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RBSM LLP

Accountants and Advisors

West 37th Street

9th Floor

New York New York 10018-6222

21 2.868.3669

212.868.3498/Fax

INDEPENDENT AUDITORS REPORT

the Board oh Directors

etwork Financial Securities Inc

New York New York

We hue audited the accompanying statement of financial condition of Network Financial Securities Inc the Company as of

.littie 30 2009 and the related statements of operations changes in stockholders equity and cash flows for the year then ended that

oit at-c tiling pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 These financial statements are the responsibility of

the Coinpattvs management Our responsibility is to express an opinion on these financial statements based on our audit

We conducted our audit iii 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

titsstatement An audit includes examining on test basis evidence supporting the amounts and disclosures in the financial

tatcn1ents An audit also includes assessing the accounting principles used and significant estimates made by management as well as

L\ aluatitie the overall financial statement presentation We believe that our audit provides reasonable basis for our opinion

As discussed in Note 15 to the financial statements the Company completed reverse merger transaction with International Smart

Sourcing Iiic ISSI As result of the reverse merger the Company became wholly owned subsidiary of ISS In our opinion

accounting principles generally accepted in the United States of America require that the Company be treated as the accounting

icquiter and the financial statements should include the consolidated financial condition and results of operations from the date of the

itteicer lithe financial statements of ISSI had been consolidated with those of the Company total assets and total liabilities would be

increased 5789.377 as ofiune 30 2009 and results of operations would be decreased by $34475 for the year then ended

in our opinion except for the effects of the reverse merger as discussed in the preceding paragraph the financial statements referred

to itt the first paragraph present fairly in all material respects the financial position of Network Securities Inc as of June 30 2009
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 America

our Audit was conducted for the
purpose of forming an opinion on the basic financial statements taken as whole The information

contained on pages li-lb is presented for the purposed of additional analysis and is not required part of the basic financial

tatemettis hut is supplementary information required by rule l7a-5 under the Securities Exchange Act of 1934 Such information has

been siibected 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 related to the basic financial statements taken as whole

New York NY Washington DC Philadelphia PA Miami FL Mumbai India

Member of Russell Bedford
Internatinal

with affiliated offices worldwide

New York New York

September 29 2009



NETWORK FINANCIAL SECURITIES INC
STATEMENT OF FINANCIAL CONDITION

June 30 2009

See Independent Auditors Report

ASSETS
Cash 67225

Deposit with clearing organization 751319

lue from affiliates 46881

Advances to registered representatives 65586

Other current assets 26600

Securities 84184

Iroperty and equipment net 12797

IOTAL ASSETS 1054592

LIABILITIES AND STOCKHOLDERS EQUITY
.IABILI lIES

Line olciedit 93000

Notes pa able 32469

Commissions payable 41303

Due to clearing organization 17477

Securities sold but not yet purchased at market 1215

Capital leases payable 13023

Accounts payable accrued expenses and other liabilities 259210

TOTAL LIABILITIES 457697

COMMIFMEiNIS AND CONTINGENCIES

lOCK IOLDERS EQUITY

Series Preferred stock $1.00 par value 8% coupon

1000000 shares authorized 215000 shares

issued and outstanding 215000

Series 13 Preferred stock $1.00 par value

4000000 shares authorized none issued and

Oiitstiiii ding

Common stock Class 5.01 par value

10000000 shares authorized 1643930 shares

issued and 1141.430 outstanding 16439

Common stock Class 5.01 par value non voting

2000.000 shares authorized 150878 shares

issued 140528 shares outstanding 1509

Common stock Class $01 par value

3000.000 shares authorized none issued and

outstanding

Additional paid-in capital 828112

licasury stock at cost Class 502500 shares

and Class 10.350 shares 5129
Accumulated defecit 459036

TOTAL STOCKHOLDERS EQUITY 596895

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY 1054592

the accompanying notes are an integral part of these Jmnancial statements
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NETWORK FINANCIAL SECURITIES INC
STATEMENT OF OPERATIONS
For the Year Ended June 30 2009

