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OATH OR AFFIRMATION
1, William A, Shopoff s sw:ar (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Shapoff Securlties, Inc. CRD 142866

of December 31 2018

, as
, are true and correct, I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any preprietary interest in any account
classified solaly as that of a customer, except as follows:

/// -y //}z/ /

ignature

CEO and President

Title

Sia Sl
Notary Public

This report ** contains {check all applicable boxes):

(a) Facing Page.

(b) Statement of Financial Condition.

(c¢) Statement of Income (Loss) or, if there is other comprehensive income in the period(s) presented, a Statement
of Comprehensive Income (as defined in §210.1-02 of Regulation §-X).

(d) Statement of Changes in Financial Condition. bt

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital. ;

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

{) Information Relating to the Possession or Control Requirements Under Rule 155‘;9-3.

(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,
() An Oath or Affirmation.
{m) A copy of the SIPC Supplemental Report, -

ISiisIs s SIS

' ] (n) Areportdescribing any material inadequacies found to exist or found to have cxisted since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).




A notary public or other officer completing this
certificate verifies only the identity of the individual
who signed the document to which this certificate
is attached, and not the truthfulness, accuracy, or
validity of that document.

State of California
County of Orange

Subseribed and sworn to (or affirmed) before me on this 28th
day of February , 2019 , by William A. Shopoff
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholder of
Shopoff Securities, Inc.

Opinion on the Financial Statements .
We have audited the accompanying statement of financial condition of Shopoff Securities, Inc. (the Company) as of
December 31, 2018, the related statements of operations, changes in stockholder’s equity and cash flows for the
year then ended December 31, 2018, and the related notes {collectively, the financial statements). in our opinion,
the financial statéments referred to above present fairly, in all material respects, the financial position of the
Company as of December 31, 2018, 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 Ameérica {GAAP),

Emphasis of Matter

We draw attention to the matter discussed in Note 6 related o the Financial Industry Regulatory Authority’s
(FINRA) investigation of the Company. On January 10, 2019, FINRA filed a complaint in a disciplinary proceeding
against the Company, Willlam Shopoff, the Company’s President and CEO, and Stephen Shopoff, the Company’s
Senior Vice President for Investor Relations {FINRA Case No.2015048393501). The complaint seeks factual findings
consistent with FINRA’s allegations, as well as unspecified sanctions as appropriate under FINRA rules for alleged
viclations of federal securities laws and FINRA rules. The matter will now move in the ordinary course pursuant to
FINRA procedural rules towards a hearing before an independent hearing panel. As of the date of this report, the
Company does not know exactly when the proceeding will be resolved, or what, if any, actions the Company may
be required ta take as part of any resolution. As the Company cannot assess the outcorme of the proceeding at this
time, the Company has not accrued any loss contingencies related to this matter in accordance with GAAP.

-

Basis for Opinion

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

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

18500 Von Karman Avenue, 10th Floor « Irvine, CA 92812 fiain 949,222,2009
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Our audit included performing procedures to assess the risks of material misstatement of the financial statements,
whether due to error or fraud, and performing procedures that respond to those risks. Such procedures included
examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements. Our audit
also included evaluating the accounting principles used and significant estimates made by management, as well as
evaluating the overall presentation of the financial statements. We believe that our audit provides a reasonable
basis for our opinion.

Supplemental Information

The supplementary information contained in Schedules |, Il and [if {the Supplemental Information) has been
subjected to audit procedures performed in conjunction with the audit of the Company’s financial statements. The
Supplemental Information is the responsibility of the Company’s management. Our audit procedures included
determining whether the Supplemental Information reconciles to the financial statements or the underlying
accounting and other records, as applicable, and performing procedures to test the completeness and accuracy of
the information presented in the Supplemental Information. In forming our opinion on the Supplemental
Information, we evaluated whether the supplementary information, including its form and content, is.presented in
conformity with 17 C.F.R. § 240.17a-5. In our opinion, the supplementary information contained in Schedules |, Ii
and 1l is fairly stated, in all material respects, in relation to the financial statements as a whole.

