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OATH OR AFFIRMATION

Thomas Berthel swear or affirm that to the best of my knowledge and belief the accompanying financial

statement and supporting schedules pertaining to the firm of Berthel Fisher Company Financial Services

Inc as of December 31 2008 are true and correct further swear or affirm that neither the company nor

any partner proprietor principal officer or director has any proprietary interest in any account classified solely

as that of customer

Chief Executive Officer

Title
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Notary Publi1 MKt4ELLE HARTZLL

COMMSS$ON NO 1636
COMMISSION XPIRES

IOWA

QUiLdi/O
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EI Facing page

EJ Statement of Financial Condition

Statement of Income Loss
Statement of Cash Flows

EJ Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

EJ Information Relating to the Possession or Control Requirements Under Rule 15c3-3

Reconciliation including appropriate explanation of the Computation of Net Capital Under Rule 15c3-1 and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 5c3-3

Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con

solidation

I1 An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date of the previous audit

Independent Auditors Report on Internal Control

For conditions of confidential treatment of certain portions of this filing see section 240.1 7a-5e3
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McGladrey Pullen

Certified Public Accountants

Independent Auditors Report

To the Board of Directors and Stockholder

Berthel Fisher Company Financial Services Inc

Marion Iowa

We have audited the accompanying statement of financial condition of Berthel Fisher Company Financial Services

Inc the Company wholly owned subsidiary of Berthel Fisher Company as of December 31 2008 and the

related statements of operations changes in stockholders equity and cash flows for the year then ended that you are

filing pursuant to Rule 7a-5 under the Securities Exchange Act of 1934 These financial statements are the

responsibility of the Companys management Our responsibility is to express an opinion on these financial

statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States of America

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the

financial statements are free of material misstatement An audit includes examining on test basis evidence

supporting the amounts and disclosures in the financial statements An audit also includes assessing the accounting

principles used and significant estimates made by management as well as evaluating the overall financial statement

presentation We believe that our audit provides reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the financial position

of Berthel Fisher Company Financial Services Inc as of December 31 2008 and the results of its operations and

its cash flows for the year then ended in conformity with accounting principles generally accepted in the United States

of America

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as whole

The information contained in Schedules II and Ill are presented for purposes of additional analysis and is not

required part of the basic financial statements but is supplementary information required by Rule 7a-5 under the

Securities Exchange Act of 1934 Such information has been subjected to the auditing procedures applied in the

audit of the basic financial statements and in our opinion is fairly stated in all material respects in relation to the

basic financial statements taken as whole

McGladrey
Puien LLP

Cedar Rapids Iowa

February 18 2009

McGladrey Pullen LLP is member firm of RSM International

an affiliation of separate and independent legal entities



Berthel Fisher Company Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Statement Of Financial Condition

December 31 2008

Assets

Cash and cash equivalents
4156511

Deposit with correspondent broker 207182

Due from correspondent broker 731007

Other commissions receivable 341395

Other receivables 176987

Due from affiliates Note
1382805

Short-term investments 1250837

Investments in securities

Marketable at market value 32297

Not readily marketable at estimated fair value cost of $1238734 Note 217322

Notes receivable less allowance for doubtful accounts of $80461 Note 266910

Property and equipment Note
542000

Other assets
102374

Intangibles assets less accumulated amortization of $689425 389675

Goodwill
3880029

13677331

Liabilities and Stockholders Equity

Liabilities

Commissions payable
1347443

Accounts payable and other accrued expenses
2249262

Deferred income taxes Note 19000

Total liabilities 3615705

Commitments and contingencies Note

StockhoIdes equity

Common stock no par value authorized 250000 shares

issued and outstanding 195069 shares 2821148

Series cumulative convertible preferred stock authorized

50000 shares issued and outstanding 4182 shares Note 300142

Additional paid-in capital
5077892

Retained earnings
1862444

Total stockholders equity
10061626

13677331

See Notes to Financial Statements



Berthel Fisher Company Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Statement Of Operations

Year Ended December 31 2008

Revenues

Commissions Note 12
45838216

Underwriting Note 12
192425

Fee income Note 12
2588345

Interest and dividends
269311

Net unrealized investment losses
46330

Net realized investment gains
9846

Other
1928642

Total revenues
50780455

Expenses

Commissions
37672427

Employee compensation
4356984

Employee benefits Note 11 813739

Management fees Note 10
720000

Occupancy Note 10
924049

Cleanng charges
1150367

Stock reporting services
248129

Data processing
474966

Depreciation and amortization
248718

Other general and administrative expenses
2251970

Total expenses
48861349

Income before income taxes
1919106

Income tax expense Note
671003

Net income
1248103

See Notes to Financial Statements



Berthel Fisher Company Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Statement Of Changes In Stockholders Equity

