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PART I. FINANCIAL INFORMATION

ITEM 1. Financial Statements (unaudited)

MERRIMAN HOLDINGS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

(unaudited)

Revenues
Commissions
Principal transactions
Investment banking
Advisory and other

Total revenues

Operating expenses
Compensation and benefits
Stock-based compensation
Brokerage and clearing fees
Professional services

Occupancy and equipment
Communications and technology
Depreciation and amortization
Travel and entertainment

Legal services and litigation settlement expense
Cost of underwriting capital
Other

Total operating expenses

Operating loss

Three Months Ended
ggptember September 30,
2012 2011
$1,716,268 $3,834,121
(294,326 ) (910,382
468,010 900,879
569,555 261,920
2,459,507 4,086,538
2,108,096 3,169,959
171,604 59,646
158,199 326,236
80,726 363,816
420,746 483,834
240,808 491,197
5,590 20,755
104,304 200,411
159,544 104,322
9,971 549,988
3,459,588 5,770,164
(1,000,081) (1,683,626

Nine Months Ended
igptember September 30,
2012 2011
$4.615,763 $10,821,486
) (277,428 ) (417,399 )
4,690,879 8,051,512
1,415,138 557,759
10,444,352 19,013,358
7,612,279 14,554,357
2,048,313 598,151
438,782 1,087,182
535,112 1,127,193
1,307,823 1,407,554
815,202 1,499,666
16,530 117,160
306,556 747,028
495,329 549,681
152,600 97,625
901,475 1,346,051
14,630,001 23,131,648

) (4,185,649)

(4,118,290 )
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Other income - 15,000 15,000 26,601
Interest income - - 1,763 3,938
Interest expense (64,513 ) (121,574 ) (179,116 ) (286,364
Amortization of debt discount (30,290 ) (49,563 ) (87,027 ) (45,122
Loss on equity exchange - - (1,086,329 ) -

Net loss before income taxes (1,094,884) (1,839,763 ) (5,521,358) (4,419,237
Income tax benefit (expense) - (2,763 ) - (6,107

Net loss $(1,094,884) $(1,842,526 ) $(5,521,358) $ (4,425,344
Preferred stock cash dividend - (129,433 ) - (407,212

Net loss attributable to common shareholders $(1,094,884) $(1,971,959 ) $(5,521,358) $(4,832,556
Basic and diluted net loss per share

Net loss $(0.25 ) $(0.69 ) $(1.01 ) $(1.78

Net loss attributable to common shareholders $(0.25 ) $(0.74 ) $(1.01 ) $(1.94
Weighted average number of common shares

Basic and diluted 4,307,809 2,652,285 5,459,375 2,485,935

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

)
)
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MERRIMAN HOLDINGS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF FINANCIAL CONDITION

(unaudited)
September 30, December 31,
2012 2011
ASSETS
Cash and cash equivalents $1,702,733 $4,003,512
Securities owned
Marketable, at fair value 843,744 2,136,352
Not readily marketable, at estimated fair value 652,617 347,218
Restricted cash 680,028 680,028
Due from clearing broker 49,050 124,805
Accounts receivable, net 369,620 359,900
Prepaid expenses and other assets 487,449 506,708
Equipment and fixtures, net 21,904 30,537
Total assets $4,807,145 $8,189,060
LIABILITIES AND SHAREHOLDERS’ EQUITY
Liabilities
Accounts payable $332,359 $246,040
Commissions and bonus payable 436,653 986,722
Accrued expenses and other 546,427 1,757,342
Deferred rent 372,917 236,996
Deferred revenue 175,830 688,074
Notes payable, net of debt discount 892,591 679,454
Notes payable to related parties, net of debt discount 1,352,863 1,006,765
Total liabilities 4,109,640 5,601,393

Shareholders’ equity

Convertible preferred stock, Series A—$0.0001 par value; 2,000,000 shares
authorized; 2,000,000 shares issued and O shares outstanding as of September 30,
2012 and December 31, 2011; aggregate liquidation preference of $0

