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NOTE ABOUT FORWARD LOOKING STATEMENTS

This Annual Report on Form 10-K contains forward looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995 relating to the development of the Company's products and services and future
operation results, including statements regarding the Company that are subject to certain risks and uncertainties that
could cause actual results to differ materially from those projected. The words "believe," "expect,”" "anticipate,"
"intend," variations of such words, and similar expressions, identify forward looking statements, but their absence
does not mean that the statement is not forward looking. These statements are not guarantees of future performance
and are subject to certain risks, uncertainties and assumptions that are difficult to predict. Factors that could affect the
Company's actual results include the progress and costs of the development of products and services and the timing of
the market acceptance. Forward looking statements may appear throughout this report, including without limitation,
the following sections: Item 1 “Business,” and Item 7 “Management’s Discussion and Analysis of Financial Condition and
Results of Operations.” We undertake no obligation to revise or publicly release the results of any revision to these
forward-looking statements, except as required by law. Given these risk and uncertainties, readers are cautioned not
to place undue reliance on such forward-looking statements.

non

LEINT3

As used herein, “NetSol,” “we”, “our,” and similar terms include NetSol Technologies, Inc. and its subsidiaries, unless the
context indicates otherwise.

PART 1
ITEM 1 - BUSINESS
GENERAL

NetSol Technologies, Inc. (NasdagCM: NTWK) (NasdagDubai: NTWK) is a worldwide provider of IT and enterprise
application solutions, NetSol Technologies, Inc. executes its mission of focusing technology on the operational needs
of its clients. NetSol’s services and solutions enable businesses to streamline their operations and compete more
effectively.

The Company is organized into two main revenue areas, consisting of enterprise solutions — NetSol Financial Suite
(NFS™) — for the global financing, leasing and lending industry, and a portfolio of managed services, including
customized application development, systems integration, and business process engineering. In addition, NetSol’s
solutions portfolio includes the smartOCI®, e-Procurement search engine for SAP SRM users.

NetSol’s clients include Dow-Jones 30 Industrials and Fortune 500 manufacturers and financial institutions, global
vehicle manufacturers, and enterprise technology providers, all of which are serviced by NetSol delivery locations
across the globe.

Founded in 1997, NetSol is headquartered in Calabasas, California. While the Company follows a global strategy for
sales and delivery of its portfolio of solutions and services, it continues to maintain regional offices in the San
Francisco Bay Area, for North America; the London Metropolitan area for Europe; and Bangkok, Beijing, Sydney and
Lahore for Asia Pacific. The Company continues to maintain services, solutions and/or sales specific offices in
Australia, China, Thailand, and Pakistan and through alliances in the Kingdom of Saudi Arabia and Japan.
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OUR BUSINESS
Corporate Highlights
A few of NetSol’s major successes achieved in 2012-2013 were:

Signing a new multi-million dollar agreement to implement NFS™ for a major global auto captive finance company;
Signing an agreement to implement NFS™’s CAP and CMS modules with a leading multi-finance company in
Southeast Asia, which currently manages more than one million live contracts generated through its 1,000+
dealerships;

Signing a global agreement providing for implementation of the CAP and CMS modules with one of Australia’s
largest non-bank lenders with approximately $5 billion of loan and lease assets under management;

Signing agreements with several Pakistan based businesses specifically, an agreement to implement the Centralized
Driving License [ssuance Management System for the province of Punjab and, a contract to develop an IT Risk
Assessment and Management framework and Information Security strategy roadmap for Ufone Telecom Company;
Carrying out the first NFS™ implementation in the Mexican market for a new US captive finance customer in a
multi-million dollar agreement;

Acquiring our first SaaS deal for LeasePack with Motolease;

Realizing positive changes in VLS including a 35% higher contract number year over year, restructuring senior
management and, identifying new system requirements to service growth projections and objectives;

Making strides in closing new agreements in Europe including a new LeaseSoft license to a private equity backed
European asset finance company, license upgrades for existing clients Investec and Aldermore and providing a
system solution to support a new line of consumer finance business for a UK merchant bank; and

{Launching Vroozi’s “Purchase Manager” to the general public and engaging existing customers on the new solution.

Company Business Model

In today’s highly competitive marketplace, business executives with labor or services-centric budgetary responsibilities
are not just encouraged but, in fact, obliged to engage in a “Make or Buy” decision process when contemplating how to
support and staff new development, testing, services support and delivery activities. The Company business offerings
are aligned as a BestShoring® solutions strategy. Simply defined, BestShoring® is NetSol Technologies’ ability to
draw upon its global resource base and construct the best possible solution and price for each and every
customer. Unlike traditional outsourcing offshore vendors, NetSol draws upon an international workforce and
delivery capability to ensure a “BestShoring® delivers BestSolution™” approach.

NetSol combines domain expertise with competitive cost blended rates from its world class, state of the art “center of
excellence” delivery center in Pakistan and other global centers located in China, Thailand, UK and the USA. Our
model also provides localized programs in key markets and project management while minimizing any
implementation risk associated with a single service center. Our BestShoring® approach, which we consider a unique
and cost effective global development model, is leading the way, providing value added solutions for Global Business
Services™ through a win-win partnership, rather than the traditional outsourced vendor framework. NetSol currently
has locations in Bangkok, Beijing, Lahore, the London metropolitan area, the San Francisco Bay Area, Sydney and
partners with Abeam Consulting (a division of NEC Corp) in Japan and, Atheeb Holdings Group in Riyadh. This
provides NetSol customers with the optimum balance of subject matter expertise, in-depth domain experience, and
cost effective labor, all merged into a scalable solution. In this way, “BestShoring® delivers BestSolution™”.

Information technology services are valuable only if they fulfill the business strategy and project objectives set forth
by the customer. NetSol’s expert consultants have the technical knowledge and business experience to ensure the
optimization of the development process in alignment with basic business principles. The Company offers a broad
array of professional services to clients in the global commercial markets and specializes in the application of
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advanced and complex IT enterprise solutions to achieve its customers' strategic objectives. Its service offerings
include IT consulting & services; business intelligence, information security, independent system review, outsourcing
services and software process improvement consulting; maintenance and support of existing systems; and, project
management.
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In addition to services, our product offerings are fashioned to provide a Best Product for Best Solution model. Our
offerings include our flagship global solution, NetSol Financial Suite (NFS™). NFS™, a robust suite of five software
applications, is an end-to-end solution for the lease and finance industry covering the complete leasing and finance
cycle starting from quotation origination through end of contract. The five software applications under NFS™ have been
designed and developed for a highly flexible setting and are capable of dealing with multinational, multi-company,
multi-asset, multi-lingual, multi-distributor and multi-manufacturer environments. Each application is a complete
system in itself and can be used independently to address specific sub-domains of the leasing/financing cycle. NFS™ is

a result of more than ten years of effort resulting in over 60 modules grouped in five comprehensive applications.
When used together, they fully automate the entire leasing/financing cycle for any size company including those with
multi-billion dollar portfolios.

We are currently developing a new, platform agnostic, mobile technology application for use by our NFS™
customers. The first mobility solution is focused on an IOS/Apple iPad platform with plans to provide Android and
MicroSoft platforms to our existing and new customers. Investing to be ahead in this rapidly transforming and
innovative technology landscape, the first project has been initiated for Mercedes Benz Finance China focusing on
iPads. The initial application permits our customers to use the POS (point of sale) functionality focusing currently on
the origination portion of the lending lifecycle by enabling sales users at the dealerships. Our future strategy could
include enabling dealership sales users in later releases to cover additional functionality.

NFS™ also includes LeasePak. LeasePak provides the leasing technology industry with the development of
Web-enabled and Web-based tools to deliver superior customer service, reduce operating costs, streamline the lease
management lifecycle, and support collaboration with origination channel and asset partners. LeasePak can be
configured to run on HP-UX, SUN/Solaris or Linux, as well as for Oracle and Sybase users. In terms of scalability,
NetSol Technologies North America offers the basic solutions as well as a collection of highly specialized add on
modules for systems, portfolios and accrual methods for virtually all sizes and complexities of operations. These
solutions provide the equipment and vehicle leasing infrastructure at leading Fortune 500 banks and manufacturers, as
well as for some of the industry’s leading independent lessors.

NTNA’s solutions offering now includes the SaaS business line, which provides an enhanced performance at a lower
cost point. At an elastic cloud price, revenue stream predictability and improved return on investment for customers,
management believes the Cloud based SaaS customers will experience performance, reliability and speed usually
associated with a highly scalable private cloud.

Our product offerings and services also include: LeaseSoft Portals and Modules through our European operations;
LeasePak 6.0b of our NFS™ product suite; enterprise wide information systems, such as or LRMIS, MTMIS, business
intelligence and information security services.

NetSol’s IP, smartOCI®, part of its Vroozi™ division develops innovative e-commerce solutions for all business sizes
and industry verticals which help companies search, source, negotiate, and order goods and services from suppliers
electronically optimizing organization’s procurement and supply chain operations. Vroozi’s business to business search
engine, collaborative commerce, and electronic marketplace applications are deployed On Demand and can integrate
seamlessly with major ERP vendor systems such as SAP or deployed independently on the Internet.Vroozi™, the
eProcurement solution division of NetSol, develops innovative eCommerce solutions for all business sizes and
industry verticals helping companies search, source, negotiate, and order goods and services from suppliers
electronically and efficiently. It optimizes organization’s procurement and supply chain operations. Vroozi’s business
to business search engine, catalog content manager, and purchase manager applications are deployed in the cloud. It
can integrate seamlessly with major ERP vendor systems such as SAP or deployed independently on the Internet.

NetSol global operation is broken down into three regions: North America, Europe and Asia Pacific. All of the
subsidiaries are seamlessly integrated to function effectively in terms of global delivery capabilities, cross selling to
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multinational captives’ finance companies, centralized marketing organization and a network of employees connected
across the globe to support local and global customers and partners.
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Our Services
Global Business Services (“GBS”)

As part of the Company’s GBS strategy, each subsidiary adheres to the BestShoring® provides BestSolutions™
model. Each subsidiary expounds on that model by providing IT Consulting services unique to their client base. The
development of solutions for clients has resulted in the development of vertical offerings catering to various industries
and accordingly, diversifying NetSol’s offerings.

NetSol’s GBS include: IT consulting & services; business intelligence (BI), independent system review (ISR);
information security, outsourcing services and software process improvement consulting; maintenance and support of
existing systems; and, project management.

BI solution providers must have both the capability to service BI customers using its own resources but also service

the customers’ international affiliates. Our strategy is simple; we identify the business needs of our potential customer
and involve our industry domain experts directly with business managers at the client side. This results in ownership

of the project with the business group rather than the IT group which is involved in the overall initiative only from a

support and facilitation standpoint. ISR delivers high quality independent review of software systems running, or

under deployment, at client sites. An ever growing awareness of highly publicized IT Security problems, coupled with

greater demands by international business partners, has led the movement of companies world-wide towards

compliance with internationally recognized Information Security Systems standards. Information Security services

is provided by NetSol’s Infosec Unit. INFOSEC services include: managed security services; BS-7799/ISO 27001
Consultancy, Information Security Assessment, Penetration Testing and Vulnerability Assessment; Disaster Recovery

Planning; and, Secure Network Design. Software Process Improvement Consulting provides quality engineering and

related consulting services to technology companies. The services include: consultancy, facilitation services and

implementation support for CMMI appraisal, all of these activities are broadly developed under the guidelines of SEI

based CMMI processes as well as the information security consulting practices.