3

SQUAR MILNER LLP

cgau#- e (1P

We have served as the Company’s auditor since 2007. -

Irvine, California
February 28, 2019




- SHOPOFF SECURITIES, INC.
STATEMENT OF FINANCIAL CONDITION

December 31,2018
ASSETS
Cash $ 154,196
Accounts receivable . 134,528
Commissions receivable 10,450
Prepaid expenses 29,425
Fixed assets, net 2,124
Total assets _ $ 330,723

LIABILITIES AND STOCKHOLDER’S EQUITY

Liabilities -
Accounts payable $ 70,381
Commissions payable 8,360
Commissions payable to related party 18,004
Other accrued liabilities - 9,718
Due to affiliate 494
Total liabilities 106,957

Commitments and Contingencies (Note 6)

Stockholder’s Equity
Common stock, $0.001 par value; 50,000 shares authorized;

5,500 shares issued and outstanding 5
Additional paid-in-capital - 554,000
Retained deficit (330,239)

Total stockholder’s equity 223,766

Total liabilities and stockholder’s equity $ 330,723

o

Page 3 The accompanying notes are an integral part of these financial statements.




SHOPOFF SECURITIES, INC.
STATEMENT OF OPERATIONS
For the Year Ended December 31, 2018 _

REVENUES -
Underwriting fees , $ 939,288
Commissions 123,419
Due diligence fees 430
Total revenues - 1,063,137
EXPENSES
Commissions and compensation expense 782,335
Professional fees _ 456,820
Rent 106,380
Licenses and fees 45,818
General and administrative , 6,790
Total expenses } ’ 1,398,143
OPERATING LOSS (335,006)
OTHER INCOME (NOTE 2) 161,484
NET LOSS $ (173,522)

Page 4 The accompanying rofes arve an integral paréof these financial statements.




SHOPOFF SECURITIES, INC.
STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY
For the Year Ended December 31, 2018

BALANCE - December 31,
2017

Contributions
Net loss

BALANCE —~December 31,
2018

Additional Total
Common Stock Paid-In Retained  Stockholder’s
Shares Amount Capital Deficit Equity

5500 $ 5 § 285000 $ (156,717) $ 128,288
— — 269,000 - — 269,000
— — —  (173,522) (173,522)

5,500 § 5 $ 554,000 $ (330,239) $§ 223,766

Page 5

The accompanying notes are an integral part of these financial statements.
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SHOPOFF SECURITIES, INC.
STATEMENT OF CASH FLOWS
For the Year Ended December 31,2018

CASH FLOWS FROM OPERATING ACTIVITIES

Net loss $ (173,522)
Adjustment to reconcile net Joss to net cash used in operating ~
activities:
Changes in operating assets and liabilities:
Accounts receivable (134,528)
Commissions receivable _ (10,450)
Prepaid expenses (23,109)
Accounts payable 27,675
Commissions payable (55,559)
Commissions payable to related party 16,695
Other accrued liabilities - (58,671)
Due to affiliate (3,384)
Net cash used in operating activities (414,853)

CASH FLOWS FROM FINANCING ACTIVITIES

Capital contributions - 269,000
Net cash provided by financing activities 269,000
NET DECREASE IN CASH , - (145,853)
CASH - beginning of year 300,049
CASH —end of year _ § 154,196

Page 6 The accompanying notes are an integral part of these financial statements.




SHOPOFF SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2018

1. ORGANIZATION

Shopoff Securities, Inc. (the “Company) is a Delaware corporation organized on September
14, 2006. The Shopoff Revocable Trust dated August 12, 2004 (the “Stockholder” or the
“Shopoff Trust”), whose sole trustees are William and Cindy Shopoff, is the sole stockholder
of the Company.

