primary research 1,541,794 �  
Advisory and other (303,534) 311,842

Total revenue 11,768,305 14,323,144
Operating expenses:
Compensation and benefits 13,170,642 10,810,287
Brokerage and clearing fees 775,301 632,641
Cost of primary research 585,164 �  
Professional services 827,485 381,478
Occupancy and equipment 537,182 442,528
Communications and technology 939,978 812,936
Depreciation and amortization 143,224 181,021
Amortization of intangible assets 116,535 �  
Travel and business development 959,594 469,202
Other 838,870 591,944

Total operating expenses 18,893,975 14,322,037

Operating income (loss) (7,125,670) 1,107
Interest income 96,404 122,493
Interest expense (20,707) (54,344)

Net income (loss) $ (7,049,973) $ 69,256

Basic net income (loss) per share $ (0.57) $ 0.01

Diluted net income (loss) per share $ (0.57) $ 0.01

Weighted average common shares outstanding:
Basic 12,289,582 10,336,328
Diluted 12,289,582 11,459,376

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

CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

(unaudited)

March 31,
2008

December 31,
2007

ASSETS
Cash and cash equivalents $ 10,365,973 $ 31,962,201
Securities owned:
Marketable, at fair value 13,836,055 14,115,022
Not readily marketable, at estimated fair value 3,528,433 2,250,668
Other 1,711,014 2,254,120
Restricted cash 1,130,071 689,157
Due from clearing broker 1,113,234 1,251,446
Accounts receivable, net 1,931,673 4,008,729
Prepaid expenses and other assets 2,575,472 1,716,814
Equipment and fixtures, net 1,174,807 1,245,692
Intangible assets 1,833,280 1,949,815
Goodwill 3,338,016 3,129,667

Total assets $ 42,538,028 $ 64,573,331

LIABILITIES AND STOCKHOLDERS� EQUITY
Accounts payable $ 1,557,812 $ 957,969
Commissions and bonus payable 4,442,029 17,517,032
Accrued expenses 4,948,246 6,351,598
Due to clearing and other brokers 18,345 6,865
Securities sold, not yet purchased 1,548,826 3,804,558
Capital lease obligation 756,044 890,272
Convertible notes payable, net 200,000 197,416
Notes payable 16,712 41,573

Total liabilities 13,488,014 29,767,283

Commitments and contingencies
Stockholders� equity:
Preferred stock, Series A�$0.0001 par value; 2,000,000 shares authorized; 0 shares issued and outstanding
as of March 31, 2008 and December 31, 2007, respectively; aggregate liquidation preference of $0 �  �  
Preferred stock, Series B�$0.0001 par value; 12,500,000 shares authorized; 1,250,000 shares issued and 0
shares outstanding as of March 31, 2008 and December 31, 2007; aggregate liquidation preference of $0 �  �  
Preferred stock, Series C�$0.0001 par value; 14,200,000 shares authorized; 1,685,714 shares issued and 0
shares outstanding as of March 31, 2008 and December 31, 2007; aggregate liquidation preference of $0 �  �  
Common stock�$0.0001 par value; 300,000,000 shares authorized; 12,597,334 and 12,310,886 shares
issued and 12,570,906 and 12,284,448 shares outstanding as of March 31, 2008 and December 31, 2007,
respectively 1,261 1,232
Additional paid-in capital 125,304,193 124,010,283
Treasury stock (125,613) (125,613)
Accumulated deficit (96,129,827) (89,079,854)

Total stockholders� equity 29,050,014 34,806,048

Total liabilities and stockholders� equity $ 42,538,028 $ 64,573,331
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MCF CORPORATION

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

Three Months Ended
March 31,

2008 2007
Cash flows from operating activities:
Net income (loss) $ (7,049,973) $ 69,256
Adjustments to reconcile net income (loss) to net cash used in operating activities:
Depreciation and amortization 259,759 181,021
Stock-based compensation 662,786 737,703
Amortization of discounts on convertible notes payable 2,584 2,583
Unrealized (gain) loss on securities owned 1,179,181 (1,378,395)
Bad debt write-off 166,784 10,245
Other (301,721) 5,552
Changes in operating assets and liabilities:
Securities owned (3,588,884) 2,970,245
Restricted cash (440,914) (1,248)
Due from clearing broker 138,212 (261,896)
Accounts receivable 1,895,273 756,063
Prepaid expenses and other assets (858,658) 222,852
Accounts payable 599,843 138,210
Commissions and bonus payable (13,075,003) (4,423,720)
Accrued expenses (1,403,352) (323,997)
Due to clearing and other brokers 11,480 2,351

Net cash used in operating activities (21,802,603) (1,293,175)
Cash flows from investing activities:
Purchase of equipment and fixtures (72,339) (33,862)
Proceeds from sale of Catalyst �  163,219

Net cash provided by (used in) investing activities (72,339) 129,357
Cash flows from financing activities:
Proceeds from the exercise of stock options and warrants 437,803 102,937
Proceeds from the issuance of common stock �  102,555
Debt service principal payments (159,089) (179,642)

Net cash provided by financing activities 278,714 25,850

Decrease in cash and cash equivalents (21,596,228) (1,137,968)
Cash and cash equivalents at beginning of period 31,962,201 13,746,590

Cash and cash equivalents at end of period $ 10,365,973 $ 12,608,622

Supplementary disclosure of cash flow information:
Cash paid during the period:
Interest $ 18,123 $ 26,759
Income taxes $ 365,150 $ �  

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

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

1. Significant Accounting Policies

Basis of Presentation

The interim financial statements included herein for MCF Corporation, or the Company, have been prepared, without audit, pursuant to the rules
and regulations of the Securities and Exchange Commission. In the opinion of management, the financial statements included in this report
reflect all normal recurring adjustments that the Company considers necessary for the fair presentation of the results of operations for the interim
periods covered and the financial position of the Company at the date of the interim statement of financial condition. Certain information and
footnote disclosures normally included in annual financial statements prepared in accordance with accounting principles generally accepted in
the United States have been condensed or omitted pursuant to such rules and regulations. However, the Company believes that the disclosures
are adequate to understand the information presented. The operating results for interim periods are not necessarily indicative of the operating
results for the entire year. These financial statements should be read in conjunction with the Company�s 2007 audited consolidated financial
statements and notes thereto included in the Company�s Annual Report on Form 10-K for the year ended December 31, 2007.

Securities Owned

�Securities owned� and �Securities sold, but not yet purchased� are reflected in the condensed consolidated statements of financial condition on a
trade-date basis. Related unrealized gains or losses are generally recognized in �Principal transactions revenue� in the condensed consolidated
statements of operations. The fair value of a financial instrument is the amount that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date (the exit price). Instruments that the firm owns (long
positions) are marked to bid prices, and instruments that the firm has sold, but not yet purchased (short positions), are marked to offer prices.
Fair value measurements are not adjusted for transaction costs.