Additional services and products are provided to meet local needs within the operating regions.
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Our Solutions
NetSol Financial Suite™

The Company develops advanced software systems for the lease and finance industries. Like our services, our product
offerings are fashioned to provide a Best Product for Best Solution™ model. Our offerings include flagship NFS™, a
robust suite of five software applications, is an end-to-end solution for the lease and finance industry covering the
complete leasing and finance cycle starting from quotation origination through end of contract. The five software
applications under NFS™ have been designed and developed for a highly flexible setting and are capable of dealing with
multinational, multi-company, multi-asset, multi-lingual, multi-distributor and multi-manufacturer
environments. Each application is a complete system in itself and can be used independently as a modular option, to
address specific sub-domains of the leasing/financing cycle. When used together, they fully automate the entire
leasing / financing cycle.

The constituent software applications are:

. Point of Sale (POS). POS is a front office processing system for companies in the financial sector. It provides
a quotation system which also incorporates a simulation for all kinds of financial products using a built-in loan
calculator.

. Credit Application Processing System (CAP). CAP provides companies in the financial sector an environment
to handle the incoming credit applications from dealers, agents, brokers and the direct sales force. CAP automatically
gathers information from different interfaces like credit rating agencies, evaluation guides, and contract management
systems and scores the applications against defined scorecards. This automated workflow permits the credit team
members to make their decisions more quickly and accurately. CAP is a database independent online system
developed in Microsoft's .Net framework. It can be run from any PC with normal specifications, which is a key benefit
for clients.

. Contract Management System (CMS). CMS provides comprehensive business functionality that enables its
users to effectively and smoothly manage and maintain a contract with the most comprehensive details throughout its
life cycle. It provides interfaces with company banks and accounting systems. CMS effectively maintains details of all
business partners that do business with the company including, but not limited to, customers, dealers, debtors,
guarantors, insurance companies and banks.

. Wholesale Finance System (WFS). WFS automates and manages the floor plan/bailment activities of
dealerships through a finance company. The design of the system is based on the concept of one asset/one loan to
facilitate asset tracking and costing. The system covers credit limit, payment of loan, billing and settlement, stock
auditing, online dealer and auditor access, and ultimately the pay-off functions.

. Fleet Management System (FMS). FMS is designed to efficiently handle all fleet management needs. FMS is

easily integrated with CMS and WFS as well as with any third party contract management system to ensure a single

comprehensive system. FMS’ key features include: a detailed tracking information on every driver and vehicle;
customizable reports; periodic reporting on fleet related aspects; internet based access to information; integration with

third party software; and, linkage to GPS for real time tracking.

NES™ - DAS

NetSol’s Dealer & Auditor Management System. DAS is a web-based solution that can be used in conjunction with
WES or any third-party wholesale finance system. The system addresses the needs of Dealer Access, Distributor
Access and Auditor Access.

11
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Implementation Process

Implementation is a process which starts after the delivery of the license to the customer. NetSol signs separate
agreements for services, if required by the customers, which is independent of the license agreement. The
implementation process can span from three to six months. NetSol’s software is a pre-developed solution for the
leasing and finance industry. Customers with in-house abilities tend to take care of the implementation with their
internal resources. The implementation process includes related software services such as configuration, data
migration and any other additional third party interfaces. After the delivery of the license, customers seek
enhancements and additions to improve their business processes. NetSol charges these efforts in man-day rate. If
required, the services also involve migration of data from client’s older system to the NFS™ database. NFS™ provides
mission critical software solutions, and the entire business operations of our clients hinge on successful performance
of the system. Hence in the early days after going live, NetSol consultants remain at the client site to assist the
company in smooth operations. After this phase, the regular maintenance and support services phase for the
implemented software begins. In addition to the daily rate paid by the customer for each consultant, the customer also
pays for all the transportation related expenses, boarding of the consultants, and a living allowance. NetSol’s
involvement in all of the above steps is priced to bring value to our customers and increase our profitability from our
interactions.

12
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Pricing and Revenue Streams

The Company’s NFS™ revenue streams occur through the following three main areas: product licensing,
implementation related services, and maintenance and support related services. License fees can vary generally
between $100,000 for SaaS minimal modules to over $2,000,000 for more robust multiple module
implementations. There are various attributes which determine the level of complexity, a few of which are: number of
contracts; size of the portfolio; business strategy of the customer; number of business users; and branch network of the
customer. The Company recognizes revenue from license contracts without major customization when a
non-cancelable, non-contingent license agreement has been signed, delivery of the software has occurred, the fee is
fixed or determinable, and collectability is probable. However, revenue from sale of licenses with major
customization, modification, and development is recognized on a percent of completion basis. Implementation related
services, including configuration, data migration and third party interfaces are recognized in accordance with the
percentage of completion method. Maintenance and support related services are then provided on a continued
basis. Revenue from software services includes fixed price contracts and is recognized in accordance with the
percentage of completion method using the output measure of “Unit of Work Completed.” The annual maintenance fee,
which usually is an agreed upon percentage of overall monetary value of the license, then becomes an ongoing
revenue stream realized on yearly basis.

Growth Prospects for NFS™

Growth prospects for NFS™ are linked to the maturing of the product portfolio and its growing customer base across
different geographic and product markets. With a next generation solution ready for testing at customer sites, NetSol
is eyeing key international markets for growth in sales. Its sales strategy now carefully balances expansion into new
geographic markets, including North and South America, and further penetration of our already leading position in
Asia Pacific.

Growth in North America is expected to come from the huge potential market for replacement of legacy systems. The
next generation version of NFS™ is aimed at providing a highly flexible solution based on latest technology and
advanced architecture for these North American customers looking to replace their legacy systems. NetSol
Technologies North America ("NTNA") is realizing this potential through implementations in the US, Mexico and a
re-energized focus on South America, including Brazil.

Growth in NetSol’s traditionally strong base in Asia Pacific is expected through diversification across market
segments, to include new customers in related banking and commercial lending areas. At the same time, the existing
customer base is tapped for increased service and maintenance revenues by offering enhanced features and new
solutions to emerging customer needs.

NetSol has been working for nearly two years to build its name in the Japanese market for our core business. Our
alliance with Abeam Consulting, a major consulting group in Japan, has resulted in additional license sales to
Japanese companies, realizing our goal of inroads into the Japanese market.

In China, NetSol is the de facto leader in the leasing and finance enterprise solution domain. With this position,
NetSol continues to enjoy demand for the current NFS™ solution, as well as the next generation. NetSol will continue
strengthening its position within existing multinational auto manufacturers, as well as, local Chinese captive finance
and leasing companies.

In Thailand, NetSol established an alternate delivery center in Bangkok. Our operation in Bangkok serves a very

robust and growing market for leasing companies and regional banks. Within two years, NetSol Thai has become our
second biggest market in APAC with many new fortune 500 clients added.
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We have experienced strong demand in recent quarters for our core competency products in the leasing and finance
domain. The majority of the growing interest and orders have been concentrated in the APAC markets including a
ramped up demand for our existing product platform. Additionally, NetSol is experiencing an increased demand for
NFS™ in the North American market. With this increased demand comes the need to maintain our delivery and
implementation capability in our delivery centers. This requires not only aggressive capacity building, improved
efficiencies and effectiveness but staying ahead of fast changing technology. With the progress in next generation
development, we must stay ahead in mobile device apps, cloud based solutions and any industry specific
transformation that could positively affect our growth prospects. The existing R1 solution based clients must be met
with the best support and delivery capabilities for continued upward momentum. As we expect traction in

revenues through our next generation solution, NetSol will continue offering its current version to businesses looking
for a mature and globally tested solution. Future growth will therefore involve increased revenues from both the
current version and the next generation of NFS™,

LeasePak

While the new generation of NFS™ is designed to be a truly global solution ready for customization in any market, the
Company has historically provided products tailored to the various markets. In North America, NTNA has and
continues to develop the LeasePak Productivity modules as an additional companion set of products to operate in
conjunction with the LeasePak base system licensed software. LeasePak handles every aspect of the lease or loan
lifecycle, including credit application origination, credit adjudication, pricing, documentation, booking, payments,
customer service, collections, midterm adjustments, and end-of-term options and asset disposition. Recently,
LeasePak has been integrated with Vertex Series O.

LeasePak-SaaS

LeasePak Software-as-a-Service offers a new deployment option whereby customers only require access to the
internet and web browser to use the software. Customers pay for the use of the system through a monthly subscription
fee. The monthly fee covers, use of the software, maintenance, support, hosting and other various items that reduce the
overall cost and processing time of finance companies. The LeasePak-SaaS targets small and mid-sized leasing and
finance companies. The product dramatically reduces the customer’s IT spend by minimizing the cost of acquiring and
maintaining expensive IT infrastructure and related administrative staff. We signed our fist SaaS customer in the
current fiscal year.

LeaseSoft

In addition to offering all NetSol products, NetSol Technologies Europe, Ltd. (“NTE”) products include: LeaseSoft
Portal- introduced to support online access to proposals and for the foundation of web-based origination systems;
LeaseSoft Document Manager- introduced to facilitate the automation production and distribution of proposal
documentation, including indexation and branding of all outbound and inbound documents; LeaseSoft Auto-Decision
Engine- developed to provide automation of credit checking and underwriting for standards based financial products;
LeaseSoft EDI Manager- introduced to facilitate process automation between business introducers and funders; and,
Evolve- launched to provide an entry level software package for own book brokerages and small to medium size
funders.

NTE concluded a license with a private equity backed European asset finance company, provided upgrades for
existing clients, Investec and Aldermore and was selected by a UK merchant bank to provide a system solution to
support a new line of consumer finance business. Additionally, NTE went live for a leading UK independent leasing
company. The implementation included extending support to a variety of funding instruments along with a lease
portfolio data transfer. NTE also deployed a dealer point of sale to support prestige and high value motor

finance. The deployment will see the system supporting both manufacturer brand and independent dealer finance
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throughout the UK for a major bank.
Virtual Lease Services

Virtual Lease Services (VLS) was acquired by NTE together with its joint venture partner, Investec Bank. The
acquisition was designed to bolster growth in services sectors complementing our core solutions offerings. VLS
offers a complete BPO service to the Asset Financing and Leasing industry and through its shareholders is uniquely
positioned to offer systems, processes and funding to its clients. VLS continues to win new programs with leading
equipment vendors and suppliers and has become the de facto leader of outsourcing services to the growing UK chip
and pin vendor market. A cornerstone of VLS’s range of services, Portfolio Management, is providing further
identified opportunities for start-up businesses, those in run-down mode as well as portfolio acquirers.
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VLS had a number of positive changes in the business this year including a restructuring of senior management and
identification of new system requirements to service growth projections and objectives. VLS benefitted from an
Investec secondi placed within the business to direct and develop new sales channels. VLS contract numbers
managed to year end 2013 were 35% higher than the previous year.