See Independent Auditors Report

RE Lix ES

nvestnicnt banking 15931 12

Lon1miSiOnS 939241

Investment advisory 293823
Interest and dividends 57262

Net dealer inventory gains 42477
IranslŁr tees and clearing services 33469

Other 1038

TOTAL REVENUES 2960422

OPERA FING EXPENSES

CommiSsions 1802141

kiuplo cc compensation and benefits 562218

.tice expenses 328846

Clearing lees 201844

Occupancy and related expenses 161726

Lommunications and data processing 151723

Professional fees 146482

Interest 37062

Deprecintion 12054

IOTA OPERATING EXPENSES 3404096

NET LOSS BEFORE INCOME TAXES 443674

PROVISION FOR INCOME TAXES

NET LOSS AFTER INCOME TAXES 443674

PREFERRED STOCK DIVIDENDS 4300

NET LOSS 447974

the accompanying notes are an integral part of these financial statements

-3-
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NETWORK FINANCIAL SECURITIES INC
STATEMENT OF CASH FLOWS
For the Year Ended June 30 2009

See Independent Auditors Report

CASH FLOWS FROM OPERATING ACTIVITIES

Ni loss 443674

Adjustments to reconcile net loss to net

cash used in operating activities

Depreciation 12054

Changes in operating assets and liabilities

leposit with clearing organization 2595

Iue from affiliates 189211

Advances to/from registered representatives 1595

Securities 49056

Commissions payable 16217

Due to clearing organization 17477

Securities sold but not yet purchased at market 4677

Accounts payable accrued expenses and other liabilities 90978

TOTAL ADJUSTMENTS 243960

NET CASH USED IN OPERATING ACTIVITIES 199714

CASH FLOWS USED IN INVESTING ACTIVITIES

CASh FLOWS FROM FINANCING ACTIVITIES

Proceeds from sale of common stock 100000

Repayment of notes payable 34979

liehrred dividends paid 4300

Repayment of capital lease 6462

Proceeds from capital contribution by parent 175000

NET CASH PROVIDED BY FINANCING ACTIVITIES 229259

IET INCREASE IN CASH 29545

H- Iteginning of year 37680

CASH- Lnd uI year 67225

SU1ILLMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid during year

Interest 4299

Income taxes 2222

the accompanying notes are an integral part of these financial Statements

-5-



NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2009

NC Organization

Network Financial Securities Inc the Company was organized as Texas corporation on March 15 1983 and is registered as

broker-dealer with the Securities and Exchange Commission SEC the State of Texas and various other states The Company is

an introducing broker-dealer that clears all transactions with and for customers on fully disclosed basis with clearing broker

Ihe Company is member of the Financial Industry Regulatory Authority FINRA

NOTE -Summary of Significant Accounting Policies

lJse of Estimates

the preparation of the financial statements in conformity with accounting principles generally accepted in the United States of

Aiieiica 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 as well as the reported amounts of revenues

and expenses during the reporting period Actual results could differ from those estimates

Revenue Recognition

Customer security transactions aiid the related commission income and expense are recorded as of the trade date Investment

banking revenues include gains losses and fees net of syndicate expenses arising from securities offerings in which the Company

acts as an underwriter or agent Investment banking revenues also include fees earned from providing financial advisory services

Investment banking management fees are recorded on the offering date sales concessions on the settlement date and underwriting

lees at the time the underwriting is completed and the income is reasonably determinable Customers who are financing their

transaction on margin are charged interest The Companys margin requirements are in accordance with the terms and conditions

iiiaiidatcd by its clearing firm The interest is billed on the average daily balance of the margin account

Net dealer inventory gains result from securities transactions entered into for the account and risk of the Company Net dealer

invcntory gains are recorded on trade date basis

the Company generally acts as an agent in executing customer orders to buy or sell listed and over-the-counter securities in which

it does not make market and charges commissions based on the services the Company provides to its customers In executing

customer orders to buy or sell security in which the Company makes market the Company may sell to or purchase from

customers at price that is substantially equal to the current inter-dealer market price plus or minus mark-up or mark-down The

Coiiipany may also act as agent and execute customers purchase or sale order with another broker-dealer market-maker at the

best mci-dealer market price available and charge commission Mark-ups mark-downs and commissions are generally priced

competitively based on the services it provides to its customers In each instance the commission charges mark-ups or mark
doons are in compliance with guidelines established by the FINRA

