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McGladrey LLP

McGladrey

Independent Auditors Report

To the Board of Directors and Stockholder

Berthel Fisher Company Financial Services Inc

Marion Iowa

Report on the Financial Statements

We have audited the accompanying statement of financial condition of Berthel Fisher Company
Financial Services Inc Company as of December 31 2013 and the related statements of operations

changes in stockholders equity and cash flows for the year then ended that are filed pursuant to

Rule 7a-5 under the Securities Exchange Act of 1934 and the related notes to the financial statements

Managements Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in

accordance with accounting principles generally accepted in the United States of America this includes

the design implementation and maintenance of internal control relevant to the preparation and fair

presentation of financial statements that are free from material misstatement whether due to fraud or

error

Auditors Responsibility

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 involves performing procedures to obtain audit evidence about the amounts and disclosures in

the financial statements The procedures selected depend on the auditors judgment including the

assessment of the risks of material misstatement of the financial statements whether due to fraud or

error In making those risk assessments the auditor considers internal control relevant to the Companys
preparation and fair presentation of the financial statements in order to design audit procedures that are

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

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

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

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

financial statements

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

our audit opinion

Opinion

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

financial position of Berthel Fisher Company Financial Services Inc as of December 31 2013 and the

results of its operations and its cash flows for the year then ended in accordance with accounting

principles generally accepted in the United States of America

of th RSM matkaI ntwok of tountIng tax and colnukthg fwni



Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements as whole
The supplementary information contained in Schedules II and Ill is presented for purposes of additional

analysis and is not required part of the financial statements but is supplementary information required

by Rule 7a-5 under the Securities Exchange Act of 1934 Such information is the responsibility of

management and was derived from and relates directly to the underlying accounting and other records

used to prepare the financial statements The information in Schedules II and Ill has been subjected to

the auditing procedures applied in the audit of the financial statements and certain additional procedures

including comparing and reconciling such information directly to the underlying accounting and other

records used to prepare the financial statements or to the financial statements themselves and other

additional procedures in accordance with auditing standards generally accepted in the United States of

America In our opinion the information in Schedules II and Ill is fairly stated in all material respects in

relation to the financial statements as whole

I-L
McGladrey LLP

Cedar Rapids Iowa

February 26 2014



Berthel Fisher Company Financial Services Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Statement of Financial Condition

December 31 2013

Assets

Cash and cash equivalents 5036669

Deposit with clearing broker 50000

Due from clearing broker 561870

Commissions receivable 543159

Other receivables including income tax receivable from parent company 1332605

Short-term investments 250000

Investments in securities

Marketable at market value 49286

Not readily marketable at estimated fair value cost of $115302 6585

Notes receivable 146674

Property and equipment 301379

Other assets 63583

Goodwill 3880029

12221839

Liabilities and Stockholders Equity

Liabilities

Commissions payable 2311527

Accounts payable and other accrued expenses 1322276

Deferred income tax liability parent company 398000

Deferred revenue 213144

Total liabilities 4244947

Commitments and contingencies Note

Stockholders equity

Common stock no par value authorized 250000 shares

issued and outstanding 195069 shares 2821148

Series cumulative convertible preferred stock no par authorized

50000 shares issued and outstanding 4182 shares 300142

Additional paid-in capital 5077892

Retained earnings accumulated deficit 222290

Total stockholders equity 7976892

12221839

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 2013

Revenues

Commissions 48402682

Fee-based revenue 8844444

Marketing fees 3590716

Interest and dividends 72726

Net unrealized investment gains 17013

Net realized investment gains 101468

Other 3268819

Total revenues 64297868

Expenses

Commissions 48221710

Employee compensation 2729421

Employee benefits 582232

Management fees 2892000

Attorney fees including litigation and settlements 5515040

Occupancy 587287

Clearing charges 1538101

Reporting services 408130

Data processing 423791

Depreciation and amortization 157136

Other general and administrative expenses 2383430

Total expenses 65438278

Loss before income taxes 1140410

Income tax benefit 377670

Net loss 762740

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 2013

Retained

Earnings

Accumulated

Deficit Total

Balance December31 2012

Net loss

Dividends on preferred stock

Balance December 31 2013

See Notes to Financial Statements

558458

762740

18008
222.29O

8757640

762740

18008
7.976.892

Common

Stock

Series

Preferred

Stock

Additional

Paid-In

Capital

2821148 300142 5077892

2821148 300142 5077892



Berthel Fisher Company Financial Services Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Statement of Cash Flows

