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RSM

RSMUSLLP
Report of Independent Registered Public Accounting Firm

Directors and Member
MSEC, LLC

Opinion on the Financial Statement

We have audited the accompanying statement of financial condition of MSEC, LLC (the Company) as of
December 31, 2019, and the related notes to the financial statement (collectively, the financial statement).
In our opinion, the financial statement presents fairly, in all material respects, the financial position of

the Company as of December 31, 2019, in conformity with accounting principles generally accepted in
the United States of America.

Basis for Opinion

This financial statement is the responsibility of the Company’s management. Our responsibility is to
express an opinion on the Company’s financial statement 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 statement is
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.

Our audit included performing procedures to assess the risks of material misstatement of the financial
statement, 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 statement. 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 statement.
We believe that our audit provides a reasonable basis for our opinion.

We have served as the Company’s auditor since 2013.

PSKM VS LLP

Minneapolis, Minnesota
February 27, 2020

THE POWER OF BEING UNDERSTOOD
AUDIT | TAX | CONSULTING

RSM US LLPis the U.S. member firm of RSM International, a glebal network of independent audit, tax, and consulting firms. Visit rsmus.com/aboutus for more information regarding RSMUS LLP and

RSM International
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MSEC, LLC

STATEMENT OF FINANCIAL CONDITION

December 31, 2019

ASSETS

Cash and cash equivalents

Deposit with clearing broker

Receivables from clearing broker

Receivables from non-customers

Receivables from affiliates

Other assets

Equipment, net of accumulated depreciation of $13,976
Total assets

LIABILITIES AND MEMBER'S EQUITY
Liabilities
Accounts payable and accrued expenses
Commissions payable

Due to parent
Total liabilities

Commitments and contingencies (Note H)

Member's Equity
Total liabilities and membet's equity

$ 3324914
250,000
45,900
371,489
133,289
64,137

9,005

$ 4,198,734

$ 35,417
161,189

1,163,863

1,360,469

2,838,265
$ 4,198,734



MSEC, LLC
NOTES TO FINANCIAL STATEMENTS
December 31, 2019

NOTE A - ORGANIZATION AND NATURE OF BUSINESS

MSEC, LLC (“the Company”) is a wholly owned subsidiary of Mariner Wealth Advisors, LLC (“the
Parent”). The Company is a U.S. Securities and Exchange Commission (SEC) registered broker-dealer and
FINRA member firm. The Company is registered with the SEC, and operates per the FINRA membership
under the provisions of Rule 15¢3-3(k)(2)(i) for the period from January 1, 2019 to October 31, 2019 and
Rule 15¢3-3(k)(2)(ii) for the penod from November 1, 2019 to Decernber 31, 2019, and, accordingly, is
exempt from the remaining provisions of Rule 15¢3-3. The requirements of Paragraph (1{)(2) (©) provide
that the Company carries no margin accounts, promptly transmits all customer funds and delivers all
securities received in connection with its activiu'es as a broker or dealer, does not otherwise hold funds or
securities for, or owe money or secutities to, customers and effectuates all financial transactions between
the broker or dealer and its customers through one or more bank accounts, each to be designated as
“Special Account for the Exclusive Benefit of Customers of MSEC, LLC”. Through the Company’s
mutual fund and variable annuity business procedures of assuring that checks are made payable to a third-
party, and sent no later than noon the following business day to the appropriate third-party, the Company
also met the identified exemption provisions in paragraph (k)(1) for the period from January 1, 2019 to
October 31, 2019. The Company is incorporated in the state of Delaware. The Company’s customers are
located throughout the United States. The primary purpose of the Company is to support transactions for
the affiliates which are subsidiaries of the Patent that are required to run through a broker dealer as
described in Note E. The services provided by the affiliates include insurance, M&A support, private
equity investment and asset management.

The Company’s securities transactions are executed and customer accounts are carried and cleared on a

fully disclosed basis with National Finandal Services LLC (“NFS”), a clearing broker/dealer.
NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting polidies set out below have been applied consistently to the period presented in the financial
statements. Substantially all assets and liabilities are recorded at fair value.

1. Use of Estimates in Preparation of Financial Statentents

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America (“U.S. 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
petiod. Actual results could differ from those estimates.

2. Cash and Cash Eguivalents
Cash and cash equivalents include cash and short-term investments. The Company considers all demand

deposits and highly liquid investments with original or remaining maturities of 90 days or less to be cash
equivalents.



MSEC, LLC
NOTES TO FINANCIAL STATEMENTS - continued
December 31, 2019

3. Accounts Receivable

The Company’s accounts receivable are balances due from non-customers and affiliates for products,
services, and solutions provided. Accounts receivable are generally due upon receipt. Account balances
outstanding longer than the contractual payment terms are considered past due. The Company reviews its
aged receivables by considering several factors, including the aging of the past due balance. The Company
records an allowance for doubtful accounts for any balances that are deemed to be uncollectible. As of
December 31, 2019, there was no allowance recorded in the financial statements.

4,  Other Assets

At December 31, 2019, other assets are primarily composed of prepaid FINRA expenses of $43,577 and
prepaid technology expense of $11,908. The remaining balance in other assets is comprised of various
other prepaid expenses.

5. Eguipment

Equipment is stated at cost less accumulated depreciation. Depreciation is provided using the straight-line
method over the estimated useful lives of the assets, generally three to seven years. Depreciation expense
for the year ended December 31, 2019 totaled $1,467.

6. Contract balances

Receivables from contracts with customers were $101,696 at December 31, 2018 and $417,389 at
December 31,2019 and were recorded in receivables from clearing broker, receivables from non-customers
and receivables from affiliates on the statement of financial condition. The company does not have any
other significant contract assets or contract liability balances as of December 31, 2019 and 2018.

