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Act.  Yes  o   No  x

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Securities Exchange Act of 1934.  Yes  o   No  x

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.   Yes  x   No  o

Edgar Filing: NETWORK 1 SECURITY SOLUTIONS INC - Form 10-K

2



Indicate by check mark whether this registrant has submitted electronically and posted on its Corporate Website, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
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Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or
a smaller reporting company.  See the definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act.

Large accelerated filer  o                                                                                                Accelerated filer  o

Non-accelerated filer  o                                                                                              Smaller Reporting Company  x

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Act).  Yes  o    No  x

The aggregate market value of the voting and non-voting common stock of the registrant held by non-affiliates
computed by reference to the price at which the stock was last sold as of June 30, 2010 was approximately
$16,859,260.

The number of shares outstanding of Registrant’s common stock as of March 28, 2011 was 25,953,129.
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PART I

Forward-looking statements:

THIS ANNUAL REPORT ON FORM 10-K CONTAINS STATEMENTS ABOUT FUTURE EVENTS AND
EXPECTATIONS WHICH ARE “FORWARD-LOOKING STATEMENTS.” ANY STATEMENT IN THIS 10-K
THAT IS NOT A STATEMENT OF HISTORICAL FACT MAY BE DEEMED TO BE A FORWARD-LOOKING
STATEMENT. FORWARD-LOOKING STATEMENTS REPRESENT OUR JUDGMENT ABOUT THE FUTURE
AND ARE NOT BASED ON HISTORICAL FACTS. STATEMENTS CONTAINING SUCH WORDS AS “MAY,”
“WILL,” “EXPECT,” “BELIEVE,” “ANTICIPATE,” “INTEND,” “COULD,” “ESTIMATE,” “CONTINUE” OR “PLAN” AND
SIMILAR EXPRESSIONS OR VARIATIONS ARE INTENDED TO IDENTIFY FORWARD-LOOKING
STATEMENTS. THESE STATEMENTS REFLECT THE CURRENT RISKS, UNCERTAINTIES AND
ASSUMPTIONS RELATED TO VARIOUS FACTORS IN THIS REPORT AND IN OTHER FILINGS MADE BY
US WITH THE SEC. BASED UPON CHANGING CONDITIONS, SHOULD ANY ONE OR MORE OF THESE
RISKS OR UNCERTAINTIES MATERIALIZE, INCLUDING THOSE DISCUSSED AS “RISK FACTORS” IN
ITEM 1A AND ELSEWHERE IN THIS REPORT, OR SHOULD ANY OF OUR UNDERLYING ASSUMPTIONS
PROVE INCORRECT, ACTUAL RESULTS MAY VARY MATERIALLY FROM THOSE DESCRIBED IN THIS
REPORT AS ANTICIPATED, BELIEVED, ESTIMATED OR INTENDED. WE UNDERTAKE NO OBLIGATION
T O  U P D A T E ,  A N D  W E  D O  N O T  H A V E  A  P O L I C Y  O F  U P D A T I N G  O R  R E V I S I N G ,  T H E S E
FORWARD-LOOKING STATEMENTS.

ITEM 1. BUSINESS.

Overview

Our principal business is the acquisition, development, licensing and protection of our intellectual property.  We
presently own six patents issued by the U.S. Patent Office that relate to various telecommunications and data
networking technologies and include, among other things, patents covering the delivery of power over Ethernet cable
for the purpose of remotely powering network devices, such as wireless access ports, IP phones and network based
cameras, over Ethernet (“PoE”) networks and systems and methods of transmission of audio, video and data in order to
achieve high quality of service (QoS).  In addition, we continually review opportunities to acquire or license
additional intellectual property for the purpose of pursuing licensing opportunities related to our existing intellectual
property portfolio or otherwise.  Our strategy is to pursue licensing and strategic alliances with companies in
industries that manufacture and sell products that make use of the technologies underlying our intellectual property as
well as with other users of the technologies who benefit directly from the technologies including corporate,
educational and governmental entities.

