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Report of Indep.endent Hegistered Public Accounting Firm

Board of Direciors
Hand Secornities, Inc.
Houston, Texas

We have andited the acoompanying statement of finencial comdition of Hand Securities, Inc. (the
Company) as of December 31, 2084, and the related statements of income, changes in shareholder's
equity und cash flows for the year then ended. These finuncial statements are the responsibility of the
Company’s munagement. Our nesponsibility is o express an opinion on these financial statements based
0 eur awdit.

We conducted our audit in sccordance with the standards of the Public Company Accounting Oversight
Board {United States). Thoss standards require that we plan and perform the audit to obtain reassnable
assurance about whether the financial statements are free of material misstatement. An wadit includes
exumining, on a test basis. evidence supporting the ameunts and disclosures in the financial statements.
A audit also includes assessing the scrounting principles used and significant estimates made by

management, as well as evaloating the pverall financial ststement presentation. We believe that oor sudit
provides a reasonable basis for vur opinion.

In cur npinien. the financial staternents referred to above presernt farfy, in all materiat respects, the
financial position of Hand Securities, Inc. a5 of December 31, 2016, and the results of its operations and
its eash flows for the year thea ended in accordance with accounting principles geperally accepted in the
Linited States of America.

The Computation of Net Capital Under Rule 15¢3-1 of the Scrurities and Exchange Commission and
Computation for Determination of Reserve Requirements and Information Rz:ldtmg to Pussession or
Coatrol Requirements Under Rude 1503-3 of the Securities and Exchange Commission as of
December 31. 2014 (supplemental infrmation) has been subjected to audit procedures performed tn
conjunction with the audit of the Company’s financial stmements. Fhe supplemental information is the
responsibility of the Company's management. Qur sudit procedures included determining whether the
supplemental information reconciles 1o the financial statements or the underlying accounting and other
recards, as applicable. and performing procedures o test the completeness and scouracy of the
informatizn presented in the supplementst information. In forming our epinfon on the supplemental
informaticn. we evelusted whether the supplemental information, including its form and content, is
presented in conformity with 17 CFR. §240.17a-5. In our opinion. the supplemental informistion is
Faiety stated. in all material respects. in relation to the financial statements as a whobi.

BKD, LLp

BED Lp

Houston, Texas
Febroary 24, 20017




Hand Securities, Inc.
Statement of Financial Condition

December 31, 2016

Assets:

Cash and cash equivalents $1,621,924

Deposit with clearing organization 50,948

Commissions and fees receivable 237,351

Prepaid expenses 17,618
Total assets $1,927.841

Liabilities:

Accounts payable and accrued expenses $ 37,440

Management fees payable to affiliate 135,052

Income taxes payable to CBSI 26,000
Total liabilities 198,492

Shareholder’s equity:

Common stock, $1.00 par value, 50,000 shares authorized;

1,000 shares issued and outstanding 1,000
Additional paid-in capital 644,830
Retained earnings 1,083,519

Total shareholder’s equity 1,729,349
Total liabilities and shareholder’s equity $1,927,841

The accompanying notes are an integral part of the financial statements.
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Hand Securities, Inc.

Statement of Income
Year Ended December 31, 2016

Revenues:
Commissions and fees $ 1,952,953
Interest 12,298
Total revenues 1,965,251
Operating expenses:
Management fee 1,655,108
Legal and professional fees 55,410
Data processing and communications 865
Other 25,774
Total operating expenses 1,737,157
Income before income taxes 228,094
Income taxes 83,362
Net income $ 144,732

The accompanying notes are an integral part of the financial statements.
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Hand Securities, Inc.
Statement of Changes in Shareholder’s Equity
Year Ended December 31, 2016

Additional
Common Stock Paid-in Retained
Shares Amount Capital Earnings Total
Balance at January 1, 2016 1,000  $1,000 $644,830 $ 938,787 $1,584,617
Net income 144,732 144,732
Balance at December 31, 2016 1,000  $1,000 $644,830 $1,083,519 $1,729,349

The accompanying notes are an integral part of the financial statements.