Year Ended December 31 2008

Series Additional

Common Preferred Paid-In Retained

Stock Stock Capital Earnings
Total

Balance December31 2007 2821148 300142 5077892 3422398 11621580

Netincome 1248103 1248103

Dividends on preferred stock 18057 18057

Dividends on common stock

$14.30 per share 2790000 2790000

Balance December31 2008 2821148 300142 5077892 1862444 10061626

See Notes to Financial Statements



Berthel Fisher Company Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Statement Of Cash Flows

Year Ended December 31 2008

Cash Flows from Operating Activities

Net income
1248103

Adjustments to reconcile net income to net cash flows used in operating activities

Change in unrealized losses on securities owned 46330

Gain on sale of securities owned 9846

Depreciation and amortization
248717

Deferred income taxes
123000

Provision for doubtful accounts
67649

Change in assets and liabilities

Deposit with correspondent broker 104

Due from correspondent broker
130803

Other commissions receivable
214973

Other receivables
10135

Due from affiliates
72817

Short-term investments
1250837

Investments in securities
158878

Other assets
64360

Commissions payable
679132

Accounts payable and other accrued expenses
696023

Net cash flows used in operating activities 400167

Cash Flows from Investing Activities

Purchase of property and equipment
340456

Issuance of notes receivable 741213

Collection of notes receivable
571540

Net cash flows used in investing activities 510129

Cash Flows from Financing Activities

Dividends on common stock
2790000

Dividends on preferred stock
18057

Net cash flows used in financing activities 2808057

Decrease in cash and cash equivalents
3718353

Cash and Cash Equivalents

Beginning
7874864

Ending
4156511

Supplemental Disclosures of Cash Flow Information

Income taxes paid
664988

See Notes to Financial Statements



Berthel Fisher Company

Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Notes To Financial Statements

Note Nature of Business and Significant Accounting Policies

Nature of business

Berthel Fisher Company Financial Services Inc the Company is wholly owned subsidiary of Berthel Fisher

Company the Parent The Company is broker-dealer registered with the Securities and Exchange Commission

member of the Financial Industry Regulatory Authority and also registered as an introducing broker with the

National Futures Association The Company operates under the provisions of Paragraph k2ii of Rule 15c3-3 of

The Securities Exchange Act of 1934 and accordingly is exempt from the remaining provisions of the Rule

Essentially the requirements of Paragraph k2ii provide that the Company clear all transactions on behalf of

customers on fully disclosed basis with clearing broker-dealer and promptly transmit all customer funds and

securities to the clearing broker-dealer The clearing broker-dealer carries all of the accounts of the customers and

maintains and preserves all related books and records as are customarily kept by clearing broker-dealer

Significant accounting policies

Cash and cash equivalents The Company considers all highly liquid investments purchased with maturity of three

months or less to be cash equivalents Cash and cash equivalents include cash held by clearing brokers of

$3038152 as of December 31 2008

Short-term investments Short-term investments consist of certificates of deposit with maturities of three to nine

months

Receivables Receivables from correspondent broker and commissions receivable primarily consists of commission

and transaction-related receivables

Use of estimates The preparation of financial statements in conformity with generally accepted accounting

principles in the United States of America 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 valuation of not readily marketable securities and notes

receivable the allowance for doubtful accounts the valuation allowance for deferred tax assets goodwill impairment

testing and the determination of litigation accruals

Investments in securities Investments in securities consist primarily of marketable equity securities Security

transactions are recorded on trade date basis

In accordance with accounting practices for broker-dealers marketable securities are valued at market value and

securities not readily marketable are valued at estimated fair value as determined by the Board of Directors The

resulting difference between cost and market is included in the statement of operations Realized gains and losses

are recognized using the specific-identification method

Not readily marketable investments owned by the Company consist of equity securities and warrants In determining

fair value for securities not readily marketable investments are initially
stated at cost until significant subsequent

events require change in valuation Among the factors considered by the Board of Directors in determining the fair

value of investments are the cost of the investment developments since the acquisition of the investment the sale

price of recently issued securities the financial condition and operating results of the issuer the long-term business

potential of the issuer the quoted market price of securities with similar quality and yield that are publicly traded and