To date, we have focused our efforts on licensing our remote power patent (U.S. Patent No. 6,218,930) covering the
control of power delivery over Ethernet cables (the “Remote Power Patent”).  As of March 28, 2011, we had entered
eleven (11) license agreements with respect to our Remote Power Patent which, among others, include license
agreements with Cisco Systems, Inc. and Cisco-Linksys, Microsemi Corporation, Extreme Networks, Inc., Netgear,
Inc., and several other major data networking equipment manufacturers (See Note [C] and Note [J] to our Financial
Statements included in Item 8 of this Report.
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Our current strategy includes continuing to pursue licensing opportunities for our Remote Power Patent from vendors
of Power over Ethernet equipment in order to resolve possible infringement of our Remote Patent by such
vendors.  We may acquire additional intellectual property assets in the future to develop, commercialize, license or
otherwise monetize such intellectual property.  We may enter into strategic relationships with third parties to develop,
commercialize, license or otherwise monetize their intellectual property.  The form of such relationships may vary
depending upon the opportunity and may include, among other things, a strategic investment in such third party, the
provision of financing to such third party or the formation of a joint venture for the purpose of monetizing such third
party’s intellectual property assets.

Our Patents

Our intellectual property currently consists of the following patents:

U.S. Patent No. 6,218,930:  Apparatus and method for remotely powering access equipment over a 10/100 switched
Ethernet network;

U.S. Patent No. 6,577,631:  Communication switching module for the transmission and control of audio, video, and
computer data over a single network fabric;

U.S. Patent No. 6,574,242:  Method for the transmission and control of audio, video, and computer data over a single
network fabric;

U.S. Patent No. 6,570,890:  Method for the transmission and control of audio, video, and computer data over a single
network fabric using Ethernet packets;

U.S. Patent No. 6,539,011:  Method for initializing and allocating bandwidth in a permanent virtual connection for the
transmission and control of audio, video, and computer data over a single network fabric; and

U.S. Patent No. 6,215,789:  Local area network for the transmission and control of audio, video, and computer data.

In August 2008, we were issued European Patent No. 1086556 titled “Integrated Voice and Data Communications over
a Local Area Network” which covers the same technology as covered by our U.S. QoS family of patents.  The Patent
has issued in France, Germany, Spain, United Kingdom, Ireland and Canada.

Our future success is largely dependent upon our proprietary technologies, our ability to protect our intellectual
property rights and consummate license agreements with respect to our intellectual property as well as our ability to
acquire additional intellectual property assets or enter into strategic relationships with third parties to license or
otherwise monetize their intellectual property.  The complexity of patent and common law and the inherent
uncertainty of litigation creates risks that our efforts to protect our intellectual property rights, or those of our strategic
partners, may not be successful.  We cannot be assured that such intellectual property will be upheld, or that third
parties will not invalidate such intellectual property rights.  In addition, we may not be able to (i) acquire additional
intellectual property assets or successfully license such
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assets or (ii) successfully enter into strategic relationships with third parties to license or otherwise monetize their
intellectual property.

The provisional patent application for our Remote Power Patent was filed on March 11, 1999 and the patent was
granted by the U.S. Office of Patent and Trademark on April 21, 2001.  The patent expires on March 11, 2020.

We were incorporated under the laws of the State of Delaware in July 1990.  Our offices are located at 445 Park
Avenue, Suite 1018, New York, New York 10022 and our telephone number is (212) 829-5770.

Market Overview – Remote Power Patent

Our licensing efforts for our Patent Portfolio are currently focused on our Remote Power Patent.  Our Remote Power
Patent (U.S. Patent No. 6,218,930) relates to several technologies which describe a methodology for controlling the
delivery of power to certain devices over an Ethernet network.

The Institute of Electrical and Electronic Engineers (IEEE) is a non-profit, technical professional association of more
than 370,000 individual members in approximately 160 countries. The Standards Association of the IEEE is
responsible for the creation of global industry standards for a broad range of technology industries.  In 2000, at the
urging of several industry vendors, the IEEE formed a task force to facilitate the adoption of a standardized
methodology for the delivery of remote power over Ethernet networks which would insure interoperability among
vendors of switches and terminal devices.  On June 13, 2003 the IEEE Standards Association approved the 802.3af
Power over Ethernet standard (the “Standard”), which covers technologies deployed in delivering power over Ethernet
networks.  The Standard provides for the Power Sourcing Equipment (PSE) to be deployed in switches or as
standalone midspan hubs to provide power to remote devices such as wireless access points, IP phones and
network-based cameras. The technology is commonly referred to as Power over Ethernet (“PoE”).  We believe that our
Remote Power Patent covers several of the key technologies covered by the Standard.

