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OATH OR AFFIRMATION

[. SHERILEJMAN , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
CENTAURUS FINANCIAL, INC.

of APRIL 30, 2017

, as
, 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 a customer, except as follows: Not applicable.

RENEE R. WHITE O@C 0?@?7%\

Commission # 2061537 Signature
Notary Public - California =

N/ Orange County z
] = My Comm. Exeires Mar 17, 2018 [ FINGP/CFO
Title

Thys report ** contains (check all applicable boxes):
(a) Facing Page.
d(b) Statement of Financial Condition.
O (c) Statement of Income (Loss).
(d) Statement of Changes in Financial Condition.
(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
(2) Computation of Net Capital.
Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.
(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.
(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.
d(l) An Qath or Affirmation.
[0 (m) A copy of the SIPC Supplemental Report.
O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Certified Public Accountants
and Financial Advisors

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors
Centaurus Financial, Inc.

We have audited the accompanying statement of financial condition (the “financial statement”)
of Centaurus Financial (the “Company”) as of April 30, 2017, and the related notes. This
financial statement is the responsibility of the Company’s management. Our responsibility is to
express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statement is free of material
misstatement. Our audit included consideration of internal control over financial reporting as a
basis for designing audit procedures that are appropriate in the circumstances, 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. An audit also includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statement,
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 a
reasonable basis for our opinion.

In our opinion, the financial statement referred to above presents fairly, in all material respects,
the financial position of Centaurus Financial, Inc. as of April 30, 2017, in conformity with
accounting principles generally accepted in the United States.

cgomﬂ— s Lf

Newport Beach, California
June 22,2017
2
4100 Newport Place Drive, Suite 600 » Newport Beach, CA 92660 main 949,222.2999 web squarmiiner.com
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CENTAURUS FINANCIAL, INC.
STATEMENT OF FINANCIAL CONDITION
April 30, 2017

ASSETS
Cash and cash equivalents $ 24,807,935
Commissions receivable 3,394,094
Receivables from broker-dealers and clearing organizations 1,414,740
Note receivable from officer 615,000
Prepaid expenses and other assets 4,505,615
Due from affiliates 346,607
Investment securities held for trading, at fair value 547,208
Investment securities, held-to-maturity 382,858
Prepaid income taxes 133,384
Property and equipment - net ' 1,100,312
Deferred tax asset 1,356,000
Deposits with clearing organizations 100,000
TOTAL ASSETS $ 38,703,753
LIABILITIES AND STOCKHOLDERS' EQUITY
LIABILITIES

Commissions payable $ 5,839,511
Accounts payable and other liabilities 10,278,092
Deferred revenue 2,808,726
Income taxes payable 111,837
Deferred tax liability 103,000
Note payable to bank 556,946

| TOTAL LIABILITIES 19,698,112

COMMITMENTS AND CONTINGENCIES (NOTE 8)

STOCKHOLDERS' EQUITY
Common stock - no par value, 10,000,000 shares authorized,

137,313 shares issued and outstanding 544,861
Notes receivable from related party (5,757,626)
Retained earnings 24,218,406

TOTAL STOCKHOLDERS' EQUITY 19,005,641

TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 38,703,753

The accompanying notes are an integral part of the financial statement.
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CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2017

NOTE1 - DESCRIPTION OF BUSINESS

Centaurus Financial, Inc. (the "Company”) is a national broker/dealer licensed to offer securities, investment advisory services
and insurance products. The Company is a Registered Investment Advisor with the U.S. Securities and Exchange Commission
(the “SEC") and a member of both the Financial Regulatory Authority (“FINRA") and the Securities Investor Protection
Corporation ("SIPC”).

Founded in 1992, the Company was formed with a focus to provide service, support, technology, and education to independent
financial advisers in the securities industry. While the industry as a whole and the Company itself have evolved since the
Company’s inception, the focus of the Company remains the same as of the date of these financial statements.