7. Incomse Taxes

The Company is a single member limited liability company owned by a sole member and is considered a
disregarded entity for Federal income tax purposes. As such, the results of operations of the Company are
included in the Federal income tax returns of the individual member and, accordingly, no provision or
credit for Federal income taxes is recorded in the accompanying financial statements. The member’s tax
returns and the amount of allocable income or loss are subject to examination by taxing authonties. If
such examinations result in changes to income or loss, the tax liability of the member could be changed
accordingly. Generally, the tax authorities can examine any tax returns filed for the last three years.

As required by the uncertain tax position guidance in Accounting Standard Codification (ASC) 740, the
Company recognizes the financial staterent benefit of a tax position only after determining that the
relevant tax authority would more likely than not sustain the position following an audit. For tax positions
meeting the more-likely-than-not threshold, the amount recognized in the financial statements is the benefit
that has a greater than 50 percent likelihood of being realized upon ultimate settlement with the relevant
tax authority. All interest and penalties related to income tax are charged to general and administrative
expense. All tax positions taken related to the Company, for the current and any open tax years, have been
reviewed and management is of the opinion that material positions taken by the Company would more



MSEC, LLC
NOTES TO FINANCIAL STATEMENTS - continued
December 31, 2019

likely than not be sustained by examination. Accordingly, the Company has not recorded an income tax
liability for uncertain tax positions.
8. Subsequent Events

The Company evaluated the financial statements for subsequent events through February 26, 2020, the
date the finandal statements were issued. The Company is not aware of any subsequent events which
would require recognition or disclosure in the financial statements.

NOTE C—-RECENTLY ISSUED ACCOUNTING PRONOUNCEMENTS

In February 2016, FASB issued ASU 2016-02, Leases (Topic 842) to increase transparency and
comparability among organizations by recognizing lease assets and lease liabilities on the balance sheet and
disclosing key information about leasing arrangements. This amends the FASB ASC and creates Topic
842, Leases, and affects any entity that enters into a lease, with some specified scope exemptions. The
main difference between previous U.S. GAAP and Topic 842 is the recognition of lease assets and lease
liabiliies by lessees for those leases classified as operating leases under previous U.S. GAAP. The
amendment is effective for fiscal years beginning after December 15, 2018, but may be adopted early. Based
upon analysis performed by management, it has been determined MSEC does not have any operating or
capital leases. As of the effective date of January 1, 2019 this pronouncement had no impact on the
Company’s financial statements.

In June 2016, the FASB issued ASU No. 2016-13, "Finandal Instruments — Credit Losses (Topic 326):
Measurement of Credit Losses on Financial Instruments" ("ASU 2016-13"). The new guidance requires an
entity to measure all expected credit losses for financial assets measured at amortized cost and held at the
reporting date based on historical experience, current conditions, and reasonable and supportable forecasts
as opposed to delaying recognition until the loss was probable of occurring. ASU 2016-13 is effective for
annual and interim periods beginning after December 15, 2019. Due to the short-term nature of the
Company’s receivables from non-customers and receivables from clearing brokers, the adoption of ASU
2016-13 on January 1, 2020 did not have a material impact on its consolidated finandal statements.

NOTE D - NET CAPITAL REQUIREMENTS

Pursuant to the net capital provisions of Rule 15¢3-1 of the Securities Exchange Act of 1934, the Company
is required to maintain a minimum net capital, as defined under such provisions. Net capital and the related
net capital ratio may fluctuate on a daily basis. At December 31, 2019, the Company had net capital of
$2,745,251 which was $2,645,251 in excess of its basic net capital required of $100,000, and the Company’s
ratio of aggregate indebtedness to net capital was 0.45 to 1. The SEC permits a ratio of aggregate
indebtedness to net capital no greater than 15 to 1. Net capital rules may restrict distributions to the
member.

NOTE E - RELATED PARTY TRANSACTIONS

The Company is a member of a group of affiliated companies under common control and has extensive
transactions and relationships with members of the group. The existence of that control could create
operating results and financial position significantly different than if the companies were autonomous.

Operating costs and expenses as outlined in various shared services agreements ate incurred by the Parent

and/or an affiliate. The Company paid the Parent $266,018 during the year ended December 31, 2019. As

of December 31, 2019, the Company owed the Parent $1,163,863 for accrued services for these operating
8



MSEC, LLC
NOTES TO FINANCIAL STATEMENTS - continued
December 31, 2019

costs and expenses. Costs are allocated monthly based on actual usage as well as a general allocation of
overhead.

As of December 31, 2019, $133,289 of commission income is included in receivables from affiliates. The
commission incotne is being paid in accordance with the Networking Services Agreement for insurance
contracts which are considered securities and must run through a broker dealer registered with the SEC.

NOTE F - CONCENTRATION RISK

As of December 31, 2019, and at various other times during the year, cash balances held at financial
institutions may be in excess of federally insured limits of $250,000. The Company has not experienced any
losses in such accounts and does not believe it is exposed to any significant credit risk. The Company is
engaged in various trading and brokerage activities in which counterparties primarily indude broker-dealers,
banks, mutual fund companies and other finandial institutions. In the event counterparties do not fulfill
their obligations, the Company may be exposed to risk. Itis the Company’s policy to review, as necessary,
the credit standing of its counterparties. The Company does not believe it is exposed to any significant
counterparty credit risk.

NOTE G - COMMITMENTS AND CONTINGENCIES

In the normal course of business, the Company enters into contracts that contain a vadety of
representations and warranties that prowde indemnifications under certain circumstances. The Company’s
maximum exposure under these arrangements is unknown, as this would involve future claims that may be
made against the Company that have not yet occurred. The Company expects the risk of future obligation
under these indemnifications to be remote.



