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OATH OR AFFIRMATION

I, Stephen V. Killorin , swear (or affirm) that, to the best of my knowledge and belief the
accompanying financial statement and supporting schedules pertaining to the firm of International Strategy &
Investment Group Inc., as of March 31, 2010, 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:

BARBARA M. O'BRIEN
Notary Public, State of New York V /( ,&%___
No. 010B6058010 :

Term E)gal:?;iged i?}?;a tyfgnﬂty/ L - / Signature
_ Chief Financial Officer
. Title
Notary Bublic

This report** contains (check all applicable boxes):

X (a) Facing Page.

Xl (b) Statement of Financial Condition.

[ (c¢) Statement of Income (Loss).

[] (d) Statement of Cash Flows.

[] (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.
[] (f Statement of Changes in Liabilities Subordinated to Claims of Creditors. k

[] (2) 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.

] () 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.

X (1) An Oath or Affirmation.
[} (@m) A Copy of the SIPC Supplemental Report.

[] (m) A Report Describing any Material Inadequacies Found to Exist or Found to Have Existed Since the Date of the
Previous Audit.

(o) Independent Auditors’ Report on internal control required by SEC Rule 17a-5.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Independent Auditors’ Report

The Board of Directors and Stockholders
International Strategy & Investment Group Inc.
New York, New York

We have audited the accompanying statement of financial condition of International
Strategy & Investment Group Inc. (“Company”) as of March 31, 2010. 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 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 statement of financial condition is free of
material misstatements. An audit includes consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of
the Company’s internal control over financial reporting. Accordingly, we express no
such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the statement of financial condition, 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 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 International Strategy & Investment
Group Inc. as of March 31, 2010, in conformity with accounting principles generally
accepted in the United States of America.

/{?DDO wﬁ/w——»/ LiLp

May 24, 2010



International Strategy & Investment Gro

Statement of Financial C

March 31, 2010

Assets

Cash and cash equivalents (Note 1) $ 16,554,721
Restricted cash (Note 6) 778,750
United States Treasury notes, at fair value (Note 1) 201,031
Due from clearing and other brokers (Note 2) 4,335,073
Property and equipment, net (Note 3) 3,682,757
Due from affiliate (Note 4) 100,830
Other assets ' 3,133,031

$ 28,786,193

Liabilities and Stockholders’ Equity

Liabilities:
Accrued employee compensation $ 11,972,572
Deferred income 2,825,052
Accrued expenses 1,184,569
Other payables 498,130
Deferred rent 408,444
Total liabilities 16,888,767
Liabilities subordinated to claims of general creditors (Note 8) 10,550,000
Commitments and contingencies (Notes 2, 6, 7, 8 and 9)
Stockholders’ equity 1,347,426

$ 28,786,193

-~ - -~ - |
See accompanying summary of business and significant accounting policies
and notes to statement of financial condition.



International Strategy & Investment Gro

Summary of Business and Significant Accounting

Business

FASB Accounting
Standards Codification

Summary of Significant
Accounting Policies

International Strategy & Investment Group Inc. (“Company”™) is a
registered broker/dealer under the Securities Exchange Act of
1934 and is a member of FINRA.

In July 2009, the Financial Accounting Standards Board (the
“FASB”) issued Statement of Financial Accounting Standards
(“SFAS”) No. 168, “The FASB Accounting Standards
Codification and the Hierarchy of Generally Accepted Accounting
Principles” (“Codification of ASC”) to become the source of
authoritative U.S. generally accepted accounting principles (“U.S.
GAAP”) recognized by the FASB to be applied by
nongovernmental entities. All other accounting literature not
included in the Codification of ASC will be considered non-
authoritative. The Codification of ASC does not change current
U.S. GAAP. References to authoritative U.S. GAAP literature in
the Company’s financial statements and the notes thereto have
been updated to reflect new Codification of ASC references.

Cash and Cash Equivalents

The Company considers all highly liquid debt instruments with an
initial maturity of three months or less that are not held for sale in
the ordinary course of business to be cash equivalents.



International Strategy & Investment Gro

Summary of Business and Significant Accounting

Valuation of Investments

Investments in securities are measured at fair value. Fair value is
generally based on the quoted market prices. If quoted market
prices are not available, fair value is determined based on other
relevant factors, including dealer price quotations, price activity

for equivalent instrument and valuation pricing models.

