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OATH OR AFFIRMATION

). Kevin DeRosa . sweas (o1 affirm) thai, 10 the best of

my knowledge and belief the accompanying financial statement and supporiing schedules pertaming 1o the firm of

Garden State Securities, Inc. . as
of December 31 . 2009 . are rue and correct. ) funther swear (or affirm) 1tha

neither the company nor any parnner, proprietor, principal officer or director has any proprietary interest in any account
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Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

O (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consohdation.
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INDEPENDENT AUDITOR’S REPORT

To the Officers and Directors of
Garden State Securities, Inc.
1540 Route 138, Suite 303

Wall Township, NJ 07719

We have audited the accompanying statement of financial condition of Garden State Securities, Inc. (the
“Company”) as of December 31, 2009. This financial statement is the responsibility of the Company’s
management. Our responsibility is to express an opinion on this financial statement based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the statement of
financial condition is free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the statement of financial condition. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating
the overall statement of financial condition presentation. We believe that our audit of the statement of
financial condition provides a reasonable basis for our opinion.

In our opinion, the statement of financial condition referred to above presents fairly, in all material respects,
the financial position of Garden State Securities, Inc. as of December 31, 2009, in conformity with U.S.
generally accepted accounting principles.

% e & O feo

New York, New York
February 23,2010



GARDEN STATE SECURITIES, INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2009

ASSETS

Cash $ 1.275,774
Securities owned, at fair value 4,669
Receivable from clearing firms 959,314
Deposit with clearing firms 115,000
Investment in non-marketable securities, at fair value 104,381
Furniture and equipment, Jess accumulated depreciation

of $256,205 46,710
Leasehold improvements, less

accumulated amontization of $26,697 108,322
Security deposits 65,048
Prepaid expenses 88,598
Due from related entities 30,241

Other assets 2.917

Total assets 3 2,800,974

LIABILITIES, SUBORDINATED BORROWINGS AND STOCKHOLDERS’ EQUITY

Liabilities
Accounts payable and accrued expenses $ 1,446,622
Short-term borrowings 62,062

Due 10 related entity 20,938

1,529,622

Subordinated borrowings

Subordinated loan agreements 330,500

Commitments and contingencies

Stockholders’ equity
Common stock - no par value

Authorized: 1,000 shares
Issued and outstanding: 1,000 shares 40,000
Additional paid-in capital 732,706

Retained earnings 168.146

Total stockholders’ equity 940.852

Total liabilities, subordinated
borrowings and stockholders’ equity $ 2,800,974

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



GARDEN STATE SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009

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

Garden State Securities, Inc. (the “Company™), a broker-dealer, is a market maker on NASDAQ
engaged in agency, investment banking and private placement transactions. The Company clears
securities transactions through two clearing firms on a fully-disclosed basis in compliance with the
exemptive provisions of the Securities and Exchange Commission (“SEC”) Rule 15¢3-1(k)}(2)(i1),
which provides that the clearing firm carry all of the accounts of the customers, maintain and preserve
all related books and records.

Revenue Recognition

Securities transactions (and the related commissions, revenues and expenses) are recorded on a
settlement-date basis, generally the third business day following the transaction date, except for
options which settle one day afier the transaction. There is no material difference in reporting
securities transactions between the trade and settlement dates.

Valuation of Securities Owned and Sold, Not Yet Purchased, at Fair Value —
Definition & Hierarchy

The Company adopted Topic ASC 820 (formerly Statement of Financial Accounting Standards No.
157, “Fair Value Measurements " (“SFAS 1577)). effective January 1, 2008. Under SFAS 157, fair
value is defined as the price that would be received to sell an asset or paid to transfer a liability (i.e.,
the “exit price”) in an orderly transaction between market participants at the measurement date.

In determining fair value, the Company uses various valuation approaches. SFAS 157 establishes a
fair value hierarchy for inputs used in measuring fair value that maximizes the use of observable
inputs and minimizes the use of unobservable inputs by requiring that the most observable inputs be
used when available. Observable mnputs are those that market participants would use in pricing the
asset or liability based on market data obtained from sources independent of the Company.
Unobservable inputs reflect the Company’s assumptions about the inputs market participants would
use n pricing the asset or hability developed based on the best information available in the
circumstances.  The fair value hierarchy is categorized into three levels based on the inputs as
follows:

* Level 1 - Valuations based on unadjusted quoted prices in active markets for identical assets
or liabilities that the Company has the ability to access. Valuation adjustments and block
discounts are not applied to Level 1 securities. Since valuations are based on quoted prices
that are readily and regularly available in an active market, valuation of these securities does
not entail a significant degree of judgment.