Year Ended December 31 2013

Cash Flows from Operating Activities

Net loss 762740

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

Net change in unrealized gains on securities owned 17013
Gain on sale of securities owned 101468

Depreciation and amortization 86968

Amortization of notes receivable 70168

Deferred income taxes 233000

Change in assets and liabilities

Deposit with clearing broker 100015

Due from clearing broker 41432
Commissions receivable 150779

Other receivables including income tax receivable from parent company 374025

Short term investments 22

Investments in securities 93833

Notes receivable 75200
Other assets 13108
Commissions payable 586559

Accounts payable and other accrued expenses 575005

Deferred revenue 121796

Net cash flows used in operating activities 1062001

Cash Flows Used in Investing Activities

purchase of property and equipment 29536

Cash Flows Used in Financing Activities

dividends on preferred stock 18008

Decrease in cash and cash equivalents 1109545

Cash and cash equivalents

Beginning 6146214

Ending 5036669

Supplemental Disclosure of Cash Flow Information

income taxes paid

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 Company is wholly owned subsidiary of Berthel

Fisher Company 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 is securities broker-dealer

and registered investment advisor that sells various securities such as equity fixed income mutual

funds insurance and direct investment products

The Company operates under the provisions of Paragraph k2ii of Rule 5c3-3 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 an

original maturity of three months or less to be cash equivalents Cash and cash equivalents include

cash held by clearing brokers of $367352 as of December31 2013

Deposit with clearing broker The Company is required to hold an introducing firm deposit in the name

of the Company with its clearing firm per the terms of the clearing agreement

Receivables Receivables from clearing broker and commissions receivable primarily consists of

corn mission 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 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 Interest income is accrued as earned and

dividend income is recognized on the ex-dividend date

In accordance with accounting practices for broker-dealers marketable securities are valued at fair

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 fair value is included in the statement of

operations as unrealized gain and loss Realized gains and losses are recognized using the specific

identification method



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

Notes receivable From time to time 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 at the time the loan is made These loans do not bear interest and will be

amortized over two to five years from the approval date In the event representatives affiliation

terminates prior to the term of the note the representative is required to repay the balance of the note

Forgivable loans totaled $251000 as of December 31 2013 with loan amortization charged to expense

of $70168 as of December 31 2013 Other notes receivable provided to registered representatives are

for purposes described above though are not forgivable bear no interest and range from 18 months to

five years in length Managements estimate of the allowance is based on an assessment of specifically

identified unsecured receivables and other factors including the representatives payment history As

of December 31 2013 there is no allowance for uncollectible accounts associated with this receivable

Goodwill The Company is required to assess goodwill for impairment annually or more frequently if

circumstances indicate impairment may have occurred using various qualitative factors to determine

whether it is more likely than not likelihood of more than 50% that the fair value of the Company
was less than its carrying amount qualitative assessment The Company performs its annual

impairment assessment in the fourth quarter of each year As of December 31 2013 management
determined there was no impairment

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

When tax returns are filed it is 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 tax

position is recognized in the financial statements in the period during which based on all available

evidence management believes it is more likely than not that the position will be sustained upon

examination including the resolution of appeals or litigation processes if any As of and for the year

ended December 31 2013 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 The Company uses accelerated methods in computing depreciation for income

tax purposes

Common stock In the ordinary course of business the Parent of the Company will enter into financing

agreements requiring it to pledge the Companys common stock as collateral



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

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 Other

revenues consist of technology and other fees that are typically earned in accordance with agreements

with registered representatives and correspondent brokers as well as annual seminar fees

