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OATH OR AFFIRMATION

I, MARK SHEFTS, swear (or affirm) that, to the best of my knowledge and belief the accompanying
financial statements and supporting schedules pertaining to the firm of DOMESTIC SECURITIES, INC.,
as of JUNE 30, 2009, 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:

Signatuge '

President
Title

HARRY LEFROWITZ
NOTARY PUBLIC OF NEW JERSEY
COMMISSION EXPIRES 2/18/2014
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Wolinetz, Lafazan & Company, PC. 5 North Village Avenue

Rockville Centre
Certified Public Accountants New York 11570

516-536-0770
Fax: 516-536-5753

www.wolafcpa.com

INDEPENDENT AUDITORS’ REPORT

To the Officers and Directors
Domestic Securities, Inc.
Montvale, New Jersey

We have audited the accompanying statement of financial condition of Domestic Securities, Inc. as of June
30, 2009, and the related statements of operations, changes in stockholders’ equity, and cash flows for the
year then ended that you are filing pursuant to rule 17a-5 under the Securities Exchange Act of 1934.
These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit. :

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes
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 statements referred to above present fairly, in all material respects, the financial
position of Domestic Securities, Inc. as of June 30, 2009, and the results of its operations and cash flows for
the year then ended in conformity with accounting principles generally accepted in the United States of
America.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules 1 and 2 is presented for purposes of additional analysis and
is not a required part of the basic financial statements, but is supplementary information required by Rule
17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

@ﬂ@, Flomery .
WOLI Z, LA

N & COMPANY, P.C.

Rockville Centre, New York
September 23, 2009

MEMBER AMERICAN INSTITUTE OF CERTIFIED PUBLIC ACCOUNTANTS
CENTER FOR PUBLIC COMPANY AUDIT FIRMS



DOMESTIC SECURITIES, INC.
STATEMENT OF FINANCIAL CONDITION
JUNE 30, 2009

ASSETS
Cash and cash equivalents $ 1,644,192
Receivable from broker 4,187,058
Securities owned — at market value 2,438,786
Property and equipment — net 165,582
Receivable from related parties 480,372
Other investments 37,200
Other assets 72,856
Deferred tax assets 40,000
Security deposits 11.062
Total Assets $ 9,067,108
LIABILITIES AND STOCKHOLDERS’ EQUITY
Liabilities:
Payable to clearing broker $ 2,473,218
Accounts payable 302,972
Accrued expenses 1,503,716
Income taxes payable 6,500
Securities sold, not yet purchased — at market value 565,415
Total Liabilities 4,851,821
Commitments and Contingencies
Stockholders’ Equity:
Common stock, no par value; authorized 200 shares,
issued and outstanding 150 shares $ 150
Additional paid-in capital 3,435,400
Retained earnings 179,737
Total Stockholders’ Equity 4215287
Total Liabilities and Stockholders’ Equity $ 9,067,108

The accompanying notes are an integral part of the financial statements.
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DOMESTIC SECURITIES, INC.
STATEMENT OF OPERATIONS
FOR THE YEAR ENDED JUNE 30, 2009

REVENUES:
Trading gains — net
Other
Interest and dividends
Total Revenues

COSTS AND EXPENSES:
Clearing charges
Communication costs and execution fees
Officers’ compensation
Employee compensation and benefits
Occupancy costs
Regulatory fees
Other operating expenses
Total Costs and Expenses

Loss before Provision for Income Taxes

Provision for Income Taxes

NET LOSS

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

5

$ 1,560,349
4,416,471
2,114,279

17,804,240
292,722
170,147

925,151

$ 27,074,650
141,041

61,568

27,277,259

27,283,359

( 6,100)

15,500

21,600



DOMESTIC SECURITIES, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY
FOR THE YEAR ENDED JUNE 30, 2009

Additional
Paid-In Retained
Common Stock Capital Earnings Total
Balance — Beginning of Year $ 150 $3,435,400 $ 801,337 $4,236,887
Net Loss - - ( 216000 (21600
Balance — End of Year $ 150 $3,435,400 $ 779737 $4215287

The accompanying notes are an integral part of the financial statements.
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DOMESTIC SECURITIES, INC.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED JUNE 30, 2009

Cash Flows from Operating Activities:
Net Loss

Adjustments to reconcile net loss to net cash provided by operating activities:

Depreciation
Decrease in deferred tax assets

(Increase) Decrease in Operating Assets:
Receivable from broker
Securities owned — at market value
Other assets