* Level 2 — Valuations based on quoted prices in markets that are not active or for which all
significant inputs are observable, either directly or indirectly

* Level 3 - Valuations based on inputs that are unobservable and significant to the overall fair
value measurement.

The availability of valuation techniques and observable inputs can vary from security to security and
i1s affected by a wide variety of factors including, the type of security, whether the security is new and
not yet established in the marketplace, and other characteristics particular to the transaction. To the



GARDEN STATE SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31,2009

Note 1 - Nature of Business and Summary of Significant Accounting Policies (Continued)

Valuation of Securities Owned and Sold, Not Yet Purchased, at Fair Value —
Definition & Hierarchy (Continued)

extent that valuation is based on models or nputs that are less observable or unobservable in the
market, the determination of fair value requires more judgment. Those estimated values do not
necessarily represent the amounts that may be ulimately realized due to the occurrence of future
circumstances that cannot be reasonably determined. Because of the inherent uncertainty of
valuation, those estimated values may be materially higher or lower than the values that would have
been used had a ready market for the securities existed. Accordingly, the degree of Jjudgment
exercised by the Company in determining fair value is greatest for securities categorized in Level 3.
In certain cases, the inputs used to measure fair value may fall into different levels of the fair value
hierarchy. In such cases, for disclosure purposes, the level in the fair value hierarchy within which
the fair value measurement in its entirety falls, is determined based on the Jowest level input that is
significant to the fair value measurement.

Fair value is a market-based measure considered from the perspective of a market participant rather
than an entity-specific measure. Therefore, even when market assumptions are not readily available,
the Company’s own assumptions are set 1o reflect those that market participants would use in pricing
the asset or liability at the measurement date. The Company uses prices and inputs that are current as
of the measurement date, including periods of market dislocation. In periods of market dislocation,
the observability of prices and inputs may be reduced for many securities. This condition could cause
a security to be reclassified to a lower level within the fair value hierarchy.

Property & Equipment

Depreciation of property and equipment, recorded at cost, is computed on the straight-line method
over an estimated useful life of five years.

Cash

The Company maintains its cash in bank deposit accounts at one financial institution. Accounts are
insured by the Federal Deposit-Insurance Corporation-up to $250,000. The bank accounts, at times,
are expected to exceed federally insured limits. The Company has not experienced any losses on
such accounts.

Income Taxes

The Company has made no provision for federal and state income taxes as the Company reports its
taxable income as a “S” Corporation under the Internal Revenue Code and will file its New Jersey tax
return as a S Corporation pursuant 1o the retroactive S Corporation election effective January 1, 2009.

Effective January 1, 2009, the Company adopted ASC 740-10-50, “Accounting for Uncertain Tax
Positions”, formerly FASB Interpretation No. 48 (“FIN48”).

The Company recognizes the tax benefits of uncertain tax positions only where the positions are
“more-likely-than-not” to be sustained assuming examination by tax authorities and determined to be
attributed to the Company. The determination of attribution, if any, applies for each Jurisdiction
where the Company is subject to income taxes on the basis of tax laws and regulations of the
Jurisdiction. The application of tax laws and regulations is subject to legal and factual interpretation,



GARDEN STATE SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009

Note 1 - Nature of Business and Summary of Significant Accounting Policies (Continued)
Income Taxes (Continued)

Judgment and uncertainty. Tax laws and regulations themselves are subject to change as a result of
changes in fiscal policy, changes in legislation, the evolution of regulations and coun rulings.
Therefore, the actual liability of the various Jurisdictions may be matenially different from
management’s esimate which is zero as of December 31, 2008 and 2009.

Management has analyzed the Company’s tax positions, and has concluded that no lability for
unrecognized tax benefits should be recorded for related tax positions taken on returns filed for open
years 2005-2008. or expected to be taken in year 2009 tax returns. The Company identifies its major
tax jurisdictions as U.S. Federal and New Jersey where the Company operates. The Company is not
aware of any tax positions for which is reasonably possible that the total amounts of unrecognized tax
benefits will change materially in the next 12 months.

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 disclosure of contingent assets and liabilities at the date of the financial
Statements and the reported amounts of revenues and expenses during the reporting period.