Deferred revenue In 2010 the Company converted majority of customer-related transactions to one

clearing broker In connection with meeting the required conversion criteria as specified in the clearing

agreement the Company received $1750000 in 2010 which was being recognized in revenue over

the term of the clearing agreements which expires in March 2016 In 2012 the clearing broker

amended the clearing agreement removing the requirement that the Company refund prorated

portion of the $1750000 if the Company or clearing broker terminated the clearing agreement during

the initial term As result the Company recognized an additional $502017 in revenue in 2012 for

total of $806365 $121797 was recognized during the year ended December 31 2013 leaving

deferred revenue of $213144 as of December 31 2013 to be recognized over the remaining term of

the agreement

Fair value measurements The Fair Value Measurements Topic of the FASB Codification 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 this topic as

assumptions market participants would use in pricing an asset or liability The three levels of the fair

value hierarchy under this topic 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



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

Money market funds are stated at the net asset value NAV per share of the fund The NAV is primarily

determined based on the underlying assets and liabilities held in the fund These financial instruments are

classified as level in the fair value hierarchy

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

U.S based companies in industries such as information management products and services and wireless

communications Restricted securities and other securities 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 similarquality 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

There have been no changes in valuation techniques used for any assets measured at fair value during

the year ended December 31 2013

Accrued litigation contingencies The Company considers the following factors in determining whether

accrual and/or disclosure of litigation contingencies should be made to the financial statement the

date of occurrence for the cause of action the degree of probability of an unfavorable outcome and

the ability to reasonably estimate the amount of the loss

Subseguent events The Company has evaluated subsequent events for potential recognition and/or

disclosure through the date these financial statements were issued noting none

Note 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 totaling $2892000 for the year ended December 31 2013 As of December 31
2013 other receivables include an income tax receivable from the Companys Parent for $1096579

During the year ended December 31 2013 the Company paid $523215 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

The Company paid $127440 to an affiliate for license and user fees for the year ended December 31
2013

10



Berthel Fisher Company
Financial Services Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Notes to Financial Statements

Note Notes Receivable

Notes receivable as of December 31 2013 consist of the following

Various uncollateralized notes receivable due from brokers 287048

Less amortization of forgivable notes 140374

146674

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 2013 are

summarized as follows

Current 610670

Deferred 233000

Income tax expense 377670

The provision for income taxes for the year ended December 31 2013 differs from the amounts

computed by applying the statutory federal income tax rate of 34% plus an estimate of 4.5% for state

income taxes to income before income taxes due to the following items

Computed expected amount 439058

Nondeductible expenses 36115

Federal tax benefit of state income taxes deduction 25273

377670

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

accounting The differences arise primarily from differing 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 216000

Gross deferred income tax liabilities 614000
Net deferred income tax liabilities 398000

During the year ended December 31 2013 the Company did not record valuation allowance on the

deferred tax assets as management believes the full amount will ultimately be realized

The Parent and Company file income tax returns in U.S federal jurisdiction and various states as

necessary With few exceptions the Parent and Company are no longer subject to U.S federal state

and local tax examinations by tax authorities for years before 2010

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 2013 consists of the following

Furniture and fixtures 827526

Leasehold improvements 278116

Development fees 292132

Accumulated depreciation 1096395

Property and equipment net 301379

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 six percent annual dividend 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 5c3-1 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 2013 the Company had net capital of $2183101 which was $1926638 in excess of its

required net capital of $256463 The Companys net capital ratio was 1.76 to

Note Profit Sharing Plan

Substantially all employees are covered by the Parents qualified profit sharing plan under Internal