Marketable securities are carried at fair value with changes in value included in the statement of income in the period of change
Fair value is generally determined by quoted market prices Non-marketable securities are valued at fair value as determined by

manage neat

Cash and Cash Equivalents

The Company considers all highly liquid temporary cash investments with an original maturity of three months or less when

purchased to be cash equivalents

Propcrt and Equipment

Propert and equipment is recorded at cost Depreciation is calculated using the straight-line method based on the estimated useful

lives of the related assets which range from five to seven years Leasehold improvements are amortized using the straight-line

method over the shorter of the estimated useful lives of the assets or the terms of the leases Maintenance and repairs are charged to

expense as incurred costs of major additions and betterments that extend the useful life of the asset are capitalized When assets

are retired or otherwise disposed of the costs and related accumulated depreciation or amortization are removed from the accounts

and any gain or loss on disposal is recognized

-6-



NETWORK FINANCIAL SECURITIES INC
NOTES TO FiNANCIAL STATEMENTS

For the Year Ended June 30 2009

NOTE -Summary of Significant Accounting Policies continued

Fair Value of Financial Instruments

In January 2008 the Company adopted the provisions of SPAS No 157 Fair Value Measurements FAS 157 which defines

fair value for accounting purposes establishes framework for measuring fair value and expands disclosure requirements

regarding fair value measurements The Companys adoption of FAS 157 did not have material impact on its consolidated

financial statements Fair value is defined as an exit price which is the price that would be received upon sale of an asset or paid

upon transfer of liability in an orderly transaction between market participants at the measurement date The degree ofjudgment

utilized in measuring the fair value of assets and liabilities generally correlates to the level of pricing observability Financial

assets and liabilities with readily available actively quoted prices or for which fair value can be measured from actively quoted

prices in active markets generally have more pricing observability and require less judgment in measuring fair value Conversely

linancial assets and liabilities that are rarely traded or not quoted have less price observability and are generally measured at fair

value using valuation models that require more judgment These valuation techniques involve some level of management

estimation and judgment the degree of which is dependent on the price transparency of the asset liability or market and the nature

of the asset or liability The Company has categorized its financial assets and liabilities measured at fair value into three-level

hierarchy in accordance with FAS 157

mpnrment of Loni.-Lived Assets

Ihe ompany assesses the recoverability of its long lived assets including property and equipment when there are indications that

the assets might be impaired When evaluating assets for potential impairment the Company first compares the carrying amount of

the asset to the assets estimated future cash flows undiscounted and without interest charges If the estimated future cash flows

used in this analysis are less than the carrying amount of the asset an impairment loss calculation is prepared The impairment loss

calculation compares the carrying amount of the asset to the assets estimated future cash flows discounted and with interest

charges lithe carrying amount exceeds the assets estimated futures cash flows discounted and with interest charges the loss is

allocated to the long-lived assets of the group on pro rata basis using the relative carrying amounts of those assets Based on its

assessments the Company did not incur any impairment charges for the year ended June 30 2009

Concentrations of Credit Risk

The ompany is engaged in trading and providing broad range of securities brokerage and investment services to diverse group

of retail and institutional clientele as well as corporate finance and investment banking services to corporations and businesses

Coutiterparties to the Companys business activities include broker-dealers and clearing organizations banks and other financial

institutions The Company uses clearing brokers to process transactions and maintain customer accounts on fee basis for the

Company Company uses one clearing broker for substantially all of its business The Company permits the clearing firms to

extend credit to its clientele secured by cash and securities in the clients account The Companys exposure to credit risk

associated with the non-performance by its customers and counterparties in fulfilling their contractual obligations can be directly

inipacted by volatile or illiquid trading markets which may impair the ability of customers and counterparties to satisfy their

obligations to the Company The Company has agreed to indemnify the clearing brokers for losses they incur while extending

credit to the Companys clients It is the Companys policy to review as necessary the credit standing of its customers and each

counterparty Amounts due from customers that are considered uncollectible by the clearing broker are charged back to the

Company by the clearing broker when such amounts become determinable

Upon nolilicat ion of charge back such amounts in total or in part are then either collected from the customers ii charged to

the broker initiating the transaction and included in other receivables in the accompanying balance sheet and/or iii charged as an

expense in the accompanying statements of operations based on the particular facts and circumstances

he iiiaximum potential amount for future payments that the Company could be required to pay under this indemnification cannot

be estiiiiated However the Company believes that it is unlikely it will have to make any material payments under these

arrangements and has not recorded any contingent liability in the financial statements for this indemnification

The Company maintains cash with major financial institutions The Federal Deposit Insurance Corporation FDIC insures up to