Convertible preferred stock, Series B-$0.0001 par value; 12,500,000 shares
authorized; 8,750,000 shares issued and O shares outstanding as of September 30,
2012 and December 31, 2011; aggregate liquidation preference of $0

Convertible preferred stock, Series C—$0.0001 par value; 14,200,000 shares
authorized; 11,800,000 shares issued and O shares outstanding as of September 30,
2012 and December 31, 2011; aggregate liquidation preference of $0

Convertible preferred stock, Series D-$0.0001 par value; 24,000,000 shares 1,864 1,957
authorized, 23,720,916 and 23,720,916 shares issued and 18,632,974 and
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19,563,206 shares outstanding as of September 30, 2012 and December 31, 2011,

respectively; aggregate liquidation preference of $8,372,727 prior to conversion,

and pari passu with common stock on conversion

Convertible Preferred stock, Series E-$0.0001 par value; 7,300,000 shares

authorized, 6,825,433 and 2,531,744 shares issued and 6,825,433 and 2,531,744

shares outstanding as of September 30, 2012 and December 31, 2011, respectively; 682 253
aggregate liquidation preference of $4,418,735 prior to conversion, and pari passu

with common stock on conversion

Common stock, $0.0001 par value; 300,000,000 shares authorized; 4,346,770 and

6,183,815 shares issued and 4,317,334 and 6,154,379 shares outstanding as of 435 619
September 30, 2012 and December 31, 2011, respectively

Additional paid-in capital 144,488,999 140,857,954
Treasury stock (225,613 ) (225,613 )
Accumulated deficit (143,568,862) (138,047,503)
Total shareholders’ equity 697,505 2,587,667
Total liabilities and shareholders’ equity $4,807,145 $8,189,060

The accompanying notes are an integral part of these condensed consolidated financial statements.
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MERRIMAN HOLDINGS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2012

(unaudited)

Additional
Convertible
Preferred Stock
Shares Amount Shares AmountShares ~ Amount  Capital Deficit Total

Common Stock Treasury Stock Paid-in Accumulated

Balance at
January 1, 22,094,950 $2,210 6,183,815 $619 (29,436) $(225,613) $140,857,955 $(138,047,504) $2,587,6¢
2012

Net loss - - - - - - - (5,521,358 ) (5,521,3
Conversion of
Series D
convertible
preferred
stock to
common stock
Issuance of
Series E
convertible 729,483 73 - - - - 459,503 - 459,576
preferred

stock

Issuance of

restricted - - 852,259 85 - - 461,659 - 461,744
common stock
Issuance of
warrants in
connection
with debt
Option
forfeiture
Equity
exchange
Preferred
stock dividend ~

Stock-basqd ) ) ) _ _ _ 512,873 - 512,873
compensation

(930,232 ) (93 ) 317,460 32 - - 61 - -

- - - - - 77,792 - 77,792

: _ _ _ _ - 1,074,943 - 1,074,9:
3,564,206 356 (3,006,764) (301) - - 1,086,274 - 1,086,3:

_ _ ; ; - 42,061 ) - (42,061
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Balance at

September 30, 25,458,407 $2,546 4,346,770 $435  (29,436) $(225,613) $144,488,999 $(143,568,862) $697,505
2012

The accompanying notes are an integral part of these condensed consolidated financial statements.
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MERRIMAN HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

(unaudited)