Investment Banking Revenue

Investment banking revenue includes underwriting and private placement agency fees earned through the Company�s participation in public
offerings and private placements of equity and convertible debt securities and fees earned as financial advisor in mergers and acquisitions and
similar transactions. Underwriting revenue is earned in securities offerings in which the Company acts as an underwriter and includes
management fees, selling concessions and underwriting fees. Fee revenue relating to underwriting commitments is recorded when all significant
items relating to the underwriting cycle have been completed and the amount of the underwriting revenue has been determined. This generally is
the point at which all of the following have occurred: (i) the issuer�s registration statement has become effective with the SEC, or other offering
documents are finalized, (ii) the Company has made a firm commitment for the purchase of the shares or debt from the issuer, and (iii) the
Company has been informed of the exact number of shares or the principal amount of debt that it has been allotted.

Syndicate expenses related to securities offerings in which the Company acts as underwriter or agent are deferred until the related revenue is
recognized or we determine that it is more likely than not that the securities offerings will not ultimately be completed. Underwriting revenue is
presented net of related expenses. As co-manager for registered equity underwriting transactions, management must estimate the Company�s
share of transaction related expenses incurred by the lead manager in order to recognize revenue. Transaction related expenses are deducted
from the underwriting fee and therefore reduces the revenue that is recognized as co-manager. Such amounts are adjusted to reflect actual
expenses in the period in which the Company receives the final settlement, typically 90 days following the closing of the transaction.

Merger and acquisition fees and other advisory service revenue are generally earned and recognized only upon successful completion of the
engagement. Unreimbursed expenses associated with private placement and advisory transactions are recorded as expenses as incurred.
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MCF CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�CONTINUED

(unaudited)

1. Significant Accounting Policies � continued

Commissions and Principal Transactions Revenue

Commissions revenue includes revenue resulting from executing stock exchange-listed securities, over-the counter securities and other
transactions as agent for the Company�s clients. Principal transactions consist of a portion of dealer spreads attributed to the Company�s securities
trading activities as principal in NASDAQ-listed and other securities, and include transactions derived from activities as a market-maker.
Additionally, principal transactions include gains and losses resulting from market price fluctuations that occur while holding positions in
trading security inventory. Commissions revenue and related clearing expenses are recorded on a trade-date basis as security transactions occur.
Principal transactions in regular-way trades are recorded on the trade date, as if they had settled. Profit and loss arising from all securities and
commodities transactions entered into for the account and risk of the Company are recorded on a trade-date basis.

Share-Based Compensation Expense

The Company measures and recognizes compensation expense based on estimated fair values for all share-based awards made to employees and
directors, including stock options, non-vested stock, and participation in the Company�s employee stock purchase plan. The Company estimates
fair value of share-based awards on the date of grant using an option-pricing model. The value of the portion of the award that is ultimately
expected to vest is recognized as expense in the Company�s consolidated statements of operations over the requisite service periods. Share-based
compensation expense recognized in the Company�s consolidated statement of operations includes compensation expense for share-based awards
granted (i) prior to, but not yet vested as of December 31, 2005, based on the grant date fair value, and (ii) subsequent to December 31, 2005.
Compensation expense for all share-based awards subsequent to December 31, 2005 is recognized using the straight-line single-option method.
Because share-based compensation expense is based on awards that are ultimately expected to vest, share-based compensation expense has been
reduced to account for estimated forfeitures. Forfeitures are estimated at the time of grant and revised, if necessary, in subsequent periods if
actual forfeitures differ from those estimates.

To calculate option-based compensation, the Company uses the Black-Scholes option pricing model, which is affected by the Company�s stock
price as well as assumptions regarding a number of subjective variables. These variables include, but are not limited to the Company�s expected
stock price volatility over the term of the awards, and actual and projected employee stock option exercise behaviors. No tax benefits were
attributed to the share-based compensation expense because a valuation allowance was maintained for all net deferred tax assets.

Income Taxes

The Company uses the asset and liability method of accounting for income taxes. Deferred tax assets and liabilities are recognized for the
estimated future tax consequences attributable to differences between the financial statement carrying amounts of existing assets and liabilities
and their respective tax bases. Deferred tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to be recovered or settled. A valuation allowance is recorded to reduce deferred tax
assets to an amount whose realization is more likely than not. The effect on deferred tax assets and liabilities of a change in tax rates is
recognized in the consolidated statements of operations in the period that includes the enactment date. MCF Corporation adopted FIN No. 48 on
January 1, 2007.

Segment Reporting

The Company organizes its operations into three operating segments for the purpose of making operating decisions and assessing performance.
These operating segments are organized along operating subsidiaries, Merriman Curhan Ford & Co., MCF Asset Management, LLC and Panel
Intelligence, LLC. Accordingly, the Company operated in three reportable operating segments in the United States during 2007.
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MCF CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�CONTINUED

(unaudited)

1. Significant Accounting Policies � continued

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States requires management to
make estimates, judgments and assumptions that affect the reported amounts of assets, liabilities, revenue and expenses. Actual results could
differ from those estimates.

Pending Accounting Pronouncements

SFAS 141(R). In December 2007, the FASB issued SFAS No. 141(R), Business Combinations. SFAS 141(R) expands the definition of
transactions and events that qualify as business combinations; requires that the acquired assets and liabilities, including contingencies, be
recorded at the fair value determined on the acquisition date and changes thereafter reflected in revenue, not goodwill; changes the recognition
timing for restructuring costs; and requires acquisition costs to be expensed as incurred. Adoption of SFAS 141(R) is required for combinations
after December 15, 2008. Early adoption and retroactive application of SFAS 141(R) to fiscal years preceding the effective date are not
permitted. The Company is evaluating the impact of adoption on its consolidated financial statements.

SFAS No. 161. In March 2008, the FASB issued SFAS No. 161, �Disclosures about Derivative Instruments and Hedging Activities� an
amendment of FASB Statement No. 133.� SFAS No. 161 requires enhanced disclosures about an entity�s derivative and hedging activities, and is
effective for financial statements issued for fiscal years beginning after November 15, 2008, with early application encouraged. The firm will
adopt SFAS No. 161 in the first quarter of 2009. Since SFAS No. 161 requires only additional disclosures concerning derivatives and hedging
activities, adoption of SFAS No. 161 will not affect the Company�s financial condition, results of operations or cash flows.

2. Fair Value of Assets and Liabilities

Securities owned, and securities sold but not yet purchased, are presented at fair value. Fair value is defined as the price at which an asset would
be received to sell an asset or paid to transfer a 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 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 condensed consolidated statement of financial condition are categorized based
upon the level of judgment associated with the inputs used to measure their fair value. Hierarchical levels, defined by SFAS 157 and directly
related to the amount of subjectivity associated with the inputs to fair valuation of these assets and liabilities, are as follows:

Level 1 � Inputs are unadjusted, quoted prices in active markets for identical assets or liabilities at the measurement date. The types of assets and
liabilities carried at Level 1 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 2 � Inputs (other than quoted prices included in Level 1) 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 instrument�s anticipated life. Fair valued assets that are generally
included in this category are stock warrants for which there are market-based implied volatilities, unregistered common stock and thinly-traded
common stock.

Level 3 � Inputs reflect management�s 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. Generally, assets carried at
fair value and included in this category include stock warrants for which market-based implied volatilities are not available.
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MCF CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�CONTINUED

(unaudited)

2. Fair Value of Assets and Liabilities � continued

Assets measured at fair value on a recurring basis are categorized in the table below based upon the lowest level of significant input to the
valuations.

