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MARCUM

ACCOUNTANTS 4 ADVISORS

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholder of
Berthel Fisher & Company Financial Services, Inc.

Opinion on the Financial Statement

We have audited the accompanying statement of financial condition of Berthel Fisher & Company
Financial Services, Inc. (the “Company™) as of December 31, 2021 and the related notes
(collectively referred to as the financial statement). In our opinion, the statement of financial
condition presents fairly, in all material respects, the financial position of the Company as of
December 31, 2021 in conformity with accounting principles generally accepted in the United
States of America.

Basis for Opinion

This financial statement is the responsibility of the Company’s management. Our responsibility is
to express an opinion on the Company’s financial statement based on our audit. We are a public
accounting firm registered with the Public Company Accounting Oversight Board (United States)
(PCAOB) and are required to be independent with respect to the Company in accordance with the
U.S. federal securities laws and the applicable rules and regulations of the Securities and Exchange
Commission and the PCAOB.

We conducted our audit in accordance with the standards of the PCAOB. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial
statement is free of material misstatement, whether due to error or fraud. The Company is not
required to have, nor were we engaged to perform, an audit of its internal control over financial
reporting. As part of our audit we are required to obtain an understanding of internal control over
financial reporting but not for the purpose of expressing an opinion on the effectiveness of the
Company's internal control over financial reporting. Accordingly, we express no such opinion.

Our audit included performing procedures to assess the risks of material misstatement of the
financial statement, whether due to error or fraud, and performing procedures that respond to those
risks. Such procedures included examining, on a test basis, evidence regarding the amounts and
disclosures in the financial statement. Our audit also included evaluating the accounting principles
used and significant estimates made by management, as well as evaluating the overall presentation
of the financial statement. We believe that our audit provides a reasonable basis for our opinion.

We have served as the Company’s auditor since 2021.

Norea LLF

Deerfield, Illinois
March 30, 2022
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BERTHEL FISHER & COMPANY FINANCIAL SERVICES, INC,
(A Whaolly Owned Subsidiary of Berthel Fisher & Company)

NOTES TO FINANCIAL STATEMENTS

NOTE 1 - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Business: Berthel Fisher & Company Financial Services, Inc. (the “Company™), a wholly owned subsidiary of
Berthel Fisher & Company (the “Parent™). The Company is a broker-dealer registered with the Securities and Exchange
Commission (SEC) under the Securities Exchange Act of 1934 and is registered with the Commodity Futures Trading
Commission (CFTC) as an introducing broker, a member of the Financial Industry Regulatory Authority (FINRA), the
Securities Investor Protection Corporation (SIPC), and the National Futures Association (NFA). The Company is a
securitics broker-dealer and a registered investment advisor that sells various securilies such as equity, fixed income,
mutual funds, insurance, and direct investment products,

The Company is a fully disclosed broker-dealer. All trades are transacted through a clearing broker or through mutual fund
and variable annuity product sponsors.

Basis of Presentation: The financial statements have been prepared in conformity with accounting principles generally
accepted in the United States of America (“GAAP™).

Cash and Cash Equivalents: The Company considers all highly liquid investments purchased with an original maturity
of three months or less to be cash equivalents. Cash and cash equivalents include cash held by clearing brokers of $436,155
as of December 31, 2021.

Deposit with Clearing Firm: The Company is required to hold an introduging firm deposit in the name of the Company
with its clearing firm per the terms of the clearing agreement.

Conunissions Receivable:  Receivables [rom clearing broker and commissions receivable primarily consists of
commission and transaction-related receivables and receivables from affiliates.

Estimates: The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at
the date of the financial statements and the reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those estimates. Significant estimates include the goodwill impairment testing and the
determination of litigation accruals.

Investments in Securities: Investments in sccurities consist primarily ol marketable equity seeuritics. Security transactions
are recorded on a trade date basis. Interest income is accrued as carned and dividend income is recognized on the ex-
dividend date.

Investments in equity securities with readily determinable fair values, are reported at fair value, which are based on quoted
market prices for similar investments,

Notes Receivable: The Company provides forgivable loans to certain registered representatives primarily for recruiting
and retention purposes, including assisting new registered representatives in transition costs incurred moving client
accounts to the Company. These loans are recorded at face value al the time the loan is made. These loans do not bear
interest and will be amortized over three to five years from the approval date. In the event a representative’s affiliation
terminates prior to the term of the note, the representative is required to repay the original balance of the note. Forgivable
loans totaled $877,315 with accumulated amortization of $247,034 as of December 31, 2021. Amortization expense is
included in commission and compensation expense in the statement of operations. Management's estimate of the
allowance is based on the status of the representative’s affiliation with the Company, including the representative’s
payment history. As ol December 31, 2021, there is no allowance for uncollectable accounts associated with these
receivables.