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

Nine Months Ended September 30,

2012
Cash flows from operating activities:
Net loss $ (5,521,358
Adjustments to reconcile net loss to net cash used in operating activities:
Depreciation and amortization 16,530
Stock-based compensation 2,049,560
Loss on sale of accounts receivable 7,000
Loss on disposal of equipment and fixtures -
Loss on equity exchange 1,086,329
Amortization of debt issuance costs 87,027
Provision for uncollectible accounts receivable 245,275
Securities received for services (290,767
Unrealized loss on securities owned 564,291
Changes in operating assets and liabilities:
Securities owned 713,684
Restricted cash -
Due from clearing broker 75,756
Accounts receivable (120,510
Prepaid expenses and other assets (447,227
Accounts payable 86,318
Commissions and bonus payable (652,116
Accrued expenses and other (1,485,189
Net cash used in operating activities (3,585,397
Cash flows from investing activities:
Sale of note receivable 125,000
Sale of accounts receivable 500,000
Purchase of equipment and fixtures (7,897
Proceeds from sale of equipment and fixtures -
Net cash provided by (used in) investing activities 617,103

Cash flows from financing activities:

2011

) $ (4,425,344

117,160
598,151

13,359

45,122
65,024

) (291,345
1,789,778

359,282
284,972
(159,099
) 1,133,886
) (361,968
(150,652
) (2,106,137
) (479,678

) (3,567,489

) (42,916
10,000

(32,916

~— N N

10
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Issuance of note receivable
Proceeds from issuance of debt

Proceeds from issuance of temporary subordinated debt

Repayment of temporary subordinated debt
Proceeds from issuance of preferred stock
Payment of preferred stock dividend

Debt service principal payments

Net cash provided by financing activities

Decrease in cash and cash equivalents

Cash and cash equivalents at beginning of the period
Cash and cash equivalents at end of the period
Supplementary disclosure of cash flow information:
Cash paid during the year:

Interest and cost of underwriting capital

Income taxes

Non-cash investing and financing activities:

Warrants issued in connection with debt
Cancellation of stock issued in connection with debt

(125,000
375,000
4,100,000
(4,100,000
459,576
(42,061

667,515
(2,300,779
4,003,512

$ 1,702,733

$ 268,852
$ -

$ 77,792
$ -

)

)
)

3,100,000
2,800,000
(3,130,000

(412,576
(120,453

2,236,971
(1,363,434
4,898,093

$ 3,534,659

$ 266,235
$ 10,290

$ 419,637
$ 105,759

11
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MERRIMAN HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(unaudited)

1. Significant Accounting Policies

Basis of Presentation

Merriman Holdings, Inc. (the Company) is a financial services holding company that provides investment banking,
capital markets services, corporate services, and investment banking through its wholly-owned operating subsidiary,
Merriman Capital, Inc. (MC). MC is registered with the Securities and Exchange Commission (SEC) as a
broker-dealer and is a member of the Financial Industry Regulatory Authority (FINRA) and Securities Investor
Protection Corporation.

The Company’s interim unaudited condensed consolidated financial statements included herein have been prepared
pursuant to the rules and regulations of the SEC. In the opinion of management, the condensed consolidated financial
statements included in this report reflect all normal recurring adjustments that the Company considers necessary for
the fair presentation of the consolidated results of operations for the interim periods covered and the consolidated
financial condition of the Company at the date of the interim statements of financial condition. Certain information
and footnote disclosures normally included in annual consolidated 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 all adjustments (consisting of normal recurring accruals) considered
necessary to make the unaudited condensed consolidated financial statements not misleading have been included. The
operating results for interim periods are not necessarily indicative of the operating results for the entire year. These
condensed consolidated financial statements should be read in conjunction with the Company’s 2011 audited
consolidated financial statements and notes thereto included in the Company’s Annual Report on Form 10-K and on
Form 10-K/A for the year ended December 31, 2011.

Under Accounting Standards Codification (ASC) Topic 855 — Subsequent Events, the Company has evaluated all
subsequent events through the date these consolidated financial statements were issued. (See Note 12)

Going Concern/Liquidity

12
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As of September 30, 2012, liquid assets consisted primarily of cash and cash equivalents of approximately $1,703,000
and marketable securities of approximately $844,000, totaling approximately $2,547,000. For the nine months ended
September 30, 2012, the Company had negative cash flows from operations of approximately $3,585,000. The
Company incurred substantial loss during the first nine months of 2012, having a net loss of approximately
$5,521,000. As of September 30, 2012, the Company had an accumulated deficit of approximately $143,569,000.
These facts raise substantial doubt as to our ability to continue as a going concern.