Assets at Fair Value at March 31, 2008
Level 1 Level 2 Level 3 Total

Corporate equities $ 12,204,760 $ 547,370 $ 337,621 $ 13,089,751
Stock warrants �  �  4,145,902 4,145,902
Underwriters� purchase option �  �  127,710 127,710
Convertible notes �  �  �  �  
Preferred stock 1,125 �  �  1,125

$ 12,205,885 $ 547,370 $ 4,611,233 $ 17,364,488

Assets at Fair Value at December 31, 2007
Level 1 Level 2 Level 3 Total

Corporate equities $ 13,696,019 $ �  $ 489,453 $ 14,185,472
Stock warrants �  �  1,756,580 1,756,580
Underwriters� purchase option �  �  194,957 194,957
Convertible notes 228,456 �  �  228,456
Preferred stock 225 �  �  225

$ 13,924,700 $ �  $ 2,440,990 $ 16,365,690

Liabilities measured at fair value on a recurring basis consisted of Securities sold, not yet purchased which are categorized as Level 1. The fair
value of Securities sold, not yet purchased as of March 31, 2008 and December 31, 2007 was approximately $1,549,000 and $3,805,000,
respectively.

The following summarizes the change in carrying values associated with Level 3 financial instruments for the three months ended March 31,
2008:

Corporate
Equities

Stock
Warrants

Underwriters�
Purchase Option Total

Balance at December 31, 2007 $ 489,453 $ 1,756,580 $ 194,957 $ 2,440,990
Purchases, issuances and settlements 202,694 274,271 �  476,965
Net transfers in / (out) (339,453) �  �  (339,453)
Gains / (losses)
Realized �  �  �  �  
Unrealized (15,073) 2,115,051 (67,247) 2,032,731

Balance at March 31, 2008 $ 337,621 $ 4,145,902 $ 127,710 $ 4,611,233
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The amounts of unrealized gains and losses for the three months ended March 31, 2008 included in the table above are all attributable to those
assets still held as of March 31, 2008. Net revenues (both realized and unrealized) for Level 3 financial instruments are a component of Principal
transactions in the consolidated statements of operations.
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MCF CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�CONTINUED

(unaudited)

3. Share-Based Compensation Expense

Stock Options

As of March 31, 2008, there were 5,591,430 shares authorized for issuance under the Option Plans, and 612,858 shares authorized for issuance
outside of the Option Plans. As of March 31, 2008, 303,287 shares were available for future option grants under the Option Plans. There were no
shares available for future option grants outside of the Options Plans. Compensation expense for stock options during the three months ended
March 31, 2008 and 2007 was $381,000 and $320,000, respectively.

The following table is a summary of the Company�s stock option activity for the three months ended March 31, 2008:

Options
Outstanding

Weighted
Average

Exercise Price
Balance as of December 31, 2007 4,066,259 $ 6.00
Granted 64,153 5.45
Exercised (46,770) (2.57)
Canceled (112,563) (6.88)

Balance as of March 31, 2008 3,971,079 $ 6.01

Exercisable as of March 31, 2008 3,083,606 $ 6.21

The following table summarizes information with respect to stock options outstanding at March 31, 2008:

Options Outstanding Vested Options

Range of Exercise Price Number

Weighted
Average

Remaining
Contractual
Life (Years)

Weighted
Average
Exercise

Price

Aggregate
Intrinsic

Value Number

Weighted
Average
Exercise

Price

Aggregate
Intrinsic

Value
$0.00 - $3.50 1,927,635 4.83 $ 3.00 $ 1,803,303 1,927,635 $ 3.00 $ 1,803,303
$3.51 - $7.00 1,229,416 8.01 $ 4.74 �  434,018 4.36 �  
$7.01 - $14.00 518,360 5.79 $ 9.01 �  426,285 9.16 �  
$14.01 - $28.00 256,381 2.60 $ 22.04 �  256,381 22.04 �  
$28.01 - $49.00 39,287 1.91 $ 49.00 �  39,287 49.00 �  

3,971,079 5.76 $ 6.01 $ 1,803,303 3,083,606 $ 6.21 $ 1,803,303

As of March 31, 2008, total unrecognized compensation expense related to unvested stock options was $2,868,000. This amount is expected to
be recognized as expense over a weighted-average period of 1.35 years.

Non-Vested Stock
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At the date of grant, the recipients of non-vested stock have most of the rights of a stockholder other than voting rights, subject to certain
restrictions on transferability and a risk of forfeiture. Non-vested shares typically vest over a two to four year period beginning on the date of
grant. The fair value of non-vested stock is equal to the market value of the shares on the date of grant. The Company recognizes the
compensation expense for non-vested stock on a straight-line basis over the requisite service period. Compensation expense for non-vested stock
during the three months ended March 31, 2008 and 2007 was $282,000 and $361,000, respectively.
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MCF CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�CONTINUED

(unaudited)

3. Share-Based Compensation Expense � continued

The following table is a summary of the Company�s non-vested stock activity for the three months ended March 31, 2008:

Non-Vested
Stock

Outstanding

Weighted
Average

Grant Date
Fair Value

Intrinsic
Value at

March 31,
2008

Balance as of December 31, 2007 180,620 $ 7.51
Granted 15,173 5.15
Vested (61,027) (7.26)
Canceled �  �  

Balance as of March 31, 2008 134,766 $ 7.36 $ 530,978

As of March 31, 2008, total unrecognized compensation expense related to non-vested stock was $712,000. This expense is expected to be
recognized over a weighted-average period of 0.82 year.

2002 Employee Stock Purchase Plan

The Company issued all shares previously available under the Employee Stock Purchase Plan, or ESPP, to its employees through August 15,
2007. As of March 31, 2008, there are no shares available under the ESPP plan and the Company has no plan to request additional shares from
the stockholders for this program. Compensation expense for ESPP during the three months ended March 31, 2008 and 2007 was $0 and
$57,000, respectively.

Fair Value and Assumptions Used to Calculate Fair Value

The weighted average fair value of each stock option granted for the three months ended March 31, 2008 and 2007 was $3.48 and $3.02,
respectively. The fair value of each option award is estimated on the date of grant using the Black-Scholes Option Pricing Model, with the
following assumptions for the three months ended March 31, 2008 and 2007:

Three months Ended
March 31,

    2008        2007    
Expected volatility 70.33% 79.21%
Expected life (years) 6.35 4.17
Risk-free interest rate 2.75% 4.64%
Expected dividend yield 0% 0%

The weighted average fair value of the non-vested stock granted under the Company�s stock option plans for the three months ended March 31,
2008 and 2007 was $5.15 and 4.96 per share, respectively. The fair value of the non-vested stock award is estimated on the date of grant using
the intrinsic value method.
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MCF CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�CONTINUED

(unaudited)

4. Income Taxes

At the end of each interim reporting period the Company calculates an effective tax rate based on the Company�s estimate of the tax provision
(benefit) that will be provided for the full year, stated as a percentage of estimated annual pre-tax income (loss). The tax provision (benefit) for
the interim period is determined using this estimated annual effective tax rate. For the three months ended March 31, 2008 and 2007, the
Company recorded zero income tax expense. The effective tax rate for the quarter ended March 31, 2008 is zero because the Company is
operating at a loss.