Hand Securities, Inc.
Statement of Cash Flows
Year Ended December 31, 2016

Operating activities:
Net income $ 144,732
Adjustments to reconcile net income to net cash provided by operating activities:
Net changes in assets and liabilities:

Credit for uncollectible accounts (440)
Deposit with clearing organization ~ (1,482)
Commissions and fees receivable ' 78,137
Prepaid expenses 196
Accounts payable and accrued expenses 12,741
Management fees payable to affiliate (40,479)
Income taxes payable to CBSI (7,652)
Cash provided by operating activities / Net increase in cash and cash equivalents 185,753
Cash and cash equivalents at beginning of year 1,436,171
Cash and cash equivalents at end of year $1,621,924

Supplemental disclosure:
Taxes paid to CBSI in cash for the year ending December 31, 2016 were $98,172.

The accompanying notes are an integral part of the financial statements.
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Hand Securities, Inc.

Notes to Financial Statements
December 31, 2016

Note A: Organization and Nature of Business

Hand Securities, Inc. (the Company), acts as an agent in connection with the purchase and sale of equity and
debt securities and with the purchase and sale of shares in mutual funds with customer accounts cleared on a
fully-disclosed basis. The Company is a wholly-owned subsidiary of Hand Benefits & Trust Company (the
Parent), which is a wholly-owned subsidiary of Benefit Plans Administrative Services, Inc. (“BPAS”),
which is a wholly-owned subsidiary of Community Bank System, Inc. (“CBSI”).

The Company operates pursuant to the (k)(2)(ii) exemptive provision of the Securities and Exchange
Commission's (“SEC”) Rule 15¢3-3 and does not hold customer funds or securities, but, as an introducing
broker-dealer, clears all transactions with and for customers on a fully disclosed basis through a clearing
broker. Mutual fund activity is cleared utilizing Fund/SERV, an automated service of National Securities
Clearing Corporation that acts as a conduit to mutual fund companies. The Company is registered as a

securities dealer with the SEC and various states and is registered with the Financial Industry Regulatory
Authority (“FINRA”).

Note B: Significant Accounting Policies

Basis of Presentation
The Company’s financial statements have been prepared on the accrual basis of accounting.

Cash and Cash Equivalents

The Company considers all liquid financial instruments with original maturities of less than 90 days and not
pledged or otherwise restricted, as cash and cash equivalents. The carrying amounts approximate fair values
because of the short maturity of cash equivalents. At December 31, 2016, the Company's cash accounts
exceeded federally insured limits by approximately $873,654. Approximately 24% of cash and cash
equivalents were held at one institution at December 31, 2016.

Securities Transactions
Securities transactions and related sales commission revenues are recorded on a trade-date basis.

Commissions and fees consist primarily of sales commissions and 12b-1 fees. The 12b-1 fees are accrued as
earned. '

Commissions and Fees Receivable

Commissions and fees receivable are stated at the amount billed to customers, net of any allowance for
doubtful accounts. When deemed appropriate the Company provides an allowance for doubtful accounts,
which is based upon a review of outstanding receivables, historical collection information and existing
economic conditions. Commissions and fees receivable are ordinarily due 30 days after the issuance of the
invoice. Delinquent receivables are written off based on individual credit evaluation and specific
circumstances of the customer. There was no allowance for doubtful accounts at December 31, 2016.



Income Taxes

The Company is included in the consolidated federal and state income tax returns filed by CBSI. Income
taxes are calculated on a stand-alone return basis, with the Company’s share of the tax provision either
remitted to or received from the Parent. Income tax expense is based on taxes currently payable or
refundable as well as deferred taxes that are based on temporary differences between the tax bases of assets
and liabilities and their reported amounts in the financial statements. Deferred tax assets and liabilities are
reported in the financial statements at currently enacted income tax rates applicable to the period in which
the deferred tax assets and liabilities are expected to be realized or settled. At December 31, 2016, the
Company owed $26,000 to CBSI for the Company’s pro rata share of income taxes.