Increase (Decrease) in Operating Liabilities:
Payable to clearing broker
Accounts payable
Accrued expenses
Income taxes payable

Securities sold, not yet purchased — at market value

Net Cash Provided by Operating Activities

Cash Flows from Investing Activities:
Purchases of property and equipment

Net Cash Used in Investing Activities
Cash Flows from Financing Activities:

Payment of loan from parent

Loans to related parties
Net Cash Provided by Financing Activities
Increase in Cash and Cash Equivalents
Cash and Cash Equivalents — Beginning of Year
Cash and Cash Equivalents — End of Year
Supplemental Cash Flow Disclosure:

Cash paid for interest
Cash paid for income taxes

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

$( 459,562)
( 125,986)

P e

$(  21,600)

114,763
9,000

( 576,426)

1,139,873

665610

(__82.862)
(_82.862)
(  8,000)
(_480,372)

(488.372)
94,376

1,549.816

$ 1,644,192

$____"__
$ 42886



DOMESTIC SECURITIES, INC.
Notes to Financial Statements

NOTE 1 - Nature of Business and Summary of Significant Accounting Policies
Nature of Business

Domestic Securities, Inc., (the “Company”) is a registered broker/dealer engaged primarily in
securities trading. The Company is a wholly owned subsidiary of a privately owned corporation (‘the Parent”).

The Company operates under the provisions of Paragraph (k)(2)(ii) of Rule 15¢3-3 of the
Securities and Exchange Commission and, accordingly, is exempt from the remaining provisions of that Rule.
Essentially, the requirements of Paragraph (k)(2)(ii) provide that the Company clear all transactions on behalf
of customers on a fully disclosed basis with a clearing broker/dealer, and promptly transmit all customer funds
and securities to the clearing broker/dealer. The clearing broker/dealer carries all of the accounts of the
customers and maintains and preserves all related books and records as are customarily kept by a clearing
broker/dealer.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted
accounting principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the date of the
financial statements. Actual results could differ from those estimates.

Cash and Cash Equivalents

The Company considers all highly liquid investments with a maturity of three months or less
at the time of purchase to be cash equivalents.

Marketable Securities

Securities owned and securities sold but not yet purchased are stated at fair market value
and represent equity securities in which the Company acts as market maker and performs proprietary trading.
Securities owned and securities sold but not yet purchased consist of equity securities.

Securities sold but not yet purchased represent obligations of the Company to deliver the
specified security at the contracted price. A liability is thereby created to purchase the security in the market
at prevailing prices. Accordingly, these transactions result in off-balance-sheet risk as the Company'’s
ultimate obligation to satisfy the sale of securities sold but not yet purchased may exceed the amount
recognized in the statement of operations.

Unrealized gains and losses on securities are reflected in the statement of operations.
Depreciation
Property and equipment is stated at cost, less accumulated depreciation. Depreciation is

computed by the straight-line method over the estimated useful lives of the related assets, which approximate
three to five years.



DOMESTIC SECURITIES, INC.
Notes to Financial Statements
NOTE 1 - Nature of Business and Summary of Significant Accounting Policies (Continued)
Estimated Fair Value of Financial Instruments

Substantially all of the Company’s financial assets and liabilities are carried at market value
or amounts which, because of their short-term nature, approximate fair value.

Income Taxes

The Company accounts for income taxes in accordance with SFAS No. 109, Accounting for
Income Taxes, which requires the recognition of deferred tax liabilities and assets at tax rates expected to be
in effect when these balances reverse. Future tax benefits attributable to temporary differences are
recognized to the extent that realization of such benefits is more likely than not.

Concentration of Credit Risks

The Company maintains its cash in bank deposit accounts which exceed federally insured
limits.

Revenue Recognition

The Company records proprietary and firm trading transactions on a trade date basis. The
Company is exposed to risk of loss on these transactions in the event a client or broker fails to meet the terms
of their contracts, in which case the Company may have to purchase or sell the positions at prevailing market
prices. The Company records client transactions on a trade date basis.

Reclassifications

Certain items in these financial statements have been reclassified to conform to the current
period presentation.

NOTE 2 - Brokerage Receivables and Payables
Receivable from broker consists of the following:
Clearing broker deposit receivable $ 2,818,655
Receivable from clearing broker — trading gains - net 1,368,403
$4,187,058

Payable to clearing broker represents net amounts owed on security positions.



DOMESTIC SECURITIES, INC.
Notes to Financial Statements

NOTE 3 - Property and Equipment
Property and equipment consists of the following:

Furniture and Fixtures $ 49,368

Office Equipment and Computers 572,954

Leasehold Improvements 63,068

685,390

Less: Accumulated Depreciation 529,808

$ 155582

Depreciation expense was $114,763 for the year ended June 30, 2009.