100.000 at each institution and after October 2008 up to $250000 are insured by the FDIC at each institution At times such

amounts may exceed the FDIC limits At June 30 2008 and 2007 the uninsured cash bank balance was approximately $0 and

tOO-IOU respectively The Company believes it is not exposed to any significant credit risks for cash



NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2009

NOIF -Summary of Significant Accounting Policies continued

Advances to Registered Representatives

Ihe Company extends unsecured credit in the normal course of business to its registered representatives The determination of the

amount of uncollectible accounts is based on the amount of credit extended and the length of time each receivable has been

outstanding as it relates to each individual registered representative The allowance for uncollectible amounts reflects the amount

of loss that can be reasonably estimated by management and is included as part of operating expenses in the accompanying

statements of operations As of June 30 2009 the Company has reserved approximately $90100 for any potential non-collection

Advertising Costs

Advertising costs are expensed as incurred Advertising costs which are included in selling general and administrative expenses

were deemed to he nominal during each of tile reporting periods

Income Taxes

The Company accounts for income taxes under the provisions of Statement of Financial Accounting Standards No 109

Accounting for Income Taxes SFAS No 109 SFAS No 109 requires the recognition of deferred tax assets and liabilities for

both the expected impact of differences between the financial statements and tax basis of assets and liabilities and for the expected

linure tax benefit to be derived from tax loss and tax credit carry forwards SFAS No 109 additionally requires the establishment

ota aluation allowance to reflect the likelihood of realization of deferred tax assets

Income Taxes continued

In June 2006 the FASB issued Interpretation No 48 Accounting for Uncertainty in Income Taxes An interpretation of FASB

Statement No 109 FIN 48 FIN 48 clarifies the accounting for uncertainty in income taxes recognized in an enterprises

financial statements in accordance with Statement of Financial Accounting Standards No 109 Accounting for Income Taxes

Ihis Interpretation prescribes recognition threshold and measurement attribute for the financial statement recognition and

measurement of tax position taken or expected to be taken in tax return This Interpretation also provides guidance on de

recognition classification interest and penalties accounting in interim periods disclosure and transition The Company adopted

the provisions of Fin 48 effective July 2007 the adoption of the provisions of FIN 48 did not have material impact on the

Companys financial position and results of operations As of June 30 2008 no liability for unrecognized tax benefits was required

to he recorded

NOt -Securities Owned and Securities Sold But Not Yet Purchased At Market

Ihe lollowing table shows the market values of the Companys investment securities owned and securities sold but not yet

purchased us of June 30 2009

Securities

Securities sold but not

Owned Purchased

Corporate stocks 84184 $1215

Securities sold but not yet purchased commit the Company to deliver specified securities at predetermined prices The transactions

may result in market risk since to satisfy the obligation the Company must acquire the securities at market prices which may
exceed the values reflected in the statements of financial condition

NOTF Deposit with Clearing Organization

hilloving represents amounts on deposit with Southwest Securities Inc Southwest with the Companys clearing broker

inventory account

Cash 417034

Marketable securities 334285

751319

-8-



NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2009

NOEL -Deposit with Clearing Organization continued

lIie marketable securities are primarily comprised of corporate stocks Marketable securities on deposit with Southwest Securities

are reflected at lI.ir value The Company is required to maintain balance of $750000 with the clearing organization of cash and

securities

icr the year ended June 30 2009 the Company used the services of Southwest to clear its brokerage business The Company
incurred charges of approxiniately $202000 under this arrangement for the year ended June 30 2009

NOTE -Due to Affiliated Companies

As ci June 30 2009 due to affiliated companies consisted of the following

Legends property development 1330

Network Financial Advisors Inc 4867

NetorL Financial Assurance Inc 803

National Financial Services Group Inc 39881

46881

Represents expenses paid on behalf of an affiliated company whose directors are officers and shareholders of the

Company

Represents amounts due from an affiliated company whose officers and shareholders are officers and shareholders of

the Company

NOTE -Properly arid Equipment

Property and equipment net consists of the following at June 30 2009

Equipment 115363

turn tore and fixtures 31251

loud 146614

ess accumulated depreciation 133817

Property and Equipment Net 12797

Depreciation expense Ibr the year ended June 30 2009 was approximately $12054

NOTE -Capital Lease Obligation

As ci June 30 2009 the Company has equipment under capital lease expiring in August 2012 The asset and liability under the

capital lease are recorded at the lower of the present value of the minimum lease payments or the fair value of the asset The asset

is included in property and equipment and is amortized over the estimated life of the asset The interest rate under the lease is