The Company is a leading independent broker/dealer providing a platform for over 600 financial advisors and 350 branch
offices across the United States of America. The Company is headquartered in Anaheim, California. The Company is a
subsidiary of Federation of Financial Services, Inc. (‘FFS’), a holding company. FFS owns 83.75% of the Company.

NOTE2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The significant accounting policies and practices of the Company are as follows:

Basis of presentation — The Company’s accounting policies conform to accounting principles generally accepted in the United
States of America ("GAAP”) in all material respects, and have been consistently applied in preparing the accompanying
financial statements.

Cash and cash equivalents — Cash and cash equivalents are comprised of cash in banks and highly liquid instruments with
original maturities of three months or less, primarily consisting of bank time deposits and investments in institutional money
market funds. Cash in bank accounts at times may exceed federally insured limits (See Note 10).

Recognition of revenues — Revenues are recognized in the periods in which the related services are performed and when
collectability is reasonably assured. Payments received by the Company in advance of performance of service are deferred
and classified as deferred revenue in the statement of financial condition and are recognized as revenue when earned. The
main categories of revenue for the Company are commissions, advisory fees and marketing fees, as follows:

Commission revenue — Commission revenue represents gross commissions generated by the Company's
independent representatives for their clients’ purchases and sales of securities, and various other products such as
variable annuities, alternative investments, equity indexed annuities, mutual funds and other investment companies,
and insurance. A substantial portion of the Company’s commission revenue is ultimately paid to the Company’s
independent representatives. The Company records an estimate for commission payable based upon commission
rates for representatives for which the Company has accrued commission revenue. Such amounts are recorded as
commission expense.

Advisory fees — The Company’s managed account advisory fees are based on the amount of assets managed per
agreement negotiated between the independent advisor and their clients. These revenues are recorded quarterly.
Payments received by the Company in advance of the performance of service are deferred and recognized as
revenue when earned. A substantial portion of the Company’s advisory fees are paid to the related advisor and are
recorded as commission expense.

Marketing fees — Revenue from marketing associated with product sales is recognized once determined.

Other income — Other income primarily consists of administrative fees rendered to the Company’s independent representatives
with respect to annual licensing renewals with the FINRA, and errors and omission insurance.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2017

NOTE2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Fair value of financial instruments — The Company’s carrying amounts of cash and cash equivalents, commissions receivable,
receivables from broker-dealers and clearing organizations, accounts payable and other liabilities, prepaid expenses and other
assets approximate their fair values due to their short-term nature and/or as they are receivable or payable upon demand.
Amounts shown for debt approximate fair value as applicable interest rates are at current market rates.

Prepaid expenses and other assets — The Company’s prepaid expenses and other assets include expenses that are prepaid
and notes receivable from financial advisors. The Company periodically extends credit to its advisors in the form of recruiting
loans, commission advances, and other loans. The decisions to extend credit to advisors are generally based ether on the
advisors’ credit history and their ability to generate future commissions. Certain loans made in connection with recruiting are
forgivable over the terms of the loan provided the advisor remains licensed through the Company. At April 30, 2017, $647,677
of the loan balance was forgivable and is included in prepaid expenses and other assets in the accompanying statement of
financial condition. If an advisor terminates their arangement with the Company prior to the forgivable loan term date, an
allowance for uncollectible amounts would be recorded using an analysis that would take into account the advisors’ registration
status as well as the advisor’'s ability to repay the outstanding balance due. Management monitors the adequacy of the
allowance for uncollectible amounts through periodic evaluations of these loans and actual trends experienced. These loans
are unsecured and for any amounts not forgiven will earn interest per annum generally ranging from 3% to 4%. As of April 30,
2017, the Company concluded that no such allowance for uncollectible amounts was required.

