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OATH OR AFFIRMATION

1, Amy C. Austin , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Financial Security Management, Inc , as
of August 27 , 2021 , are true and correct. I 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:
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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 S-X).

~] (d) Statement of Changes in Financial Condition.

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

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

v] (g) Computation of Net Capital.

% (h) 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.

[:l (j) 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,
(1) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

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



FINANCIAL SECURITY MANAGEMENT, INC.

Statement of Financial Condition
June 30, 2021

ASSETS
Cash and cash equivalents $ 129,158
Investments, at fair value 205,005
Commissions receivable 41,880
Prepaid expenses 73,376
Total assets S 449,419
LIABILITIES AND STOCKHOLDERS' EQUITY
LIABILITIES
Commissions payable $ 44,328
Accounts payable 2,963
Deferred tax liability, net 17,808
Total liabilities 65,099
STOCKHOLDERS' EQUITY
Common stock - $10 par value, 5,000 shares
authorized, 1,500 shares issued and outstanding 15,000
Additional paid-in capital 214,166
Retained earnings 155,154
Total stockholders' equity 384,320
Total liabilities and stockholders' equity $ 449,419

See accompanying notes.
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FINANCIAL SECURITY MANAGEMENT, INC.

Notes to Financial Statements
June 30, 2021

NOTE 1.

NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES

Nature of Business

Financial Security Management, Inc. (the “Company”) is a limited broker/dealer
dealing solely in mutual funds, variable annuities, and variable insurance products,
and is located in the Commonwealth of Virginia. It is a wholly owned subsidiary of
Financial Security Companies, LLC (FSC). The Company operates branch offices
in Virginia, North Carolina, and Connecticut.

Use of Estimates

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

Cash and Cash Equivalents

For purposes of the statement of cash flows, all highly liquid investments
purchased with maturities of three months or less are considered to be cash
equivalents.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation and are
depreciated over their estimated useful lives using the straight-line method for
financial reporting purposes. Equipment is depreciated over five years.

Affiliates and Ownership

On August 18, 2003, the Company’s stockholders formed Financial Security
Companies, LLC, a Virginia limited liability company. FSC wholly owns Financial
Security Management, Inc., and also wholly owns affiliates Financial Security
Group, Inc. (FSG) and Financial Security Advisory, Inc. (FSA). The Company’s
former stockholders are now members of FSC. These financial statements do not
include accounts and transactions of these affiliates.

Recognition of Revenue and Expenses

Effective July 1, 2018, the Company implemented the provisions of Accounting
Standards Update (ASU) 2014-09, Revenue from Contracts with Customers and all
related amendments (ZTopic 606) using the full retrospective method.

(Continued)



FINANCIAL SECURITY MANAGEMENT, INC.

Notes to Financial Statements
June 30, 2021

NOTE 1.

NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES
(Continued)

Revenue from contracts with customers is recognized when the Company satisfies
its performance obligations by transferring promised goods or services to
customers. A good or service is transferred to a customer when the customer
obtains control of that good or service. A performance obligation may be satisfied
over time or at a point in time.

Revenue from a performance obligation satisfied at a point in time is recognized at
the point in time that the Company determines the customer obtains control over
the promised good or service. The amount of revenue recognized reflects the
consideration to which the Company expects to be entitled in exchange for those
promised goods or services. Revenues are also analyzed to determine whether the
Company acts as the principal (i.e. reports revenue on a gross basis) or agent (i.e.
reports revenue on a net basis) in the arrangement with the customer. Principal or
agent designations depend primarily on the control an entity has over the product or
service before control is transferred to a customer. The indicators of which party
exercises control include primary responsibility over performance obligations,
inventory risk before the good or service is transferred and discretion in
establishing the price.

The following provides detailed information on the recognition of the Company's
revenue from contracts with customers:

The Company earns commissions by executing client transactions in mutual funds
and variable annuities as well as from trailing commissions, which are variable.
Third parties handle the processing and custodial functions for the Company.

Commission income is recognized at the point of sale on the trade date when the
performance obligation is satisfied. Based on the information received from the
third party, the Company records a receivable on the trade date and is paid
generally weekly or monthly.

For trail income, the performance obligation is satisfied at the time of the execution
of the investments, but future amounts to be received are uncertain, as they are
dependent on the value of eligible investments and the trade amount at future points
in time; both of which are highly susceptible to variable factors outside the
Company's influence.

The Company's statement of income reflects trail income for services performed
and performance obligations satisfied in previous periods and are recognized in the
period when the market value of the investment, and the investor activities, are
known, which are usually monthly or quarterly.