Berthel Fisher Company

Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Notes To Financial Statements

Note Nature of Business and Significant Accounting Policies continued

other factors generally pertinent to the valuation of investments The Board of Directors in making its evaluation has

relied on financial data of investees provided by management of the investee companies

Notes receivable Notes receivable are caffled at the present value of the future principal payments and the related

discount if any is accreted over the life of the note

Goodwill The Financial Accounting Standards Board has issued Statement No 142 Goodwill and Other Intangible

Assets Under Statement No 142 goodwill is not amortized but is subject to impairment tests performed at least

annually As of December 31 2008 management determined there was no impairment based on its annual testing

Intangible assets Intangibles include customer lists amortized by the straight-line method over nine-year period

The following is schedule by year of estimated amortization expense

Year ending December 31

2009
119900

2010
119900

2011
119900

2012
29975

389675

Income taxes The Company is included in the consolidated federal income tax return filed by the Parent Federal

income taxes are calculated as if the Company filed on separate return basis as the amount of current tax or

benefit calculated is either remitted to 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

liabilities or assets between years

Deferred taxes are provided on 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 bases Deferred tax assets are reduced by 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

Property and eguipment 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 The

Company uses accelerated methods in computing depreciation for income tax purposes

Revenue recognition Commission revenue and related expenses are recorded on trade date basis Income from

underwriting and fees are typically earned in accordance with the fee agreement



Berthel Fisher Company

Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Notes To Financial Statements

Note Nature of Business and Significant Accounting Policies continued

Recently adopted accounting pronouncements Effective January 2008 the Company adopted Statement of

Financial Accounting Standard No 157 Fair Value Measurements SFAS 157 issued by the Financial Accounting

Standards Board FASB SFAS No 157 defines fair value as the price that would be received to sell an asset or

paid to transfer liability
in an orderly transaction between market participants at the measurement date and sets out

fair value hierarchy The adoption of SFAS 157 did not have material impact on the financial statements or

results of operations of the Company In accordance with Financial Accounting Standards Board Staff Position FSP

No 1572 Effective Date of FASB Statement No 157 the Company will delay application of SFAS 157 for

nonfinancial assets and nonfinancial liabilities such as goodwill other intangibles
real estate owned and

repossessed assets until January 2009 SFAS 157 applies to all assets and liabilities that are measured and

reported on fair value basis The fair value hierarchy gives the highest priority to quoted prices in active markets for

identical assets or liabilities Level and the lowest priority to unobservable inputs Level Inputs are broadly

defined under SFAS 157 as assumptions market participants would use in pricing an asset or liability The three

levels of the fair value hierarchy under SFAS 157 are described below

Level Unadjusted quoted prices in active markets for identical assets or liabilities that the reporting entity has the

ability to access at the measurement date The type of investments included in Level include listed equities and

listed derivatives

Level Inputs other than quoted prices within Level that are observable for the asset or liability either directly or

indirectly and fair value is determined through the use of models or other valuation methodologies Investments

which are generally included in this category include corporate bonds and loans less liquid and restricted equity

securities and certain over-the-counter derivatives significant adjustment to Level input could result in the

Level measurement becoming Level measurement

Level Inputs are unobservable for the asset or liability
and include situations where there is little if any market

activity for the asset or liability The inputs into the determination of fair value are based upon the best information in

the circumstances and may require significant management judgment or estimation Investments that are included in

this category generally include equity and debt positions in private companies

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

cases an investments level within the fair value hierarchy is based on the lowest level of input that is significant to

the fair value measurement The Companys assessment of the significance
of 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 includes the level within the fair value hierarchy in which the financial instrument is categorized

Investments in securities traded on national securities exchange are stated at the last reported sales price on the

day of valuation These financial instruments are classified as Level in the fair value hierarchy

Warrants are recorded at fair value which is based on the sum of the amount if any by which the estimated fair

value of the underlying securities exceeds the exercise price of the warrants plus the amount of the fair value of the

option feature of the warrant These financial instruments are classified as Level in the fair value hierarchy



Berthel Fisher Company

Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Notes To Financial Statements