The Company was formed to act as a placement agent or best efforts underwriter for the
issuance of debt and/or equity securities. The Company received approval from the National
Association of Securities Dealers (“NASD”), now known as the Financial Industry
Regulatory Authority ("FINRA"), to operate as a broker/dealer as of May 29, 2007. The
Company does not hold funds or securities for or owe any money or secutities to customers,
and does not carry accounts of or for customers.

The Company has been engaged to provide sales, promotional and marketing assistance
services in connection with the offering of limited partner share interests sponsored by
Shopoff Realty Investments, L.P. (“SRI”), a related party and entity owned by the
Stockholder. During the year ended December 31, 2018, offerings included Shopoff Land
Fund V, L.P., Shopoff Commercial Growth & Income Fund III, L.P., Shopoff Opportunity
Fund VI, L.P. and Vertimass, LLC. Inaddition, offerings for single asset transactions included
SCGIF II - Des Plaines, LLC. The Company sells interests in such offerings on a “best
efforts” basis. See Note 5 for additional information.

During the year ended December 31, 2018, the Company also acted as a managing broker
dealer by contracting with other brokerage firms to sell limited partner interests in the
aforementioned funds.

During the year ended December 31,2018, the Company recognized $173,522 and $414,853
of losses and negative cash flows from operations, respectively, The Company is also
undergoing an investigation by FINRA, where FINRA is pursuing disciplinary action against
the Company for alleged potential violations of federal securities laws and FINRA rules,
the outcome of which is still uncertain (Note 6). Management believes that the Company’s
current cash position, in addition to future cash flows from operation, will be sufficient to
fund the Company’s obligation over the next twelve months. Moreover, the Company has
historically relied on its Stockholder to fund any shortfalls from operations and the
Stockholder remains committed to funding future operations to the extent the Company fails
to generate sufficient liquidity through its revenue activities. As such, management believes
that there are no conditions or events, considered in the aggregate, that raise substantial
doubt about the Company’s ability to continue as a going concern as of the date of the
accompanying financial statements. -

Page 7




SHOPOFF SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2018 -

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The summary of significant accounting policies presented below is designed to assist in
understanding the Company’s financial statements. Such financial statements and
accompanying notes are the representations of the Company’s management, who is
responsible for their integrity and objectivity. Management believes that these 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.

Use of Estimates

The preparation of financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenses during the reporting period. Actual amounts
could differ from those estimates.

Cash and Cash Equivalents

The Company considers all highly-liquid short-term investments with original maturities
of three months or less when purchased to be cash equivalents. The Company had no cash
equivalents as of December 31, 2018.

Concentration of Credit Risk

The Company currently maintains all of its operating cash with a major financial institution.
At times, cash balances may exceed the amount insured by the Federal Deposit Insurance
Corporation, The Company believes it places cash balances with quality financial institutions
that limit credit risk.

Additionally, the Company’s current operations have historically been dependent upon the
real estate industry, which is subject to fluctuations due to changes in the local, regional and
national economies.

Fixed Assets

Fixed assets consist of equipment, furniture and fixtures which are carried at cost, net of
accumulated depreciation and amortization. Depreciation and amortization on fixed assets
are primarily computed using the straight-line method over the estimated useful lives of the
assets, ranging from three to seven years, Major renewals and improvements are capitalized,
while replacements, maintenance and repairs which do not significantly improve or extend
the useful life of the assets are expensed when incurred.

Page 8




SHOPOFF SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2018

.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Fixed Assets (continued)

Upon the sale or retirement of fixed assets, the accounts are relieved of the cost and the
related accumulated depreciation with any gain or loss included in the statement of
operations. -

As of December 31, 2018, fixed assets and accumulated depreciation consisted amounts
were $17,725 and $15,601, respectively.