Historically and currently, the Company has recorded a valuation allowance on the deferred tax assets, the significant component of which
relates to net operating loss tax carryforwards. Management continually evaluates the realizability of its deferred tax assets based upon negative
and positive evidence available. Based on the evidence available at this time, the Company continues to conclude that it is not �more likely than
not� that we will be able to realize the benefit of our deferred tax assets in the future.

The Company adopted Interpretation No. 48 on January 1, 2007. Upon the adoption of FIN 48, the Company recognized no adjustment in the
liability for unrecognized income tax benefits and no corresponding change in retained earnings. At the end of the fiscal year 2007, the Company
recorded a liability for an uncertain tax position related to certain investments in the amount of $1,838,000. The Company does not have any
material accrued interest or penalties associated with any unrecognized tax benefits. The Company�s policy is to account for interest, if any, as
interest expense and penalties as income tax expense.

The Company�s tax years 2004-2006 will remain open for three years for examination by the Internal Revenue Service from the date the federal
corporation tax returns were filed. The Company�s tax years 2002-2006 will remain open for three to four years for examination by state tax
authorities from the date the state corporation tax returns were filed. Net operating losses deducted are subject to review and adjustment for three
to four years after the net operating losses are deducted on the U.S. and state returns filed.

5. Earnings (loss) per Share

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

Three Months Ended
March 31,

2008 2007
Net income (loss) available to common stockholders - basic $ (7,049,973) $ 69,256
Interest on convertible note payable 4,084 �  
Net income (loss) available to common stockholders - diluted (7,045,889) 69,256
Weighted-average number of common shares - basic 12,289,582 10,336,328
Weighted-average number of common shares - diluted 12,289,582 11,459,376
Basic net income (loss) per common share $ (0.57) $ 0.01
Diluted net loss per common share $ (0.57) $ 0.01

Basic earnings (loss) per share is computed by dividing net income (loss) by the weighted average number of common shares outstanding,
excluding shares of non-vested stock. Diluted earnings per share is calculated by dividing net income, plus interest and dividends on dilutive
securities, by the weighted average number of common shares used in the basic earnings per share calculation plus the number of common
shares that would be issued assuming exercise or conversion of all potentially dilutive common shares outstanding, including non-vested stock.
Diluted loss per share is unchanged from basic loss per share for the three months ended March 31, 2008 because the addition of common shares
that would be issued assuming exercise or conversion would be anti-dilutive.
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MCF CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�CONTINUED

(unaudited)

5. Earnings (loss) per Share � continued

Shares used in the diluted net income per share computation include the dilutive impact of the Company�s stock options and warrants. The impact
of the Company�s stock options and warrants on shares used for the diluted earnings per share computation is calculated based on the average
share price of the Company�s common stock for each period using the treasury stock method. Under the treasury stock method, the tax-effected
proceeds that would be hypothetically received from the exercise of all stock options and warrants with exercise prices below the average share
price of the Company�s common stock are assumed to be used to repurchase shares of the Company�s common stock. Because the Company
reported a net loss during the three months ended March 31, 2008, the Company excluded the impact of all stock options and warrants in the
computation of dilutive earnings per share, as their effect would be anti-dilutive.

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

Three Months Ended
March 31,

2008 2007
Stock options and warrants excluded due to the exercise price exceeding the average fair value of the
Company�s common stock during the period 1,649,267 1,613,369
Weighted average non-vested stock, stock options and stock warrants, calculated using the treasury stock
method, that were excluded due to the Company reporting a net loss during the period 1,055,821 �  
Weighted average shares issuable upon conversion of the convertible notes payable 142,858 142,858

Total common stock equivalents excluded from diluted net loss per share 2,847,946 1,756,227
6. Regulatory Requirements

Merriman Curhan Ford & Co. is a broker-dealer subject to Rule 15c3-1 of the Securities and Exchange Commission, which specifies uniform
minimum net capital requirements, as defined, for their registrants. As of March 31, 2008, Merriman Curhan Ford & Co. had regulatory net
capital, as defined, of $10,672,000, which exceeded the amount required by $9,672,000. Merriman Curhan Ford & Co. is exempt from Rules
15c3-3 and 17a-13 under the Securities Exchange Act of 1934 because it does not carry customer accounts, nor does it hold customer securities
or cash.

7. Business Segments

The Company�s business results are categorized into the following three segments: investment bank / broker-dealer, primary research and asset
management. The investment bank / broker-dealer segment includes a broad range of services, such as capital raising and financial advisory
services for corporate clients, and brokerage and equity research services for our institutional investor clients. Our primary research segment
offers custom, independent primary research services to health care and clean technology companies, as well as financial services firms that
invest in these companies. Our asset management segment manages investment products for investors.

The accounting policies of the segments are consistent with those described in the Significant Accounting Policies in Note 2. Revenue
generating activities between segments are eliminated from the segments results for reporting purposes. These activities include fees paid by the
Asset Management segment to the Primary Research segment for the management of its investment portfolio.
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MCF CORPORATION

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS�CONTINUED

(unaudited)

7. Business Segments � continued

The Company�s segment information for the three months ended March 31, 2008 is prepared using the following methodology:

� Revenue and expenses directly associated with each segment are included in determining income.

� Each segment�s operating expenses include compensation and benefits expenses and other operating expenses that are incurred
directly in support of the segments. These other operating expenses, include brokerage and clearing fees, cost of primary research
services, professional services, occupancy and equipment, communications and technology, depreciation and amortization,
amortization of intangible assets, travel and business development and other operating expenses.

� Corporate operating expenses include compensation and benefits for corporate support employees as well as operating expenses that
are not incurred directly in support of our three segments.

Management believes that the following information provides a reasonable representation of each segment�s contribution to revenue, income and
assets:

Three Months Ended
March 31,

2008 2007
Broker-Dealer Revenue $ 10,738,200 $ 14,148,318

Operating expenses 13,947,060 11,911,290

Operating income (loss) $ (3,208,860) $ 2,237,028

Segment assets $ 32,176,822 $ 24,861,048

Primary Research Revenue $ 1,541,794 $ �  
Operating expenses 1,910,380 �  

Operating loss $ (368,586) $ �  

Segment assets $ 6,467,666 $ �  

Asset Management Revenue $ (511,689) $ 174,826
Operating expenses 427,090 229,704

Operating loss $ (938,779) $ (54,878)

Segment assets $ 2,660,247 $ 1,363,928
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Corporate Support Operating loss $ 2,609,445 $ 2,181,043
Consolidated Entity Revenue $ 11,768,305 $ 14,323,144

Operating expenses 18,893,975 14,322,037

Operating income (loss) $ (7,125,670) $ 1,107

Total assets $ 42,538,028 $ 27,791,086
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ITEM 2 Management�s Discussion and Analysis of Financial Condition and Results of Operations
This Quarterly Report on Form 10-Q, including this Management�s Discussion and Analysis of Financial Condition and Results of Operations
contains forward-looking statements regarding future events and our future results that are based on current expectations, estimates, forecasts,
and projections about the industries in which we operate and the beliefs and assumptions of our management. Words such as �may,� �will,� �should,�
�expects,� �anticipates,� �targets,� �goals,� �projects,� �intends,� �plans,� �believes,� �seeks,� �estimates,� �predicts,� �potential� or �continue,� variations of such words,
and similar expressions are intended to identify such forward-looking statements. In addition, any statements that refer to projections of our
future financial performance, our anticipated growth and trends in our businesses, and other characterizations of future events or circumstances,
are forward-looking statements. Readers are cautioned that these forward-looking statements are only predictions and are subject to risks,
uncertainties, and assumptions that are difficult to predict. Therefore, actual results may differ materially and adversely from those expressed in
any forward-looking statements. Readers are referred to risks and uncertainties identified under �Risk Factors� beginning on Page 25 and
elsewhere herein. We undertake no obligation to revise or update publicly any forward-looking statements for any reason.