Accordingly, the accompanying unaudited condensed consolidated financial statements have been prepared assuming
the Company will continue on a going concern basis which contemplates the realization of assets and the satisfaction
of liabilities in the normal course of business and do not include any adjustments that might result from uncertainty
about the Company’s ability to continue as a going concern.

During the third quarter of 2011, the Company began the process of eliminating non-profitable revenue activities and
certain discretionary spending. The Company significantly reduced its operating expenses by eliminating certain
non-revenue generating personnel, administrative positions and technology related costs. Prior to the cost cutting
measures, we had 61 and employees and as of September 30, 2012, the Company had 29 full time employees.
Additionally, in the fourth quarter of 2011, the Company shifted its strategic focus away from the traditional broker
dealer model of research and institutional sales toward a capital markets advisory and platform revenue model. This
represents a more scalable, predictable and profitable model in today’s environment. Management believes this
business model will result in reduced fixed operating costs and higher operating profit margin.

For the nine months ended September 30, 2012 and on December 30, 2011, the Company issued 729,483 and
2,531,744 shares of Series E Convertible Preferred Stock for proceeds of $459,576 and $1,595,000, respectively.

Management’s plan to alleviate the going concern uncertainty includes, but is not limited to, the issuance of equity and
debt instruments for working capital. The Company’s continued existence is also dependent upon its ability to increase
revenues generated from operations which will enable the Company to achieve a profitable level of operations.

While the Company believes its current funds and cash generated from operations will be sufficient to enable it to
meet its planned expenditures through at least March 31, 2013, if anticipated operating results are not achieved,
management has the intent and believes it has the ability to delay or reduce expenditures and or raise funds. In such
case, the further reduction in operating expenses might need to be substantial in order for the Company to generate
positive cash flow to sustain the operations of the Company. Failure to generate sufficient cash flows from operations,
raise additional capital, or reduce certain discretionary spending would have a material adverse effect on the
Company’s 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
or at all. 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.

13
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MERRIMAN HOLDINGS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(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.

Reclassifications

Certain reclassifications have been made to the prior year’s condensed consolidated financial statements to conform to
the presentation of the current year’s condensed consolidated financial statements. There were no changes to prior
year’s reported earnings.

Fair Value of Financial Instruments

Substantially all of the Company’s financial instruments are recorded at fair value or contract amounts that
approximate fair value. The carrying amounts of the Company’s financial instruments, which include cash and cash
equivalents, securities owned, restricted cash, due from clearing broker, accounts receivable, accounts payable,
commissions and bonus payable, accrued expenses and other, approximate their fair values.

Stock-based Compensation Expense

15
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The Company measures and recognizes compensation expense based on estimated fair values for all stock-based
awards made to employees and directors, including stock options, restricted stock and warrants. The Company
estimates fair value of stock-based awards on the date of grant using the Black-Scholes 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. Because stock-based compensation expense is
based on awards that are ultimately expected to vest, stock-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 stock-based compensation resulting from the issuance of options, and warrants, 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 stock-based compensation expense because a valuation allowance was maintained for
all net deferred tax assets.

Adoption of New Accounting Pronouncements

In June 2011, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update (ASU) No.
2011-05, Comprehensive Income (Topic 220): Presentation of Comprehensive Income, that requires a company to
present components of net income and other comprehensive income in one continuous statement or in two separate,
but consecutive statements. There are no changes to the components that are recognized in net income or other
comprehensive income under current GAAP. This guidance is effective for fiscal years, and interim periods within
those fiscal years, beginning after December 15, 2011, with early adoption permitted. The Company adopted ASU No.
2011-05 effective January 1, 2012. The adoption did not have an impact on the Company’s results of operations or
financial position as there were no components of other comprehensive income for the periods presented.