660 and is niputed based on the lessors implicit rate of return The following is summary of property held under capital

leases

-9-



NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2009

NOEL -ipital Lease Obligation continued

Machinery and equipment 22570

Less accumulated depreciation 7470

Property held under capital lease net 15100

lepreciation of assets held under the capital lease is included in depreciation expense

Capital lease payable in monthly installments of $532 including interest through August 2012 secured by office equipment with

cost oHS22.570 and accumulated depreciation of $7470

At June 30 2009 annual minimum future lease payments under the capital lease are as follows

Fiscal Yea Ending

June 30 Amount

2010 6387

2011 6387

2012 249

otal minimum lease payments 13023

NUlL -Line of Credit Bank

fhe Companvs bank line is payable on demand The maximum amount the Company could borrow is $100000 indebtedness

tinder the line of credit provides for interest at the banks prime rate plus 1.0% As of June 30 2009 the amount outstanding

under this credit facility was $93000 Indebtedness under the credit agreement is collateralized by substantially all of the assets of

the Company and officers personal guarantee

As of the
year ended June 30 2009 the Company was in default of the terms on the line of credit Subsequent to the year end the

Coiiipanv negotiated payment plan to pay down the balance to correct the default

NO1E -Notes Payable

Eluder the terms of settlement agreement entered into with the NASD in July 2007 for monetary sanctions imposed against

certain employees who are officers and shareholders of the Company See Note 14 As of June 30 2009 notes payable consists

of as follows

Now payable to FINRA in monthly installments of $900 per month 1146

including interest at rate of 11.25% through August 2009

Note payable to FINRA in monthly installments of $2500 per month

including interest at rate of 11.25% through August 2010 31323

32469

-10-



NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2009

NOTE -Notes Payable continued

Maturities of long-term debt at June 30 2009 for the next five years and in the aggregate are follows

Fiscal Year Ending

June 30 Amount

2010 29031

2011 3438

32469

OiL --Advances to officers

he Company had Advances to officers of 106922 for the
year ended June 30 2009 The Company recorded an allowance for

the collectability for the full balance receivable from the officers

NO1E II -Income laxes

Eftctive July 1.2007 the company adopted the provisions ofFin48 Fin 48 prescribes recognition threshold and measurement

attribute for the financial statement recognition and measurement of tax positions taken or expected to be taken in tax return For

those benefits to be recognized tax position must be more-likely-than-not to be sustained upon examination by taxing

authorities Differences between tax positions taken or expected to be taken in tax return and the benefit recognized and

measured pursuant to the interpretation are referred to as unrecognized benefits liability is recognized or amount of net

operating loss carry forward or amount of tax refundable is reduced for an unrecognized tax benefit because it represents an

enterprises potential future obligation to the taxing authority for tax position that was not recognized as result of applying the

pro\ isions of FIN 48

In accordance with FIN 48 interest costs related to unrecognized tax benefits are required to be calculated if applicable and

would be classified as Interest expense net in the statements of operations Penalties would be recognized as component of

Ieneral and administrative expenses

lii many cases the companys uncertain tax positions are related to tax years
that remain subject to examination by relevant tax

authorities The Company files income tax returns in the United States federal and in various state and local jurisdictions In

most instances the Company is no longer subject to federal state and local income tax examinations by tax authorities for years

prior to 2003

he adoption of the provisions of FIN 48 did not have material impact on the Companys financial position and results of

operations As olJune 30 2009 no liability for unrecognized tax benefits was required to be recorded

As of June 30 2009 the Company had net operating loss carryforwards available to offset future taxable income respectively

lhese net operating losses which if not utilized begin expiring in 2028 At June 30 2009 the Company has deferred tax asset

vhich consists primarily of temporary differences relating to net operating losses Deferred income taxes reflect the net tax effects

of operating loss and tax credit carryforwards and temporary differences between carrying amounts of assets and liabilities for

financial reporting purposes and the amounts used for income tax purposes In assessing the realization of deferred tax assets

management considers whether it is more likely than not that some portion or all of the deferred tax assets will not be realized