Ethernet is the leading local area networking technology in use today.  PoE technology allows for the delivery of
power over Ethernet cables rather than by separate power cords.  As a result, a variety of network devices, including
IP telephones, wireless LAN Access Points, web-based network security cameras, data collection terminals and other
network devices, are able to receive power over existing data cables without the need to modify the existing
infrastructure to facilitate the provision of power for such devices through traditional AC outlets.  Advantages such as
lower installation costs, remote management capabilities, lower maintenance costs, centralized power backup, and
flexibility of device location as well as the advent of worldwide power compatibility, create the possibility of PoE
becoming widely adopted in networks throughout the world.

PoE provides numerous benefits including quantifiable returns on investment.  The cost of hiring electricians to pull
power cables to remote locations used for access points or security cameras can rival or exceed the cost of the
devices.  Another key benefit is the need for Voice over IP power reliability in the face of power failures.  Using PoE
enables data center power supply systems to ensure ongoing power – a function that would be difficult and expensive to
implement if each phone required AC outlets.
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These and other advantages such as remote management capabilities, lower maintenance costs, and flexibility of
device location have led to forecasts that PoE will be widely adopted in networks throughout the world.  The benefits
of PoE are compelling as evidenced by the introduction of products by such leading vendors such as Cisco Systems,
Foundry Networks, Extreme Networks, 3Com, Siemens, Nortel Networks and Avaya, as well as many others.

The ability to supply power to end-devices over Ethernet networks can be applied to other end-devices, such as
advanced security cameras, RFID card readers, laptop computers, personal digital assistants and portable digital music
players.  As the desire to connect more end-devices to the Ethernet network grows, we believe that PoE technology
will become more widely used as a method to power these end-devices.

Additional Patents

We also own five (5) additional patents, besides our Remote Power Patent, covering various methodologies that
provide for allocating bandwidth and establishing QoS for delay sensitive data, such as voice, on packet data
networks.  QoS issues become important when data networks carry packets that contain audio and video which may
require priority over data packets traveling over the same network.  Covered within these patents are also technologies
that establish bi-directional communications control channels between network-connected devices in order to support
advanced applications on traditional data networks.  We believe that potential licensees of the technologies contained
in these patents would be vendors deploying applications that require the low latency transport of delay sensitive data
such as video over data networks.

Potential Patent Acquisitions or Strategic Relationships

We may acquire additional intellectual property assets in the future to develop, commercialize, license or otherwise
monetize such intellectual property.  We continually review opportunities to acquire or license additional intellectual
property from individual inventors and technology companies for the purpose of pursuing licensing opportunities
related to our existing intellectual property portfolio or otherwise.  In addition, we may enter into strategic
relationships with such parties to develop, commercialize, license or otherwise monetize their intellectual
property.  The form of such relationships may vary depending upon the opportunity and may include, among other
things, a strategic investment in such third party, the provision of financing to such third party or the formation of a
joint venture for the purpose of monetizing such third party’s intellectual property assets.

Network-1 Strategy

Our strategy is to capitalize on our intellectual property by entering into licensing arrangements with third parties
including manufacturers and users that utilize our intellectual property’s proprietary technologies as well as any
additional proprietary technologies covered by patents which may be acquired by us in the future.  In addition, we
may enter into third party strategic relationships with other patent owners to license or otherwise monetize such third
party patents.  We will also seek to enter into licensing arrangements with users of the proprietary technologies,
including corporate,
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educational and governmental entities in those cases where the patent rights extend to the users of the technologies
contained in manufactured products.

We do not anticipate manufacturing products utilizing our intellectual property or any of the proprietary technologies
contained in our intellectual property. Accordingly, we do not anticipate establishing a manufacturing, sales or
marketing infrastructure.  Consequently, we believe that our capital requirements will be less than the capital
requirements for companies with such infrastructure requirements.