Overview

We are a financial services holding company that provides investment research, capital markets services, corporate and venture services,
investment banking, asset management and primary research through our operating subsidiaries, Merriman Curhan Ford & Co., MCF Asset
Management, LLC and Panel Intelligence, LLC.

Merriman Curhan Ford & Co. is an investment bank and securities broker-dealer focused on fast growing companies and institutional investors.
Our mission is to become a leader in the researching, advising, financing, trading and investing in fast growing companies under $2 billion in
market capitalization. We provide equity research, brokerage and trading services primarily to institutions, as well as investment banking and
advisory services to corporate clients. We are gaining market share by originating differentiated research for our institutional investor clients and
providing specialized and integrated services for our fast-growing corporate clients. Institutional Cash Distributors (ICD), a division of
Merriman Curhan Ford & Co., is a broker of money market funds serving the short-term investing needs of corporate finance departments at
companies throughout the United States and Europe.

Panel Intelligence, LLC provides custom and published primary research to industry clients and investment professionals through online panel
discussions, quantitative surveys and an extensive research library. Panel Intelligence is positioned to provide greater access, compliance,
insights and productivity to clients in the healthcare, CleanTech, TMT and financial industries.

MCF Asset Management, LLC manages absolute return investment products for institutional and high-net worth clients. As of March 31, 2008,
assets under management across our three fund products were approximately $55 million.

Executive Summary

Revenue declined by 18% in the latest quarter relative to the first quarter 2007 during one of the most tumultuous capital market environments in
a generation. Our commissions revenue grew by 18% year-over-year, due primarily to continued growth with our Institutional Cash Distributors
money fund business. Investment banking revenue declined by 20% as very few companies came to market during the first quarter. Principal
transactions swung to a loss of $1,315,000 during first quarter 2008 mainly due to the decrease in the fair value of positions in our proprietary
trading account, partially offset by the increase in value of stock warrants that we own in our investment portfolio. We incurred a net loss of $7
million, or $0.57 per diluted share.

Business Environment

Stocks declined sharply during the first quarter of 2008, reflecting growing evidence that a U.S. recession was either imminent or already in
progress. However, a number of bold interventions by the Federal Reserve Board (�Fed�)�including engineering the sale of embattled broker Bear
Stearns to JPMorgan Chase as well as multiple reductions of key target short-term interest rates�helped stabilize share prices toward the end of
the quarter and gave rise to hopes that the worst of the market�s decline might be behind it. The quarter brought a raft of bad news, most of it
courtesy of the subprime mortgage crisis, the depressed U.S. housing market and high oil prices. Among widely followed benchmarks, the
broad-based S&P 500® Index, a widely followed large-cap benchmark, declined 9.45% and the technology-sensitive NASDAQ Composite®

Index (�NASDAQ�) suffered some of the worst damage, falling 14.07%. At its low point in March, the NASDAQ was down more than 20%. The
Russell 2000® Index, comprising small-cap stocks, posted a 9.90% loss.
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Our securities broker-dealer and investment banking activities are linked to the capital markets. In addition, our business activities are focused in
the consumer growth, healthcare, specialty growth and technology sectors. By their nature, our business activities are highly competitive and are
not only subject to general market conditions, volatile trading markets and fluctuations in the volume of market activity, but also to the
conditions affecting the companies and markets in our areas of focus.

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

Results of Operations

The following table sets forth a summary of financial highlights for the three months ended March 31, 2008 and 2007:

Three Months Ended
March 31,

2008 2007
Revenue:
Commissions $ 8,468,710 $ 7,165,707
Principal transactions (1,315,076) 2,613,124
Investment banking 3,376,411 4,232,471
Primary research 1,541,794 �  
Advisory and other (303,534) 311,842

Total revenue 11,768,305 14,323,144
Operating expenses:
Compensation and benefits 13,170,642 10,810,287
Brokerage and clearing fees 775,301 632,641
Cost of primary research 585,164 �  
Professional services 827,485 381,478
Occupancy and equipment 537,182 442,528
Communications and technology 939,978 812,936
Depreciation and amortization 143,224 181,021
Amortization of intangible assets 116,535 �  
Travel and business development 959,594 469,202
Other 838,870 591,944

Total operating expenses 18,893,975 14,322,037

Operating income (loss) (7,125,670) 1,107
Interest income 96,404 122,493
Interest expense (20,707) (54,344)

Net income (loss) $ (7,049,973) $ 69,256

Our net income (loss) for the three months ended March 31, 2008 and 2007 included the following non-cash items:

Three Months Ended
March 31,

2008 2007
Stock-based compensation expense $ 662,786 $ 737,703
Depreciation and amortization 143,224 181,021
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Amortization of intangible assets 116,535 �  
Provision for uncollectible accounts receivable 166,784 10,245
Amortization of discounts on debt 2,584 2,584

Total $ 1,091,913 $ 931,553
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Investment Banking Revenue

Our investment banking activity includes the following:

� Capital Raising - Capital raising includes private placements of equity and debt instruments and underwritten public offerings.

� Financial Advisory - Financial advisory includes advisory assignments with respect to mergers and acquisitions, divestures,
restructurings and spin-offs.

The following table sets forth our revenue and transaction volumes from our investment banking activities for the three months ended March 31,
2008 and 2007:

Three Months Ended
March 31,

2008 2007
Revenue:
Capital raising $ 1,556,161 $ 4,019,971
Financial advisory 1,820,250 212,500

Total investment banking revenue $ 3,376,411 $ 4,232,471

Transaction Volumes:
Public offerings:
Capital underwritten participations $ �  $ 32,488,733
Number of transactions �  3
Private placements:
Capital raised $ 32,424,000 $ 63,600,000
Number of transactions 5 3
Financial advisory:
Transaction amounts $ �  $ �  
Number of transactions �  �  

Our investment banking revenue was $3,376,000, or 29% of our revenue during 2008, representing a 20% decrease compared to $4,232,000
recognized in 2007. As a result of the extremely difficult market environment, particularly for small-cap companies, we closed only private
placement transactions during the first quarter 2008. The public markets were effectively closed during the first quarter.

During the first quarter 2008, no investment banking customer accounted for more than 10% of our revenue. During the first quarter 2007, one
investment banking customer accounted for 10% of our revenue from continuing operations.
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Commissions and Principal Transactions Revenue

Our broker-dealer activity includes the following:

� Commissions - Commissions include revenue resulting from executing stock trades for exchange-listed securities, over-the-counter
securities and other transactions as agent.

� Principal Transactions - Principal transactions consist of a portion of dealer spreads attributed to our securities trading activities as
principal in NASDAQ-listed and other securities, and include transactions derived from our activities as a market-maker.
Additionally, principal transactions include gains and losses resulting from market price fluctuations that occur while holding
positions in our trading security inventory.