Included in income tax is $8,804, before federal benefit, of Texas Margin Tax, which is calculated as a
percent of gross revenue. Under Accounting Standards Codification (“ASC”) Section 740 this is considered
a tax based on income, and accordingly is classified as income tax expense.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions, such as income taxes
and the collectability of receivables, 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.

Subsequent Events

Companies are required to evaluate events and transactions that occur after the balance sheet date but before
the date the financial statements are issued, or available to be issued in the case of non-public entities. They
must recognize in the financial statements the effect of all events or transactions that provide additional
evidence of conditions that existed at the balancé sheet date, including the estimates inherent in the financial
preparation process. Entities shall not recognize the impact of events or transactions that provide evidence
about conditions that did not exist at the balance sheet date but arose after that date. The Company has
evaluated events and transactions through February 24, 2017, the date the financial statements were issued,
and noted no subsequent events requiring financial statement recognition or disclosure.

Note C: Net Capital Requirements

The Company is subject to the SEC 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, shall not exceed 15 to 1. Rule 15¢3-1 also provides that equity capital may not be withdrawn or
cash dividends paid if the resulting aggregate indebtedness to net capital ratio would exceed 10 to 1. At
December 31, 2016, the Company had net capital of $634,329, which was $584,329 in excess of its required

net capital of $50,000. The Company’s ratio of aggregate indebtedness to regulatory net capital was 0.31 to
1. :

Note D: Clearing Organization

The Company has an agreement with a clearing organization whereby the clearing organization performs
clearing functions for all security transactions with brokers and dealers. The clearing organization requires
that a security deposit balance of $25,000 be maintained by the Company. The balance bears interest at a
rate determined by the clearing organization and is due on demand.



Note E: Contingent Liabilities

In the normal course of business, the Company's activities involve the execution, settlement and financing
of securities transactions through a clearing broker. These activities may expose the Company to off-balance
sheet credit and market risk in the event the customer or counterparty is unable to fulfill its contractual
obligations.

The clearing broker, through which accounts are introduced, and the Company seek to control the risks
associated with customer activities by requiring customers to maintain margin collateral in compliance with
various regulatory and internal guidelines and by monitoring for prompt customer payments in accordance
with various regulatory guidelines. The Company is contingently liable for any customer account deficits
with the clearing broker that are not otherwise satisfied. The clearing broker and the Company monitor
required margin levels daily and, pursuant to such guidelines, require customers to deposit additional
collateral or to reduce positions where necessary. The Company has not experienced any losses to date
related to these risks, and no future losses are anticipated, therefore no contingent liabilities have been
recorded as of the balance sheet date.

Note F: Related-party Transactions

For the year ended December 31, 2016, the Company recorded management fee expenses of $1,655,108 for
administrative and recordkeeping services provided by Benefit Plan Administrative Services, LLC, an
affiliated company. At December 31, 2016, $135,052 of this amount was payable to the affiliate.

The Company maintains a checking account with Community Bank N.A., an affiliated company. At
December 31, 2016, the balance in this account was $991,603.

Note G: Income Taxes

Income tax expense includes these components:

Federal State Total
Current expense $74,408 $8.804 $83,212
Deferred benefit 150 - 150
Income tax expense $74,558 $8.804 $83,362

Federal current income tax expense as a percentage of income before income taxes differs from the statutory
rate of 34% primarily due to the effects of state income taxes, which provide a federal income tax benefit.



Hand Securities, Inc.