In connection with our activities relating to the protection of our intellectual property, or the intellectual property of
third parties with whom we have strategic relationships in the future, it may be necessary to assert patent infringement
claims against third parties that we believe are infringing our patents or those of our strategic partners.  We have in the
past successfully asserted litigation to protect our intellectual property, (See Item 3. “Legal Proceedings”).

Licensing – Remote Power Patent

To date we have entered into eleven (11) license agreements with respect to our Remote Power Patent including
license agreements with Cisco Systems, Inc. and Cisco Linksys, Microsemi Corporation, Extreme Networks, Inc.,
Netgear, Inc. and several other major data networking equipment manufacturers (See Note [J] to our Financial
Statements included in Item 8 of this Report).  We believe that additional potential licensees include, among others,
Wireless Local Area Networking (WLAN) equipment manufacturers, Local Area Networking (LAN) equipment
manufacturers, Voice Over IP Telephony (VOIP) equipment manufacturers, and network camera manufacturers.  In
addition, we believe that additional potential licensees include users of the equipment embodying the PoE technology
covered by our Remote Power Patent, including corporate, educational and federal, state and local government users,
as we believe that they are significant beneficiaries of the technologies covered by our Remote Power Patent.

Licenses with Major Data Networking Equipment Manufacturers (July 2010)

In July 2010, we settled our patent litigation pending in the United States District Court for the Eastern District of
Texas, Tyler Division, against Adtran, Inc, Cisco Systems, Inc. and Cisco-Linksys, LLC, (collectively, “Cisco”),
Enterasys Networks, Inc., Extreme Networks, Inc., Foundry Networks, Inc., and 3Com Corporation, Inc.  As part of
the settlement, Adtran, Cisco, Enterasys, Extreme Networks and Foundry Networks each entered into a settlement
agreement with us and entered into non-exclusive licenses for our Remote Power Patent (the “Licensed
Defendants”).  Under the terms of the licenses, the Licensed Defendants paid us aggregate upfront payments of
approximately $32 million and also agreed to license our Remote Power Patent for its full term, which expires in
March 2020.  In addition, Cisco agreed to pay us royalties (beginning in 2011) based on its sales of Power over
Ethernet (“PoE”) products up to maximum royalty payments per year of $8 million through 2015 and $9 million per
year thereafter for the remaining term of the patent.  The royalty payments are subject to certain conditions including
the continued validity of our Remote Power Patent, and the actual royalty amounts received may be less than the caps
stated above.  For more details about the settlement, please see our Current Report on Form 8-K filed with the
Securities and Exchange Commission on July 20, 2010.
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Netgear License

In May 2009 as part of a settlement of patent infringement litigation in the United States District Court for the Eastern
District of Texas, Tyler Division, and under our Special Licensing Program, Netgear entered into a license agreement
with us for our Remote Power Patent, effective April 1, 2009. Under the terms of the license, Netgear licenses our
Remote Power Patent for its full term which expires in March 2020, and pays quarterly royalties (which began as of
April 1, 2009) based on its sales of Power over Ethernet products, including those PoE products which comply with
the Institute of Electrical and Electronic Engineers 802.3af and 802.3at Standards.  Licensed products include
Netgear’s Power over Ethernet enabled switches and wireless access points.  The royalty rates included in the Netgear
license are 1.7% of the sales price of Power Sourcing Equipment, which includes Ethernet switches, and 2% of the
sales price of Powered Devices, which includes wireless access points.   The royalty rates are subject to adjustment,
under certain circumstances, if we grant a license to other licensees with lower royalty rates and Netgear is able to and
agrees to assume all material terms and conditions of such other license. In addition, Netgear paid us $350,000 upon
the signing of the license agreement.

Microsemi License

In August 2008, as part of our Special Licensing Program and our agreement with Microsemi Corp-Analog Mixed
Signal Group Ltd. (“Microsemi-Analog”), previously PowerDsine Ltd, entered into in June 2008, Microsemi
Corporation (“Microsemi”), the parent company of Microsemi-Analog, entered into a license agreement with us with
respect to our Remote Power Patent.  The license agreement provides that Microsemi is obligated to pay us quarterly
royalty payments of 2% of the sales price for certain of its Midspan PoE products for the full term of our Remote
Power Patent (March 2020).