Revenue Code Section 401a including qualified cash or deferred arrangement under Section 401k
The 401k plan provides 3% non-elective safe harbor employer contribution and discretionary

matching contribution Eligible employees receive 3% of qualifying compensation The discretionary

matching contribution will not apply to deferrals exceeding 6% of eligible compensation Each participant

may elect to defer compensation up to 60% The Companys contributions for the year ended

December 31 2013 aggregated $105334

12



Berthel Fisher Company
Financial Services Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Notes to Financial Statements

Note Commitments and Contingencies

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

operating leases Lease expense of $545229 was incurred during the year ended December 31 2013

The Company is defendant/respondent in or party to pending and threatened legal actions brought on

behalf of various claimants Some of the claimants seek material and/or indeterminable amounts Certain

of these actions and proceedings are based on alleged violations of securities laws consumer protection

and other laws and may involve claims for substantial monetary damages asserted against the Company

The Company recognizes legal liability when management believes it is probable that liability has

been incurred and the amount can be reasonably estimated Conclusions on the likelihood that liability

has been incurred and estimates as to the amount of the liability are based on consultations with General

Counsel of the Company who when situations warrant may engage and consult external counsel to

assist with the evaluation and handle certain matters Legal fees for defense costs are expensed as

incurred

The Company maintains Errors and Omissions EO insurance to protect itself from potential damages

and/or legal costs associated with certain litigation and arbitration proceedings and as result in the

majority of cases the Companys exposure is limited to $50000 or $100000 effective January 2013 for

only unregistered alternative investment product related cases in any one case subject to policy

limitations and exclusions

The Company also maintains fidelity bond to protect itself from potential damages and/or legal costs

related to fraudulent activities pursuant to which the Companys exposure is usually limited to $50000

deductible per case subject to policy limitations and exclusions

In 2008 DBSI product sponsor filed for Chapter 11 Bankruptcy Subsequent to that date and through

the year ended December 31 2012 the Company received claims from customers related to investments

with DBSI Some of these claims involved DBSI products and products from other product sponsors

hybrid claims The insurance carrier treated these multiple interrelated DBSI claims as one claim which

reduced the coverage to $1 million for this group of claims The Companys insurance policy contains

$1 million dollar per claim limit The Company did not agree with this aggregation and filed suit against

the insurance carrier concerning this issue As of December 31 2012 all of the claims received

pertaining to the DBSI customers were settled and during the year ended December 31 2013 the suit

brought by the Company against the insurance carrier was settled

Associated with the DBSI bankruptcy the DBSI Bankruptcy Estate formed Private Action Trust and

invited DBSI investors to assign the claims they had against broker dealers who sold them DBSI interests

to the Trustee The Trustee agreed to bring suit against the broker dealers on behalf of the investors As

result in 2011 the DBSI Private Action Trust filed suit against the Company and large number of

other broker dealers Approximately 300 of the Companys clients assigned their claims to the Trustee for

claim totaling approximately $31.4 million In September 2013 the DBSI Private Action Trust suit was

settled

In 2011 the DBSI Bankruptcy Trustee filed an Adversary Proceeding against the Company and large

number of other broker dealers who sold DBSI products That action claims payments made to the

Company commissions for the four years prior to the DBSI bankruptcy filing were preference and

should be returned to the DBSI Bankruptcy Estate The claim totals approximately $5.5 million In

September 2013 the Adversary Proceeding brought by the DBSI Bankruptcy Trustee was settled

13



Berthel Fisher Company
Financial Services Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Notes to Financial Statements

Note Commitments and Contingencies Continued

In addition to the above matters as of December 31 2013 the Company has accrued approximately

$50000 relating to the Companys defense in various legal matters with claims ranging from $50000 to

$5000000 It is possible some of the matters could require the Company to make additional payments or

establish accruals in amounts that could not be estimated and/or could exceed those accrued as of