The following table sets forth our revenue and several operating metrics which we utilize in measuring and evaluating performance and the
results of our trading activity operations:

Three Months Ended
March 31,

2008 2007
Revenue:
Commissions $ 8,468,710 $ 7,165,707
Principal transactions:
Customer principal transactions, proprietary trading and market making $ (3,784,742) $ 2,685,608
Investment portfolio 2,469,666 (72,484)

Total principal transactions revenue $ (1,315,076) $ 2,613,124

Transaction Volumes:
Number of shares traded 232,116,182 229,671,346
Number of active clients 369 382

Commissions amounted to $8,469,000, or 72%, of our revenue during the first quarter 2008, representing an 18% increase from $7,166,000
recognized during the similar period in 2007. The higher commissions revenue during the first quarter 2008 was attributed to the continued grow
in our Institutional Cash Distributors money fund business, with average assets brokered during the quarter increasing to $21 billion as
compared to $14 billion during the first quarter 2007.

Principal transactions swung to a loss of $1,315,000 during 2008 mainly due to the decrease in the fair value of positions in our proprietary
trading account, partially offset by the increase in value of stock warrants that we own in our investment portfolio. As a broker-dealer, we
account for all of our marketable security positions on a trading basis and as a result, all security positions are marked to fair value each day.
Returns from market making and proprietary trading activities tend to be more volatile than acting as agent or principal for customers.

During the first quarter of 2008 and 2007, no single brokerage customer accounted for more than 10% of our revenue.

Primary Research Revenue

Primary research revenue represents the operating results of Panel Intelligence since the acquisition of MedPanel in April 2007. We provide
independent market data and information to clients in the biotechnology, pharmaceutical, medical device, clean tech and financial industries.

17

Edgar Filing: MCF CORP - Form 10-Q

Table of Contents 31



Table of Contents

Compensation and Benefits Expenses

Compensation and benefits expense represents the majority of our operating expenses and includes incentive compensation paid to sales, trading,
research and investment banking professionals, as well as discretionary bonuses, salaries and wages, and stock-based compensation. Incentive
compensation varies primarily based on revenue production. Discretionary bonuses paid to research analysts also vary with commissions
revenue production but includes other qualitative factors as well. Salaries, payroll taxes and employee benefits tend to vary based on overall
headcount.

The following table sets forth the major components of our compensation and benefits for the three months ended March 31, 2008 and 2007:

Three Months Ended
March 31,

2008 2007
Incentive compensation and discretionary bonuses $ 6,215,550 $ 5,675,235
Salaries and wages 4,309,823 3,040,145
Stock-based compensation 662,786 737,703
Payroll taxes, benefits and other 1,982,483 1,357,204

Total compensation and benefits $ 13,170,642 $ 10,810,287
Total compensation and benefits as a percentage of revenue 112% 75%
Cash compensation and benefits as a percentage of revenue 106% 70%

The increase in compensation and benefits expense of $2,360,000 or 22%, from the first quarter of 2007 to the first quarter of 2008 was due to
(i) higher commissions revenue, partially offset by lower investment banking revenue and (ii) the inclusion of salaries and fringe benefits from
Panel Intelligence as we completed the acquisition of MedPanel in April 2007. No such expenses were incurred in the first quarter of 2007. In
addition, we also incurred higher cash compensation due to salary adjustments for employees other than those of Panel Intelligence effective
January 1, 2008.

Cash compensation is equal to total compensation and benefits expense excluding stock-based compensation. Cash compensation and benefits
expense as a percentage of revenue increased to 106% during 2008 as compared to 70% in 2007. This increase was primarily the result of the
significant decline in revenue which was attributed to proprietary trading losses and lower investment banking revenue during 2008.

One sales professional accounted for 11% of our revenue in the first quarter of 2008, while no single sales professional accounted for more than
10% of our revenue in the similar quarter of 2007.

Stock-based compensation expense decreased by $75,000 in first quarter 2008, as compared to 2007. The decline in stock-based compensation
expense can be attributed to fewer non-vested restricted shares outstanding in 2008.
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Other Operating Expenses

Brokerage and clearing fees include trade processing expenses that we pay to our clearing broker and execution fees that we pay to floor brokers
and electronic communication networks. Merriman Curhan Ford & Co. is a fully-disclosed broker-dealer, which has engaged a third party
clearing broker to perform all of the clearance functions. The clearing broker-dealer processes and settles the customer transactions for
Merriman Curhan Ford & Co. and maintains the detailed customer records. Additionally, security trades are executed by third-party
broker-dealers and electronic trading systems. These expenses are almost entirely variable with commission revenue and the volume of
brokerage transactions. Our brokerage and clearing fees increased by $143,000, or 23%, during the first quarter of 2008 as compared to the first
quarter of 2007. This increase reflected higher costs associated with execution of foreign securities for our clients during first quarter 2008 as
compared to first quarter 2007. Execution fees for foreign securities are higher than they are for domestic securities.

Cost of primary research revenue principally consists of panelist honorarium and recruitment costs. Medical experts receive cash honoraria for
participating in qualitative panels and quantitative surveys. We pay the honoraria to the panelists when the panel or survey has been completed
and record this expense as incurred. We closed the acquisition of MedPanel on April 17, 2007 and began recognizing primary research revenue
and related expenses since that date.

Professional services expense includes legal, audit, consulting fees, as well as expenses related to investment banking transactions. The increase
of $446,000 or 117%, from the first quarter of 2007 to the first quarter of 2008 was primarily attributed to higher legal fees associated with
various projects, as well as higher business development costs associated with investment banking transactions.

Occupancy and equipment includes rental costs for our office facilities and equipment, as well as equipment, software and leasehold
improvement expenses. These expenses are largely fixed in nature. The increase of $95,000, or 21%, from the first quarter of 2007 to the first
quarter of 2008 was in part due to inclusion of expenses from Panel Intelligence as we completed the MedPanel acquisition in April 17, 2007, as
well as higher costs associated with a new lease for our New York office, which commenced in March 2008.

Communications and technology expense includes market data and quote services, voice, data and Internet service fees, and data processing
costs. Historically, these costs have increased as we hire additional employees. The increase of $127,000, or 16%, from the first quarter of 2007
to the first quarter of 2008 was primarily due to a one-time expenditure associated with our Institution Cash Distributions operations in the first
quarter of 2008.

Depreciation and amortization expense primarily relate to the depreciation of our computer equipment and leasehold improvements. The
decrease of $38,000, or 21%, from the first quarter of 2007 to the first quarter of 2008 was due to decrease in book value of computer equipment
and furniture as they become fully depreciated.

Identifiable intangible assets capitalized in connection with the acquisition of MedPanel included customer relationships, customer backlog,
technology platform and the database of registered panelists. The estimated fair market value of these amortizable intangible assets amounting to
$1,990,000 will be amortized over periods ranging from 8 months to 56 months. We began amortization of these intangible assets in April 2007.

Travel and entertainment expense results from business development activities across our various businesses. The increase of $490,000, or
105%, from the first quarter of 2007 to the first quarter of 2008 was due mostly to increased costs associated with non-deal related roadshows,
client visits, and business developments.