D-Link License

In August 2007, we agreed to licensing terms with D-Link Corporation and D-Link Systems (collectively, “D-Link”) as
part of a settlement agreement of our patent infringement litigation against D-Link in the United States District Court
for the Eastern District of Texas, Tyler Division for infringement of our Remote Power Patent (See Item 3. of this
Report - “Legal Proceedings - D-Link Settlement”).

The license terms include the agreement by D-Link to license our Remote Power Patent for its full term which expires
in March 2020, and the payment of monthly royalty payments (which began in May, 2007) based upon a running
royalty rate of 3.25% of the net sales of D-Link branded Power over Ethernet products, including those products
which comply with the IEEE 802.3af and 802.3at Standards.  The royalty rate is subject to adjustment to a rate
consistent with other similarly situated licensees of our Remote Power Patent based on units of shipments of licensed
products.  In June 2009, based upon several licenses issued to third parties under our Special Licensing Program, we
agreed with D-Link to adjust the royalty rate to 1.7% of the sales price for Power Servicing Equipment (which
includes Ethernet switches) and 2.0% of the sales price for Powered Devices (which includes wireless access
points).  In addition, D-Link paid us an upfront payment of $100,000 upon signing of the license agreement.  The
products covered by the license include D-Link Power over Ethernet enabled switches, wireless access points, and
network security cameras, among others.
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Significant Licensees

For the year ended December 31, 2010, Cisco Systems, Inc. and Cisco-Linksys, LLC (collectively, “Cisco”) accounted
for 79% of our revenue and Extreme Networks, Inc. accounted for 7.9% of our revenue, respectively.  It is anticipated
that a few of our licensees will continue to constitute a significant portion of our revenue for the foreseeable future.

Legal Representation

Dovel & Luner, LLP provided legal services to us with respect to our litigation settled in July 2010 against several
major data networking equipment manufacturers (See Note [J] to our Financial Statements included as Item 8 of this
Report).  The terms of our agreement with Dovel & Luner, LLP provided for us to pay legal fees of a maximum
aggregate cash payment of $1.5 million plus a contingency fee of up to 24% (based on the settlement being achieved
at the trial stage).  During the year ended December 31, 2010 we paid Dovel & Luner, LLP (which included legal fees
of local counsel) total contingency fees of approximately $7,167,000.  In addition, a contingency fee payable to Dovel
& Luner, LLP in the amount of $304,000 was accrued at December 31, 2010.

With respect to our litigation against D-Link, which was settled in May 2007 (See Note [J] to our Financial
Statements included as Item 8 of this Report), the Company utilized the services of Blank Rome, LLP on a full
contingency basis.  In accordance with the our contingency fee agreement with Blank Rome LLP, once we recover our
expenses related to the litigation (which has not been achieved yet), we are obligated to pay legal fees to Blank Rome
LLP equal to 25% of the royalty revenue received by us from our license agreement with D-Link.

Competition

The telecommunications and data networking licensing market is characterized by intense competition and rapidly
changing business conditions, customer requirements and technologies.  Although we believe that we have
enforceable patents, there can be no assurance that our intellectual property will be upheld or that third parties will not
invalidate any or all of the patents pertaining to our intellectual property.  In addition, our current and potential
competitors may develop technologies that may be more effective than our proprietary technologies or that would
render our technologies less marketable or obsolete.  Therefore, we may not be able to compete successfully.

In addition, other companies may develop competing technologies that offer better or less expensive alternatives to
PoE and the other technologies covered by our Remote Power Patent or other intellectual property.  Several
companies have notified the IEEE that they may have patents and proprietary technologies that are covered by the
Standard.   In the event any of those companies asserts claims relating to our patents, the licensing royalties available
to us may be adversely impacted.  Moreover, technological advances or entirely different approaches developed by
one or more of our competitors or adopted by various standards groups could render our Remote Power Patent
obsolete, less marketable or unenforceable.
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Furthermore, with respect to our ability to acquire additional intellectual property or enter into strategic relationships
with third parties to monetize their intellectual property, we face considerable competition from other companies,
many of which have significantly greater financial and other resources than we have.  The patent licensing and
enforcement industry has grown over the past several years and there has been an increase in the number of companies
seeking to acquire intellectual property rights from third parties.  Entities including Acacia Research Corporation,
Altitude Capital Partners, Intellectual Ventures and RPX Corporation also seek to acquire or partner with third parties
to license or enforce intellectual property rights.  It is expected that others will enter this market as well.  Many of
these competitors have significantly more financial and human resources than us.