Vroozi™

Vroozi™, the eProcurement solution division of NetSol, develops innovative eCommerce solutions for all business sizes
and industry verticals helping companies search, source, negotiate, and order goods and services from suppliers
electronically and efficiently. It optimizes organization’s procurement and supply chain operations. Vroozi’s business
to business search engine, catalog content manager, and purchase manager applications are deployed in the cloud. It
can integrate seamlessly with major ERP vendor systems such as SAP or deployed independently on the Internet.

Vroozi’s first product to market is smartOCI®. It is a new search engine technology and buy-side catalog content
management solution which enables corporate buyers and shoppers a simple and intuitive user interface to search
multiple supplier catalogs simultaneously within the SAP procurement application. The smartOCI® technology was
officially released to the market in 2011 at the SAP SAPPHIRE Conference in Orlando, Florida, targeting
approximately 15,000+ SAP customers and has strengthened NetSol’s presence in the global SAP Services market.
Vroozi™ smartOCI® is well-received by the SAP community with marquee Fortune 500 customers.

Since then, Vroozi™ has released a comprehensive purchasing platform combined with the fast search engine power,
buyer and supplier side catalog management capability, and full requisition to purchase order business processes. The
new Vroozi™ platform allows companies to truly run their purchasing needs with or without any ERP systems in the
back end.

Alliances and Joint Ventures
NetSol-Innovation

In November 2004, the Company entered into a joint venture agreement with the Innovation Group (formerly referred
to as TiG) called NetSol-Innovation (Pvt) Ltd., (“NetSol-Innovation”), a Pakistani company. NetSol-Innovation
provides support services enabling the Innovation Group to scale solution delivery operations in key growth markets.
NetSol-Innovation operations are centered in NetSol’s IT Village, Lahore, Pakistan. NetSol owns a majority of the
venture. The entities share in the profits of the joint venture on the basis of their shareholding. The outsourcing model
between the Innovation Group and NetSol involves services pertaining to business analyses, configuration, testing,
software quality assurance (SQA), technical communication as well as project management for development software
for the Innovation Group. Today, NetSol has developed extensive expertise across the insurance domain and has
become a center of excellence.

Initiated with a 10 person outsourcing team in Lahore in February 2005, this arrangement has extended to 136 persons

with the additional resources catering to the increased influx of outsourcing of configuration and testing assignments

from the Innovation Group. Prominent Innovation Group’s customers being serviced from Lahore include JM Family
Enterprises USA, Avis Budget Car Rental Group USA, Norwich Union UK, Hertz UK, Aviva Canada, and

Erinaceous UK.

Atheeb NetSol Saudi Company
NetSol’s growth strategy through joint ventures and partnerships will provide an important thrust to the overall
Company growth strategy. Our joint venture with Atheeb Holdings in Saudi Arabia was formed to establish NetSol as

an IT partner with a major business group there. The scope of IT business for NetSol is not limited to the Kingdom of
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Saudi Arabia, but also offers tremendous new opportunities in the Gulf Cooperation Council nations in the Middle
East. Atheeb NetSol Saudi Company Ltd., is a fully operational business unit based in Atheeb Group’s headquarters in
Riyadh, Saudi Arabia. With a team of nearly 10 employees, this entity is very active in branding NetSol in the region.
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Other Alliances

Daimler Financial Services (“DFS”) Asia Pacific has established an “Application Support Centre (ASC)” in Singapore to
facilitate the regional companies in NFS related matters. This ASC is powered by highly qualified technical and
business personnel. ASC NFES in conjunction with our Asia Pacific Region are supporting DFS companies in seven
different countries in Asia and this list can increase as other DFS companies from other countries may also opt for

NFS. In July 2008, the Company entered into a Frame Agreement with Daimler Financial Services AG (“DFS”) for the
Asia Pacific and Africa regions. This agreement was renewed in October 2010 for an additional 3 year term and
renewed again this year. The agreement, which serves as a base line agreement for use of the NFS products by DFS
companies and affiliated companies, represents an endorsement of the NFS product line and the capabilities of NetSol
to worldwide DFS entities. This continued endorsement has had a tremendous impact on our perspective customers, it
has helped our sales and Business Development personnel to market and sell our NES solution to blue chip customers
around the world. This relationship has resulted in new agreements with DFS and has served as a marketing source
which has resulted in agreements with companies such as Toyota and BMW.

NTE's strategic relationship with Neptune Software plc has provided the Company with the opportunity to further
develop its business in Africa. Neptune has a number of banking clients in Africa whose interest in leasing and asset
finance is demonstrably increasing, this being driven by a number of fiscal factors and the desire in the region to
mechanise agricultural production in particular.

NetSol is a member of the world’s largest equipment leasing association, the Equipment Leasing and Finance
Association of North America, or ELFA. Boasting more than 1,000 members, the ELFA is a strong presence in the
$500 billion North American market.

The Company remains willing to explore mergers and acquisition opportunities with a focus on strategic acquisitions

that provide immediate, strong, bottom line benefits. Management believes that an ideal target will fulfill one or many

of these criteria: geographic synergy/providing a foot print in a market; unique and/or complimentary product lines;

provide additional, and cost effective development hubs, or complimentary or target customers in a previously

untapped market. While there is no guaranty that an acquisition which appears to be sound will ultimately benefit the

Company, management continues to analyze the price, value and market of any potential target. The model of
targeting well established, profitable product companies, within NetSol’s domain, management believes, has proven
successful with our recent acquisitions. Management believes this model can be replicated over the next three years.

Technical Affiliations

The Company currently has technical affiliations such as: a Microsoft Certified GOLD Partner; a member of the Intel
Solution blueprint Program; IBM Business Partner and, an Oracle Certified Partner.

Marketing and Selling

NetSol management continues its optimism that the Company will experience ever increasing opportunities for its
product and services offerings in 2014 and beyond. The Company is aggressively growing the marketing and sales
organizations in its regions. The objective of the Company's marketing program is to create and sustain preference
and loyalty for NetSol as a leading provider of enterprise solutions, e-services consulting, software solutions and
business process outsourcing. Marketing is performed at the corporate and business unit levels. The corporate
marketing department has overall responsibility for communications, advertising, public relations and the website and,
also engineers and oversees central marketing and communications programs for use by each of the business units.

Our dedicated marketing personnel, within the regions, undertake a variety of marketing activities, including
sponsoring focused client events to demonstrate our skills and products, sponsoring and participating in targeted
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conferences and holding private briefings with individual companies. We believe that the industry focus of our sales
professionals and our business unit marketing personnel enhances their knowledge and expertise in these industries
and will generate additional client engagements.

The Markets

NetSol provides its services primarily to clients in global commercial industries. In the global commercial area, the
Company's service offerings are marketed to clients in a wide array of industries including, automotive, chemical,
textiles, Internet marketing, software, medical, banks, higher education and telecommunication associations and
financial services.
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Geographically, NetSol has operations on the West Coast of the United States, Central Asia, Europe, and the Asia
Pacific regions. NetSol took the initiative as the first US NASDAQ listed company to dual list on the NASDAQ
Dubai exchange in Dubai. Although UAE markets suffered the impact of recession, this move was primarily to
introduce NetSol to the potential of the most capitalized Middle Eastern countries. By design, NetSol has increased its
brand recognition in one of the most vibrant and dynamically growing regions.

The Asian continent including, Australia and New Zealand, from the perspective of marketing, are targeted by the
Asia Pacific Region from its Bangkok, Beijing and Lahore facilities. The marketing for our core offerings in the
Americas and Europe is carried out from our San Francisco Bay Area and London Metropolitan area offices.

People and Culture

The Company believes it has developed a strong corporate culture that is critical to its success. Its key values are
delivering world-class quality software, client-focused timely delivery, leadership, long-term relationships, creativity,
openness and transparency and professional growth. The services provided by NetSol require proficiency in many
fields, such as software engineering, project management, business analysis, technical writing, sales and marketing,
communication and presentation skills.

With the cost of programmers and developers on the rise, we have edged up in new talent hiring and retention. Due to
the growing demand for our core offerings and IT services, retention of technical and management personnel is
essential. We have enhanced the compensation structure for our technical teams and senior management to stay ahead
of global and regional competition. As a result, we have improved IT employee turnover from almost 20% in 2012 to
less than 9% today. This is a significant milestone towards building capacity and driving revenue growth. In addition,
we are committed to improving key performance indicators such as improving efficiency, increasing productivity and
increasing revenue per employee.

To encourage all employees to build on our core values, we reward teamwork and promote individuals who
demonstrate these values. We believe that our growth and success are attributable in large part to the high caliber of
our employees and our commitment to maintain the values on which our success has been based. NetSol is an equal
opportunity employer with over 25% female employees with the biggest concentration in Lahore and our U.S.
headquarters.

NetSol believes it should give back to the community and employees as much as possible. Certain of our subsidiaries
are located in regions where basic services are not readily available. Where possible, NetSol acts to not only improve
the quality of life of its employees but the standard of living in these regions. Examples of such programs are:

eHumanitarian Relief: We are all aware of the devastation that can be wrought by natural disasters. NetSol has
historically supported earthquake and flood relief where the need is the greatest.

e[ iteracy Program-- launched to educate low paid illiterate employees of the organization. The main objective of this
program is to enable these resources to acquire basic reading, writing and arithmetic skills.

e Noble Cause Fund--A noble cause fund has been established to meet medical and education expenses of the children
of low paid employees. NetSol employees voluntarily contribute a fixed amount every month to the fund and the
Company matches the employee subscriptions with an equivalent contribution amount. A portion of this fund is
utilized to support social needs of certain institutions and individuals, outside NetSol.

e Day Care Facility--NetSol’s human resources are its key assets and thus the Company takes numerous steps to ensure
the provision of basic comforts to its employees. In Pakistan, the provision of outside pre-school child care is a
rarity. Keeping in view this requirement, a child day care facility has been created in close proximity to the work
premises equipped with the necessary essential staff and equipment.

ePreventative Health Care Program--In addition to the comprehensive out-patient and in-patient medical benefits,
preventive health care has also been introduced. This phased program focuses on vaccination of our employees
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against Hepatitis — A/B, Tetanus, Typhoid and Flu, etc. This is a regular annual immunization program to keep
employees healthy.

e NetSol Corporate University-- NetSol Corporate University (“NCU”) was established for developing human resources
at NetSol. A need was felt to further develop and retain the talent at hand through strategic learning interventions to
respond to growing competition and challenges.

10
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There is significant competition for employees with the skills required to perform the services we offer. The company
runs an elaborate training program for different cadre of employees ranging from technical knowledge, business
domains as well as communication, management and leadership skills. The Company believes that it has been
successful in its efforts to attract and retain the highest level of talent available, in part because of the emphasis on
core values, training and professional growth. We intend to continue to recruit, hire and promote employees who share
this vision.