NOTE 4 - Stockholders' Equity

In August 2008 the Company's ownership changed to another privately owned corporation
through a merger.

NOTE 5 - Related Party Transactions

The Company rents its Montvale, New Jersey office facilities from a related company on a
month-to-month basis. Rent paid to this related company approximated $90,000 for the year ended June 30,
2009.

Receivable from related parties consist of loans made to related parties amounting to
$329,717 and in addition $141,000 due the Company in connection with expense reimbursements
primarily related to compensation expense. The loans bear interest at 5% per annum and are due on
demand. Interest income recorded on these loans amounted to $9,655.

NOTE 6 - Regulatory Requirements

The Company is subject to the Uniform Net Capital Rule (“the Rule”) under the Securities
Exchange Act of 1934. Under this Rule, the Company is required to maintain net capital, as defined, equal to
the greater of $100,000 or $2,500 for each stock it posts a quote in that trades above $5 per share and
$1,000 for each stock it posts a quote in that trades at $5 or less per share, up to $1,000,000 and a net capital
ratio, as defined, of a maximum of 1500%. At June 30, 2009, the Company’'s net capital was $3,039,010,
which exceeded its minimum net capital requirement by $2,039,010 and its net capital ratio was 59.66%.
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DOMESTIC SECURITIES, INC.
Notes to Financial Statements
NOTE 7 - Commitments and Contingencies
Legal
The Company is involved in legal proceedings and claims which arise in the ordinary course
of its business. Management cannot determine the outcome of these proceedings and claims at this time and
believes that the outcome of any such litigation and claims would not result in any material adverse effect on
the Company’s financial position or results of operations.

Lease Commitments

The Company occupies office facilities in Edison, New Jersey under non-cancellable
operating leases. Approximate future minimum commitments under these leases are as follows.

Year Ending
June 30
2010 $ 75,000
2011 82,500
2012 82,500
2013 6.900
Total $ 246,900
Rent expense for these leases was approximately $85,000 for the year ended June 30,
2009.
NOTE 8 - Financial Instruments with Off-Balance Sheet Credit Risk

The Company maintains inventories in equity securities on both a long and short basis.
While long inventory positions represent the Company’s ownership of securities, short inventory positions
represent obligations of the Company to deliver specified securities at a contracted price, which may differ
from market prices prevailing at the time of completion of the transactions. Accordingly, both long and short
inventory positions may result in losses or gains to the Company as market values of securities fluctuate. To
mitigate the risk of losses, long and short positions are marked to market daily and are continuously
monitored by the Company.

NOTE 9 - Income Taxes

For the year ended June 30, 2009, the Company’s components of provision for income taxes
was as follows:

Current:
Federal $ 2,500
State 4,000
Total Current 6,500
Deferred 9.000

$ 15,500

11



DOMESTIC SECURITIES, INC.
Notes to Financial Statements

NOTE 9 - Income Taxes (Continued)

Deferred income taxes are recorded when revenues and expenses are recognized in
different periods for financial statement and tax return purposes. Temporary differences that created deferred
tax assets and liabilities are as follows:

Deferred tax assets:

Depreciation $ 22,000
Reserves 18.000
$_40.000

NOTE 10 - 401(k) Plan

Eligible employees of the Company are participants in a defined contribution retirement plan
that qualifies as a 401(k) plan under the Internal Revenue Code. The Company made no matching
contributions for the year ended June 30, 2009.

A copy of the Firm’s Statement of Financial Condition as at June 30, 2009, pursuant to S.E.C. Rule 17a-5, is
available for inspection at the Firm’s office and at the regional office of the Securities and Exchange
Commission.
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SUPPLEMENTAL SCHEDULES
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SCHEDULE 1.

DOMESTIC SECURITIES, INC.
COMPUTATION OF NET CAPITAL UNDER S.E.C. RULE 15¢3-1
JUNE 30, 2009

CREDIT ITEMS:

Total stockholders’ equity $ 4,215,287
DEBIT ITEMS:

Property and equipment - net $ 155,682

Receivable from related parties 480,372

Other investments . 37,200

Other assets 72,856

Deferred tax assets 40,000

Security deposits 11,062

Total Debit items 797,072
Net Capitat Before Haircuts 3,418,215
Haircuts on Securities:

Other securities 379,205
Net Capital 3,039,010
Less: Minimum net capital requirement 1,000,000
Remainder: Net capital in excess of all requirements 2,0 1

Capital Ratio: (Maximum allowance 1500%)

Aggregate Indebtedness $1,813,188 50.66%
Divided by: Net Capital $3,039,010 Rt
Aggregate Indebtedness:
~ Accounts payable $ 302,972
Accrued expenses 1,503,716
Income taxes payable 6,500
$1,813,188
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SCHEDULE 2.