Description of Property

We currently lease office space in New York City at a cost of $3,740 per month under a lease which expires in May
2011.

Employees and Consultants

As of the date of this Annual Report, we had one full-time employee, no part-time employees and three consultants
providing monthly services to us.
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ITEM 1A. RISK FACTORS

We operate in a changing environment that involves numerous known and unknown risks and uncertainties that could
materially adversely affect our operations.  The following highlights some of the factors that have affected, and in the
future could affect, our operations.

We have a history of losses and only achieved profit for the first time in 2010 which may not continue in future years.

We achieved net income of $19,236,000 for the year ended December 31, 2010 primarily due to our receipt of
$32,320,000 from settlement of our litigation against seven major data networking equipment manufacturers (See
Item 3.  “Legal  Proceedings – “Set t lement  of  Li t igat ion Against  Major  Data Networking Equipment
Manufacturers”).  Prior to the year ended December 31, 2010 we incurred substantial operating losses since inception
and as of December 31, 2010 we had an accumulated deficit of $(36,830,000).  For the years ended December 31,
2009 and December 31, 2008, we incurred net losses of $(2,578,000) and $(1,618,000), respectively.  We had revenue
of $33,037,000 and $811,000 from operations for the years ended December 31, 2010 and December 31, 2009,
respectively.  Our ability to achieve revenue and generate positive cash flow from operations is currently dependent
upon receipt of royalty revenue from licensing agreements with respect to our Remote Power Patent and
consummating additional license agreements.  As of March 23, 2011, we had entered into eleven (11) license
agreements with respect to our Remote Power Patent, which among others, includes license agreements with Cisco
Systems, Inc. and Cisco-Linksys, Microsemi Corporation, Extreme Networks, Inc. and Netgear, Inc.  While we
believe based on our current cash position and existing licensing agreements we will have sufficient cash to fund our
operations for the foreseeable future, this may not be the case.

Our success is dependent upon our ability to protect our proprietary technologies.

Our success is substantially dependent upon our proprietary technologies and our ability to protect our intellectual
property rights.  We currently hold six patents issued by the U.S. Patent Office that relate to various
telecommunications and data networking technologies and include among other things, our Remote Power Patent
covering the delivery of power to certain devices over PoE networks and patents covering the transmission of audio,
voice and data over computer and telephony networks.  We rely upon our patents and trade secret laws, non-disclosure
agreements with our employees, consultants and third parties to protect our intellectual property rights.  The
complexity of patent and common law and the uncertainty of the outcome of litigation create risk that our efforts to
protect our proprietary technologies may not be successful.  We cannot assure you that our patents will be upheld or
that third parties will not invalidate our patent rights.  If our intellectual property rights are not upheld, such an event
would have a material adverse effect on our business, financial condition and results of operations.
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Our current revenue is dependent upon the continued validity of our Remote Power Patent.

We currently have 7 license agreements pursuant to which licensees are required to pay us royalties on a quarterly or
monthly basis.  Such royalty bearing licenses include agreements with Cisco Systems, Inc. and Cisco-Linksys, LLC,
Microsemi Corporation, Netgear and D-Link.  The obligation of licensees of our Remote Power Patent to continue to
make royalty payments to us is contingent upon the continued validity of our Remote Power Patent.  In the future it
may be necessary for us to commence patent litigation against third parties who we believe require a license to our
Remote Power Patent.  In addition, we may be subject to claims seeking to invalidate our Remote Power Patent.  In
the event such patent was determined to be invalid, or unenforceable, or that third parties do not infringe, all licensees
of our Remote Power Patent may have no further obligation to make royalty payments to us and thus such a
determination would have a material adverse effect on our business, financial condition and results of operations.

Any litigation to protect our intellectual property or any third party claims to invalidate our patents could have a
material adverse effect on our business.