In May 2011, the FASB issued ASU No. 2011-04, Fair Value Measurement (Topic 820): Amendments to Achieve
Common Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs. The amendments in this
ASU generally represent clarification of Topic 820, but also include instances where a particular principle or
requirement for measuring fair value or disclosing information about fair value measurements has changed. This
update results in common principles and requirements for measuring fair value and for disclosing information about
fair value measurements in accordance with GAAP and International Financial Reporting Standards (“IFRS”). The
amendments are effective for interim and annual periods beginning after December 15, 2011 and are to be applied
prospectively. The Company adopted ASU No. 2011-05 effective January 1, 2012. The adoption did not have an
impact on the Company’s results of operations or financial position, but did impact the Company’s disclosures
regarding fair value measurement.

16
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MERRIMAN HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED

(unaudited)

2. 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 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
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 consolidated statements of financial condition are categorized based upon the level of judgment
associated with the inputs used to measure their fair value.

A description of the valuation techniques applied to the Company’s major categories of assets and liabilities measured
at fair value on a recurring basis follows.

Corporate 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 common stock is typically issued prior to a registration statement is
effective. 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 a 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 a
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.”

17
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Typically, the common stock is traded on stock exchanges and most are classified as Level 1 securities. The fair value
is based on observed closing stock price at the measurement date. As of September 30, 2012, the fair value of this type
of securities included in securities owned in the statements of financial condition is approximately $677,000.

Certain securities are traded infrequently and therefore do not have observable prices based on actively traded
markets. These securities are classified as Level 3 securities, if pricing inputs or adjustments are both significant to the
fair value measurement and unobservable. 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 September 30, 2012, the fair value of this type of securities included in securities owned in the statements of
financial condition is approximately $254,000.

18
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MERRIMAN HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED

(unaudited)

2. Fair Value of Assets and Liabilities — continued

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 a 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 a registration statement or to satisfying the requirements for a 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, a change in
stock volatility results in a directionally similar change in fair value. As these require significant management
assumptions, they are classified as Level 3 securities.

As of September 30, 2012, the fair value of this type of securities included in securities owned in the condensed
consolidated statement of financial condition is approximately $551,000.

Underwriters’ Purchase Options

The Company may receive partial compensation for its investment banking services also in the form of underwriters’
purchase options (“UPOs”). 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 a “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

19
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an underwriter to account for any overallotment of these securities in a 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 UPO 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 a value for the UPO. 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, a change in stock volatility results in a directionally similar change in fair value. The use of the valuation
techniques requires significant management assumptions and therefore UPOs are classified as Level 3 securities.

As of September 30, 2012, the fair value of this type of securities included in securities owned in the condensed
consolidated statement of financial condition is approximately $13,000.

Preferred Stock

Preferred stock represents preferred equity in companies. The preferred stock owned by the Company is convertible

at the Company’s 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 2 or Level 3 of the fair value hierarchy depending
on the availability of an observable stock price on actively traded markets.

As of September 30, 2012, the fair value of this type of securities included in securities owned in the condensed
consolidated statement of financial condition was deemed de minimis.

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 1 liability of the fair value hierarchy.

20
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MERRIMAN HOLDINGS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED

(unaudited)

2. Fair Value of Assets and Liabilities — continued

The following table summarizes quantitative information about the significant unobservable inputs used in the fair
value measurement of the Company’s Level 3 financial instruments:

Financial instruments
and other inventory
positions owned:

Corporate equities

Stock warrants

Underwriters' purchase

options

Preferred stock

Valuation Technique Unobservable Input Range Weighted Average
Put option discount using

Black-Scholes option pricing  Stock volatility 150 % 150 %
model

Black-Scholes option pricing o 22 -

model Stock volatility 296% 137 %
Black-Scholes option pricing Stock volatility 156 % 156 %

model

Exchange-quoted price of
common stock equivalents

Preferred stock to
common stock conversion 1.6 1.6
rate

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

Assets:

Corporate equities

Stock warrants

Underwriters' purchase option
Preferred stock

Total securities owned

Assets at Fair Value at September 30, 2012
Level 1 Level 2 Level 3 Total

$677,143 § - $254,437  $931,580
551,416 551,416
- - 13,302 13,302
- - 63 63

$677,143 $ $819,218  $1,496,361
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Liabilities:
Securities sold, not yet purchased $ 2,871 $ - $-
Total fair value liabilities $2,871 $ - $-

$2,871

$2,871
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MERRIMAN HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED

(unaudited)

2. Fair Value of Assets and Liabilities — continued

The following summarizes the change in carrying values associated with Level 3 financial instruments for the nine
months ended September 30, 2012:

Underwriters'
Corporate  Stock Purchase
.. . Preferred

Equities Warrants  Options Stock Total
Balance at December 31, 2011 $907.495 $683,211 $ 5,972 $ 395 $1,597,073
Purchases or receipt (a) 22,066 288,153 - - 310,219
Sales or exercises (801,997) (328 ) - (83 ) (802,408 )
Gains (losses):
Realized 290,393 - - - 290,393
Unrealized (163,520) (419,620) 7,330 (249 ) (576,059 )
Balance at September 30, 2012 $254,437 $551,416 $ 13,302 $ 63 $819,218

Change in unrealized gains (losses) relating to

instruments still held at September 30, 2012 $17.480  $(419.620) $ 7,330 $ (49 ) $(395,059 )

(a) Includes purchases of securities and securities received for services

Net gains and losses (both realized and unrealized) for Level 3 financial assets are a component of principal
transactions in the condensed consolidated statements of operations.

Transfers within the Fair Value Hierarchy

The Company assesses its financial instruments on a 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
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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 1 and Level 2 classified instruments during
the nine months ended September 30, 2012.

12
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MERRIMAN HOLDINGS, INC.

NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS—CONTINUED

(unaudited)

3. Issuance of Debt

Notes Payable comprise of the following:

Notes Payable

Notes Payable Total
Related Party
(a) Subordinated notes payable $ 50,000 $ 950,000 $1,000,000
Debt discount $ (3,697 ) $ (70,236 ) $(73,933 )
$ 46,303 $ 879,764 $926,067

(c) Secured promissory notes  $ 920,000 $ 550,000 $1,470,000
Debt discount $ (73,712 ) $ (76,901 ) $(150,613 )
$ 846,288 $ 473,099 $1,319,387

Total $ 892,591 $ 1,352,863 $2,245,454

a. Subordinated Notes Payable

On September 29, 2010, the Company borrowed $1,000,000 from nine individual lenders, all of whom were directors,
officers or employees of the Company at the time of issuance, pursuant to a series of unsecured promissory notes
(Subordinated Notes). The Subordinated Notes are for a term of three years and provide for interest comprising two
components: (i) six percent (6.0%) per annum to be paid in cash monthly; and (ii) eight percent (8.0%) per annum to
be accrued and paid in cash upon maturity. Additional consideration was paid to the lenders at closing comprising a
number of shares of common stock of the Company equal to: (A) 30% of the principal amount lent; divided by (B)
$3.01 per share. The total effective interest on the note is approximately 21.73%. Proceeds were used to supplement
underwriting capacity and working capital for MC.

The total proceeds of $1,000,000 raised in the transaction above were accounted for as an issuance of debt with stock
and have been allocated to the individual instruments based on the relative fair values of each instrument. Based on
such allocation method, the value of the stocks issued in connection with the Subordinated Notes was $206,000,
which was recorded as a discount on the debt and applied against the Subordinated Notes.
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As of September 30, 2012, $880,000 of the Subordinated Notes, net of approximately $70,000 discount, rem