Note Nature of Business and Significant Accounting Policies continued

Not readily marketable investments owned by the Company consist of equity securities and warrants Restricted

securities and other secuties for which quotations are not readily available are valued at fair value as determined by

the Board of Directors In determining fair value for securities not readily marketable investments are initially
stated

at cost until significant subsequent events require change in valuation Among the factors considered by the Board

of Directors in determining the fair value of investments are the cost of the investment developments since the

acquisition of the investment the sale price of recently issued securities the financial condition and operating results

of the issuer the long-term business potential of the issuer the quoted market price
of securities with similar quality

and yield that are publicly traded and other factors generally pertinent to the valuation of investments The Board of

Directors in making its evaluation has relied on financial data of investees provided by management of the investee

companies Accordingly the estimated fair values may differ significantly from the values that would have been used

had ready market existed for these investments The fair value of the Companys not readily marketable

investments generally represents the amount the Company would expect to receive if it were to liquidate its

investment These financial instruments are classified in Level of the fair value hierarchy

Recent Accounting Pronouncements In July 2006 the FASB issued Interpretation No 48 Accounting for Uncertainty

in Income Taxes FIN 48 FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an

enterprises financial statements in accordance with Statement No 109 Accounting for Income Taxes FIN 48

prescribes recognition threshold and measurement attribute for the financial statement recognition and

measurement of tax position taken or expected to be taken in tax return FIN 48 also provides guidance on de

recognition of tax benefits classification on the balance sheet interest and penalties accounting in interim periods

disclosure and transition

In December 2008 the FASB provided for deferral of the effective date of FIN 48 for certain nonpublic enterprises

to annual financial statements for fiscal years beginning after December 15 2008 The Company has elected this

deferral and accordingly will be required to adopt FIN 48 in its 2009 annual financial statements Prior to adoption of

FIN 48 the Company will continue to disclose or recognize income tax positions based on managements estimate of

whether it is reasonably possible or probable respectively that liability
has been incurred for unrecognized income

tax benefits by applying FASB Statement No Accounting for Contingencies Management is currently assessing

the impact of FIN 48 on its financial position and results of operations and has not yet determined if the adoption of

FIN 48 will have material effect on its financial statements

Note Due from Affiliates

The Company entered into financing arrangement with another affiliated entity primarily for purposes
of financing

This arrangement provides for monthly interest only payments at 3% with principal and interest due on December 31

2013



Berthel Fisher Company

Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Notes To Financial Statements

Note Not Readily Marketable Securities

Not readily marketable securities reported at estimated fair value are comprised of the following as of December 31

2008

Airlink Mobile Inc 326930 shares of common stock cost $212505 212505

Polar Molecular Holding Corporation 920447 shares

of common stock cost $236208

Technoconcepts Inc 50000 shares of common stock cost $115225 44

Guardian Technologies Inc warrants for 314742 shares

of common stock cost $606489

Other cost $68307 4773

Total 217322

Note Notes Receivable

Notes receivable as of December 31 2008 consist of the following

Various uncollateralized notes receivable due from brokers 347371

Less allowance for doubtful accounts 80461

266910

10



Berthel Fisher Company

Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Notes To Financial Statements

Note Income Taxes

The results of the Companys operations are included in the consolidated tax returns of the Parent The entities

included in the consolidated returns have adopted the policy of allocating income tax expense or benefit based upon

the pro rata contribution of taxable operating income or losses Generally this allocation results in profitable

companies recognizing tax provision as if the individual company filed separate return and loss companies

recognizing benefits to the extent their losses contribute to reduce consolidated taxes Deferred income taxes have

been established by each member of the consolidated group
based upon the temporary

differences within the entity

Current and deferred components of the income tax expense for the year ended December 31 2008 are summarized

as follows

Current

Deferred

Income tax expense

548003

123000

671003

The provision for income taxes for the year ended December 31 2008 differs from the amounts computed by

applying the statutory federal income tax rate of 34% plus an estimate of 1.5% for state income taxes to income

before income taxes due to the following items

Computed expected amount

Nondeductible expenses

Federal tax benefit of state income taxes deduction

Other

681283

89526

9814

89992

671003

Deferred taxes are provided on differences between financial reporting and income tax bases of accounting The

differences ase primanly from diffenng methods used to account for the allowance for doubtful accounts accrued

expenses and amortization of intangibles The deferred income tax assets liabilities consist of the following

Gross deferred income tax assets

Gross deferred income tax liabilities

Net deferred income tax liabilities

251000

270000

19000

During the year ended December 31 2008 the Company did not record valuation allowance on the deferred tax

assets as management believes the full amount will ultimately be realized

11



Berthel Fisher Company

Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Notes To Financial Statements