Fair Value Measurements

GAAP requires the disclosure of the fair value, if reasonably obtainable, of the Company’s
financial instruments. Management believes that the carrying amounts of significant
financial instruments, including cash, accounts and commissions receivable, accounts and
commissions payable and other accrued liabilities approximate™their fair value as of
December 31, 2018, based on their relatively short-term nature. In the opinion of
management, the fair value of payables to related parties cannot be estimated without
incutring excessive costs; for that reason, the Company has not provided such disclosure.
Other information about related-party liabilities is provided, where applicable, elsewhere
in these notes to the financial statements. - '

The Company does not have any assets or liabilities that are measured at fair value on a
recurring basis and, during the year ended December 31, 2018, did not have any assets or
liabilities that were measured at fair value on a nonrecurring basis.

Revenue Recognition

The Company recognizes underwriting fees, commissions, and due diligence fees as the
related services are performed.

oo

Insurance Recovery

The Company recognizes insurance reimbursement when it has an enforceable insurance
policy in place and realization of the insured event is probable. If realization is probable,
the receivable amount is measured at the lesser of (a) the recognized loss from insurable
event or (b) the probable recovery from the insurer. During the year ended December 31,
2018, the Company recognized $161,484 of reimbursements for legal expenses incurred in
connection with FINRA matter discussed in Note 6, of which $134,528 was recorded as a
receivable as of December 31, 2018 and was reimbursed subsequent to year end. Such
reimbursements are included as other income in the accompanying Statement of operations.

Page 9




SHOPOFF SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2018

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

o

Common Control

Because the Company and certain related parties are under common management control,
reported operating results and/or financial position of the Company could significantly differ
from what would have been achieved if such entities were not under common control.

Income Taxes

The Company has elected to be taxed as an S corporation under the provisions of the federal
and state tax codes. Under federal laws, taxes based on income of S corporations are payable
by the corporation’s shareholders. The Company is subject to state income taxes at the
statutory rate of 1.5% of revenue.

While electing S Corporation status, the Company does not believe it has any uncertain
income tax positions that could materially affect its financial statements. The Company’s
federal and state income tax returns remain open to agency examination for the standard
statute length of time after filing.

Subsequent Events

The Company evaluated subsequent events through February 28, 2019, which is the day the
financial statements were available to be issued. The Company has concluded that no other
events have occurred subsequent to December 31, 2018 that require consideration as
adjustments to or disclosure in its financial statements, other then the events disclosed below.

peS

3. REGULATORY REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net Capital
Rule (Rule 15¢3-1), which requires the maintenance of minimum net capital and requires
that the ratio of aggregate indebtedness to net capital, both as defined, not to exceed 15-to-1
(the rules of regulatory agencies and various exchanges also provide that equity capital may
not be withdrawn or cash dividends paid if the resulting ratio of aggregate indebtedness to
net capital would exceed 10-to-1 or the equity capital withdrawal or cash dividend payment
would cause the Company’s net capital to fall below 6-2/3% of its minimum requirement).
As of December 31, 2018, the Company had net capital of $56,905; as defined, which was
$49,775 in excess of its required minimum net capital of $7,130. The Company’s aggregate
indebtedness to net capital ratio as of December 31, 2018 was 1.88-to-1.

The Company is exempt from the provisions of Rule 15¢3-3, pursuant to patagraph k(2)(i)
under the Securities and Exchange Act of 1934, as the Company is a broker/dealer and it
does not carry customer accounts or holds funds or securities of customers. Because of such

Page 10




SHOPOFF SECURITIES, INC. -~
NOTES TO FINANCIAL STATEMENTS
December 31, 2018

3. REGULATORY REQUIREMENTS (continued)

exemption, the Company is not required to prepare a determination of reserve requirement
for broker/dealer and is also not subject to the possession and control statement.