As of June 30, 2013, we had 1,110 full-time employees and 9 part-time employees; comprised of 832 IT project and
technical personnel; and 278 non-IT personnel. The non-IT personnel include 34 employees in management, 52
employees in sales and marketing, 32 employees in accounting, 19 in customer support, and 141 in general and
administration. None of our employees are subject to a collective bargaining agreement.

Competition

Neither a single company, nor a small number of companies, dominate the IT market in the space in which the
Company competes. A substantial number of companies offer services that overlap and are competitive with those
offered by NetSol. Some of these are large industrial firms, including computer manufacturers and computer
consulting firms that have greater financial resources than NetSol and, in some cases, may have greater capacity to
perform services similar to those provided by NetSol.

In the NFS™ business space, the barriers to entry are getting higher. The products are becoming more cutting edge while
richness in functionality is paramount. Older companies have prolonged the life of their legacy products by creating
web-based front ends, while the core of the systems has not been re-engineered. In the case of NFS™, we compete
chiefly against leading suppliers of IT solutions to the financial industry, including names such as White Clarke,
Fimasys, International Decision Systems (IDS), Data Scan, CHP Consulting, 3i Infotech, Finnone and Nucleus
Software.

In the IT based business services areas, we compete with both smaller local firms and many global IT services
providers, including names such as Wipro, InfoSys, Satyam Infoway, HCL and TCS (Tata Consulting).

Our competition is based primarily in high cost locations in the US, UK and other parts of Europe as opposed to
NetSol with its facility in Bangkok and Lahore. NetSol is now the only company in the leasing and finance solution
space that provides regional solutions in North America, Europe and Asia Pacific. In addition, it is the only company
in this space that is publicly listed and provides an offshore development infrastructure with CMMI level 5 quality
certification.

Many of the competitors of NetSol have longer operating history, larger client bases, and longer relationships with
clients, greater brand or name recognition and significantly greater financial, technical, and public relations resources
than NetSol. Existing or future competitors may develop or offer services that are comparable or superior to ours at a
lower price, which could have a material adverse effect on our business, financial condition and results of operations.

Customers

NetSol customers include world renowned auto manufacturers through their finance arms and large regional
banks. major auto finance companies and. In addition, NetSol provides offshore development and testing services to
The Innovation Group Plc UK and their blue chip global insurance giants like Allstate, Cendent, etc.
NetSol-Innovation contributes to about 7.35% of NetSol’s revenues. NetSol is also a strategic business partner for
Daimler (which consists of a group of many companies in different countries), which accounts for 21.86% of our
revenue. Toyota Motors (which consists of a group of many companies in different countries) accounts for 3.47% of
our revenues. Nissan Auto Finance (which consists of a group of many companies in different countries) accounts for
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6.23% of our revenues. However, no single client represents more than 10% of the revenue for the fiscal year ended
June 30, 2013.
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Global Operations and Geographic Data

The Company divides its operations into three regions Asia Pacific, the Americas and Europe. The regions consist of
individual subsidiaries which operate as autonomous companies and are strategically managed on a regional basis.

North America

At NetSol Technologies North America, Inc. (“NTNA”) the operations are led by Farooq Ghauri. Mr. Ghauri is a
technology industry expert with a proven track record in driving the rapid expansion of an industry leading global
software organization. Farooq has been working in NTNA since 2008 as an active member of the management

team. Mr. Ghauri has worked in NetSol’s Pakistan, China, Australia, Europe, Thailand and US offices providing him
with the complete understanding of NetSol’s global operations in an industry that is rapidly expanding and changing.

Vroozi™, Inc. is headed by Shaz Khan and located in our Calabasas, California office. Mr. Khan joined NetSol in 2008
as part of our acquisition of Ciena Solutions, LLC. He has been developing innovative B2C and B2B e-commerce
solutions and technology for start-ups to established software companies for over twelve years with a key focus on
search engine and collaboration techniques between buyer and seller. Mr. Khan directs the Company's strategic
direction, business development and marketing and is the visionary behind smartOCI®, a Business to Business (B2B)
price comparison shopping engine for goods and services. Mr. Khan brings a wealth of experience in managing large
ERP supply chain projects for a number of Fortune 1000 organizations. Mr. Khan received his B.A. in Computer
Science and a B.A. in Economics from the University of California at Berkeley.

Europe
NTE is headed by Jeffrey Andrews, as Sales & Operations Director and, Tony Langford as head of sales.

VLS is led by Louise Ikonomides. As Managing Director and founding shareholder of VLS, Ms. Ikonomides has

been with VLS since its inception in 1999 and with NetSol since the VLS acquisition. Ms. Ikonomides is an

accomplished senior executive in asset finance/leasing and installment credit with extensive operational

experience. She established VLS’s North West satellite office to deliver specialist audit collections and back-office
support and played a key role in the company’s foundation and growth in London City. She has extensive sector
knowledge including Block Discounting, Vendor and SME finance.

Asia Pacific Region

NetSol Technologies, Ltd., a majority owned subsidiary of parent company is located in Lahore, Pakistan and is
headed by Salim Ghauri as CEO. Mr. Ghauri is a co-founder of NetSol Technologies and has been with the Company
since 1996.

NetSol Beijing is headed by Mr. Naeem Aftab. He has been with NetSol for over 10 years with an MBA from LUMS
in Pakistan.

NetSol Thai, is headed by Mr. Asad Ghauri as President of Asia Pacific Region which is run from our Bangkok office.
Mr. Ghauri has been with NetSol for almost 10 years and has a B.S. in computer science from George Mason
University in Virginia.

The Global Sales Division is headed by Mr. Naeem Ghauri as President of Sales from the NetSol Thai offices located

in Bangkok. Mr. Ghauri has been with NetSol since 1999 and has over 25 combined years of experience in business
and IT. He is also a member of the board of directors of the parent Company.
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The Asia Pacific region including Australia/New Zealand, the Middle East, from the perspective of NFS™ marketing, is
targeted by NetSol Technologies from the Asia Pacific region offices located in: Beijing China; Bangkok, Thailand;
and Lahore, Pakistan. While Lahore continues to be a mainstay of the Company’s delivery and research and
development, the Bangkok’s expanded delivery and research and development facility has grown into a vibrant
delivery center as well as a back-up to the Lahore facility. With the continued growth of the Chinese market, our
Beijing office continues to expand as both a sales and support facility. Finally, the Asia Pacific region maintains and
will establish offices through the region as is necessary to support its customers and to explore potential
markets. These offices currently include Adelaide, Australia and Riyadh, Kingdom of Saudi Arabia.

Our Asia Pacific Region accounted for approximately 74.75% of our revenues in 2013 and our North American and
European regions together accounted for approximately 25.25% of our revenues in 2013. Information regarding
financial data by geographic areas is set forth in Item 7 and Item 8 of this Annual Report on form 10-K. See note 20
of Notes to Consolidated Financial Statements under Item 8.

12

26



Edgar Filing: NETSOL TECHNOLOGIES INC - Form 10-K

Web Presence

The Company is committed to regaining and extending the advantages of its direct model approach by moving even
greater volumes of product sales, service and support to the Internet. The Internet provides greater convenience and
efficiency to customers and, in turn, to the Company. The company maintains its corporate website at
www.netsoltech.com. NetSol’s software development and SQA team as well as its clients use its web based customer
relationship management solution (HelpDesk) for timely and direct communication, as part of providing ongoing
support and maintenance services. More details can be found on http://www.netsolhelp.com.

Through the company’s web sites, its customers, both existing and potential, and investors can access a wide range of
information about its product offerings, and support and technical matters.

Intellectual Property

The Company relies upon a combination of nondisclosure and other contractual arrangements, as well as common law
trade secret, copyright and trademark laws to protect its proprietary rights. The Company enters into confidentiality
agreements with its employees, generally requires its consultants and clients to enter into these agreements, and limits
access to and distribution of its proprietary information. The NetSol logo and name, as well as the NFS logo and
product name have been copyrighted and trademark registered in Pakistan. The NetSol logo and BestShoring® name
has been registered with the U.S. Patent and Trademark Office. The Company intends to trademark and copyright its
intellectual property as necessary and in the appropriate jurisdictions. The Company successfully registered the
smartOCI® logo and name with the United States Patent and Trademark Office. In addition, the Company has filed
for a patent on the smartOCI® technology with the United States Patent and Trademark Office and has filed for a
trademark application for the Vroozi name with the United States Patent and Trademark Office.

Governmental Approval and Regulation

Current Company operations do not require specific governmental approvals. Like all companies, including those
with multinational subsidiaries, we are subject to the laws of the countries in which the Company maintains
subsidiaries and conducts operations. Pakistani law allows a tax exemption on income from exports of IT services
and products up to 2016. While foreign based companies may invest in Pakistan, repatriation of their investment, in
the form of dividends or other methods, requires approval of the State Bank of Pakistan. The present Pakistani
government has effectively reformed the policies and regulations effecting foreign investors and multinational
companies thus, making Pakistan an attractive and friendly country in which to do business.

Available Information

Our website is located at www.netsoltech.com, and our investor relations website is located at
http://www.netsoltech.com/IR/. The following filings are available through our investor relations website after we file
with the SEC: Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, and our Proxy Statements for our
annual meetings of stockholders. These filings are also available for download free of charge on our investor relations
website. We also provide a link to the section of the SEC’s website at www.sec.gov that has all of our public filings,
including Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K, all
amendments to those reports, our Proxy Statements and other ownership related filings. Further, a copy of this
Annual Report on Form 10-K is located at the SEC’s Public Reference Room at 100 F Street, NE, Washington D.C.
20549. Information on the operation of the Public Reference Room can be obtained by calling the SEC at
1-800-SEC-0330.

We webcast our earnings calls and certain events we participate in or host with members of the investment community
on our investor relations website. Additionally, we provide notifications of news or announcements regarding our
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financial performance, including SEC filings, investor events, press and earnings releases, and blogs as part of our
investor relations website. Investors and others can receive notifications of new information posted on our investor
relations website by signing up for e-mail alerts. Further corporate governance information, including our committee
charters and code of conduct, is also available on our investor relations website at
http://www.netsoltech.com/us/investors/corporate-governance/lang/en. The content of our websites are not intended
to be incorporated by reference into this Annual Report on Form 10-K or in any other report or document we file with
the SEC, and any references to our websites are intended to be inactive textual references only.
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ITEM 1A - RISK FACTORS

We have yet to Fully remedy the material weaknesses in our internal controls over financial reporting and accordingly
in our disclosure controls and procedures. this failure to remedy these weaknesses may result in a lack of confidence
in our financial reporting and negatively affect our stock price and financial viability.