Other operating expense includes company events, recruiting fees, professional liability and property insurance, marketing, business licenses and
taxes, office supplies and other miscellaneous office expenses. The increase of approximately $247,000, or 42%, from the first quarter of 2007 to
the first quarter of 2008 was partly due to the write-off of bad debts related to uncollectible receivables and higher marketing expenses, partially
offset by lower recruiting fees.
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Income Tax Expense

At the end of each interim reporting period we calculate an effective tax rate based on our best estimate of the tax provision that will be provided
for the full year, stated as a percentage of estimated annual pre-tax income (loss). The tax provision for the interim period is determined using
this estimated annual effective tax rate. For the three months ended March 31, 2008 and 2007, we recorded zero tax expense. The effective tax
rate for the quarter ended March 31, 2008 is zero because we are operating at a loss.

Historically and currently, we have recorded a valuation allowance on our deferred tax assets, the significant component of which relates to net
operating loss tax carryforwards. Management continually evaluates the realizability of its deferred tax assets based upon negative and positive
evidence available. Based on the evidence available at this time, we continue to conclude that it is not �more likely than not� that we will be able
to realize the benefit of our deferred tax assets in the future.

We adopted Interpretation No. 48 on January 1, 2007. As a result of the implementation of FIN 48, we recognized no adjustment in the liability
for unrecognized income tax benefits and no corresponding change in retained earnings. At the end of the fiscal year 2007, the Company
recorded a liability for an uncertain tax position related to certain investments in the amount of $1,838,000. We do not have any material accrued
interest or penalties associated with any unrecognized tax benefits. Our policy is to account for interest, if any, as interest expense and penalties
as income tax expense.

We do not have any material accrued interest or penalties associated with any unrecognized tax benefits. We are subject to taxation in the US
and various state and foreign jurisdictions. The tax years 2002-2006 remain open to examination by the federal and most state tax authorities.

Off-Balance Sheet Arrangements

We were not a party to any off-balance sheet arrangements during the three months ended March 31, 2008 and 2007. In particular, we do not
have any interest in so-called limited purpose entities, which include special purpose entities and structured finance entities.

Commitments

The following is a table summarizing our significant commitments as of March 31, 2008, consisting of debt and interest payments related to
convertible notes payable, non-convertible notes payable, capital leases and future minimum lease payments under all non-cancelable operating
leases with initial or remaining terms in excess of one year.

Notes
Payable

Operating
Leases

Capital
Leases

2008 $ 218,212 1,696,206 413,560
2009 �  2,444,011 341,674
2010 �  2,019,930 50,880
2011 �  1,923,516 �  
2012 �  1,174,323 �  
Thereafter �  572,000 �  

Total commitments $ 218,212 $ 9,829,986 $ 806,114
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Critical Accounting Policies and Estimates

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

Valuation of Securities Owned

�Securities owned� and �Securities sold, but not yet purchased� are reflected in the condensed consolidated statements of financial condition on a
trade-date basis. Related unrealized gains or losses are generally recognized in �Principal transactions revenue� in the condensed consolidated
statements of operations. The use of fair value to measure financial instruments is fundamental to our financial statements and is one of our most
critical accounting policies.

The fair value of a financial instrument is the amount that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date (the exit price). Instruments that the firm owns (long positions) are marked to
bid prices, and instruments that the firm has sold, but not yet purchased (short positions), are marked to offer prices. Fair value measurements
are not adjusted for transaction costs. Fair values of our financial instruments are generally obtained from quoted market prices in active
markets, broker or dealer price quotations, or alternative pricing sources with reasonable levels of price transparency. To the extent certain
financial instruments trade infrequently or are non-marketable securities and, therefore, have little or no price transparency, we value these
instruments based on management�s estimates.

The Company has categorized its financial instruments measured at fair value into a three-level classification in accordance with SFAS 157.
Level 1fair value measurements of financial instruments including the use of quoted prices in active markets for identical assets or liabilities.
Fair value measurements of financial instrument with inputs (other than quoted prices included in Level I) 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 instrument�s
anticipated life are categorized as Level 2. Finally, fair value measurements of financial instruments that have no direct observable levels are
generally categorized as Level 3. The lowest level input that is significant to the fair value measurement of a financial instrument is used to
categorize the instrument and reflects the judgment of management.

Revenue Recognition

Commissions revenue and related clearing expenses are recorded on a trade-date basis as security transactions occur. Principal transactions in
regular-way trades are recorded on the trade date, as if they had settled. Profit and loss arising from all securities and commodities transactions
entered into for the account and risk of our company are recorded on a trade-date basis.

Investment banking revenue includes underwriting and private placement agency fees earned through our participation in public offerings and
private placements of equity and convertible debt securities and fees earned as financial advisor in mergers and acquisitions and similar
transactions. Underwriting revenue is earned in securities offerings in which we act as an underwriter and includes management fees, selling
concessions and underwriting fees. Management fees are recorded on the offering date, selling concessions on settlement date, and underwriting
fees at the time the underwriting is completed and the related income is reasonably determinable. Syndicate expenses related to securities
offerings in which we act as underwriter or agent are deferred until the related revenue is recognized or we determine that it is more likely than
not that the securities offerings will not ultimately be completed. Merger and acquisition fees and other advisory service revenue are generally
earned and recognized only upon successful completion of the engagement. Underwriting revenue is presented net of related expenses.
Unreimbursed expenses associated with private placement and advisory transactions are recorded as expenses as incurred.

As co-manager for registered equity underwriting transactions, management must estimate our share of transaction related expenses incurred by
the lead manager in order to recognize revenue. Transaction related expenses are deducted from the underwriting fee and therefore reduces the
revenue that is recognized as co-manager. Such amounts are adjusted to reflect actual expenses in the period in which we receive the final
settlement, typically 90 days following the closing of the transaction.

Edgar Filing: MCF CORP - Form 10-Q

Table of Contents 35



21

Edgar Filing: MCF CORP - Form 10-Q

Table of Contents 36



Table of Contents

Stock-Based Compensation

On January 1, 2006, we adopted SFAS 123(R), �Share-Based Payment,� which requires the measurement and recognition of compensation
expense, based on estimated fair values, for all share-based awards, made to employees and directors, including stock options, non-vested stock,
and participation in our employee stock purchase plan. Share-based compensation expense recognized in our consolidated statement of
operations for the three months ended March 31, 2007 and 2006 includes compensation expense for share-based awards granted (i) prior to, but
not yet vested as of December 31, 2005, based on the grant date fair value estimated in accordance with the provisions of SFAS 123, and
(ii) subsequent to December 31, 2005, based on the grant date fair value estimated in accordance with the provisions of SFAS 123(R).

We estimate the fair value of stock options granted using the Black-Scholes option pricing method. This option pricing model requires the input
of highly subjective assumptions, including the option�s expected life and the price volatility of the underlying stock. The expected life of
employee stock options represents the weighted-average period the stock options are expected to remain outstanding. The Company calculated
the expected term using the lattice model with specific assumptions about the suboptimal exercise behavior, post-vesting termination rates and
other relevant factors. The expected stock price volatility was determined using the historical volatility of our common stock. The fair value is
then amortized on a straight-line basis over the requisite service periods of the awards, which is generally the vesting period.