Note Property and Equipment

Property and equipment as of December 31 2008 consists of the following

Furniture and fixtures 627118

Leasehold improvements 231860

Development fees 236461

Accumulated depreciation 553439

Property and equipment net 542000

Note Commitments and Contingencies

The Company leases office facilities and certain equipment under various noncancellable month-to-month operating

leases Lease expense of $507387 was incurred during the year ended December 31 2008

The Company is involved in various pending or threatened legal proceedings arising from the normal course of its

business operations Management of the Company after consultation with counsel and review of available facts

believes the resolution of these various proceedings will have no material adverse effect on the Companys financial

condition results of operations or cash flows

Note Series Cumulative Convertible Preferred Stock

The Board of Directors has authorized 50000 shares of Series cumulative convertible preferred stock The

preferred stock has preference in liquidation over the common stockholder The shares earn cumulative annual

dividend of $06 per share The dividends are payable from net profits of the Company and will be paid before any

dividends are paid to the common stockholder Unpaid dividends will accrue in arrears and become liability
of the

Company if net profits are insufficient to pay the stockholder The Series stockholder may convert each of its

shares of preferred stock into one share of common stock of the Company as subject to adjustment from time to

time in accordance with the agreement The Company 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

accrued and unpaid dividends

Note Net Capital Requirements

The Company is subject to The SEC Uniform Net Capital Rule Rule 15c3-1 which requires the maintenance of

minimum amount of net capital and requires that the ratio of aggregate indebtedness to net capital both as defined

shall not exceed 15 to Rule 5c3-1 also provides that equity capital may not be withdrawn or cash dividends paid

if the resulting net capital ratio would exceed 10 to As of December 31 2008 the Company had net capital of

$3041978 which was $2807656 in excess of its required net capital of $234322 The Companys net capital ratio

was 1.16 to

12



Berthel Fisher Company

Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Notes To Financial Statements

Note 10 Related Party Transactions

The Company enters into various transactions and arrangements with its Parent and affiliated companies

The Company has management agreement with its Parent in which the Companys Parent provided management

services at monthly rate of $60000 for the year ended December 31 2008

During the year ended December 31 2008 the Company paid $429396 to Berthel Fisher Company Management

Corp wholly owned subsidiary of the Parent for the use of office facilities The Companys rental obligation is

month to month

Note 11 Profit Sharing Plan

Substantially all employees are covered by the Companys qualified profit sharing plan under Internal Revenue Code

Section 401a including qualified cash or deferred arrangement under Section 401k Under the terms of the

plan each participant may elect to defer compensation from 2% to 60% The employee contribution will be matched

by an employer contribution of 100% of the first 4% of the employee contribution The Companys contributions for

the year
ended December 31 2008 aggregated $130196

Note 12 Financial Instruments

Off-balance-sheet risk and concentration of credit risk

Customer transactions are introduced to and cleared through clearing brokers Under the terms of its clearing

agreement the Company is required to guarantee the performance of its customers in meeting contracted

obligations Such transactions may expose the Company to significant off-balance-sheet risk in the event margin

requirements are not sufficient to fully cover losses that customers may incur In the event the customer fails to

satisfy its obligations the COmpany may be required to purchase or sell financial instruments at prevailing market

prices to fulfill the customers obligations k-i conjunction with the clearing brokers the Company seeks to control the

risks associated with its customer activities by requiring customers to maintain collateral in compliance with various

regulatory and internal guidelines Compliance with the vaous guidelines is monitored daily and pursuant to such

guidelines the customers may be required to deposit additional collateral or reduce positions where necessary

The Company does not anticipate nonperformance by customers or its cleanng brokers In addition the Company

has policy of reviewing as considered necessary the clearing broker with which it conducts business

The Company maintains its cash accounts in two commercial banks The amount on deposit at December 31 2008

exceeded the insurance limits of the Federal Deposit Insurance Corporation

Fair value considerations

Substantially all of the Companys financial instruments are carried at fair value or amounts that approximate fair

value Investments in marketable securities are valued using quoted market prices
The Companys remaining

financial instruments are generally short-term in nature and liquidate at their carrying values

13



Berthel Fisher Company

Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Notes To Financial Statements