Investment securities — Marketable equity securities and debt securities are classified as trading, held-to-maturity, or available-
for-sale. Management determines the appropriate classification of securities at the time of purchase and evaluates such
designation at each balance sheet date. Investments in debt securities that the Company has the positive intent and ability to
hold to maturity are classified as held-to-maturity and reported at amortized cost in the statement of financial condition.
Securities that are bought principally for the purpose of selling them in the near term are classified as trading securities and
reported at fair value. Investments not classified as either held-to-maturity or trading are classified as available-for-sale and
reported at fair value, with changes in earnings reported in stockholders’ equity. As of April 30, 2017, the Company had
$547,208 of investments classified as trading and reported at fair value (See Note 3). As of April 30, 2017, the Company had
$382,858 of investments classified as held-to-maturity and are reported at amortized cost (See Note 3). As of April 30, 2017,
the Company had no investment securities classified as available-for-sale.

Property and equipment — Property and equipment is recorded at historical cost, net of accumulated depreciation. Depreciation
is recognized using the straight-line method over the estimated useful lives of the assets. Computers and software, as well as
furniture and equipment, are depreciated over a period of three to seven years. Buildings and related improvements are
depreciated over a period of 15 to 39 years. Leasehold improvements are amortized over the lesser of their useful lives or the
terms of the underlying leases. Land is not depreciated. Routine repairs and maintenance costs are expensed as incurred.
Management reviews property and equipment for impairment whenever events or circumstances indicate the carrying amount
of the assets may not be recoverable. No impairment existed for the year ended April 30, 2017.

Income taxes — The Company files its income taxes as part of the consolidated income tax return of its parent. In preparing
the financial statements, the Company estimates income tax based upon if the Company filed on a separate return basis. The
Company must assess the likelihood that the deferred tax asset will be realized. A valuation allowance is established to the
extent that it is more-likely-than-not that such deferred tax asset will not be realized. Managementmakes significant judgments
in determining the provision for income taxes, the deferred tax assets and liabilities, and any valuation allowances recorded
against the deferred tax asset. Changes in estimates of these taxes may occur periodically due to changes in tax rates,
changes in business operations, implementation of tax planning strategies, newly enacted statutory, judicial, and regulatory
guidance. These changes could have a material effect on the Company’s statements of operations, financial condition or cash
flows in the period or periods in which they occur.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2017

e
NOTE2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Income taxes - The Company follows the provisions of uncertain tax positions as addressed in Financial Accounting Standards
Board ("FASB") Accounting Standards Codification 740, Income Taxes. Based on management's evaluation, there are no
uncertain tax positions at April 30, 2017 that would require recognition in the financial statements. The Company has elected
to include interest and penalties related to its tax contingencies in income tax expense. No interest or penalties have been
accrued or charged to expense as of and for the year ended April 30, 2017.

The Company is no longer subject to federal or state examinations by taxing authorities for the years before 2012.

Use of estimates — The preparation of financial statements in conformity with generally accepted accounting principles
("GAAP") requires management to make estimates and assumptions that affect certain reported amounts and disclosures.
Accordingly, actual results could differ from those estimates.

Recently adopted accounting policies — In May 2015, FASB issued new accounting guidance FASB ASU 2015-07 on
disclosures for investments that are calculated using the net asset value (“NAV”) per share. The standard is effective for the
Company’s fiscal year beginning after December 15, 2015. Early adoption is permitted provided that the Company applies the
new guidance on a retrospective basis. The new guidance removes the requirement to categorize within the fair value hierarchy
all investments for which fair value is measured using the net asset value per share practical expedient. The guidance also
removes the requirement to make certain disclosures for all investments that are eligible to be measured at fair value using
the net asset value per share practical expedient. Rather, those disclosures are limited to investments for which the entity has
elected to measure the fair value using that practical expedient. This guidance was early adopted during the year ended April
30, 2016 and the required disclosures have been made to the Company’s financial statements.