4. STOCKHOLDER’S EQUITY

The Company is authorized to issue 50,000 shares of common stock with $0.001 par value.
At inception, the Stockholder purchased 5,500 shares of common stock for $5. From
inception through December 31, 2018, the Stockholder had contributed an aggregate of
$989,567 to additional paid-in capital, of which $269,000 was contributed by the Stockholder
during the year ended December 31,2018. From inception through December 31, 2018, the
Company made aggregate distributions of $435,567 to its Stockholder and no distributions
were made to its Stockholder during the year ended December 31, 2018. On January 23,
2019, the Company distributed $15,000 to its Stockholder.

5. RELATED PARTY TRANSACTIONS -

As discussed in Note 1, the Company conducts offerings on a “best efforts™ basis. SRI is
the sponsor of limited partnership interests sold by the Company. William A. Shopoff is the
president and the chief executive officer of SRI and William and Cindy Shopoff, co-trustees
of the Stockholder, are the limited partners in SRL. The general partrer of each of the related
party funds discussed in Note 1 is indirectly majority owned by the Stockholder of the
Company.

Revenues derived from funds related to the Company for the year ended December 31,2018

were as follows: -
Fund Name Status at Revenunes
December 31,
2018
Shopoff Land Fund V, L.P. Closed $687,869
Shopoff Commercial Growth and Income Fund 111, L.P. Closed $158,339
Shopoff Opportunity Fund VI, L.P. Active $78,568
SCGIF H ~ Des Plaines, LLC Closed $137,071
Vertimass, LLC Active $1,290

3

For the investment funds described above, the Company is generally entitled to a selling
commission of up to 7%, an underwriting fee of up to 2%, and due diligence fees of up to
1.25% of the gross capital contributions with respect to ownership interests sold. If outside
broker-dealers are authorized to sell partnership interests, their commissions and due
diligence fees are paid directly by the fund and not reflected in the Company’s revenue.

Page 11




SHOPOFF SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2018

5. RELATED PARTY TRANSACTIONS (continued)

In June 2007, the Company entered into an expense sharing agreement with SRI. The term
of the agreement was for one year and automatically renéws unless terminated by the
Company or SRI upon thirty days advance notice. Subject to the terms of this agreement,
SR1 agrees to provide the Company with management and back office services as described
in the agreement. According to such agreement, unless otherwise provided for, the Company
is required to reimburse SRI for its share of services and expenses shared with SRI based
on an agreed upon allocation percentage for each type of expense.

-

This agreement was amended in January 2012 whereby the Company now accrues for its
share of the above-mentioned expenses, to the extent these expenses have not been paid by
SRI. As of December 31, 2018, a liability of $494 related to such expenses is included in
the accompanying statement of financial condition.. Such amount is unsecured and bears
no interest. -

During the year ended December 31, 2018, the Company paid $8,993 of commissions to
Steve Shopoff, who is William A. Shopoff’s brother, which is included in commissions and
compensation expense in the accompanying statement of operations

On May 29, 2015, the Company moved into office space leased to SR, which is on a month-
to-month basis. The Company paid SRI $106,380 in rent expense for the year ended
December 31, 2018.

6. COMMITMENTS AND CONTINGENCIES
FINRA Matters

During the year ended December 31, 2014, the Financial Industry Regulatory Authority
(FINRA), acting through its Member Regulation Department, initiated a review of the
Company’s records as part of its 2014 routine cycle examination for the purpose of meeting
regulatory mandates and providing the Company with an assessment of its compliance with
applicable securities rules and regulations. In December 2015, FINRA advised the Company
that certain matters had been referred to its Enforcement Department for review and
disposition. On January 22, 2016, the Enforcement Department issued a letter to the
Company indicating that it was investigating a matter involving the Company to determine
whether potential violations of the federal securities laws or FINRA or NASD rules may
have occurred, and requesting the production of additional documents and information. The
Enforcement Department thereafter made various additional requests for documents,
information, and testimony, and the Company provided the requested documents,
information, and testimony, in full cooperation in the matter.