The Company follows ASC 820 (SFAS No. 157), “Fair Value
Measurements and Disclosures”, which establishes a 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 inputs are inputs that market participants
would use in pricing the asset or liability based on market data

obtained from sources independent of the

Company.

Unobservable inputs are inputs that reflect the Company’s
assumptions about the assumptions market participants would use
in pricing the asset or liability based on the best information
available in the circumstances. The hierarchy is broken down into

three levels based on the reliability of inputs as follows:

Level 1 — Valuations based on quoted prices in active markets for
identical assets or liabilities. An active market for the asset or
liability is a market in which transactions for the asset or liability
occur with sufficient frequency and volume to provide pricing
information on an ongoing basis. Valuation adjustments and block

discounts are not applied to Level 1 instruments.

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 2 inputs include: (i) quoted prices for
identical assets or liabilities in active markets; (ii) quoted prices
for identical assets or liabilities traded in non-active markets (i.e.
dealer or broker markets); and (iii) inputs other than quoted prices
that are observable or inputs derived from or corroborated by

market data.

Level 3 — Valuations based on inputs that are unobservable and

significant to the overall fair value measurement.



International Strategy & Investment Gro

Summary of Business and Significant Accounting

Effective June 30, 2009, the Company adopted FASB Staff
Position (“FSP”) No. 157-4, “Determining Fair Value When the
Volume and Level of Activity for the Asset or Liability Have
Significantly Decreased and Identifying Transactions That Are
Not Orderly”. FSP No. 157-4 provides additional guidance for
estimating fair value in accordance with ASC 820 when the
volume and level of activity for the asset or liability have

significantly decreased.

The following are the types of investments the Company held as

of March 31, 2010:

Cash instruments

Certain registered money market accounts are generally

categorized in Level 2 of the fair value hierarchy.

United States Treasury notes

United States Treasury notes are generally valued using
quoted secondary market prices and are generally categorized

in Level 2 of the fair value hierarchy.

Property and Equipment

Property and equipment is stated at cost, net of accumulated
depreciation and amortization. Depreciation is calculated on the
straight-line basis over the estimated useful lives of the assets.
Leasehold improvements are amortized over the term of the lease.

Deferred Rent

The Company has two long-term operating leases under which
rent expense is recognized on a straight-line basis over the lease
term. Deferred rent represents the difference between rent on a

straight-line basis compared to the annual rent paid.



International Strategy & Investment Gr

Summary of Business and Significant Accounting;

Income Taxes

The Company has elected to be taxed as an S corporation pursuant
to the Internal Revenue Code and New York State (“NYS”) tax
law. As a result, the Company is not subject to Federal or a
portion of its NYS income taxes. The income or loss of the
Company is reportable by each of the stockholders, as to their

distributive share.

Effective April 1, 2009, the Company adopted ASC 740 (FASB

Interpretation No. 48), “Income Taxes”.

It is the policy of the Company to comply with the provisions
applicable to S corporations, as defined by Subchapter S of the
Internal Revenue Code. Therefore, no Federal income tax

provision is required.

The Company files U.S. Federal and various state and local
income tax returns. In the preparation of income tax returns, tax
positions are taken based on interpretation of Federal, state and
local income tax laws for which outcome is uncertain No income
tax returns are currently under examination. The statute of
limitations on each of the Company’s U.S. Federal income tax
returns remains open for the three years ended March 31, 2010.
The statute of limitations on each of the Company’s state and
local income tax returns may remain open for an additional year
depending upon jurisdiction. The Company believes it is in
compliance with all applicable laws, however, upon audit by a
taxing authority, if any taxes are found due, the Company and/or

its shareholders may be liable for such taxes.

Management has analyzed the Company’s tax positions taken on
Federal income tax returns for all open tax years and has
concluded that, as of March 31, 2010, no liabilities are required to
be recorded in connection with such tax positions in the

Company’s financial statements.



International Strategy & Investment Gro

Summary of Business and Significant Accounting

Use of Estimates

The preparation of a statement of financial condition in
conformity with accounting principles generally accepted in the
United States of America requires management to make
assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the
date of the statement of financial condition. Actual results could
differ from those estimates, and those differences could be

material.