(Continued)



FINANCIAL SECURITY MANAGEMENT, INC.

Notes to Financial Statements
June 30, 2021

NOTE 1.

NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES
(Continued)

The Company acts as principal in satisfying the performance obligations that
generate commission income. The Company's sales representatives assist the
Company in performing its obligations and, accordingly, commission income is
presented on a gross basis.

Commissions Receivable

The Company utilizes the allowance method to recognize potential losses on
commissions receivable. There were no accounts which management considered
uncollectible at June 30, 2021, accordingly, no allowance was considered
necessary.

Investments

The Company’s investments consist of trading securities that are primarily mutual
funds, and bond and equity funds. Securities that are held for short-term resale are
classified by management as “trading securities”. Accordingly, realized and
unrealized gains and losses are reported within the statement of operations as other
income or expense.

- Income Taxes

The Company uses the liability method of accounting for income taxes.
Accordingly, deferred tax assets and liabilities are determined based on the
difference between the basis of assets and liabilities for financial statement and
income tax purposes, using enacted tax rates in effect for the year in which the
differences are expected to reverse. Differences relate to the use of accrual basis
accounting for financial statement purposes and cash basis accounting for income
tax purposes, and future capital and net operating loss deductions for income tax
purposes. The deferred tax assets and liabilities represent the future tax
consequences of those differences which will either be taxable or deductible when
the assets and liabilities are recovered or settled. The provision for income taxes is
the tax payable or refundable for the period plus or minus the change during the
period in deferred tax assets and liabilities.

(Continued)



FINANCIAL SECURITY MANAGEMENT, INC.

Notes to Financial Statements
June 30, 2021

NOTE 1.

NOTE 2.

NATURE OF BUSINESS AND SIGNIFICANT ACCOUNTING POLICIES
(Concluded)

Financial Accounting Standards Board (FASB) Accounting Standards Codification
(ASC) 740, Income Taxes, prescribes a recognition threshold and measurement
attribute for the financial statement recognition and measurement of a tax position
taken or expected to be taken in a tax return. The Company’s management has
evaluated the impact of the guidance to its financial statements. Management is not
aware of any material uncertain tax positions and has not accrued the effect of any
uncertain tax provisions as of June 30, 2021. The Company’s income tax returns
are subject to examination by taxing authorities, generally for a period of three
years from the date they were filed.

The Company’s policy is to classify income tax related interest and penalties, if
any, in interest expense and other expenses, respectively.

INCOME TAXES
The provision for income taxes is as follows:

Current income tax:

Federal $ 1,924
State 4.022

Total current income tax expense 5,946

Deferred income tax:

Federal (6,782)

State (2,061)
Total deferred income tax

expense (8.843)

Total provision for income taxes $ (2.897)

Deferred income taxes reflect the net tax effects of temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes and
the amounts used for income tax purposes. Based on management’s analysis of
available evidence, it has determined that it is “more likely than not” that the
Company’s deferred income tax assets as of June 30, 2021 will be fully realized
and, therefore, no valuation allowance was recorded.

Income taxes differ from statutory rates primarily due to state income taxes, PPP
loan forgiveness, an adjustment to deferred taxes and non-deductible expenses.

(Continued)
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FINANCIAL SECURITY MANAGEMENT, INC.

Notes to Financial Statements
June 30, 2021

NOTE 2.

NOTE 3.

NOTE 4.

NOTES.

NOTE 6.

INCOME TAXES (Concluded)

Non-current net deferred income tax assets (liabilities) at June 30 are summarized
as follows:

Deferred tax assets (liabilities):

State tax deduction $ 872
Depreciation (168)
Unrealized gain on investments (15,276)
Cash basis conversion (3.236)
Net deferred tax liability $ (17,808)
PROPERTY AND EQUIPMENT

Property and equipment as of June 30 consists of the following:

Computer and office equipment $ 57,831

Computer software 36,725

Less: accumulated depreciation (94.556)
Net property and equipment $ 0

RELATED PARTY TRANSACTIONS

FSG provides office space, supplies and administrative support to the Company.
The Company incurred fees related to these services totaled $386,076 for the year
ended June 30, 2021,

LIABILITIES SUBORDINATED TO CLAIMS OF GENERAL CREDITORS

The Company has no subordination agreements.

NET CAPITAL 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,
shall not exceed 15 to 1. The rule of the "applicable" exchange also provides that
equity capital may not be withdrawn or cash dividends paid if the resulting net
capital ratio would exceed 10 to 1. At June 30, 2021, the Company had net capital

-11-



FINANCIAL SECURITY MANAGEMENT, INC.