December 31 2013 Key components of the accrual include claims arising from alleged poor

performance of certain real estate investment trusts REITs real estate investments and oil and gas

limited partnerships that have experienced bankruptcy or other financial difficulties during or in connection

with the recent global liquidity crisis

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

Company has meritorious defenses and intends to vigorously defend itself in these matters Management
believes the resolution of these various proceedings will have no material adverse effect on the

Companys financial condition results of operations or cash flows other than for amounts already

expensed and recorded

Note 10 Financial Instruments and Fair Value

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 In 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 various 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 clearing 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 in bank deposit accounts which at times may exceed federally insured

limits The Company has not experienced any losses in such accounts and believes it is not exposed to

any significant credit risk on cash and cash equivalents
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Berthel Fisher Company
Financial Services Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Notes to Financial Statements

Note 10 Financial Instruments and Fair Value Continued

Fair Value

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 2013

Fair Value Measurements Using

Quoted Prices in Significant Significant

Active Markets for Other Observable Unobservable

Identical Assets Inputs Inputs

Description Level Level II Level III

Common stock 49286 6585

Money market fund included in cash and

cash equivalents 1818552

49286 1818552 6585

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

Balance January 2013 317

Purchase of investment securities 6371

Distributions received 220

Change in unrealized appreciation 117

Balance December 31 2013 6585

There were no significant transfers of assets between levels and of the fair value hierarchy during

the year ended December 31 2013
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Berthel Fisher Company
Financial Services Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Notes to Financial Statements

Note 11 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

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 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 financial statements for these indemnifications
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Berthel Fisher Company Financial Services Inc

Wholly Owned Subsidiary of Berthel Fisher Company

Schedule Computation of Net Capital Under Rule 15c3-1

December 31 2013

Computation of net capital

Total stockholders equity 7976892

Nonallowable assets and other deductions

Petty cash 200

Other receivables including income tax receivable from parent company 1332605

Investments in securities not readily marketable 6585

Notes receivable 146674

Property and equipment 301379

Other assets 63583

Goodwill 3880029

Net capital before haircuts on securities positions 2245837

Haircuts on securities positions 62736

Net capital 2183101

Computation of aggregate indebtedness

Items from statement of financial condition

Commissions payable 2311527

Accounts payable and other accrued expenses 1322276

Deferred revenue 213144

Total aggregate indebtedness 3846947

Computation of basic net capital requirement

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

aggregate indebtedness or $100000 256463

Excess net capital net capital less net capital requirement 1926638

Percentage of aggregate indebtedness to net capital 176.21%

Statement pursuant to paragraph of Rule 17a-5

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

December 31 2013
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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 2013

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

subparagraph k2ii thereof

Schedule Ill Information Relating to Possession or Control Requirements

Under Rule 15c3-3

December 31 2013

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

subparagraph k2ii thereof
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McGladrey LLP

McGladrey

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 Company as of and for the year ended December 31 2013 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 7a-3a1 and for determining

compliance with the exemptive provisions of Rule 5c3-3 Because the Company does not carry

securities 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 the

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

The management of the Company is responsible for establishing and maintaining internal control and the

practices and procedures referred to in the preceding paragraph 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 paragraph and to assess

whether those practices and procedures can be expected to achieve the SECs 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 lists additional objectives of the practices and procedures listed in the preceding

paragraph

Because of inherent limitations in internal control and 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
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deficiency in internal control 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 deficiency or combination of deficiencies in internal control that is less

severe than material weakness yet important enough to merit attention by those charged with

governance

material weakness is deficiency or combination of deficiencies in internal control such that there is

reasonable possibility that material misstatement of the Companys financial statements will not be

prevented or detected and corrected on timely basis

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

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 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

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with

the Securities Exchange Act of 1934 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 paragraph of this report were adequate at December 31 2013 to meet the

SECs objectives

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

SEC the Financial Industry Regulatory Authority and other regulatory agencies that rely on

Rule 17a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers and

dealers and is not intended to be and should not be used by anyone other than these specified parties

LL.P

McGladrey LLP

Cedar Rapids Iowa

February 26 2014
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