New Accounting Pronouncements

In January 2010, the FASB issued Accounting Standards update
2010-06, “Fair Value Measurements and Disclosures about Fair
Value Measurements (Topic 820): Improving Disclosures about
Fair Value Measurements” (“ASU 2010-06”). ASU 2010-06
amends ASC 820 and clarifies and provides additional disclosure
requirements related to recurring and non-recurring fair value
measurements. ASU 2010-06 is effective for reporting periods
beginning after December 15, 2009, except for the disclosures
about purchases, sales, issuances and settlements in the roll
forward of activity in Level 3 fair value measurements. Those
disclosures are effective for fiscal years beginning after December

15, 2010.



International Strategy & Investment Grotip.

Notes to Statement of Financial

1. Financial The following presents the Company’s financial instruments fair
Instruments and value hierarchy at March 31, 2010.
Fair Value
Level 2

Cash and cash equivalents:
JPMorgan 100% U.S. Treasury Securities

Money Market Fund (a) $ 16,248,116
Unites States Treasury notes $ 201,031
|

(a) Included in cash and cash equivalents on the Statement of
Financial Condition

2. Due from Clearing The Company has clearing agreements (“Agreements”) with five
and Other brokerage firms (“Brokers”) to clear securities transactions and
Brokers carry customers’ accounts on a fully disclosed basis. The

Company operates under the exemptive provisions of Securities
and Exchange Commission (“SEC”) Rule 15¢3-3(k)(2)(ii).

The Agreements provide the Brokers with liens upon all cash and
cash equivalents and receivables held by the Brokers. These liens
secure the liabilities and obligations of the Company to the
Brokers. Accordingly, the Company is subject to credit risk if
these Brokers are unable to repay the balance in their accounts.
Pursuant to the Agreements, the Company is required to maintain
minimum regulatory net capital of at least $250,000.

At March 31, 2010, due from clearing and other brokers consisted

of:

Commissions $ 2,091,324
Subscription fees 1,953,215
Distribution fees 117,410
Other 173,124

$ 4,335,073

One of the Company’s stockholders has personally guaranteed to
indemnify the Brokers up to $1,200,000 for any losses in
connection with customer transactions.

10



3.

International Strategy & Investment Gro

Property and
Equipment, net

Related Party
Transactions

Employee Benefit
Plan

Notes to Statement of Financial G

At March 31, 2010, property and equipment, net consisted of:

Life Amount

Leasehold improvements Lease term $ 4,927,657
Computers and equipment 3 years 3,107,374
Furniture and fixtures 5 years 1,839,286
9,874,317

Less accumulated depreciation

and amortization (6,191,560)

$ 3,682,757

The Company shares its offices and certain personnel,
administrative and overhead expenses with International Strategy
& Investment Inc. (“IST”), a related party through common
ownership. The Company earns distribution fees from certain
funds managed by ISI. At March 31, 2010, the Company had a
receivable of $100,830 from ISL

The Company has a defined noncontributory profit sharing plan
under Section 401(k) of the Internal Revenue Code (“Code”)
covering substantially all of the Company’s employees.
Participants may contribute a percentage of compensation, but not
in excess of the maximum allowed under the Code.

11



6.

International Strategy & Investment Grolp

Commitments

Regulatory Net
Capital
Requirements

Liabilities
Subordinated to
Claims of General
Creditors

Notes to Statement of Financial

Office Leases

Minimum annual rental commitments for office space under
noncancellable operating leases approximate:

Year ending March 31,

2011 $ 2,126,000
2012 2,053,000
2013 1,313,000

$ 5,492,000
e e o e =

At March 31, 2010, the Company was contingently liable for
$778,750 in standby letters of credit in favor of the Company’s
landlords. The company has restricted cash that serves as
collateral for the letters of credit.