Beginning with our 10-K for the year ending June 30, 2011, our management concluded that our core accounting staff
does not have sufficient U.S GAAP experience and training. This lack of sufficient U.S. GAAP expertise in the core
accounting staff led to the management’s determination that this is a material weakness in our internal controls over
financial reporting and, accordingly, in our disclosure controls and procedures. Since 2011, we have actively sought a
U.S. CPA candidate to act as interim or permanent Chief Financial Officer (“CFO”). On September 10, 2013, we
announced the appointment of Roger Almond, C.P.A., as CFO of the Company. Mr. Almond has the requisite U.S.
GAAP and SEC experience to remedy this weakness. While we anticipate that Mr. Almond’s oversight will lead to a
removal of this weakness, as he did not oversee the preparation of the financial accounts for the year ending June 30,
2013, and pending his oversight of the accounts for consecutive quarterly periods, we will not be able to immediately
remove the material weakness disclosure.

ITEM 2 - PROPERTIES

Company Facilities

The Company’s corporate headquarter has been located in Calabasas, California since 2000 and currently at 24025
Park Sorrento, Suite 410, Calabasas, CA 91302. It is located in approximately 7,210 rentable square feet, with a
monthly rent of $21,165. The lease is a five years and five months lease, expiring in 2017. The parent company and

Vroozi are located in this office.

Other leased properties as of the date of this report are as follows:

Square Monthly Rental
Location/Approximate Feet Purpose/Use Expense
Alameda, CA 4,298 Computer & General Office $ 8,759
Beijing, China 3,012 General Office $ 10,217
Bangkok, Thailand 3,791 Computer and General Office $ 8,140
Horsham, UK (NetSol Europe) 6,570 Computer and General Office $ 8,876
London, UK (VLS) 2,100 Computer & General Office $ 4,438
NetSol Connect (Karachi Office)(1) 2,310 General Office $ 1,323
NetSol PK (Pindi Office) 2,250 General Office & Guest House $ 529
Sydney, Australia 200 General Office $ 2,000

The Beijing lease is a three year lease that expires in January 2014. The monthly rent is approximately $10,217 (RMB
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64,370) per month. The Bangkok lease is a three year lease expiring November 2013 with monthly rent of $8,140
(THB 244,210). The NetSol Europe facilities, located in Horsham, United Kingdom, are leased until July 1, 2021 for
an annual rent of £70,000 (approximately $106,512 annually or $8,876 per month). VLS operations are located in
London, United Kingdom and are leased until November 5, 2015 for an annual rent of £35,000 (approximately
$53,256 annually or $4,438 per month). The Alameda lease, where NTNA offices are located, is a yearly lease with
monthly rent of $8,759 expiring November 2013. The NetSol Pindi office lease is a one year lease that expires in
June 2014 and currently is rented at the rate of approximately $529 per month. The Sydney lease is a six month full
service lease that expires in September 2013 and will thereafter renew on a month to month basis on the same terms
with a monthly rent of $2,000.

(1) NetSol Connect Karachi premises were acquired by NetSol Technologies, Ltd. during this fiscal year.

Upon expiration of its leases, the Company does not anticipate any difficulty in obtaining renewals or alternative
space.

Lahore Technology Campus

The Technology Campus was inaugurated in Lahore, Pakistan in May 2004. This facility consists of 50,000 square
feet of computer and general office space. This facility is state of the art, purpose-built and fully dedicated for IT and
software development; the first of its kind in Pakistan. Title to this facility is held by NetSol Technologies Ltd. and is
not subject to any mortgages. In order to cater for future business expansion and taking advantage of the local
depressed real estate market, the company purchased two cottages adjacent to its main building. Total covered area of
these cottages is 4,900 sq. feet and its cost was approximately $250,000. The management has moved its accounts,
finance, internal audit, company secretariat, costing and budgeting, graphics, technical communication & procurement
departments into these cottages. Due to the ever growing requirements of resources, the company started construction
of its new building which is adjacent to the current one. This new building will have the capacity to house
approximately 1,000 additional resources. Construction of the building is in process and is expected to be completed
during the coming fiscal year.
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ITEM 3 - LEGAL PROCEEDINGS

To the best knowledge of Company’s management and counsel, there is no material litigation pending or threatened
against the Company.
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PART II

ITEM 5 - MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND
ISSUER PURCHASES OF EQUITY SECURITY

(a) MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS

MARKET INFORMATION - Common stock of NetSol Technologies, Inc. is listed and traded on NASDAQ Capital
Market under the ticker symbol "NTWK".

The table shows the high and low intra-day prices of the Company's common stock as reported on the composite tape
of the NASDAQ for each quarter during the last two fiscal years. Stock prices have been adjusted to reflect the
Company’s 1 for 10 reverse stock split on August 13, 2012.

2012-2013 2011-2012
Fiscal
Quarter High Low High Low
1st (ended September 30) 6.95 4.00 17.80 5.60
2nd (ended December 31) 6.75 5.45 6.90 3.50
3rd (ended March 31) 13.74 5.88 9.50 3.60
4th (ended June 30) 14.01 9.14 6.10 3.70

Common stock of NetSol Technologies, Inc. is also listed and traded on the NasdagDubai Market under the ticker
symbol “NTWK” since June 16, 2008.

RECORD HOLDERS - As of September 10, 2013, the number of holders of record of the Company's common stock
was 56. As of September 3, 2013, there were 8,985,923 shares of common stock issued and outstanding and no shares
of preferred stock issued and outstanding.
DIVIDENDS - The Company has not paid dividends on its Common Stock in the past two fiscal years.

SECURITIES AUTHORIZED FOR ISSUANCE UNDER EQUITY COMPENSATION PLAN

The table shows information related to our equity compensation plans as of June 30, 2013:

Number of Weighted-average =~ Number of securities
securities to exercise price of remaining
be issued outstanding available for
upon options, warrants future issuance
exercise of and rights under equity
outstanding compensation
options, plans
warrants (excluding
and rights securities
reflected in
column (a)
Equity Compensation 474,586(1) 186,086(3)
Plans approved by
Security holders
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Equity Compensation None None None
Plans not approved by
Security holders
Total 474,586 $12.78 186,086

(1)Consists of 6,000 under the 2002 Incentive and Nonstatutory Stock Option Plan; 21,000 under the 2003 Incentive
and Nonstatutory Stock Option Plan; 14,000 under the 2004 Incentive and Nonstatutory Stock Option Plan;
140,462 under the 2005 Incentive and Nonstatutory Stock Option Plan; and 130,000 under the 2011 Incentive and
Nonstatutory Stock Option Plan.

2) The weighted average of the options is $15.65.

(3)Represents 22,587 available for issuance under the 2002 Incentive and Nonstatutory Stock Option Plan; 7000
under the 2003 Incentive and Nonstatutory Stock Option Plan; 96,157 under the 2004 Incentive and Nonstatutory
Stock Option Plan; 60,163 under the 2005 Incentive and Nonstatutory Stock Option Plan and 179 under the 2011
Incentive and Nonstatutory Stock Option Plan.
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(b) RECENT SALES OF UNREGISTERED SECURITIES
Not Applicable
ITEM 6 — SELECTED FINANCIAL DATA

You should read the following selected consolidated financial data in conjunction with Item 7 “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and our consolidated financial statements
and the related notes appearing in Item 8 “Financial Statements and Supplementary Data” of this Annual Report on
Form 10-K.

The consolidated statements of income data for the years ended June 30, 2012, and 2013 and the consolidated balance
sheet data at June 30, 2012, and 2013 are derived from our audited consolidated financial statements appearing in Item
8 of this Annual Report on Form 10-K. The consolidated statements of income data for the years ended June 30, 2009,
2010 and 2011 and the consolidated balance sheet data at June 30, 2009, 2010, and 2011, are derived from our audited
consolidated financial statements that are not included in this Annual Report on Form 10-K. The historical results are
not necessarily indicative of the results to be expected in any future period.

Year Ended June 30,
2009 2010 2011 2012 2013

Consolidated Statements of Income Data:
Revenues $26,448,177 $36,779,897 $36,547,574 $39,775,524 $50,797,161
Income (loss) from operations (6,483,169 ) 9,727,709 10,164,820 7,264,582 11,667,098
Net income (8,181,448 ) 1,394,120 5,728,088 2,446,545 7,863,143
Net income (loss) per share of common
stock
Basic $(3.04 ) $0.40 $1.18 $0.39 $0.96
Diluted $(2.99 ) $0.37 $1.16 $0.39 $0.95

2009 2010 2011 2012 2013
Consolidated Balance Sheet Data:
Cash, cash equivalents, and marketable
securities $4,403,762 $4,075,546  $4,172,802 $7,599,607 $7,874,318
Total assets 62,769,026 72,136,180 85,646,380 91,347,213 102,704,115
Total long-term liabilities 8,014,241 5,865,648 720,356 3,012,563 1,412,212
Total stockholders’ equity 37,361,069 45,803,224 64,911,174 74,994,651 89,510,112
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ITEM 7- MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND PLAN OF
OPERATIONS

The following discussion is intended to assist in an understanding of NetSol’s financial position and results of
operations for the year ended June 30, 2013. It should be read together with our consolidated financial statements and
related notes included under Item 8 of this Annual Report on Form 10-K.

A few of our major successes achieved in 2012-2013 were:

Signing a new multi-million dollar agreement to implement NFS for a major global auto captive finance Company;
Signing an agreement to implement NFS’s CAP and CMS modules with a leading multi-finance company in
Southeast Asia, which currently manages more than one million live contracts generated through its 1,000+
dealerships;

Signing a global agreement providing for implementation of the CAP and CMS modules with one of Australia’s
largest non-bank lenders with approximately $5 billion of loan and lease assets under management;

Signing agreements with several Pakistan based businesses specifically, an agreement to implement the Centralized
Driving License [ssuance Management System for the province of Punjab and, a contract to develop an IT Risk
Assessment and Management framework and Information Security strategy roadmap for Ufone Telecom Company;
Carrying out the first NFS implementation in the Mexican market in a multi-million dollar agreement;

Acquiring our first SaaS deal for LeasePack with Motolease;

Realizing positive changes in VLS including a 35% higher contract number year over year, restructuring senior
management and, identifying new system requirements to service growth projections and objectives;

Making strides in closing new agreements in Europe including a new LeaseSoft license to a private equity backed
European asset finance company, license upgrades for existing clients Investec and Aldermore and providing a
system solution to support a new line of consumer finance business for a UK merchant bank; and

{Launching Vroozi’s “Purchase Manager” to the general public and engaging existing customers on the new solution.

Our success, in the near term, will depend, in large part, on the Company's ability to: (a) continue to grow revenues
and improve profits, (b) adequately capitalize for growth in various markets and verticals; (c) make progress in the
North American markets and, (d) continue to streamline sales and marketing efforts in every market we operate.
However, management's outlook for the continuing operations, which has been consolidated and has been streamlined,
remains optimistic.