Note 12 Financial Instruments continued

The following table presents the Companys fair value hierarchy for those assets and liabilities measured at fair value

on recurring basis as of December 31 2008

Fair Value Measurements Using

Quoted Prices in Significant Significant

Active Markets for Other Observable Unobservable

Identical Assets Inputs Inputs

Description Level Level II Level Ill

Common stock 32297 217322

Certificates of deposit 1250837

Money market included in cash 2897745

Balance January 2008

Net realized gain on investments

32297 4148582 217322

Financial instruments classified as Level in the fair value hierarchy represent the Companys investments in

financial instruments in which Management has used at least one significant unobservable input in the valuation

model The following table presents reconciliation of activity for the Level financial instruments

385243

Realized and unrealized gains losses on investments

9846

Net change in unrealized appreciation depreciation on investments 17787

Sale of investment securities 159980

Balance December 31 2008 217322

Note 13 Indemnifications

In the normal course of its business the Company indemnifies and guarantees certain service providers such as

clearing and custody agents trustees and administrators against specified potential losses in connection with their

acting as an agent of or providing services to the Company or its affiliates The Company also indemnifies some

clients against potential losses incurred in the event specified third-party service providers including sub-custodians

and third-party brokers improperly execute transactions The maximum potential amount of future payments 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 consolidated financial statements for these indemnifications

The Company provides representations and warranties to counterparties in connection with variety of commercial

transactions and occasionally indemnifies them against potential losses caused by the breach of those

14



Berthel Fisher Company

Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Notes To Financial Statements

Note 13 Indemnifications continued

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 either to change in or adverse

application of certain tax laws These indemnifications generally are standard contractual terms and are entered into

in the normal course of business The maximum potential amount of future payments 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 consolidated financial statements for these indemnifications

15



Berthel Fisher Company Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Schedule Computation Of Net Capital Under Rule 15c31

December 31 2008

Computation of net capital

Total stockholders equity

Total nonallowable assets and other charges

Petty cash

Other receivables

Due from affiliates

Investments in securities not readily marketable

Notes receivable

Property and equipment

Other assets

Non-allowable commissions receivable

Intangible assets

Goodwill

Insurance deductible

Fee-based commissions

Other deductions

Net capital before haircuts on securities positions

Haircuts on securities positions

Undue concentration

Net capital

Computation of aggregate indebtedness

Items from statement of financial condition

Commissions payable

Accounts payable and other accrued expenses

Deferred income taxes

Payroll advances included in commissions payable

Other adjustments to aggregate indebtedness

Assets with credit balances/liabilities with debit balances

Total aggregate indebtedness

Computation of basic net capital requirement

Minimum net capital required the greater of 2/3% of total

aggregate indebtedness or $100000

Excess net capital net capital less net capital requirement

10061626

300

116290

1382805

217322

266910

542000

102374

8862

389675

3880029

17890

19779

1914

3115476

73498

3041978

1347443

2249262

19000

60697

42084

1914

3514838

234322

2807656

Percentage of aggregate indebtedness to net capital

Statement pursuant to paragraph of Rule 17a5

116%

There are no material differences between the amounts presented in the computations of net capital set forth

above and the amounts reported in the Companys unaudited Part II Focus report as of December31 2008
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Berthel Fisher Company Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Schedule II Computation for Determination of Reserve Requirements

Under Rule 15c3-3

December 31 2008

None the Company is exempt from Rule 15c3-3 pursuant to the provisions of

subparagraph k2ii thereof

Berthel Fisher Company Financial Services Inc

Wholly Owned Subsidiary Of Berthel Fisher Company

Schedule Ill Information Relating to Possession or Control Requirements

Under Rule 15c3-3

December 31 2008

None the Company is exempt from Rule 5c3-3 pursuant to the provisions of

subparagraph k2ii thereof
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McGladrey Pullen

Certified Public Accountants

Independent Auditors Report on Internal Control

To the Board of Directors and Stockholder

Berthel Fisher Company Financial Services Inc

Marion Iowa

In planning and performing our audit of the financial statements of Berthel Fisher Company Financial Services Inc

the Company as of and for the year
ended December 31 2008 in accordance with auditing standards generally

accepted in the United States of America we considered the Companys internal control over financial reporting

internal control as basis for designing our auditing procedures for the purpose of expressing our opinion on the

financial statements but not for the purpose of expressing an opinion on the effectiveness of the Companys internal

control Accordingly we do not express an opinion on the effectiveness of the Companys internal control