The ultimate realization of deferred tax assets is dependent upon the generation of future taxable income during the periods in

which temporary difierences representing net future deductible amounts become deductible SFAS No 109 requires that

valuation allowance be established when it is more likely than not that all or portion of deferred tax assets will not be

realized

review of all available positive and negative evidence needs to be considered including companys performance the market

envil-onment in which the company operates the length of carryback and carryforward periods and expectations of future profits

etc

llie Company believes that uncertainty exists with respect to future realization of the deferred tax assets and has established

.iiluatioii allowance fbr the foil amount as of June 30 2009

Il



NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2009

NOTE -Benefit Contribution Plan

The Company sponsors 401k profit sharing plan that covers substantially all of its employees The plan provides for

disci-etionary annual contribution and is allocated in proportion to compensation In addition each participant may elect to

contribute to the Plan by way of salary deduction An employee becomes fully vested in the Companys contribution after

years participant is fully vested in their own contributions For the year ended June 30 2009 the Company made no

discretionary contributions to the Plan

NOTE 13 -Stockholders Equity

Shares Authorized

The Companys authorized number of shares of capital stock is 20000000 issuable in series with rights preferences privileges

and restrictions as determined by the Board of Directors

Series Pre1irred Stock

As of June 30 2009 the Company has 1000000 shares authorized of 8% Series preferred stock $1.00 par value and 215000

shares are outstanding

The Series preferred stock is redeemable at the option of the Companys Board of Directors at 125% of the issuance price plus

any dividends earned but unpaid and after one year outstanding The Series preferred stock is non-voting and non-cumulative

Of tire 15000 shares issued 130000 shares are owned by National Financial Services Group Inc an affiliated Company whose

officers and shareholders are officers and shareholders of the Company Accordingly the value of these shares has been

eliniinated For the year ended June 30 2009 the Company paid $4300 in dividends with respect to the preferred stock

Flie preferred stock shareholders are entitled to bonus dividend at the discretion of the board of directors based on the

profitability of the firms market making investment activities minus certain deductions No bonus dividends were declared for the

sear ended June 30 2009

Series Preferred Stock

As of June 30 2009 the Company has 4000000 shares authorized of Series preferred stock $1.00 par value none issued and

outstanding The class preferred stock is non-voting

Class Common Stock

As of June 30 2009 the Company has 10000000 shares of class common stock $0.01 par value authorized 1643930 shares

are issued and 141430 shares are outstanding The class common stock is voting

On November 2O 2008 the Company sold 25000 shares of its class common stock common stock to Network Financial

Advisors Inc for gross proceeds of $50000

On iebruary 06 2009 the Company sold 25000 shares of its class common stock common stock to an investor for gross

proceeds of S50.000

Class Common Stock

As niJune 30 2009 the Company has 2000000 shares of class common stock $0.01 par value authorized 150878 shares are

issued and 140528 shares are outstanding The class common stock is non-voting and is convertible to class voting stock on

ratio upon 75% member approval of the Board of Directors

Class Common Stock

As of June 30 2009 the Company has 3000000 shares of class common stock $0.01 par value authorized none issued and

outstanding The class common stock is non-voting
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NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2009

NOTE 14 -Commitments and Contingencies

Lit igat ion

The Company may be involved in legal proceedings in the ordinary course of business Such matters are subject to many

uncertainties and outcomes are not predictable with assurance The Company currently is not involved in any legal proceedings

which are not in the ordinary course of business

Enforcement Actions

In July 2007 the Company entered into settlement agreement with the NASD for monetary sanctions imposed against certain

employees who are officers and shareholders of the Company The monetary sanctions amounted in the aggregate to $129900
ihe term of the settlement agreement allowed the Company to follow an installment arrangement Principal terms of the

arrangement required down payment of 25% The remaining balance is to be paid over term ranging from 24 to 36 months

Interest is to be paid at rate of approximately 11.25%
per annum See Note

Lease Commitments

The Company eases its corporate office facility under an operating lease expiring in June 2010 As of July 30 2009 the Company

assigned the rights of this corporate office facility to the parent Network Financial Group Inc See Note 15 All outstanding

batances owed were paid prior to the assignment

Rent expense for the year ended June 30 2009 was $148100

NOTE Merger

on tine 2009 the Company completed merger transaction with International Smart Sourcing Inc ISSI an inactive

publicly registered shell corporation with no significant assets or operations ISSI was incorporated in February 1998 in