Marketing and Business Development Activities
Management has developed, and the board of directors has ratified, an aggressive 3-5 year growth strategy aimed at
increasing competitiveness, enhancing global delivery capabilities and increasing financial strength to become a
leading global IT institution in the leasing and finance space.
This plan is designed to:

Achieve 15-25% annual revenue growth for the next 5 years

Achieve 55 to 60% gross margins in 2014 and maintain 60% or better for the next three years

Achieve 70-75% organic growth and, 25-30% growth through alliances, partnerships and new markets
penetration
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The plan contemplates the following enhanced activities and initiatives to accomplish these goals:

oGrow delivery and sales capacity in APAC and the USA from approximately 600 NFS™ domain experts to over
1,000 within 18 months.

oContinue to advance infrastructure and systems in Lahore, Bangkok and San Francisco locations.

oStrengthen the NetSol brand in the Americas and penetration in APAC markets such as China, Thailand, Indonesia,
Australia and New Zealand.

oHire and retain the best available talent to develop the next line of managers for our growing demand.

oDevelop the sales and delivery capabilities for the Americas markets, in particular the growth in the US auto and
banking sectors. A shift in revenue contribution from the Americas markets in next few users would improve both
gross and net operating margins due to the volume and size of US contracts; further position NetSol to deliver and
support the new growth and technology dimensions in IT services, maintenance, mobile apps and cloud based
solutions.

oMaintain the quality of our delivery illustrated by our CMM Level 5 certification.

Management continues to be focused on scaling up its delivery capability and has achieved key milestones in that
respect. Key projects are being delivered on time and on budget, quality initiatives are succeeding, especially in
maturing internal processes. CMMI level companies are reassessed every three years by independent consultants
under the standards of the Carnegie Mellon University to maintain its CMMI Level 5 quality certification. As
required, NetSol was reassessed in 2010 and was successfully recertified as CMMI Level 5. While we believe this
quality certification will be renewed, our current reassessment due for August 2013 is currently pending. We believe
that the CMMI standards are a key reason in NetSol’s demand surge worldwide. We remain convinced that this trend
will continue for all NetSol offerings promoting further beneficial alliances and increasing the number and quality of
our global customers.

MATERIAL TRENDS AFFECTING NETSOL
Management has identified the following material trends affecting NetSol.
Positive trends:

e Improving sales trends in US auto and banking sectors.

¢ Slowly improving economic environment in the UK and major European economies.

o The declining IT outsourcing from India gives strength to NetSol APAC delivery centers.

e New emerging markets and IT destinations in Thailand, Malaysia, Indonesia and Australia.

* Growing interest of global companies in NetSol’s next generation solution.

e Growing interest in Japan for IT services and NFS™ applications within banking, equipment finance and general
leasing industries.

eInvestment by the Kingdom of Saudi Arabia in healthcare, education, defense, cyberspace securities, IT,
infrastructure and many other new sectors. This makes it one of the most promising markets for the Atheeb NetSol
joint venture.

® A peaceful democratic transition of government in Pakistan provides stability to fight off extremism and shift focus
to the economy.

19

36



Edgar Filing: NETSOL TECHNOLOGIES INC - Form 10-K

Negative trends:

¢ Geopolitical unrest in the Middle East.

¢ Continued strains in US-Pakistan relations.

e The delays of CBRC licenses at least for another year in China.

e Tightened liquidity and credit restrictions in consumer spending has either delayed or reduced spending on business
solutions and systems, squeezing IT budgets and extending decision making cycles.

eRestricted liquidity and financial burden due to tighter internal processes and limited budgets might cause delays in
the receivables from some clients.

eThe threats of conflict between the US and other nations and Syria could potentially create volatility in oil prices
causing readjustments of corporate budgets and consumer spending slowing global auto sales.

¢ Continued conflicts in Afghanistan could increase the migration of both refugees and extremists to Pakistan, thus
creating domestic and regional challenges.

CRITICAL ACCOUNTING POLICIES

Our financial statements and accompanying notes are prepared in accordance with accounting principles generally
accepted in the United States (“U.S. GAAP”). Preparing financial statements requires management to make estimates
and assumptions that affect the reported amounts of assets, liabilities, revenue, and expenses. These estimates and
assumptions are affected by management’s application of accounting policies. Critical accounting policies for us
include revenue recognition and multiple element arrangements, intangible assets, software development costs, and
goodwill.

REVENUE RECOGNTION

The Company recognizes revenue from license contracts without major customization when a non-cancelable,
non-contingent license agreement has been signed, delivery of the software has occurred, the fee is fixed or
determinable, and collectability is probable. Revenue from the sale of licenses with major customization,
modification, and development is recognized on a percentage of completion method. Revenue from the
implementation of software is recognized on a percentage of completion method.

Revenue from consulting services is recognized as the services are performed for time-and-materials contracts.
Revenue from training and development services is recognized as the services are performed. Revenue from
maintenance agreements is recognized ratably over the term of the maintenance agreement, which in most instances is
one year.

MULTIPLE ELEMENT ARRANGEMENTS

We may enter into multiple element revenue arrangements in which a customer may purchase a number of different
combinations of software licenses, consulting services, maintenance and support, as well as training and development
(multiple-element arrangements).

Vendor Specific Object Evidence (“VSOE”) of fair value for each element is based on the price for which the element is
sold separately. We determine the VSOE of fair value of each element based on historical evidence of our stand-alone
sales of these elements to third-parties or from the stated renewal rate for the elements contained in the initial software
license arrangement. When VSOE of fair value does not exist for any undelivered element, revenue is deferred until
the earlier of the point at which such VSOE of fair value exists or until all elements of the arrangement have been
delivered. The only exception to this guidance is when the only undelivered element is maintenance and support or
other services, then the entire arrangement fee is recognized ratably over the performance period.
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INTANGIBLE ASSETS

Intangible assets consist of product licenses, renewals, enhancements, copyrights, trademarks, trade names, and
customer lists. Intangible assets with finite lives are amortized over the estimated useful life and are evaluated for
impairment at least on an annual basis and whenever events or changes in circumstances indicate that the carrying
value may not be recoverable. We assess recoverability by determining whether the carrying value of such assets will
be recovered through the undiscounted expected future cash flows. If the future undiscounted cash flows are less than
the carrying amount of these assets, we recognize an impairment loss based on the excess of the carrying amount over
the fair value of the assets.

SOFTWARE DEVELOPMENT COSTS

Costs incurred to internally develop computer software products or to enhance an existing product are recorded as
research and development costs and expensed when incurred until technological feasibility for the respective product
is established. Thereafter, all software development costs are capitalized and reported at the lower of unamortized cost
or net realizable value. Capitalization ceases when the product or enhancement is available for general release to
customers.

The Company makes on-going evaluations of the recoverability of its capitalized software projects by comparing the
amount capitalized for each product to the estimated net realizable value of the product. If such evaluations indicate
that the unamortized software development costs exceed the net realizable value, the Company writes off the amount
which the unamortized software development costs exceed net realizable value. Capitalized and purchased computer
software development costs are being amortized ratably based on the projected revenue associated with the related
software or on a straight-line basis.

GOODWILL

Goodwill represents the excess of the aggregate purchase price over the fair value of the net assets acquired in a
purchase businesses combination. Goodwill is reviewed for impairment on an annual basis, or more frequently if
events or changes in circumstances indicate that the carrying amount of goodwill may be impaired. The goodwill
impairment test is a two-step test. Under the first step, the fair value of the reporting unit is compared with its carrying
value (including goodwill). If the fair value of the reporting unit is less than its carrying value, an indication of
goodwill impairment exists for the reporting unit and the enterprise must perform step two of the impairment test
(measurement). Under step two, an impairment loss is recognized for any excess of the carrying amount of the
reporting unit’s goodwill over the implied fair value of that goodwill. The implied fair value of goodwill is determined
by allocating the fair value of the reporting unit in a manner similar to a purchase price allocation. The residual fair
value after this allocation is the implied fair value of the reporting unit goodwill. Fair value of the reporting unit is
determined using a discounted cash flow analysis. If the fair value of the reporting unit exceeds its carrying value, step
two does not need to be performed.

The company does impairment testing of the goodwill on an annual basis at the balance sheet date i.e., June 30th. In
addition to our annual internal impairment testing, the Company retains the services of an independent valuation
specialist to validate our findings.

The source of the Company’s goodwill relates to the acquisition of three companies namely NetSol PK, CQ Systems,
UK, VLS, UK and McCue Systems, USA. NetSol PK operates in the Asia Pacific region; CQ Systems (currently
NetSol Technologies Europe Limited) and VLS both operate in Europe; and McCue Systems (currently NetSol
Technologies North America, Inc.) operates in the North American region. All these geographies are considered as
different reporting units (segments). Goodwill arising from the acquisition of these companies has been allocated to
their respective geographical segments to which they relate. While identifying reporting units/ segments, the Company
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takes into consideration the reports reviewed by the CEO (chief operating decision maker). As our financial reports
are analyzed on this regional basis, we have defined this as segment reporting for purposes of goodwill impairment
testing. Reporting unit detail of goodwill as of June 30, 2013 and 2012 is given below:
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As of June 30, As of June 30,
2013 2012
Asia Pacific $ 1,303,372 $ 1,303,372
Europe 3,685,858 3,685,858
USA 4,664,100 4,664,100
Total $ 9,653,330 $ 9,653,330

There was no impairment of goodwill for the years ended June 30, 2013 and 2012. A number of factors are taken into
consideration while calculating the fair value of the reporting units. These factors include the projected after tax
earnings of the reporting unit, industry price earnings ratio and a reasonable discount rate to arrive at the actual fair
value of the reporting unit.

As the fair value of all reporting units substantially exceeded the carrying values, no impairment was identified in the
consolidated financial statements. The following table sets forth the percentage by which the fair value exceeds the
carrying value for all reporting units as on June 30, 2013:

Reporting Units Percentage by which fair
value exceeds carrying

value
Asia Pacific 14,274.72%
Europe 1,236.62%
North America 491.53%
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RESULTS OF OPERATIONS

THE YEAR ENDED JUNE 30, 2013 COMPARED TO THE YEAR ENDED JUNE 30, 2012

The following table sets forth the items in our consolidated statement of operations for the years ended June 30, 2013

and 2012 as a percentage of revenues.