Recently issued accounting pronouncements — In May 2014, FASB issued ASU 2014-09, Revenue from Contracts with
Customers: Topic 606, to supersede nearly all existing revenue recognition guidance under GAAP. In August 2015, the FASB
issued ASU 2015-14, Revenue from Contracts with Customers: Deferral of Effective Date, which deferred the effective date
for implementation of ASU 2014-09 by one year and is now effective for annual reporting periods beginning after December
15, 2017. The Company is reqguired to adopt the provisions of this guidance for its fiscal year beginning May 1, 2018.
Management is evaluating the effects of the adoption of this guidance. However, management does not expect a material
impact to its financial statements, but anticipates an impact to the Company’s disclosures.

In February 2016, the FASB issued ASU 2016-02, Leases, which establishes a right-of-use model that requires a lessee to
record a right-of-use asset and a lease liability on the statement of financial condition for ali leases with terms longer than 12
months. Leases will be classified as either finance or operating, with classification affecting the pattern of expense recognition
in the statement of operations. The Company is required to adopt the provisions of this guidance on May 1, 2019. Management
of the Company is currently evaluating the impact that ASU 2016-02 will have on its financial statements, related disclosures
and computation of net capital, if any.

NOTE3 - FAIR VALUE MEASUREMENTS

Fair value is defined as the exchange price that would be received for an asset or paid to transfer a liability (an exit price) in
the principal or most advantageous market for the asset or liability in an orderly transaction between market participants at the
measurement date. Inputs used to measure fair value are prioritized within a three-level fair value hierarchy. This hierarchy
requires entities to maximize the use of observable inputs and minimize the use of unobservable inputs. The three levels of
inputs used to measure fair value are as follows:

Level 1 - Quoted prices in active markets for identical assets or liabilities.
Level 2 — Observable inputs other than quoted prices included in Level 1, such as quoted prices for similar assets

and liabilities in active markets; quoted prices for identical or similar assets and liabilities in markets that are not
active, or other inputs that are observable or can be corroborated by active market data.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2017

NOTE 3

- FAIR VALUE MEASUREMENTS (CONTINUED)

Level 3 — Unobservable inputs that are supported by little or no market activity and that are significant to the
methodologies, and similar techniques that use significant unobservable inputs.

NAV - Investments in other funds are valued at the latest available reported NAV of the respective fund, where their
value is based upon the most recent net asset value (“NAV”) per their public filing with the SEC.

The Company’s policy is to recognize transfers in and transfers out of the three levels of input as of the date of the event or
change in circumstances that caused the transfers. The Company had no transfers between the three levels during the year
ended April 30, 2017.

The Company’s fair value measurements are evaluated within the fair value hierarchy, based on the nature of inputs used to
determine the fair value at the measurement date.

The following table summarizes the Company’s financial assets measured at fair value on a recurring basis:

Fair Value Hierarchy Classification

Level 1 Level 2 Level 3 NAV
Business development companies 3 - 3 - 3 - $ 41,042
Real estate investment trusts (REITS) - - - 194,512
Limited partnerships - - - 207,154
Asset-backed securities - - 104,500 -
$ - $ - $ 104,500 $ | 442,708

The following methods and assumptions were used to estimate the fair value for each class of financial investments measured
at fair value:

Business Development Companies, REITS, and Limited Partnerships — Business development companies, REITS
and limited partnerships are classified as Level 3 and are offered on the secondary market and are publicly registered,
non-traded investment funds, where their value is based upon the most recent net asset value (“NAV") per their public
filing with the SEC.

Asset Backed Securities — The asset backed security investments classified as Level 3 are valued based on a
discounted cash flow valuation model. The significant unobservable inputs for determining the estimated fair value of
the asset backed securities include a loss rate which ranges from 0% - 97% with a weighted average loss rate of
approximately 5%.