Recent Accounting Pronouncements

In June 2009, the FASB issued under ASC Topic 810-Consolidation, SFAS No. 167. an amendment
to FASB Interpretation 46(R), "Consolidation of Variable Interest Entities”. The Slatement requires
an entity to perform an analysis to determine whether the entity’s variable interest give it a controlling
financial interest in a variable interest entity by rationalizing characteristics that would give it power
to direct the activities of a variable nterest entity and the obligation to absorb losses or the right to

statement is effective for years beginning after November 15, 2009 and is not expected to have a
material effect on the Company’s financial statements.

Note 2 - Fair Value Measurements of Securities Owned & Investments in Non-Marketable Securities

Securities owned totaling $4,669 are categorized as Level 1 securities based upon the fair value
hierarchy in accordance with SFAS 157.

The inputs and methodology used in valuing the following securities are not necessarily an indication
of the risks associated with investing in those securities.

Investments in non-marketable securities totaling $104,381 consist mainly of restricted equity
securities and warrants and are categorized as Level 3 securities based upon the fair value hierarchy
In accordance with SFAS 157. The changes in Level 3 investments measured at fair value on a
recurring basis are summarized below:

Purchases $ 229,356
Sales (216,944)
Realized and unrealized gains (net)

included in eamnings 91.969

Ending balance b 104,381



GARDEN STATE SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31. 2009

Note 2 - Fair Value Measurements of Securities Owned & Investments in Non-Marketable Securities
(Continued)

2009 and the change in unrealized gains or Josses relating 10 investments held at year end totaled
$87.606.

The sales of Level 3 securities resulted in a $179.575 realized gain for the year ended December 31,

Note 3 - Subordipnated Borrowings

Borrowings subordinated 1o the claims of general creditors are covered by agreements approved by
the Financial Industry Regulatory Authority (“FINRA”) and are thus available in computing net
capital. To the extent that such borrowings are required for the Company’s continued compliance
with minimum net capital requirements, they may not be repaid. Subordinated borrowings follow:

Annual
Interest
Amount Due Date Rate
Subordinated Loan Agreement $ 300,000 06-30-15 Libor + 3.5%
Subordinated Loan Agreement . 23,000 04-30-12 8%
Subordinated Loan Agreement 7.500 04-30-12 8%

330,500

The subordinated loan agreement totaling $300,000 provides for six (6) equal annual payments of
$50.000 with the first payment due June 30, 2010.

Note 4 - Commitments and Contingencies
Litigation and Regulatory Inquiries

In the normal course of business, the Company is subject to regulatory inquiries and legal actions
incidental 1o its securities business. The Company believes, after consultation with counsel, that the
resolution or the ultimate outcomes of these matters are not expected to have a material adverse effect
on the financial condition of the Company. However, the Company has accrued approximately

$45,000 for possible settlements. Nevertheless, due to uncertainties in the litigation process, it is

reasonably possible that management’s view of the outcome in these matters could change in the near
future.

consolidated into one location. In February 2010, the Company entered into a new lease agreement
(to be effective April 1, 2010), scheduled to expire March 2016 with an option to renew for five
years. The future aggregate minimum annual rental payments under these leases are as follows:



GARDEN STATE SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009

Note 4 - Commitments and Contingencies (Continued)

Leases (Continued)

Year Ending

September 30 Amount
2010 $ 201,000
2011 231.000
2012 232.000
2013 250,000
2014 256,000

2015 & thereafter 320,000

1,490,000

Rent expense. including maintenance and real estate taxes, for the year amounted to $124.461.

Clearing Broker Agreement

Effective June 2008, the Company entered into a five-year clearing agreement with RBC Dain CS
(“RBC™), which provides a termination fee of $10,000 per month for each remaining month of the

term upon cancellation of agreement by either party.

Note S - Net Capital Requirements

The capital ratio was 214% versus an allowable maximum of 1500%, under the rules of the SEC.
The Company’s net capital requirements under SEC Rule 15¢3-1 were $101,975. The net capital of

$713,906 was $611,931 in excess of the minimum net capital requirements.

Note 6 - Financial Instruments with Off-Balance-Sheet Credit Risk

As a securities broker, the Company is engaged in buying and selling securities for a diverse group of
institutional and individual investors. The Company’s transactions are collateralized and are
executed with and on behalf of banks, brokers and dealers, and other financial mstitutions. The
Company introduces these transactions for clearance to another broker-dealer on a fully-disclosed

basis.