Also as required by Rule 17a-5g1 of the Securities and Exchange Commission SEC we have made study of

the practices and procedures followed by the Company including consideration of control activities for safeguarding

securities This study included tests of compliance with such practices and procedures that we considered relevant to

the objectives stated in Rule 17a-5g in making the periodic computations of aggregate indebtedness and net capital

under Rule 17a-3a1 and for determining compliance with the exemptive provisions of Rule 15c3-3 Because the

Company does not carry security accounts for customers or perform custodial functions relating to customer

securities we did not review the practices and procedures followed by the Company in any of the following

Making quarterly securities examinations counts verifications and comparisons and recordation of

differences required by Rule 17a-13

Complying with the requirements for prompt payment for securities under Section of Federal Reserve

Regulation of the Board of Governors of the Federal Reserve System

In addition as required by Regulation 1.16 of the Commodity Futures Trading Commission CFTC we have made

study of the practices and procedures followed by the Company including consideration of control activities for

safeguarding customer and firm assets This study included tests of such practices and procedures that we

considered relevant to the objectives stated in Regulation 1.16 in making the periodic computations of minimum

financial requirements pursuant to Regulation 117 Because the Company does not carry customer accounts we did

not review the practices and procedures followed by the Company in any of the following

The daily computations of the segregation requirements of Section 4da2 of the Commodity Exchange Act

and the regulations thereunder and the segregation of funds based on such computations

The daily computations of the foreign futures and foreign options secured amount requirements pursuant to

Regulation 30.7 of the CFTC

McGladrey Pullen LLP is
member firm of RSM International

an affiliation of separate
and independent legal entities
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The management of the Company is responsible for establishing and maintaining internal control and the practices

and procedures referred to in the preceding paragraphs In fulfilling this responsibility estimates and judgments by

management are required to assess the expected benefits and related costs of controls and of the practices and

procedures referred to in the preceding paragraphs and to assess whether those practices and procedures can be

expected to achieve the SECs and the CFTCs above-mentioned objectives Two of the objectives of internal

control and the practices and procedures are to provide management with reasonable but not absolute assurance

that assets for which the Company has responsibility are safeguarded against loss from unauthorized use or

disposition and that transactions are executed in accordance with managements authorization and recorded properly

to permit the preparation of financial statements in conformity with generally accepted accounting principles

Rule 17a-5g and Regulation 1.16d2 list additional objectives of the practices and procedures listed in the

preceding paragraphs

Because of inherent limitations in internal control or the practices and procedures referred to above error or fraud

may occur and not be detected Also projection of any evaluation of them to future periods is subject to the risk that

they may become inadequate because of changes in conditions or that the effectiveness of their design and

operation may deteriorate

control deficiency exists when the design or operation of control does not allow management or employees in

the normal course of performing their assigned functions to prevent or detect misstatements on timely basis

significant deficiency is control deficiency or combination of control deficiencies that adversely affects the

entitys ability to initiate authorize record process or report financial data reliably in accordance with generally

accepted accounting principles such that there is more than remote likelihood that misstatement of the entitys

financial statements that is more than inconsequential will not be prevented or detected by the entitys internal

control

material weakness is significant deficiency or combination of significant deficiencies that results in more than

remote likelihood that material misstatement of the financial statements will not be prevented or detected by the

entitys internal control

Our consideration of internal control was for the limited purpose
described in the first second and third paragraphs

and would not necessarily identify all deficiencies in internal control that might be material weaknesses We did not

identify any deficiencies in internal control and control activities for safeguarding
securities and certain regulated

commodity customer and firm assets that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second and third

paragraphs of this report are considered by the SEC and CFTC to be adequate for their purposes in accordance with

the Securities Exchange Act of 1934 the Commodity Exchange Act and related regulations and that practices and

procedures that do not accomplish such objectives in all material respects indicate material inadequacy for such

purposes Based on this understanding and on our study we believe that the Companys practices and procedures

as described in the second and third paragraphs of this report were adequate at December 31 2008 to meet the

SECs and CFTCs objectives

This report is intended solely for the information and use of the Board of Directors management the SEC the CFTC

the Financial Industry Regulatory Authority and other regulatory agencies which rely on Rule 17a-5g under the

Securities Exchange Act of 1934 and/or Regulation 1.16 of the CFTC in their regulation of registered broker-dealers

and introducing brokers and is not intended to be and should not be used by anyone other than these specified

parties

McGladrey Pullen LLP

Cedar Rapids Iowa

February 18 2009
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