There were no transfers in or out of Level 3 for the year ended April 30, 2017.
The Company is required to measure certain assets and liabilities at estimated fair value from time to time. These fair value

measurements typically result from the application of specific accounting pronouncements under GAAP. The fair value
measurements are considered nonrecurring fair value measurements.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2017

NOTE 3 - FAIR VALUE MEASUREMENTS (CONTINUED)

The Company reports held-to-maturity investments at amortized cost. The Company has a certificate of deposit with an original
maturity date of three years that secures a note payable with that bank. This investment is not available for use in the current
operations of the Company, until the maturity of the note on August 15, 2018 and therefore is considered restricted (Note 5).

The table below shows the amortized cost, unrealized gain position and fair value of this investment as of April 30, 2017:

Nonrecurring Fair Value Measurement
Amortized Cost Unrealized Gain Fair Value

Certificate of deposit $ 382,858 § 1,524 § 384,382

NOTE4 - PROPERTY AND EQUIPMENT

Property and equipment are stated at cost and as of April 30, 2017 consists of the following:

Land $ 153,041
Building and improvements 888,243
Office furniture and fixtures 548,479
Office computers and equipment 353,865
Leasehold improvements 14,594
Autos 153,671
2,111,893
Less accumulated depreciation (1,011,581)
Property and equipment - net $ 1,100,312

Depreciation and amortization expense was $108,833 for the year ended April 30, 2017.
NOTES5 - NOTE PAYABLE TO BANK

The Company obtained financing in connection with the purchase of a corporate office facility. The original terms of the note
called for a payoff date of August 15, 2015. On August 3, 2015, the Company entered into an agreement with the bank to
extend the note. The terms of the extension calls for 36 payments of $2,786, at an interest rate of $3.5% per annum, and one
final payment of $540,543 due August 15, 2018. As of April 30, 2017, the outstanding principal balance was $556,946. Interest
expense in the amount of $20,027 was paid in connection with this loan during the year ended April 30, 2017. The investment
securities, held-to-maturity in the amount of $382,858 at Note 3 is held as security for the note, as required by the bank.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2017

NOTE6 - REGULATORY

The Company is subject to the SEC Uniform Net Capital Rule (Rule 15¢3-1), which requires the maintenance of minimum net
capital. As of April 30, 2017, the Company had net capital of $10,012,722, which was $8,699,514 in excess of its required net
capital of $1,313,207.

NOTE7 - RELATED PARTIES

Commonality of ownership — Because the Company and other related entities have commonality of ownership and/or
management control, the reported operating results and/or financial position of the Company could differ from what would have
been obtained if such entities were autonomous.

Due from affiliates - As of April 30, 2017, the Company had $346,607 due from affiliates. This amount relates to advances
made to affiliated entities, is unsecured and bears no interest.

Administrative services agreement —~ The Company entered into an administrative services agreement with a related party to
provide the Company with educational, staff support, and other administrative services. The terms of this agreement call for
a monthly service fee of $225,000. Changes are made based on a management analysis of actual costs. For the year ended
April 30, 2017, $2,700,000 has been recorded as an expense in connection with this agreement and is included within operating
expenses in the statement of operations. The administrative and services agreement can be terminated by either party, upon
written notice delivered to the other party at least thirty (30) days prior to such termination.

Marketing services — The Company received marketing services from an affiliate such as support for seminars and
conventions, and state registration and licensing services to the Company. For the year ended April 30, 2017, the Company
paid $2,664,140 to such affiliate for these services performed, which is included as an expense within operating expenses in
the statement of operations.



CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2017

NOTE7 - RELATED PARTIES (CONTINUED)