Page 12




SHOPOFF SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2018 -

6. COMMITMENTS AND CONTINGENCIES (continued) -
FINRA Matters (continued)

On December 18, 2017 and then on March 8, 2018, the Enforcement Department Staff (the
“Staff”) issued so called “Wells Notices” stating that the Staff had made a preliminary
determination to recommend (and to seek internal authorization for permission to pursue)
adisciplinary action against the Company for alleged potential violations of federal securities
laws and FINRA rules. Consequently, on January 25, 2018, and then on April 2, 2018, the
Company submitted “Wells Submissions” to FINRA arguing that the proposed formal
enforcement/disciplinary action should not be authorized or pursued, for numerous reasons
of fact, law and policy.

On January 10, 2019, FINRA filed a complaint (FINRA Case No. 2015048393501) in a
disciplinary proceeding against the Company, William Shopoff, thre Company’s President
and CEO, and Stephen Shopoff, the Company’s Senior Vice President fot Investor Relations
("Respondents") The complaint primarily relates to private borrowings for working capital
purposes in the period from December 2010 through March 2017, from outside “friends and
family” lenders, and from affiliated entities wholly owned by the Stockholders, TSG Fund
IV, L.P. (“TSG 1V”) and Shopoff Enterprises, Inc. (“SEI”), as memorialized in prontissory
notes guaranteed by William and Cindy Shopoff. In essence, the FINRA claim is that these
promissory notes should have been deemed “securities” and should have been accompanied
by additional disclosures to the lenders. Significantly, the complaint does not allege any
lender loss, injury or harm or any lender complaint. As to TSG IV, the complaint alleges
that the promissory notes, totaling $1.67 million in proceeds were made pursuant tooutdated
offering documents that allegedly contained inaccuracies and omissions (though the
promxssory notes were actually made pursuant to contemporaneous individually negotiated
promissory notes and guaranties). As to SEI, the complaint alleges that the promissory notes,

totaling $10.9 million in proceeds, should have included better disclosures about the uses
of promissory note proceeds, including that a portion of the proceeds might be returned to
William Shopoff (the complaint alleges that 1.5% of the proceeds were used this way) or
that a portion of the proceeds might be used to pay down (or pay off) prior promissory notes
with higher interest rates. As to both sets of promissory notes, the complaint further alleges
that the promissory note guaranties should have been accompanied by additional disclosures
regarding the valuation and liquidity of the assets of the guarantors (William and Cindy
Shopoff). As to these various allegations regarding borrowing through TSG IV and SEI
(though the involvement of the Company is not alleged in any detail), the complaint also
asserts that Respondents made material misstatements and omissions and willfully violated
federal securities laws and FINRA Rules 2020 and 2010. In addition, the complaint alleges
that Respondents did not satisfy their reasonable basis suitability obligations with respect
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SHOPOFF SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31,2018

6. COMMITMENTS AND CONTINGENCIES (coﬁtinued)
FINRA Matters (continued)

to the promissory notes and that the promissory notes were not suitable for any investor, in
violation of applicable suitability rules (NASD Rule 2310 and FINRA Rules 2111 and 2010).

Separately, the complaint alleges that the Company and William Shopoff sold interests in
two investment funds through private placement offerings at a time when certain third party
due diligence reports issued in 2014 and 2015 regarding SRI contained an allegedly
misleading statement relating to the financial condition of Williarp and Cindy Shopoff as
sole owners of SRI. Specifically, the reports referenced the cash balance of SRI's owners as
of a certain specific 2014 measurement date reflected in a personal financial statement, but
the complaint further alleges that additional disclosures should have been made to provide
updated information regarding the cash balance at subsequent times as well. As to these
allegations, the complaint claims the Company and William Shopoff made material
misstatements and omissions and willfully violated federal securities laws and FINRA Rules
2020 and 2010,

The Company vigorously denies the allegations and claims set forth in the complaint, and
believes they are unfounded and meritless and mischaracterize the relevant events and
transactions. The Company believes it has numerous defenses to the claims, and intends to
contest the claims vigorously.