Delaware As result of the reverse merger Network Financial Securities Inc NETW became wholly owned subsidiary

of ISSI and the current assets of NETW were merged with ISSI with the exception of the following entities which have been

deemed to be variable interest entities VIEs by NETW Network Financial Advisors Inc Network Financial Assurance

Inc National Financial Services Group Inc and Shark Rivers Investors LLC The Network Financial Securities Inc

Shareholders acquired control of ISSI

Upon completion of the reverse merger transaction ISSI changed its name to Network Financial Group Inc

The effects of this reverse merger are not reflected in these financial statements and the related Independent Auditors report

reflect this departure from the accounting principles generally accepted in the United States of America

The Company was required to file with the Financial Industry Regulatory Authority FINRA an application pursuant to

FINRA Rule 1017 the 1017 Application to obtain approval for the sale ofup to one hundred percent 100% of the Company
The Company filed the initial 1017 Application on February 2009 subsequently withdrew the 1017 Application and re-filed

the 1017 application on April 2009 FINRA gave The Company comments on the 1017 Application which the Company has

been responding to To date FINRA has not yet approved the 1017 Application but the Company believes that such approval will

be obtained ISSI will file an amended Form BD with FNRA and any required states indicating the change in ownership of the

Cotiipany and listing the current officers and directors In the event that the approval is not obtained FINRA could require the

Company to unwind the merger

NOTE 16--Fair Value Measurements

Ltictive January 2008 we adopted the provisions of Statement of Financial Accounting Standards No 157 Fair Value

Measurements SFAS No 157 for our financial assets and liabilities The adoption of this portion of SFAS No 157 did not

have any effect on our financial position or results of operations and we do not expect the adoption of the provisions of SFAS

No 157 relutcd to non-finoncial assets and liabilities to have an effect on our financial position or results of operations

Various inputs are used in determining the fair value of our financial assets and liabilities and are summarized into three broad

catcories
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NETWORK FINANCIAL SECURITIES INC
NOTES TO FINANCIAL STATEMENTS

For the Year Ended June 30 2009

NOTE 16 Fair Value Measurements continued

Level quoted prices in active markets for identical securities

Level other significant observable inputs including quoted prices for similar securities interest rates prepayment speeds

credit risk etc and

Level significant unobservable inputs including our own assumptions in determining fair value

1he inputs or methodology used for valuing securities are not necessarily an indication of the risk associated with investing in

those securities

The fair value of our trading and our marketable investment securities is determined based on quoted market prices Securities

traded on national securities exchange or reported on the NASDAQ national market are stated at the last reported sales price on

the day of valuation other securities traded in the over-the-counter market and listed securities for which no sale was reported on

that date are stated at the last quoted bid price

Following are the disclosures related to our financial assets as of June 30 2009 pursuant to SFAS No 157

Level Level Level Assets at fair

value

Cash and cash equivalents 67225 67225

Deposits with clearing organization 751319 751319

Securities held for resale at market 84184 84184

Note payable 32469 32469

Total 902728 32469 935197

NOll 17 -Net Capital Requirements

Ihe Company is registered broker-dealer and is subject to the SECs Uniform Net Capital Rule 15c3-l This requires that the

Company maintain minimum net capital of $100000 and also requires that the ratio of aggregate indebtedness as defined to net

capital shall not exceed 15 to

As oliune 30 2009 the Companys net capital exceeded the requirement by approximately $111834

Advances dividend payments and other equity withdrawals are restricted by the regulations of the SEC and other regulatory

agencies are subject to certain notification and other provisions of the net capital rules of the SEC The Company qualifies under

the exemptive provisions of Rule 15c3-3 as the Company does not carry security accounts for customers or perform custodial

functions related to customer securities
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NETWORK FINANCIAL SECURITIES INC
COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION
AS OF JUNE 30 2009

NET CAPITAL

lotal stockholders equity 596895

Decuctions and/or charges

Non-allowable assets

Due from related parties 46881

Property and equipment 12797

Other assets 113136

172814

NET CAPITAL BEFORE HAIRCUTS AND SECURITIES 211834

1-laircuts of securities

Trading and investment securities

Other securities 38705

Blockage charges 173542

212247

NET CAPITAL 211834

COMIU FATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required 100000

Excess net capital 111834

Excess net capital at 1000% 50434

AGGREGATE INDEBTEDNESS

Items included in statement of financial condition

Line of credit 93000

Notes payable 32469

Lease payable 13023

Accounts payable and accrues expenses 259210

Payable to registered representatives 41303

Due to affiliates 175000

TOTAL AGGREGATE INDEBTEDNESS 614005

Ratio aggregate indebtedness to net capital 1.8 to
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NETWORK FINANCIAL SECURITIES INC
COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION

AS OF JUNE 30 2009

RECONCI LATION WITH COMPANYS COMPUTATION
Included ill Part II of Form X-17a-5 as ofiune 30 2009

No iiiaterial differences exist between the above computation and the computation on the unaudited focus pursuant

to Rule 17a-5

COMP1JTATION FOR DETERMINATION OF RESERVE REQUIREMENTS UNDER RULE 15c3-3

The Company is exempt from the provision of rule I5c3-3 and for the year ended June 30 2009 the Company was

in compliance with the conditions of exemption
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IN DEPENDENT AUDITORS REPORT ON INTERNAL ACCOUNTING CONTROL

oit rd ol rectors

Netorl Financial Securities Inc

In planning and performing our audit of the financial statements and supplemental schedules of Network Financial Securities Inc

tihe Coiupan for the year ended June 30 2009 we considered its internal control including control activities for safeguarding

securitle in order to determine our auditing procedures for the purpose of expressing our opinion on the financial statements and not

to pros dc assurance on internal control

Also as required by rule 17a-5gl of the Securities and Exchange Commission SEC we have made study of the practices and

rocedLiies followed by the Company including tested of such practices and procedures that we considered relevant to the objectives

stated in rule l7a-5g in making the periodic computations of aggregate indebtedness and net capital under rule 17a-3all and for

leternuning compliance with the exemptive provisions of rule l5c3-3 Because the Company does not carry securities accounts for

customers br perfbrrn custodial functions relating to customer securities we did not review the practices and procedures followed by

the Compan in ans of the following

Making quarterly securities examinations counts verifications and comparisons

Recordation of differences required by rule 17a-13

Complying with the requirements of prompt payment for securities under section of Federal Reserve Regulation

of the Board olGovernors of the Federal Reserve System

he maiiageillent of the Company is responsible for establishing and maintaining internal control and the practices and procedures

eterred to in the preceding paragraph In fulfilling this responsibility estimates and judgments by management are required to assess

the epeeted benefits and related costs of controls and of the practices and procedures referred to in preceding paragraph and to assess

hether those practices and procedures can be expected to achieve the SECs above-mentioned objectives Two of the objectives of

internal control and the practices and procedures are to provide management with reasonable but not absolute assurance that assets for

\shicl the Company has responsibility are safeguarded against loss from unauthorized use or disposition and that transactions are

cectited In accordance with managements authorization and recorded properly to permit the preparation of financial statements in

coniormity with generally accepted accounting principles Rule l7a-5g lists additional objectives of the practices and procedures

sled ii the preceding paragraph

lecaiise ol inherent limitations in internal control or the practices and procedures referred to above errors or fraud may occur and not

he detected Also propection of any evaluation of them to future periods is subject to the risk that they become inadequate because of

chiiiges in conditions or that the effectiveness of their design and operation may deteriorate

Our consideration of internal control would not necessarily disclose all matters in internal control that might be material weaknesses

under standards established by the American Institute of Certified Public Accountants material weakness is condition in which

the design or operation of the specific internal control components does not reduce to relatively low level the risk that error or fraud

in ainouiits that would be material in relation of the financial statements being audited may occur and not be detected within timely

period employees in the normal course of performing their assigned functions

\cept or weaknesses identified related to segregation of duties related to the limited resources and number of employees in the

acco1iniing function we noted no matters involving the internal control including control activities for safeguarding securities that

consider to be material weakness as defined above

New York NY Washington DC Philadelphia PA Miami FL Mumbai India

Member of Russell Bedford
tnternatiiaI

with affiliated offices worldwide



We understand that practices and procedures that accomplish the objectives referred to in the second paragraph of this report are

considerably by the SEC to be adequate for its purpose 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 material

inadequacy for such purposes Based on this understanding and on our study we believe that the Companys practices and procedures

erc adequate at June 30 2009 to meet the SECs objectives

Ihis
report is intended solely for the information and use of Board of Directors management the SEC FINRA and other regulatory

agencies that rely on rule 17a-5g under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers and

is not intended to be and should not be used by anyone other than these specified parties

qcsssd LLq
RBSM LLP
New York New York

September 29 2009
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