The Company is subject to the SEC Uniform Net Capital Rule
(Rule 15¢3-1), which requires the maintenance of minimum
regulatory net capital and a specified ratio of aggregate
indebtedness to regulatory net capital, both as defined, which shall
not exceed 15 to 1. As of March 31, 2010, the Company had
regulatory net capital and a regulatory net capital requirement of
$11,788,269 and $386,568, respectively. The Company’s
aggregate indebtedness to net capital ratio was .49 to 1. '

At March 31, 2010, subordinated borrowings consisted of
$10,550,000 in subordinated notes with stockholders, bearing
interest at 5.5% payable semi-annually; $10,000,000 is due on
December 15, 2011 and the balance of $550,000 is due on
demand. Subordinated borrowings of $10,000,000 have been
approved by FINRA and are available in computing net capital
under the Uniform Net Capital Rule of the SEC. To the extent that
such borrowings are required for the Company’s continued
compliance with minimum net capital requirements, they may not
be repaid.

12



International Strategy & Investment Grog

Notes to Statement of Financial

The balance of $550,000 is not pursuant to a subordinated
borrowing agreement approved by FINRA and, therefore, is not
available in computing regulatory net capital under the SEC’s
Uniform Net Capital Rule.

9. Financial In the normal course of business, the Company executes, as agent,
Instruments with  transactions on behalf of customers. If the agency transactions do
Off-Balance Sheet not settle because of failure to perform by either the customer or
Risk the counterparty, the Company may be obligated to discharge the

obligation of the nonperforming party and, as a result, may incur a
loss if the market value of the security is different from the
contract amount of the transactions.

The Company does not anticipate nonperformance by customers
or counterparties in the above situation. The Company’s policy is
to monitor its market exposure and counterparty risk. In addition,
the Company has a policy of reviewing, as considered necessary,
the credit standing of each counterparty and customer with which
it conducts business.

13
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A

Independent Auditors’ Report
on Internal Control Required by Securities
and Exchange Commission Rule 17a-5

The Board of Directors and Stockholders
International Strategy & Investment Group Inc.
New York, New York

In planning and performing our audit of the financial statements and supplemental
schedule of International Strategy & Investment Group Inc. (“Company™) as of and for
the year ended March 31, 2010, in accordance with auditing standards generally
accepted in the United States of America, we considered the Company’s internal control
over financial reporting (“internal control”) as a basis for designing our auditing
procedures for the purpose of expressing our opinion on the effectiveness of the
Company’s internal control. Accordingly, we do not express an opinion on the
effectiveness of the Company’s internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission
(“SEC”), we have made a study of the practices and procedures followed by the
Company including tests of such practices and procedures 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)(11) and for determining
compliance with the exemptive provisions of rule 15¢3-3. Because the Company does
not carry securities accounts for customers or perform custodial functions relating to
customer securities, we did not review the practices and procedures followed by the
Company in any of the following:

1. Making the quarterly securities examinations, counts, verifications, and
comparisons and recordation of differences required by rule 17a-13.

2. Complying with the requirements for prompt payment for securities under
Section 8 of Federal Reserve Regulation T of the Board of Governors of the
Federal Reserve System.

The management of the Company is responsible for establishing and maintaining
internal control 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 controls, 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 SEC’s above-mentioned objectives. Two

14
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of the objectives of internal control 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 the preparation of financial statements in
accordance with accounting principles generally accepted in the United States of
America. Rule 17a-5(g) lists additional objectives of the practices and procedures listed
in the preceding paragraph.

Because of inherent limitations in internal control and the practices and procedures
referred to above, error 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.

A control deficiency exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions,
to prevent or detect misstatements on a timely basis. A significant deficiency is a
control deficiency, or combination of control deficiencies, that adversely affects the
entity’s ability to initiate, authorize, record, process, or report financial data reliably in
accordance with accounting principles generally accepted in the United States of
America such that there is more than a remote likelihood that a misstatement of the
entity’s financial statements that is more than inconsequential will not be prevented or
detected by the entity’s internal control.

A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that a material misstatement
of the financial statements will not be prevented or detected by the entity’s internal
control.

Our consideration of internal control was for the limited purpose described in the first
and second paragraphs and would not necessarily identify all deficiencies in internal
control that might be material weaknesses. We did not identify any deficiencies in
internal control and control activities for safeguarding securities 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 SEC 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 March 31, 2010 to meet the SEC’s objectives.

15
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This report is intended solely for the information and use of the Board of Directors,
management, the SEC, the National Association of Securities Dealers, Inc. and other
regulatory agencies that rely on rule 17a-5(g) 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.

g—— ~

Certified Public Accountants

New York, New York

May 24, 2010
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