Net Revenues:
License fees
Maintenance fees
Services

Total net revenues

Cost of revenues:

Salaries and consultants
Travel

Repairs and maintenance
Insurance

Depreciation and amortization
Other

Total cost of revenues

Gross profit

Operating expenses:

Selling and marketing
Depreciation and amortization
Bad debt expense

Salaries and wages
Professional services, including non-cash
compensation

General and adminstrative
Total operating expenses

Income from operations

Other income and (expenses)

Gain (loss) on sale of assets

Interest expense

Interest income

Gain on foreign currency exchange transactions
Share of net loss from equity investment
Beneficial conversion feature

Other (expense)

Total other income (expenses)

Net income before income taxes

Income taxes

Net income after tax

Non-controlling interest

Net income attibutable to NetSol

$

2013

17,756,447
9,550,471

23,490,243
50,797,161

13,051,360
1,710,561
485,070
179,959
4,147,347
3,379,636
22,953,933
27,843,228

3,556,997
1,555,402
415,482

5,078,278

907,844
4,662,127
16,176,130

11,667,098

3,682
(664,025 )
185,343
1,367,448
482,664
(635,882 )
147,153
886,383
12,553,481
(465,426 )
12,088,055
(4,224,912)
7,863,143

For the Year

Ended June 30,

% 2012
3496 % $ 13,369,701
18.80 % 7,866,930
46.24 % 18,538,893
100.00 % 39,775,524
25.609 % 10,236,109
337 % 1,273,259
095 % 373,359
035 % 145,351
816 % 3,528,229
6.65 % 2,721,716
4519 % 18,278,023
54.81 % 21,497,501
7.00 % 3,130,379
3.06 % 1,113,758
082 % 124,291
10.00 % 4,191,593
1.79 % 993,058
9.18 % 4,679,840
31.84 % 14,232,919
2297 % 7,264,582
001 % (18,979 )
-1.31 % (823,684 )
036 % 82,039
269 % 404,708
095 % (300,000 )
-1.25 % (179,576 )
029 % 275,565
1.74 % (559,927 )
2471 % 6,704,655
092 % (55,384 )
23.80 % 6,649,271
832 % (4,202,727 )
1548 % 2,446,544

%

33.61 %
19.78 %
46.61 %
100.00 %

25.73 %
320 %
094 %
037 %
887 %
6.84 %
4595 %
54.05 %

787 %
280 %
031 %
10.54 %

250 %
11.77 %
35.78 %

18.26 %

-0.05 %
207 %
021 %
1.2 %
-0.75 %
-045 %
0.69 %
-1.41 %
16.86 %
-0.14 %
16.72 %
-10.57 %
6.15 %
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The following table represents revenues by each subsidiary and corresponding geographical region:

2013 2012
Revenue % Revenue %
Corporate headquarters $- 0.00 % $- 0.00 %
North America:
NTNA 5,796,484 1141 % 3,257,059 8.19 %
Vroozi 947,698 1.87 % 1,295,114 326 %

6,744,182 1328 % 4,552,173 1144 %

Europe:

NTE 6,183,202 1217 % 4,395,364 11.05 %
VLS 1,655,440 326 % 1,276,838 321 %
HAFL 000 % 4,190 001 %

7,838,642 1543 % 5,676,392 1427 %
Asia-Pacific:

NetSol PK 22,605,831 4450 % 22,679,948 57.02 %
Netsol-Innovation 3,734,583 735 % 3,444,916 8.66 %
Connect 760,795 1.50 % 636,849 1.60 %
Abraxas 1,359,322 2.68 % 390,819 098 %
NTPK Thailand 7,433,648 14.63 % 1,084,285 273 %
NetSol Beijing 320,158 063 % 1,310,142 329 %

36,214,337 7129 % 29,546,959 7428 %
Total $50,797,161  100.00 % $39,775,524  100.00 %

The Company has maintained its estimated revenue projections despite severe global economic challenges.

Net revenues for the year ended June 30, 2013 were $50,797,161 as compared to $39,775,524 for the year ended June
30, 2012. In terms of percentage, the revenues increased by 27.71% compared with last year. This increase included a
21.4% growth in maintenance fee revenue, from $7,866,930 to $9,550,471, due to re-negotiation of some maintenance
agreements in APAC and Europe. Services income which also include consulting and implementation services,
increased by 26.71% from $18,538,893 to $23,490,243. The Company’s license revenue also increased by 32.81%,
from $13,369,701 in 2012, to $17,756,447 in 2013. This increase in license revenue is mainly due to the increasing
demand of our flagship product NFSTM and the confidence of the customers in our delivery capability due to a zero
percent failure rate.

The Company is well-positioned for revenue growth and has invested heavily in the development of its next
generation product, which is expected to be completed during the calendar year 2014. Globally, our target customers
are still using old systems for maintaining their lease and finance portfolios and are now planning to replace their
legacy systems. NetSol, being a trusted name in this field, is in a good position to tap new business from these
companies. The completion of this next generation software will provide the Company the capability to enter into a
much larger market. We note that this product-conversion may negatively impact our license fee revenue until which
point the new product gains traction in the marketplace.

The gross profit was $27,843,228 for year ended June 30, 2013, as compared with $21,497,501 for the same period of
the previous year. This is an increase of 29.52%. The gross profit percentage was 54.81% for the current fiscal year
slightly up from 54.05% in the prior year. The cost of sales was $22,953,933 in the current year compared to
$18,278,023 in the prior year. The increase in cost of sales is mainly due to increase in salaries of the technical staff,
impact of hiring of further resources to increase the delivery capacity, increased travel to implement the software at
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client sides, increase in depreciation and amortization expense and some inflationary factors affecting global
economy.

Operating expenses were $16,176,130 for the year ended June 30, 2013, as compared to, $14,232,919 for the year
ended June 30, 2012, an increase of 13.65% from the prior year. The increase is mainly attributable to increase in
sales and marketing expense, depreciation and amortization and salaries and wages. Depreciation and amortization
expense amounted to $1,555,402 and $1,113,758 for the year ended June 30, 2013 and 2012, respectively. Combined
salaries and wage costs were $5,078,278 and $4,191,593 for the comparable periods, respectively, or an increase of
$886,685 from the corresponding period last year. One of the main reasons for this increase is the severance allowance
paid to some staff in Europe and the additional cost recorded on grant of options to employees. General and
administrative expenses were $4,662,127 and $4,679,840 for the years ended June 30, 2013 and 2012, respectively, a
decrease of $17,713 or 0.38%. As a percentage of sales, these expenses were 9.18% in the current year compared to
11.77% in the prior year.
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Selling and marketing expenses increased to $3,556,997 for the year ended June 30, 2013 as compared to $3,130,379
for the year ended June 30, 2012. As a percentage of sales, these expenses were 7.00% in the current year compared
to 7.86% in the prior year. The Company provided for certain doubtful debts of $415,482 and $124,291, during the
years ended June 30, 2013 and 2012, respectively.

Income from operations in fiscal year 2012 was $11,667,098 as compared to $7,264,582 in fiscal year 2012. As a
percentage of sales, net income from operations was 22.97% in the current year as compared to 18.26% in the prior
period.

Net income in fiscal year 2013 was $7,863,143 as compared to $2,446,544 in fiscal year 2012. The current fiscal year
amount includes a net reduction for the minority interest in earnings of $4,224,912 compared to a reduction of
$4,202,727 in the prior year for the 49.9% minority interest in NetSol Innovation, the 34.81% minority interest in
NetSol PK, the 49% minority interest in VLS and the 9.09% minority interest in Vroozi™. The net earnings per share,
basic and diluted, were $0.96 and $0.95 in 2013 respectively as compared to $0.39 in 2012.

The net EBITDA income was $14,510,000 as compared to $7,885,560 after amortization and depreciation charges of
$5,702,749 and $4,641,987, income taxes of $465,426 and $55,384, interest expense of $664,025 and $823,684 and
interest income of $185,343 and $82,039 respectively. The EBITDA income per share, basic & diluted was $1.77 and
$1.75 as compared to $1.27 and $1.26 in the year ago period. Although the net EBITDA income is a non-GAAP
measure of income, we are providing it because we believe it to be an important supplemental measure of our
performance that is commonly used by securities analysts, investors, and other interested parties in the evaluation of
companies in our industry. It should not be considered as an alternative to net income, operating income or any other
financial measures calculated and presented, nor as an alternative to cash flow from operating activities as a measure
of our liquidity. It may not be indicative of the Company’s historical operating results nor is it intended to be
predictive of potential future results.

Liquidity and Capital Resources

We note that our cash position was $7,874,318 at June 30, 2013 compared to $7,599,607 at June 30, 2012. Further,
we note that our current assets, as of June 30, 2013, totaled $42,074,279 and were 40.97% of total assets, an increase
of 15.98% from $36,278,106, or 39.71% of total assets as of June 30, 2012. As of June 30, 2013, our working capital
(current assets less current liabilities) totaled $30,104,263 compared to $22,673,556 as of June 30, 2012, an increase
of $7,530,607. As of June 30, 2013, we had $14,684,212 in accounts receivable and $15,367,198 in revenues in excess
of billings. Net cash provided by operating activities amounted to $13,845,819 for the year ended June 30, 2013, as
compared to $8,112,715 for the year ended June 30, 2012. The increase is mainly due to an increase in net
profits. The average collection cycle for accounts receivables ranges between three to six months from the date of
invoicing. Payments are usually received within the due dates. The average days sales outstanding for the year ended
June 30, 2013, were 106 days as compared with 127 days in fiscal year 2012.

We note that net cash used in investing activities amounted to $14,472,252 for the year ended June 30, 2013, as
compared to $11,407,346 for the year ended June 30, 2012. The increase is primarily as a result of purchase/
replacement of more property and equipment during the year. The company also acquired some non-controlling
interest in in its majority owned subsidiaries against the payment of $799,349. Please note that we had purchases of
property and equipment of $8,958,876 compared to $4,912,322 for the comparable period last fiscal year.

We note that net cash provided by financing activities amounted to $1,690,794 and $9,091,751 for years ended June
30, 2013, and 2012, respectively. The current fiscal year included the cash inflow of $Nil from the sale of common
stock and $2,648,848 from the exercising of stock options and warrants, compared to $5,743,300 and $728,500 in the
prior year, respectively.
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In the current fiscal year, we had $1,795,663 in proceeds from bank loans, and net capital leases payments of
$630,714 as compared to $4,190,395 in proceeds from bank loans, and net capital leases payments of $8,089,139 in
the comparable period last year. We operate in a range of geographical regions of the world through our various
subsidiaries. These subsidiaries have financial arrangements from various financial institutions to meet both their short
and long term funding requirements. These loans will become due at different maturity dates the detail of which is
given in Note No. 12 of the annexed financial statements. We and all of our subsidiaries are in compliance with our
financial covenant arrangements. Our subsidiary, NetSol PK, has a term finance facility from Askari Bank to finance
the construction of a new building. The total amount of the facility is Rs. 112,500,000 or approximately $1,114,965
which is secured by way of first charge of Rs. 580 million of land, building, and equipment. We have used only Rs.
87.5 million (approximately $867,000) of this facility as on June 30, 2013 and the balance of Rs. 25 million is
available depending upon our financial requirements.
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We plan on pursuing various, feasible means of raising new funding to: expand infrastructure, enhance product
offerings and strengthen marketing and sales activities in strategic markets. A strong growth in earnings and the
signing of larger contracts with Fortune 500 customers largely depends on the financial strength of NetSol. Generally,
the bigger name clients and new prospects diligently analyze and take into consideration a stronger balance sheet
before awarding big projects to vendors. Therefore, NetSol would continue its effort to further enhance its financial
resources in order to continue to attract large name customers and big value contracts.

As a growing and dynamic company, we will continue our organic growth strategy in selective markets. In light of the
strong growth outlook for the next few years, we will need to invest in hiring, training and development and build
capacity in our main facilities. While this is a key element affecting gross margins, it is essential to have sufficient
personnel ready to deliver. While we have been most prudent in our capital investment, there will be on-going capital
expenditure needs based on our short term and long term business plans. Our requirements for capital expenses vary
from time to time, for the next 12 months, we anticipate having the need for working capital of $6.0 to $7.0 million
for overall expansion plans that would involve continued R&D, new product development, business development
activities and infrastructure enhancements.