As to the challenged TSG IV and SEI promissory notes, the Company notes, among other
things, that all of the lenders have been paid interest and principal as agreed, and in fact
have received very substantial interest payments, and there has been no lender harm or loss
whatsoever or any lender complaint. The majority of the lenders have already been repaid
in full, and the remaining outstanding promissory notes should be fully paid in the near term,
either at or in advance of scheduled maturity dates. Moreover, the'lenders have all signed
sworn declarations confirming that they received all of the documents and information they
needed and did not consider the allegedly omitted information to be important. In addition,
the Company contends that, contrary to the suggestions in the complaint, the guarantors at
all times had more than sufficient net worth and liquid assets to coyer the guaranties. As to
the claim involving the third party due diligence reports, the Company notes, among other
things, that the challenged statement regarding the cash balance of SRI’s owners as of a
certain date was factually true and not misleading, and that no further disclosure or
“correction” of a third party’s report was necessary.

The complaint seeks factual findings consistent with the allegations, as well as unspecified
sanctions as appropriate under FINRA rules. As tothe Respondents, FINRA’s recent
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SHOPOFF SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2018

6. COMMITMENTS AND CONTINGENCIES (continued)
FINRA Matters (continued) -

regulatory filing relating to the complaint confirms that there are no restrictions or limitations
currently in effect. Moreover, the disciplinary proceeding is not directed at, and should have
no impact on, the investment funds or the fund sponsor.

The matter will now move in the ordinary course pursuant to FINRA procedural rules towards
a hearing before an independent hearing panel. As of the date of this report, the Company
does not know exactly when the proceeding will be resolved, or what, if any, actions the
Company may be required to take as part of any resolution. As the Company cannot assess
the outcome of the proceeding at this time, the Company has not accrued any loss
contingencies related to this matter in accordance with GAAP. '

During the year ended December 31, 2017, FINRA, acting through its Member Regulation
Department, initiated another review of the Company’s records as-part of its 2017 routine
cycle examination for the purpose of meeting regulatory mandates and providing the
Company with an assessment on its compliance with applicable securities rules and
regulations. By letter dated April 30, 2018, FINRA advised the Company that the Member
Regulation Department’s review and exceptions related to certain marketing materials for
various affiliate offerings, involving compliance with FINRA communications rules, had
been referred to the Enforcement Department for its review and disposition. Since that date,
the Company has received no further information from FINRA regarding this matter.

During the year ended December 31, 2018, FINRA, acting through-its Member Regulation
Department, initiated another review of the Company’s records as part of its 2018 routine
cycle examination for the purpose of meeting regulatory mandates and providing the
Company with an assessment on its compliance with applicable securities rules and
regulations. On December 6, 2018, FINRA concluded the 2018 cycle examination with no
exceptions or issues noted, and thus did not issue an Examination Disposition Letter to the
Company.

Other

The Company's commitments and contingencies include the usual obligations of a registered
broker-dealer in the normal course of business. In the opinion of management, such other
matters are not expected to have a material adverse effect on the Company's financial position
or results of operations. Currently the Company is not aware of any active commitments
and contingencies as of December 31, 2018. -
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SHOPOFF SECURITIES, INC.
SCHEDULE I - COMPUTATION OF NET CAPITAL PURSUANT TO RULE
15¢3-1 OF THE SECURITIES AND EXCHANGE COMMISSION

December 31, 2018

NET CAPITAL
Total stockholder’s equity from statement of financial condition $ 223,766
Less: Non-allowable assets

Accounts receivable (134,528)

Commissions receivable in excess of related -

commissions payable as of December 31, 2018 (784)

Prepaid expenses (29,425)

Fixed assets, net (2,124)
Net capital - $ 56,905
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required (6-2/3% of aggregate indebtedness) $ 7,130
Minimum dollar net capital required for reporting broker/dealer 5,000
Net capital requirement (greater of above) - 7,130
Excess net capital (regulatory net capital less net capital requirement) 49,775