Goodwill: The Company is required to assess goodwill for impairment annually, or more frequently if circumstances
indicate impairment may have occurred. Management performs goodwill testing as of December 31, 2021, Using a
quantitative approach, management determined that as of December 31, 2021, there was no impairment.



BERTHEL FISHER & CONMPANY FINANCIAL SERVICES, INC,
(A Wholly Owned Subsidiary of Berthel Fisher & Company)

NOTES TO FINANCIAL STATEMENTS
NOTE I - NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES (Continued)

fneeme Tuves: The Company is included in the consolidated federal income tax return filed by the Parent. Federal income
tines are caleulated as af the Company liled on a separate return basis, as the amount of current tax or benelit calculated is
either remitted o or received from the Parent. The amount of current and deferred taxes payable or refundable is recognized
as of the date of the financial statements, utilizing currently enacted tax laws and rates. Deferred tax expenses or benefits
are recognized in the financial statements for changes in deferred tax labilities or assets between years.

Deferred taxes are provided on a liability method whereby deferred tax assets are recognized for deductible temporary
differences and operating loss and tax credit carryforwards and deferred liabilities are recognized for taxable temporary
differences. Temporary differences are the differences between the reported amounts of assets and liabilities and their tax
basis. Deferred tax assets are reduced by a valuation allowance when, in the opinion of management, it is more likely than
not that some portion or all of the deferred tax assets will not be realized, Deferred tax assets and liabilities are adjusted
for the effects of changes in tax laws and rates on the date of enactment.

When tax retumns are filed, itis highly certain that some positions taken would be sustained upon examination by the taxing
authorities, while others are subject to uncertainty about the merits of the position taken or the amount of the position that
would be ultimately sustained. The benefit of a tax position is recognized in the financial statements in the period during
which, based on all available evidence, management helieves it is more likely than not that the position will be sustained
upon examination, including the resolution of appeals or litigation processes, if any. For the year ended December 3,
2021, the entity had no material uncertain tax positions that are required to be recorded.

Property and Equipment: Property and equipment is stated at cost less allowances for depreciation. For financial reporting
purposes, depreciation is computed by the straight-line method over the estimated useful lives.

Commaon Stock: In the ordinary course of business, the Parent of the Company has entered into financing agreements that
require it to pledge the Company's common stock as collateral. This is not treated as a deduction for net capital purposes.

Acerued Litigation Contingencies: The Company considers Lhe following factors in determining whether acerual andfor
disclosure of litigation contingencies should be made to the financial statement: 1) the dale of occurrence Tor the cause of
action, 2) the degree of probubility of an unfavorable outcome and 3) the ability o reasonably estimate the amount of the
loss, See Note 7.

Fair Value Measurcments: The Fair Value Measurcments Topic ol the FASB Codilication applies 1o all assets and
habilities that are measured and reported on a fair value basis. The fair value hicrarchy gives the highest priority to quoted
prices in active markets for identical assets or labilities (Level 1) and the lowest priority Lo unobservable inputs ( Level 3),
Inputs are broadly defined under this topic as assumptions market participants would use i pricing an asset or hability.
The three levels ol the fair value hierarchy under this topic are deseribed below,

Level | - Unadjusted quoted prices in active markets for identical assets or liabilities thal the reporting entity has the
ability to access the measurement date.

Level 2 - [nputs other than quoted prices within level 1 that are observable for the asset or liability, either directly or
indirectly; and fair value is determined through the use of madels or other valuation methodologics, A significant
adjustment to a level 2 input could result in the level 2 measurement becoming a level 3 measurement,

Level 3 - Inputs are unobservable for the asset or liability and include situations where there is little, il any, market
activity for the asset or liability, The inputs into the determination of fiir value are based upon the best information
in the circumstances and may require significant management judgement or estimation.

In certain cases, the inputs used to measure fair value may fall into different levels of the fair value hierarchy, In such
cases, an investmeni's level within the fair value hierarchy is based on the lowest level of input that is significant to the
fair value measurement. The Company's assessment of the significance of a particular input to the fair value measurement
in its entirety requires judgment, and considers factors specific to the investment. The following section describes the
valuation techniques used by the Company to measure different financial instruments at fair value and include the level
within the fair value hierarchy in which the financial instrument is categorized.






BERTHEL FISHER & COMPANY FINANCIAL SERVICES, INC,
(A Wholly Owned Subsidiary of Berthel Fisher & Company)

NOTE 5- SERIES A CUMULATIVE, CONVERTIBLE PREFERRED STOCK

The Board of Directors has authorized 50,000 shares of Series A cumulative, convertible preferred stock. The preferred
stock has preference in liquidation over the common stockholder. The shares earn a cumulative six percent annuul
dividend. The dividends are payable from net profits of the Company and will be paid before any dividends are puid o
the common stockholder. Unpaid dividends will accrue in arrears and become a liability of the Company il net profits are
insufficient to pay the stockholder. The Series A stockholder may convert each of its shares of preferred stock into one
share of common stock of the Company, as subject 1o adjustment. from time to time, in accordance with the agreement.
The Campany. by resolution of the Board of Directors, at any time, may redeem any outstanding preferred shares by paying
the stockholder the consideration originally given plus all acerued and unpaid dividends. In 2021, the Company declared
and paid $18.010 dividends on preferred stock.