Notes receivable — As of April 30, 2017, the Company had notes receivable from FFS in the amount of $5,757,626. This
amount is classified as contra-equity in the statement of financial condition. These notes accrue interest at 3% per annum and
mature in June and December 2021. The Company entered into these separate note transactions with FFS
contemporaneously with FFS making payments to an unrelated third party (“FFS Lender”) to which FFS has a note payable
(the “FFS Note”). With respect to the FFS Note, the Company loaned FFS $971,389 during the year ended April 30, 2017.
The FFS Note to the FFS lender has an outstanding balance of $2,495,823 as of April 30, 2017. The FFS Note may be prepaid
at any time in whole or in part without penalty. Additionally, it is the expressed intent of the two FFS shareholders to retire the
FFS Note, prior to its maturity and repay the Company’s notes receivable. The FFS Note requires the Company to make
scheduied payments to the FFS Lender in the event of an FFS default. In addition, in accordance with the terms of the FFS
Note the Company is required to be in compliance with certain loan covenants and is not permitted to make certain dividends
and bonus payments without the approval of the FFS Lender during the term of the FFS Note. As of April 30, 2017,
management believes that the Company is in compliance with all covenants related to the FFS Note.

On June 1, 2016, a stockholder of the Company purchased a building from the Company for $665,000, which approximated
its carrying cost. The note accrues interest at 3.5% per annum and matures on December 31, 2020. The balance on the note
at April 30, 2017 was $615,000.

NOTE8 - COMMITMENTS AND CONTINGENCIES

Operating leases - The Company records rent expense related to its non-cancellable operating leases on a straight-line basis
over the term of the lease. The cumulative difference between the rent expense as recognized by the Company and actual
rental payments to date is reflected as deferred rent included within accounts payable and other liabilities in the statement of
financial condition. Rent expense was $590,058 for the year ended April 30, 2017.

The following is a schedule of minimum lease payments as of April 30, 2017 for the remaining years of the lease term:

2018 486,914
2019 494,353
2020 487,665
2021 502,295
2022 343,219

$ 2,314,446
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CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2017

NOTE8 - COMMITMENTS AND CONTINGENCIES (CONTINUED)

Litigation and claims - In the ordinary course of business, the Company is routinely a defendant in or party to pending and
threatened legal actions and proceedings brought on behalf of various claimants, some of which seek material and/or
indeterminable amounts. Certain of these actions and proceedings are based on alleged violations of consumer protection,
securities and other laws and may involve claims for substantial monetary damages asserted against the Company.

The Company maintains Errors and Omissions (“E&QO”) insurance to protect itself from potential damages and/or legal costs
associated with certain litigation and arbitration proceedings and, as a result, in cases with origination dates prior to January
1, 2016, the Company's exposure is limited to the retention ranging from $50,000 to $250,000, in any one case, subject to
policy limitations and exclusions. For those cases with origination dates after December 31, 2015, the self-insured retention
is $3,000,000 per calendar year, for all claims combined that are made in that calendar year such that the Company’s exposure
is limited to $3,000,000 per policy year, subject to policy limitations and exclusions. The Company also maintains a fidelity
bond to protect itself from potential damages and/or legal costs related to fraudulent activities pursuant to which the Company’s
exposure is usually limited to a $75,000 deductible per case, subject to policy limitations and exclusions.

The Company recognizes a legal liability when management believes it is probable that a liability has been incurred and the
amount can be reasonably estimated. Conclusions on the likelihood that a liability has been incurred and estimates as to the
amount of the liability are based on consultations with the Company’s general counsel 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 and classified as professional services within the statement of operations.

As of April 30, 2017, the Company had accrued $2,684,874 relating to the Company’s defense in various legal matters. It is

possible that some of the matters could require the Company to pay damages or make other payments or establish accruals
in amounts that could not be estimated and/or could exceed those accrued as of April 30, 2017.
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CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2017

NOTES - PROVISION FOR INCOME TAXES

The Company is included in the consolidated federal and state income tax returns filed by its parent. Federal
and state taxes are calculated as if the Company filed separate income tax returns.