Notes to Financial Statements
June 30, 2021

NOTE 7.

NOTE 8.

of $288,816, which was $283,816 in excess of its required net capital of $5,000.
The Company's net capital ratio was .16 to 1 at June 30, 2021.

CONCENTRATIONS

Financial Security Management, Inc. maintains its bank accounts in a financial
institution located in Virginia Beach, Virginia. At times during the year, the
balances in the accounts may exceed the limits insured by the Federal Deposit
Insurance Corporation. The Company also maintains an investment account which
is insured by the Securities Investor Protection Corporation (SIPC). The account
balance did not exceed the SIPC limit during the year ended June 30, 2021.

FAIR VALUE OF ASSETS AND LIABILITIES

FASB ASC 820 defines fair value as the price that would be received to sell an
asset or paid to transfer a liability in an orderly transaction between market
participants at the measurement date. FASB ASC 820 also establishes a fair value
hierarchy which requires the use of observable inputs and minimizes the use of
unobservable inputs when measuring fair value. The standard describes three levels
of inputs that may be used to measure fair value as follows:

Level 1 Quoted prices in active markets for identical assets or liabilities.

Level 2 Observable inputs other than Level 1 prices such as quoted prices for
similar assets or liabilities, quoted prices in active markets that are
not active, or other inputs that are observable or can be corroborated
by observable market data for substantially the full term of the assets
or liabilities.

Level 3 Unobservable inputs that are supported by little or no market activity
and that are significant to the fair value of the assets or liabilities.

Following is a description of the valuation methodologies used for instruments
measured at fair value on a recurring basis and recognized in the accompanying
balance sheet as well as the general classification of such instruments pursuant to
the valuation hierarchy.

Investments

Where quoted market prices are available in an active market, securities are
classified within Level 1 of the valuation hierarchy. Level 1 securities would
include highly liquid money market, bond and equity mutual funds. If quoted
market prices are not available, then fair values are estimated by using pricing
models, quoted prices of mutual funds with similar characteristics.

(Continued)
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FINANCIAL SECURITY MANAGEMENT, INC.

Notes to Financial Statements
June 30, 2021

NOTES8. FAIR VALUE OF ASSETS AND LIABILITIES (Concluded)

Assets at Fair Value as of June 30, 2021

Level 1 Level 2 Level 3 Total
Assets
Money market funds ~ $ 4,194 § - § - $ 4,194
Equity funds 200,811 - - 200,811
Total $ 205,005 $ -3 - 3 205,005

NOTE 9. SUBSEQUENT EVENTS

The Company has evaluated all events and transactions for potential recognition
or disclosure through August XX, 2021, the date that the financial statements
were available to be issued. The Company determined that there are no
subsequent events that require adjustment to, or disclosure in the financial

statements.

-13-
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August 29, 2021 MEMBER FINRA/SIPC

Exemption Letter

To Whom It May Concern:

I represent, on behalf of the management of Financial Security Management, Inc., our exemption
from SEC rule § 240.15¢3-3 under paragraph (k)(1)(i-iv) and further represent:

The Principals of this Firm are responsible for compliance with the identified exemption provisions
throughout the fiscal year.

We met the identified exemption provisions in § 240.15¢3-3(k)(1)(i-iv) throughout the most recent
fiscal year without exception.

I affirm, to the best of my knowledge these statements are true. Additionally, there are not known
events or other factors that might significantly affect our compliance with the identified exemption

provisions.

Sincerely,

Amy Stin
Chief Compliance Officer

575 Lynnhaven Parkway Suite 310 Virginia Beach, VA 23452 Tel: 757-431-1414 Fax: 757-431-1991
www.gofsg.com



Report of Independent Registered Public
Accounting Firm

Board of Directors
Financial Security Management, Inc.
Virginia Beach, Virginia

We have reviewed management's statements, included in the accompanying Management
Exemption Report, in which (1) Financial Security Management, Inc. (the "Company") identified
the following provisions of 17 C.F.R. §15¢3-3(k) under which the Company claimed an exemption
from 17 C.F.R. §240.15¢3-3: Paragraph (k){1)(i-iv} (the "exemption provisions") and (2) he
Company stated that he Company met the identified exemption provisions throughout the most
recent fiscal year 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 inquiries and other required
procedures to obtain evidence about the Company's compliance with the exemption provisions.
A review is substantially less in scope than an 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)(1){i-iv) of Rule 15¢3-3 under the Securities
Exchange Act of 1934,

Dlsion %@heﬁ Coediran [LP

Richmond, VA

August 27, 2021