NOTE 6 - NET CAPITAL REQUIREMENTS

The Company is subject to the Seeurities and Exchange Commission Unifarm Net Capital Rule (rule 15¢3-1), which
requires the maintenance of a minimum amount of net eapital and requires that the ratio of aggregate indebtedness 1o net
capital, both as defined, shall not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital may not be withdrawn, or
cash dividends paid, if the resulting net capital ratio would exceed 10 to 1. As of December 31, 2021, the Company had
net capital of 31,429,212 calculated under Rule |5¢3-1, which was § 1,291,946 in excess of its required net capital
requirement of $137,267. The Company's net capital ratio was 1 44 to |,

The National Financial Services clearing agreement requires the Company maintain $500,000 in net capital.
NOTE 7- COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Company has been named a defendant/respondent in or party to pending and
threatened legal actions, including arhitrations, class actions, and other litigation brought on behalf ol various claimants,
Some of the claimants seek material and/or indeterminable amounts. Certain of these actions and proceedings are bused
on alleged violations of securities laws, consumer protection and other laws and may invelve claims for substantial
monetary damages asserled ugainst the Company.

The Company recognizes a legal liability when management believes it is probuble that a liability has been incurred and
the amount can be reasonably estimated. Conelusions on the likelihood that a linbility has been incurred and estimales as
to the umount of the liability are based on consultations with General Counsel of the Company who, when situations
warrant, may enguge and consult external counsel Lo assist with the evaluation and handle certain matters. Legal Tees lor
defense costs are expensed as incurred. The Company will continue to identify legal actions where the Company believes
a material loss 1o be reasonably possible and reasonably estimable. There ean be no assurance that matenal losses will not
be meurred from claims the Compuny has not yet been notified of or are not yet determined o be probable or reasonably
possible and reasonable 1o estimate.

The Company was investigated by the SEC regarding whether the Company breached its fiduciary duties or other
obligations by recciving SEC Rule 12b-1 fees from mutual funds and other fees in investment advisory accounts, including
but not limited to revenue sharing payments and "markups” on expenses from its clearing firm. During the year ended
December 31, 2021, a setlement was reached with the SEC. The Company paid prejudgment interest in the amount of
$25.968.01 and a civil money penalty in the amount of $235.000.

Where available information indicates thatit is probable that a liability has been incurred and the Company can reasonably
estimate the amount of that loss, the Company accrues the estimated loss by a charge to net income, The Company has
open claims ranging from unspecified damages up 1o S1.1 million and approximately $4.9 million in aggregate, The
Company also accrued $150,000 in accounts payable and other accrued expenses relating to these matters. 1t is possible
some of the matters could require the Company 1o make additional pavments or establish accruals in amounts that could
not be estimated and/or could exceed those accrued as of December 31, 2021,
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BERTHEL FISHER & COMPANY FINANCIAL SERVICES, INC.
(A Wholly Owned Subsidiary of Berthel Fisher & Company)

NOTES TO FINANCIAL STATEMENTS
NOTE 9 — INDEMNIFICATIONS (Concluded)

The Company provides representations and warranties to counterparties in connection with a variety of commercial
transactions and occasionally indemnifies them against potential losses caused by the breach of those representations and
warranties. The Company may also provide standard indemnifications to some counterparties to protect them in the event
additional taxes are owed or payments are withheld, due cither to a change in or adverse application of certain tax laws.
These indemnifications generally are standard contractual terms and are entered into the normal course of business. These
indemnifications generally are standard contractual terms and are entered into the normal course of business.

The maximum potential amount of future payment that the Company could be required to make under these
indemnifications cannot be estimated. However, the Company believes that it is unlikely it will have to make material
payments under these arrangements and has not recorded any contingent liability in the financial statements for these
indemnifications.

NOTE 10 - MANAGEMENT PLANS

For the year ending December 31, 2021, the Company has generated significant operating losses. Liquidity needs of the
Company have been met through capital contributions by its Parent. The Company's future liquidity and capital
requirements will be influenced by numerous factors, including its ability to increase revenue and reduce expenses. The
Company may need lo continue raising additional capital and obtain financing to meet its needs. The Company has the
ability to do so through future capital contributions from its Parent. The Company is continuing its efforts to increase
revenue and reduce expenses. Management's plans to improve profitability include a reduction in management fee which
is a result of expense reductions and open positions not being replaced. Management also plans to continue their efforts
to reduce threatening legal actions, including arbitrations, class actions, and other litigation brought on behalf of various
claimants.