Supplemental Schedule

Computation of Net Capital Under Rule 15¢3-1 of the Securities and Exchange Commission
December 31, 2016 '

Net capital:
Total shareholder's equity ' $1,729,349
Less: ‘
Nonallowable assets (1,095,020)
Net capital - ' $ 634,329
Nonallowable assets:
Commissions and fees receivable $ 237,351
Prepaid expenses 17,618
Excess cash at affiliate 840,051
Total nonallowable assets $1,095,020
Aggregate indebtedness $ 198,492
Net capital requirement (the greater of $50,000 or 6 2/3% of aggregate indebtedness) $ 50,000
Net capital in excess of net capital requirement $ 584,329
Ratio of aggregate indebtedness to net capital 031to1

Note: The above computation agrees to the computation of net capital under Rule 15¢3-1 as of December
31, 2016, filed by the Company with the SEC on Part ITA of the unaudited Form X-17a-5.



Hand Securities, Inc.
Supplemental Schedule
Computation for Determination of Reserve Requirements and Information Relating to Possession or

Control Requirements Under Rule 15¢3-3 of the Securities and Exchange Commission
December 31, 2016

The Company has claimed exemption from SEC Rule 15¢3-3 paragraph (K) (2) (ii) as another broker-dealer
clears all transactions with and for customers on a fully disclosed basis, and the Company does not
otherwise hold funds or securities for, or owe money or securities to, customers.
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Report of independent Registered Public Accounting Firm

Board of Directors
Hand Securities. Inc.
Houstos, Texas

We huve reviewed mansgement's statements. included in the accompanying Exemption Report, in
which (1) Hand Securities, Inc. {the Company) identified the following provisions of 17 CFR.
$15c3-3{k) under which the Company cleimed an exemption from 17 CFR. $20115¢3-3: (ky2ii)
{the exemption provisions) and (2) the Compuny stated that the Company met the identified
exemption provisions throughout the most secent fiscal yesr without exception. The Company's
management is responsible for complisnce with the exemptivn provisions and its statements.

Our review wus condurted in accordance with the standards of the Public Company Accounting
Oversight Board (United States) and. sceardingly. included inquiries end sther required procedures to
obtain evidence about the Company's ecompliance with the exemption provisions. A review is
substantially less in scope than an examination. the ohiective of which is the expression of an opinion
en management's statements. Accordingly, we do not express such an opinion.

Bused on our review, we are not aware of any material modifications that should be made 1o
mgnagement's statements refersed to above for thers to be fairly stated. in all material respects, based
on the conditions set forth in prragraph (k32300 of Rule 15¢3-3 under the Securitivs Exchange Act af
1934,

BKD, LLP

BEDLwp

Houstmn, Texas
Febeuary 24, 2017
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Hand Securities, Inc.
Supplemental Schedule
Exemption Report
December 31, 2016

Hand Securities, Inc. Exemption Report

Hand Securities, Inc. (the “Company”) is a registered broker-dealer subject to Rule 17a-5 promulgated by
the Securities and Exchange Commission (17 C.F.R. §240.17a-5, “Reports to be made by certain brokers
and dealers™). This Exemption Report was prepared as required by 17 C.F.R. § 240.17a-5(d)(1) and (4). To
the best of its knowledge and belief, the Company states the following:

1. The Company claimed an exemption from 17 C.F.R. § 240.15¢3-3 under the provision of 17 C.F.R.
§ 240.15¢3-3 (k)(2)(ii)) as the Company does not hold customer funds or securities, but as an
introducing broker-dealer, clears all transactions with and for customers on a fully-disclosed basis
with a clearing broker which carries all of the accounts of such customers and maintains and
preserves such books and records pertaining thereto pursuant to the requirements of 17 C.F.R. §
240.17a-3 and C.F.R. § 240.17a-4, as are customarily made and kept by a clearing broker or dealer.

2. The Company met the identified exemption provisions of 17 C.F.R. § 240.15¢3-3 (k)(2)(ii)
throughout the most recent fiscal year ende_d December 31, 2016, without exception.

Hand Securities, Inc.

I, Stephen Hand, affirm that, to my best knowledge and belief, this Exemption Report is true and correct.

Title: Executive Vice President
Hand Securities, Inc.

February 24, 2017
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