The Company’s exposure to credit risk associated with nonperformance of customers in fulfi
their contractual obligations pursuant to securities transactions can be directly impacted by vol
trading markets which may impair the ability of customers to satisfy their obligations 1o the Company
and the Company’s ability to liquidate the collateral at an amount equal to the original contracted
amount. The agreement between the Company and its clearing broker provides that the Company is
obligated to assume any exposure related to such nonperformance by its customers. The Company
seeks to control the aforementioned risks by requiring customers t0 maintain margin collateral in
comphiance with various regulatory requirements and the clearing broker’s internal guidelines. The
Company monitors its customer’s activity by reviewing information it receijves from its clearing
broker on a daily basis, and requiring customers to deposit additional collateral, or reduce positions

when necessary.



GARDEN STATE SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2009

Note 7 - Consolidation of Variable Interest Entities

The FASB issued FIN 46, “Consolidation of Variable Inieresi Entities . (amended by FIN 46R) with
an 1nitial measurement for pre-existing entities or business arrangements effective in 2006. FIN 46R
addresses the consolidation of business enterprises to which the usual condition of consolidation
(ownership of a majority voting interest) does not apply. This interpretation focuses on controlling
financial interests that may be achieved through business arrangements that do not involve voting
mterests. It concludes that, in the absence of clear control through voting interests, a company’s
€xposure (variable interest) 1o the economic risks and potential rewards from the variable nterest
entity’s assets and activities are the best evidence of control. If an enterprise holds a majority of the
variable interests of an entity, it would be considered the primary beneficiary. The primary
beneficiary is required 1o consolidate the assets, liabilities and results of operations of the variable
Interest entity in its financial statements.

The Company has evaluated its relationships with three entities, all of which are under common
control (the Company shareholders are the owners in all three entities) and has determined that,
although the entities are variable interest entities (“VIE™) and the Company holds variable mnterests in
the entities, these entities have not been consolidated in the Company’s financial Statements pursuant
1o FIN 46.

The Company received advances from one entity which is inactive (see Note 8).

The other two entities provide investment advisory and insurance services. Those revenues totaling
$70.400 in the aggregate are being reported by the Company. The two entities are pass-thru entities
for income 1ax purposes and have minimal operating expenses. The Company has determined that
these entities are VIEs and that the Company is the primary beneficiary. 1f the financial Statements
by these VIEs had been consohdated with those of the Company, total assets and liabilities would be
incurred by $34,279 and $20,938 as of December 31, 2009 and revenue and expenses would be
increased by $8.414 and $4.676. Accordingly, these entities have not been consolidated because the
Company has determined that there would be no material effect on the Company’s financial
condition. results of operations and the computation of net capital under SEC Rule 15¢3-1.

Note 8 - Related Entity Transactions
Due from Related Parties

During the year, the Company advanced funds to certain related parties, under common control. The
total amount due was $30,241 at December 31 , 2009.

Due to Related Party

The amount of $20,938 represents net advances received from Garden State Holdings, LLC (“GSH™),
an entity under common control, owned by the same shareholders of the Company. GSH is not an
entered into by GSH.

Lease Arrangements

The Company makes rent payments for one of its independent branch office located in New Jersey in

which one of its shareholders has a financial interest. The total annual rent paid of approximately
$45,000, is substantially all reimbursed on a month to month basis by its branch office.



GARDEN STATE SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31. 2009

Note 9 - Prior Period Adjustment
During the latter part of the year 2009, the Company reviewed its outstanding brokers’ loans as of
December 31, 2008 and discovered that it had inadvertently expensed $142.351 as commission
expense in year ended December 31, 2008. The effect of this prior period adjustment resulied n an
increase in loans receivable (a non-allowable asset) with a corresponding increase in retained
earnings as of December 31, 2008. This adjustment had no effect 10 the net capital computation for
the year ended December 3 1,2008.

Note 10 - Defined Contribution Plan (401k)

The Company has a defined contribution plan (401k) that provides for employees’ contributions and
oluntary employer’s matching contributions. No employer’s matching contributions were made nor
accrued for year ended December 3] , 2009.

Note 11 - Subsequent Events

In accordance with SFAS 169, “Subsequent Events ™, the Company evaluated all subsequent events
from the date of the balance sheet through February 23, 2010, which represents the 1ssuance date of
these financial statements. Other than the above, there were no material events or transactions

occurring during this subsequent event reporting period which require recognition or disclosure in the
financial statements.

A copy of the Company’s statement of financial condition as at December 31, 2009, pursuant to SEC Rule
17a-5, is available for inspection at the Company’s office and at the regional office of the SEC.