DOMESTIC SECURITIES, INC.
RECONCILIATION OF THE COMPUTATION OF NET CAPITAL
JUNE 30, 2009

Net capital - per Company’s unaudited X-17A-5 Part Il A Filing $ 3,078,753
Adjustments:

Increase in accrued expenses $( 33,243)

Increase in income taxes payable ( 6.500) (39,743)
Net capital - per report pursuant to Rule 17a-5(d) $ 3,039,010
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To the Officers and Directors
Domestic Securities, Inc.
Montvale, New Jersey

Gentlemen:

In planning and performing our audit of the financial statements of Domestic Securities, Inc. for
the year ended June 30, 2009, we considered its internal control structure, including procedures for
safeguarding securities, in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control structure.

Also, as required by Rule 17a-5(g) (1) of the Securities and Exchange Commission (‘the
Commission”), we have made a study of the practices and procedures (including tests of compliance with
such practices and procedures) followed by Domestic Securities, Inc. that we considered relevant to the
objectives stated in Rule 17a-5(g) in making the periodic computations of aggregate indebtedness and net
capital under Rule 17a-3(a) (Il) and in complying with the exemptive provisions of Rule 15¢3-3. We did not
review the practices and procedures followed by the Company (1) in making the quarterly securities
examinations, counts, verifications and comparisons, and the recordation of differences required by Rule
17a-13; (2) in complying with the requirements for prompt payment for securities under Section 8 of
Regulation T of the Board of Governors of the Federal Reserve System; and (3) in obtaining and
maintaining physical possession or control of all fully paid and excess margin securities of customers as
required by Rule 15¢3-3 because the Company does not carry security accounts for customers or perform
custodial functions relating to customer securities.

The management of the Company is responsible for establishing and maintaining an internal
control structure and the practices and procedures referred to in the preceding paragraph. In fulfilling this
responsibility, estimates and judgments by management are required to assess the expected benefits and
related costs of internal control structure policies and procedures and of the practices and procedures
referred to in the preceding paragraph and to assess whether those practices and procedures can be
expected to achieve the Commission’s above mentioned objectives. Two of the objectives of an internal
control structure and the practices and procedures are to provide management with reasonable, but not
absolute, assurance that assets for which the Company has responsibility are safeguarded against loss
from unauthorized use or disposition and that transactions are executed in accordance with management’s
authorization and recorded properly to permit preparation of financial statements in conformity with
generally accepted accounting principles. Rule 17a-5 (g) lists additional objectives of the practices and
procedures listed in the preceding paragraph.
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Because of inherent limitations in any internal control structure or the practices and procedures
referred to above, errors or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in conditions
or that the effectiveness of their design and operation may deteriorate.

Our consideration of the internal control structure would not necessarily disclose all matters in the
internal control structure that might be material weaknesses under standards established by the American
Institute of Certified Public Accountants. A material weakness is a condition in which the design or
operation of the specific internal control structure elements does not reduce to a relatively low level the risk
that errors or fraud in amounts that would be material in relation to the financial statements being audited
may occur and not be detected within a timely period by employees in the normal course of performing their
assigned functions. However, we noted no matters involving the internal control structure, including
procedures to determining compliance with the exemption provision of Rule 15¢3-3, that we consider to be
material weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the Commission to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices and
procedures that do not accomplish such objectives in all material respects indicate a material inadequacy
for such purposes. Based on this understanding and on our study, we believe that the Company'’s practices
and procedures were adequate at June 30, 2009, to meet the Commission’s objectives.

This report recognizes that it is not practicable in an organization the size of Domestic Securities,
inc. to achieve all the divisions of duties and cross-checks generally included in a system of internal
accounting control and that alternatively greater reliance must be placed on surveillance by management.

This report is intended solely for the use of the Board of Directors, management, the Securities

and Exchange Commission, and other regulatory agencies which rely on Rule 17a -5(g) under the
Securities and Exchange Act of 1934 in their regulation of registered brokers and dealers and should not be

used for any other purposes.
,OZ%;D/ Ac.
WOLI Z, LAFAZAN & COMPANY, P.C.

Rockville Centre, New York
September 23, 2009
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