Because share-based compensation expense is based on awards that are ultimately expected to vest, it has been reduced to account for estimated
forfeitures. SFAS 123(R) requires forfeitures to be estimated at the time of grant and revised, if necessary, in subsequent periods if actual
forfeitures differ from those estimates. Changes in these inputs and assumptions can materially affect the measure of estimated fair value of our
share-based compensation.

Deferred Tax Valuation Allowance

We account for income taxes in accordance with the provision of SFAS No. 109, Accounting for Income Taxes, which requires the recognition
of deferred tax assets and liabilities at tax rates expected to be in effect when these balances reverse. Future tax benefits attributable to temporary
differences are recognized to the extent that the realization of such benefits is more likely than not. We have concluded that it is more likely than
not that our deferred tax assets as of March 31, 2008 and 2007 will not be realized based on the scheduling of deferred tax liabilities and
projected taxable income. The amount of the deferred tax assets actually realized, however, could vary if there are differences in the timing or
amount of future reversals of existing deferred tax liabilities or changes in the actual amounts of future taxable income. Should we determine
that we will be able to realize all or part of the deferred tax asset in the future, an adjustment to the deferred tax asset will be recorded in the
period such determination is made.

Liquidity and Capital Resources

Historically, we have satisfied our liquidity and regulatory capital needs through the issuance of equity and debt securities. As of March 31,
2008, liquid assets consisted primarily of cash and cash equivalents of $10,366,000 and marketable securities of $13,836,000, for a total of
$24,202,000, which is $21,875,000 lower than $46,077,000 in liquid assets as of December 31, 2007.

Cash and cash equivalents decreased by $21,596,000 during first quarter of 2008. Cash used in our operating activities for 2008 was
$21,803,000 which consisted of payment of 2007 discretionary bonuses during the first quarter 2008, purchases to cover the short selling of
equity securities and our net loss adjusted for non-cash expenses including stock-based compensation, depreciation and amortization. Cash used
in investing activities amounted to $72,000 during 2008 related to purchases of equipment and fixtures. Cash provided by financing activities
was $279,000. Our financing activities included proceeds from the issuance of stock options and warrants, partially offset by debt service
payments.
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Merriman Curhan Ford & Co., as a broker-dealer, is subject to Rule 15c3-1 of the Securities Exchange Act of 1934, which specifies uniform
minimum net capital requirements, as defined, for their registrants. As of March 31, 2008, Merriman Curhan Ford & Co. had regulatory net
capital of $10,672,000 which exceeded the required amount by $9,672,000.

We believe that our existing cash balances and investments will be sufficient to meet our liquidity and capital spending requirements, both for
the next twelve months as well as for the long-term. However, we may require additional capital investment to fund our working capital if we
incur future operating losses. We cannot be certain that additional debt or equity financing will be available when required or, if available, that
we can secure it on terms satisfactory to us.

Item 3. Quantitative and Qualitative Disclosures About Market Risk
The following discussion about market risk disclosures involves forward-looking statements. Actual results could differ materially from those
projected in the forward-looking statements. We may be exposed to market risks related to changes in equity prices, interest rates and foreign
currency exchange rates. We do not use derivative financial instruments for speculative, trading or any other purpose.

Equity Price Risk

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

Interest Rate Risk

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

Our long term debt obligations bear interest at a fixed rate. Accordingly, an immediate 10% increase or decrease in current interest rates would
not have an impact on our interest expense or cash flows. The fair market value of our long term fixed interest rate debt is subject to interest rate
risk. Generally, the fair market value of fixed interest rate debt will increase as interest rates fall and decrease as interest rates rise. We would not
expect an immediate 10% increase or decrease in current interest rates to have a material impact on the fair market value of our long term debt
obligations.

Foreign Currency Risk

We do not have any foreign currency denominated assets or liabilities or purchase commitments and have not entered into any foreign currency
contracts. Accordingly, we are not exposed to fluctuations in foreign currency exchange rates.
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Item 4. Controls and Procedures
Evaluation of Disclosure Controls and Procedures - We have established disclosure controls and procedures to ensure that material
information relating to the Company, including its consolidated subsidiaries, is made known to the officers who certify the Company�s financial
reports and to other members of senior management and the Board of Directors.

Based on their evaluation of the Company�s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities
Exchange Act of 1934), the Principal Executive Officer and Principal Financial Officer of the Company have concluded that the disclosure
controls and procedures are effective as of March 31, 2008.

Changes in internal controls - There was no change in the Company�s internal control over financial reporting (as defined in Rules 13a-15(d)
and 15d-15(d) of the Exchange Act) that occurred during the quarter ended March 31, 2008, that materially affected, or is reasonably likely to
materially affect, the Company�s internal control over financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings
Thomas O�Shea v. Merriman Curhan Ford & Co.

In June 2006, our broker-dealer subsidiary Merriman Curhan Ford & Co. was served with a claim in NASD Arbitration by Mr. O�Shea.
Mr. O�Shea is a former at-will employee of Merriman Curhan Ford & Co. and worked in the investment banking department. Mr. O�Shea
resigned from Merriman Curhan Ford & Co. in July 2005. Mr. O�Shea alleges breach of an implied employment contract, quantum meruit, and
unjust enrichment based on his allegations that he was to be paid more for his work. The matter is in the discovery stage and an arbitration
hearing is scheduled for October 2008. We believe that we have meritorious defenses and intend to contest these claims vigorously. However, in
the event that we did not prevail, based upon the facts as we know them to date, we do not believe that the outcome will have a material effect
on our financial position, financial results or cash flows.

S3 Investment Company, Inc. v. Merriman Curhan Ford & Co. and Qualico Capital, Inc.

In September 2007, Merriman Curhan Ford & Co. was served with a complaint filed by a former client S3 Investment Company, Inc. (�S3i�). The
matter is pending before the Superior Count in the City and County of San Francisco. The plaintiff alleges theories of breach of contract, fraud,
negligent misrepresentation, intentional and negligent interference with prospective economic relations. The matter is in the discovery stage and
no trial date has been scheduled. We believe that we have meritorious defenses and intend to contest these claims vigorously. However, in the
event that we did not prevail, based upon the facts as we know them to date, we do not believe that the outcome will have a material effect on
our financial position, financial results or cash flows.

Additionally, from time to time, we are involved in ordinary routine litigation incidental to our business.

Item 1a. Risk Factors
In addition to the other information set forth in this report, you should carefully consider the risk factors previously disclosed in response to Item
1A to Part 1 of our Annual Report on Form 10-K for the year ended December 31, 2007. There were no material changes to these risk factors
during the three months ended March 31, 2008.

Item 6. Exhibits

31.1 Certification of Principal Executive Officer Pursuant To Section 302 of the Sarbanes-Oxley Act of 2002.

31.2 Certification of Chief Financial Officer Pursuant To Section 302 of the Sarbanes-Oxley Act of 2002.

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

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

MCF CORPORATION

May 6, 2008 By: /s/ D. JONATHAN MERRIMAN
D. Jonathan Merriman,
Chairman of the Board and Chief Executive Officer
(Principal Executive Officer)

May 6, 2008 By: /s/ JOHN D. HIESTAND
John D. Hiestand
Chief Financial Officer
(Principal Financial Officer)
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