AGGREGATE INDEBTEDNESS INCLUDED IN STATEMENT

OF FINANCIAL CONDITION - $ 106,957
Ratio of aggregate indebtedness to net capital 1.88-to-1
Recgn;:tigation of net capital as reported on the unaudited Form X17A-5,

a -
Net capital as reported $ 36,834
Audit adjustment to reduce legal accrual 20,071
Audited net capital - $ 56,905

There are no differences between the above computation and the computation included with
the Company’s corresponding unaudited Part II of Form X-17A-5, as amended, as of
December 31, 2018, -

-
Page 17 See Report of Independent Registered Public Accounting Firm.
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SHOPOFF SECURITIES, INC.

SCHEDULE II - COMPUTATION FOR DETERMINATION OF RESERVE
REQUIREMENTS PURSUANT TO RULE 15¢3-3 OF THE SECURITIES AND
EXCHANGE COMMISSION

December 31, 2018 -

A computation of reserve requirement is not applicable to Shopoff Securities, Inc. as the
Company qualified for exemption under Rule 15¢3-3(k)(2)(i)-

Page 18 See Report of Independent Regisfered Public Accounting Firm.
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SHOPOFF SECURITIES, INC.
SCHEDULE III - INFORMATION RELATING TO THE POSSESSION OR
CONTROL REQUIREMENTS PURSUANT TO RULE 15¢3-3 OF THE
SECURITIES AND EXCHANGE COMMISSION
December 31, 2018

wr

Information relating to possession or control requirements is not applicable to Shopoff
Securities, Inc. as the Company qualified for exemption under Rule 15¢3-3(k)(2)(1).

Page 19 See Report of Independent Registered Public Accounting Firm.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
RELATED TO THE EXEMPTION REPORT

To the Board of Directors and Stockholder of
Shopoff Securities, Inc. §

We have reviewed management’s staternents included in the accompanying Bkemption Report, in which (a)
Shopoff Securities, Inc. {the Company) identified the following provisions of 17 C.F.R. § 240.15¢3-3(k) under which
the Company claimed an exemption from 17 C.F.R. § 240.15c3-3:(2)(i) (the “exemption provision”) and (b} the
Company stated that it met the identified exemption provisions for the year ended December 31, 2018 without
exception. The Company’s management is responsible for compliance with the exemption provisions and its
statements. -

Our review was conducted in accordance with the standards of the Public Company Accounting Oversight Board
{United States) and, accordingly, included Inquities and other required procedures to obtain evidence about
Shopoff Securities, In¢:’s compliance with the exemption provisions. A review is substantially less in scope thanan
examination, the objective of which is the expression of an opinion on management’s statements. Accordingly, we
do not express such an opinion. -

Based on our review, we are not aware of any material modifications that should be made to management’s

statements referred to above for them to be fairly stated, in all material respects, based on the provisions set forth
in paragraph (k){2)(i) of 17 C.F.R. § 240.15¢3-3.

c_gouﬂ- Mz [P

Irving, California
February 28, 2019

18500 Von Karman Avenus, 10th Floar « lrvins, CA 92612 miain 949.222,2999
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Exemption Report Required by Rule 15¢3-3
For the year ended December 31, 2018

Shopoff Securities, Inc. (the “Company) claims an exemption from Securities and Exchange
Commission (“SEC”) Rule 15¢3-3, per paragraph (k)(2)(i) of SEC Rule 15¢3-3.

e

‘The Company met the exemption provision of SEC Rule 15¢3-3 paragraph (k)(2)(i) for the year
ended December 31, 2018 without exception.

Acknowledgement

The undersigned president, Chief Executive Officer (CEO) or other autliorized representative in addition
to the designated FINOP herby confirm the representations described above,

Signature of CEO

or authorized
Executive; M/ ”

Printed Name: William A. Shoboff *