Management intends to further improve the accounts receivable collections process from our customers. In addition,
we expect that executive and employee stock options exercises as a substantial amount of these options are in the
money. We will explore injections of new capital from strategic investors, as the most feasible and viable source of
new capital. Some of the joint ventures partners could be amongst the strategic investors to strengthen our balance
sheet. Management is very aware of the need to continue to reduce both short term and long term liabilities while
continuously improving cash flow and net cash position. Management remains very committed and focused to
strengthening overall assets and will employ all of the above mentioned tools and such others as may become
available to achieve these goals.

Financial Covenants

Our UK based subsidiary, NetSol Technologies Europe Limited (NTE) has an approved overdraft facility of £200,000
($312,340) which requires that the aggregate amount of invoiced trade debtors (net of provisions for bad and doubtful
debts and excluding intra-group debtors) of NTE, not exceeding 90 days old, will not be less than an amount equal to
200% of the facility. NTE had been granted another credit facility of £1,000,000 ($1,521,600) for the acquisition VLS.
This facility requires that NTE’s adjusted tangible net worth would not be less than £600,000. For this purpose,
adjusted tangible net worth means shareholders’ funds less intangible assets plus non-redeemable preference shares. In
addition, NTE’s cash debt service coverage would not fall below 150% of the aggregate debt service cost. The
Pakistani subsidiary, NetSol Technologies Limited (NTPK) has an approved facility for both export refinance and
term finance from Askari Bank Limited amounting to Rupees 312.5 million ($3,097,126) which requires NTPK to
maintain a long term debt equity ratio of 60:40 and the current ratio of 1:1.

As of the date of this report, we are in compliance with the financial covenants associated with our borrowings. The
maturity dates of the borrowings of respective subsidiaries may accelerate if they do not comply with these covenants.
In case of any change in control in subsidiaries, they may have to repay their respective credit facilities.

Dividends and Redemption

It has been our policy to invest earnings in growth rather than distribute earnings as common stock dividends. This
policy, under which common stock dividends have not been paid since our inception is expected to continue, but is
subject to regular review by the Board of Directors.
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Contractual Obligations

Our significant contractual obligations are as follows:

Payment due by period
Less than 1 More than 5
Contractual Obligation Total year 1-3 Years  3-5 Years years
Debt Obligations

Term Finance Facility $867,195 $495,540 $371,655 $- $ -
HSBC Loan 1,047,014 336,339 672,678 37,997 -
D&O Insurance 88,292 88,292 - - -
Habib Bank Line of Credit 1,785,237 1,785,237 - - -
Bank Overdraft Facility 312,139 312,139 - - -
Bank Loan 1,982,161 1,982,161 - - -
Capital Lease Obligations -
Subsidiary Capital Leases 638,800 308,918 318,197 11,685 -
Operating Lease Obligations -

Non-cancellable operating lease 2,401,272 645,087 815,078 621,571 319,536

Total $9,122,110 $5,953,713 $2,177,608 $671,253 $ 319,536

Off-Balance Sheet Arrangements
We do not maintain any off-balance sheet arrangements, transactions, obligations or other relationships with

unconsolidated entities that would be expected to have a material current or future effect upon our financial condition
or results of operations.
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ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

We are exposed to financial market risks, including changes in currency exchange rates and interest rates.

Foreign Currency Exchange Risk

Economic Exposure

We transact business in various foreign currencies and have significant international revenues, as well as costs

denominated in foreign currencies. This exposes us to the risk of fluctuations in foreign currency exchange rates.

Since majority of the operations of the company are based in the Asia Pacific region where Pak Rupee is continuously

losing its value against the US Dollar and we don’t have any imports, therefore, we believe it is counter-productive to
hedge this exposure. Devaluation of Pak rupee results in foreign exchange gain to the company.

Transaction Exposure

Our exposure to foreign currency transaction gains and losses is the result of certain net receivables due from our

foreign subsidiaries and customers being denominated in currencies other than the functional currency of the

subsidiary, primarily the Euro, Yuan, Baht and Pak Rupee. Our foreign subsidiaries conduct their businesses in local

currency. Since majority of the operations of the company are based in the Asia Pacific region where Pak Rupee is

continuously losing its value against the US Dollar and we don’t have any imports, therefore, we believe it is
counter-productive to hedge this exposure.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA

The Consolidated Financial Statements that constitute Item 8 are included at the end of this report on page F-1.

28

51



Edgar Filing: NETSOL TECHNOLOGIES INC - Form 10-K

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

NetSol’s financial statements for the fiscal years ended June 30, 2013 and June 30, 2012, did not contain an adverse
opinion or disclaimer of opinion, and was not qualified or modified as to uncertainty, audit scope, or accounting
principles.

Also except as noted in Item 9A below, In connection with the audit of NetSol's financial statements for the fiscal
years ended June 30, 2013 and June 30, 2012, there were no disagreements, disputes, or differences of opinion with
Kabani & Company on any matters of accounting principles or practices, financial statement disclosure, or auditing
scope and procedures, which, if not resolved to the satisfaction of Kabani & Company would have caused Kabani &
Company to make reference to the matter in its report.

ITEM 9A. CONTROLS AND PROCEDURES
Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our chief executive officer and chief financial officer, evaluated the
effectiveness of our disclosure controls and procedures pursuant to Rule 13a-15 under the Exchange Act, as of the end
of the period covered by this Annual Report on Form 10-K. Based upon that evaluation, the Chief Financial Officer
and Chief Executive Officer concluded that our disclosure controls and procedures were not effective.

Management’s Report on Internal Control over Financial Reporting

Our management has the responsibility to establish and maintain adequate internal controls over our financial
reporting, as defined in Rule 13a-15(f) under the Securities and Exchange Act of 1934. Our internal controls are
designed to provide reasonable assurance regarding the reliability of our financial reporting and the preparation of our
external financial statements in accordance with generally accepted accounting principles (GAAP).

Due to inherent limitations of any internal control system, management acknowledges that there are limitations as to
the effectiveness of internal controls over financial reporting and therefore recognize that only reasonable assurance
can be gained from any internal control system. Accordingly, our internal control system may not detect or prevent
material misstatements in our financial statements and projections of any evaluation of effectiveness to future periods
are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

Under the supervision and participation of management, including the Chief Executive Officer and Chief Financial
Officer, we have performed an assessment of the effectiveness of our internal controls over financial reporting as of
June 30, 2013. This assessment was based on the criteria established in Internal Control-Integrated Framework, issued
by the Committee of Sponsoring Organizations of the Treadway Commission. Based on the results of our assessment,
the Company has determined that as of June 30, 2013, there was a material weakness in the Company’s internal control
over financial reporting. Specifically, while in the performance of this assessment, management identified that its core
accounting staff does not have necessary technical accounting training relating to accounting for complex U.S. GAAP
matters. Based on this evaluation, management concluded that our internal control over financial reporting was not
effective as of June 30, 2013. Notwithstanding the existence of such material weakness in our internal controls over
financial reporting, our management, including our Chief Executive Officer, believes that the financial statements
included in this report fairly present in all material respects our financial condition, results of operations and cash
flows for the periods presented.
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On September 9, 2013, the Company appointed Roger Almond, C.P.A. to act as Chief Financial Officer of

NetSol. Management believes that Mr. Almond’s appointment as CFO results in the requisite technical accounting
knowledge and training relating to accounting for complex U.S. GAAP matters. Management believes that Mr.
Almond’s appointment will result in the removal of the material weakness in subsequent quarters.

Changes in Internal Control over Financial Reporting
There have been no changes in our internal controls over financial reporting during the fourth quarter of fiscal year

2013, that have materially affected, or are reasonable likely to materially affect, the Company’s internal control over
financial reporting (as defined in Exchange Act Rules 13a — 15(f) and 15d — 15(f)).
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ITEM 9B. OTHER INFORMATION
Departure and Arrival of Chief Financial Officer:

On September 9, 2013, Mr. Roger K. Almond was appointed to the position of Chief Financial Officer of NetSol
Technologies, Inc. Mr. Almond replaces Mr. Boo-Ali Siddiqui who will assume the role of Chief Accounting Officer,
while continuing his roles of Chief Financial Officer and Secretary of NetSol PK. There was no disagreement with
Mr. Boo-Ali Siddiqui related to his departure as CFO of NetSol Technologies, Inc. Mr. Almond is being retained to
provide his expertise and financial and accounting acumen to the finance department. His roles will include the
preparation of all quarterly and annual financial statements, including ensuring that our financial statements are
presented in compliance with U.S. GAAP. Additionally, Mr. Almond will assist our CEO with communications and
interaction with the investor and financial communities. While acting as a consultant, Mr. Almond shall be paid on an
hourly basis at the rate of $100 per hour with a minimum commitment of 20 hours per week. For further information
about Mr. Almond, please see his biographical information on page 40 of this report. Mr. Almond’s Consulting
Agreement dated effective September 9, 2013, is attached to this report as an exhibit.

Charters and Code of Conduct:
The Committees of the Board of Directors have reviewed the various charters and codes of conduct and have agreed
that they be restated on September 10, 2013. These restated Charters and Codes of Conduct can be found on

www.netsoltech.com/IR/corporate-governance. The updated charters and Code of Conduct are attached to this report
as an exhibit.
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PART III
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE
Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires that the Company's directors and
executive officers and persons owning more than 10% of the outstanding Common Stock, file reports of ownership
and changes in ownership with the Securities and Exchange Commission ("SEC"). Executive officers, directors and
beneficial owners of more than 10% of the Company's Common Stock are required by SEC regulation to furnish the
Company with copies of all Section 16(a) forms they file.

Based solely on copies of such forms furnished as provided above, or written representations that no such forms were
required, the Company believes that during the fiscal year ended June 30, 2013, all Section 16(a) filing requirements
applicable to its executive officers, directors and beneficial owners of more than 10% of its Common Stock were
complied with.

CHANGE IN MANAGEMENT AND BOARD OF DIRECTORS
Board of Directors

At the 2013 Annual Shareholders Meeting, a seven member board stood for election. The members were elected and,
according to the bylaws of the company shall retain their position as directors until the next meeting. The board of
directors is made up of: Mr. Najeeb U. Ghauri, Mr. Eugen Beckert, Mr. Naeem U. Ghauri, Mr. Shahid Burki, Mr.
Salim Ghauri, Mr. Mark Caton and, Mr. Jeffrey Bilbrey.

Committees

The Audit committee is made up of Mr. Burki as Chairman, Mr. Caton, Mr. Beckert and Mr. Bilbrey as
members. The Compensation committee consists of Mr. Caton as its Chairman and Mr. Beckert, Mr. Burki and, Mr.
Bilbrey as its members. The Nominating and Corporate Governance Committee consists of Mr. Beckert as chairman

and Mr. Burki, Mr. Caton and, Mr. Bilbrey.

The table below provides the membership for each of the committees during Fiscal Year 2013.

Nominating
and Corporate
Audit Compensation Governance
Director Committee Committee Committee
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