The Company operates, for tax purposes, pursuant to a tax sharing arrangement by which certain tax attributes are limited or
otherwise modified by virtue of being a group member. To the extent the tax sharing agreement differs from the tax method of
allocation pursuant to FASB ASC 740-10-30-27 and 28, such difference between the amount paid or received (tax shanng
agreement) and the settiement (method of allocation) will be treated as a dividend or capital contribution. As a member of the
parent, the Company is severally liable for certain Federal and state income liabilities. Under the arrangement, the parent
makes all the decisions with respect to all matters relating to taxes of the consolidated tax group. The provisions of the
arrangement take into account both the Company separately and the Company as a member of the consolidated tax group.
As aresult, the Company may incur tax liabilities greater than on a separate basis. The Company has a due to parent balance
of $216,908 as of April 30, 2017 related to this tax sharing arrangement which is included in accounts payable and other
liabilities in the accompanying statement of financial condition.

Income taxes are provided for the tax effects of transactions reported in the financial statements and consist of taxes currently
due plus deferred taxes. Deferred taxes are recognized for differences between the basis of assets and liabilities for financial
statement and income tax purposes. The differences relate primarily to depreciable assets (use of different depreciation
methods and lives for financial statement and income tax purposes) and accrued legal reserves (expensed for financial
statement purposes but not deductible for income tax purposes until paid). The deferred tax assets and liabilities represent
the future tax return consequences of those differences, which will either be taxable or deductible the assets and liabilities are
recovered or settled. As of April 30, 2017, the deferred tax asset was $1,356,000 and the deferred tax liability was $103,000.

The current and deferred portions of the income tax expense included in the statement of operations for the year ended April
30, 2017 is as follows:

Current Deferred Total
Federal $ 1,655,993 $ 6,000 3 1,661,993
State 487,368 (7,000) 480,368
$ 2,143,361 $ (1,000) $ 2,142,361

The Company's effective tax rate differs from its expected federal statutory rate as a result of permanent items, state taxes
and adjustments to tax accounts for filed returns. Components of the Company’s deferred tax assets and liabilities as of April
30, 2017 are as follows:

Deferred tax assets:

Legal reserve $ 1,070,000
Other accruals 34,000
Accrued vacation 35,000
Deferred rent 52,000
State taxes 165,000
Total $ 1,356,000

Deferred tax liability:

Depreciation on property and equipment $ 103,000
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CENTAURUS FINANCIAL, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended April 30, 2017

NOTE 10 - CONCENTRATIONS OF CASH

At April 30, 2017, the carrying amount of the Company’s cash and cash equivalents, held at three banking institutions, was
$24,807,935. Each institution insures amounts of $250,000 provided by the Federal Deposit Insurance Corporation.

NOTE11 - RETIREMENT PLANS

The Company has a defined contribution 401(k) plan (the “Plan”) covering all of its eligible employees. The Plan is subject to
limitations set forth by the Internal Revenue Code. Eligible employees can contribute up to 20% of their gross compensation,
subject to annual limitations. During the year ended April 30, 2017, the Company made matching contributions of $101,211.

NOTE12 - OFF-BALANCE SHEET RISK

Off-balance sheet financial instruments include futures, forward and foreign exchange contracts, exchange-traded and over-
the-counter options, delayed deliveries, forward mortgage-backed trade, securities purchased and sold on a when issued basis
(when-issued securities), and interest rate swaps. Derivative financial instruments may be used to meet the

needs of customers, conduct trading activities, and manage market risks and are, therefore, subject to varying
degrees of market and credit risk. Derivative transactions may be entered into for trading purposes or to economically hedge
other positions or transactions. Futures and forward contracts and to-be-announced securities (“TBAs”) and when-issued
securities provide for the delayed delivery of the underlying instrument.

As of April 30, 2017, and for the year then ended, the Company had not entered into or was a party to off-balance sheet
financial instruments in its normal course of business as referred to in the aforementioned paragraph.

NOTE 13 - SUBSEQUENT EVENTS

The Company has evaluated subsequent events through June 22, 2017, the date at which the financial statement was available
to be issued. On June 14, 2017, the stockholder who purchased the building referred to in note 7 made a $25,500 payment
against the principal balance of the related note payable. No additional events have occurred which would have a material
effect on the financial statements of the Company as of that date.
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