In the future, it may be necessary for us to commence patent litigation against third parties whom we believe require a
license to our patents.  In addition, we may be subject to claims seeking to invalidate our patents, as typically asserted
by defendants in patent litigation.  If we are unsuccessful in enforcing and validating our patents and/or if third parties
making claims against us seeking to invalidate our patents are successful, they may be able to obtain injunctive or
other equitable relief, which effectively could block our ability to license or otherwise capitalize on our proprietary
technologies.  In addition, then existing licensees of our patents may no longer be obligated to pay royalties to
us.  Successful litigation against us resulting in a determination that our patents are not valid or enforceable, and/or
that third parties do not infringe, may have a material adverse effect on us.

Our current licenses for our Remote Power Patent may not result in significant royalties and do not necessarily mean
we will achieve additional license agreements.

For the years ended December 31, 2010 and December 31, 2009, we earned aggregate royalty payments of
$33,037,000 and $811,000, respectively, with respect to our license agreements for our Remote Power Patent which in
2010 included aggregate up-front payments of approximately $32 million upon settlement of our patent litigation in
July 2010 with major data networking equipment manufacturers (See Item 3. “Legal Proceedings” – “Settlement of
Litigation Against Major Data Networking Equipment Manufacturers”).  We currently have license agreements for our
Remote Power Patent with, among others, Cisco Systems, Inc. and Cisco Linksys, LLC, Netgear, Inc., D-Link and
Microsemi Corporation pursuant to which such parties are obligated to pay us on-going royalties on a monthly or
quarterly basis.  Notwithstanding such royalty bearing license agreements we may not achieve significant royalty
revenue from such license agreements.  In addition, we may not be able to achieve additional material license
agreements with third parties relating to our Remote Power Patent.  Our failure to achieve significant royalty revenue
from our existing license agreements, or if we are
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unable to enter into additional license agreements resulting in material royalty revenue, would have a material adverse
effect on our business, financial condition and results of operations.

A limited number of our licensees account for a significant portion of our total revenues.

One of our licensees, Cisco Systems, Inc. and Cisco-Linksys, LLC (collectively, “Cisco”), accounted for 79% of our
revenue and Extreme Networks, Inc. accounted for 7.9% of our revenue, respectively, for the year ended
December 31, 2010.  It is anticipated that a few licensees will continue to constitute a significant portion of our
revenue for the foreseeable future.  To the extent such sales by our significant licensees are adversely affected our
revenues will be significantly impacted.

We may not be able to capitalize on our strategy to acquire additional patents or enter into strategic relationships with
third parties to license or otherwise monetize their intellectual property.

As a result of our settlement of patent litigation in July 2010 and the success we have achieved to date from licensing
our Remote Power Patent, we believe we have the expertise and sufficient capital to effectively compete in the
intellectual property acquisition market and to enter strategic relationships with third parties to develop,
commercialize, license or otherwise monetize their intellectual property.  However, beside the six patents we acquired
in November 2003, including our Remote Power Patent, we have not acquired any additional patents and we have not
yet entered into any strategic relationships with third parties to license or otherwise monetize their intellectual
property.  Accordingly, we may not be able to acquire additional intellectual property or, if acquired, we may not
achieve material revenue from such intellectual property.  Furthermore, we may not be able to enter into strategic
relationships with third parties to license or otherwise monetize their intellectual property and, even if we consummate
such strategic relationships, we may not achieve material revenue or profit from such relationships.

We face intense competition to acquire intellectual property and enter into strategic relationships.

With respect to our ability to acquire additional intellectual property or enter into strategic relationships with third
parties to monetize their intellectual property, we face considerable competition from other companies, many of which
have significantly greater financial and other resources than we have.  The patent licensing and enforcement industry
has grown over the past several years and there has been an increase in the number of companies seeking to acquire
intellectual property rights from third parties.  Entities including Acacia Research Corporation, Altitude Capital
Partners, Intellectual Ventures and RPX Corporation also seek to acquire or partner with third parties to license or
enforce intellectual property rights.  It is expected that others will enter this market as well.  Many of these
competitors have significantly more financial and human resources than us.
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Our quarterly and annual operating and financial results and our revenue are likely to fluctuate significantly in future
periods.

Our quarterly and annual operating and financial results are difficult to predict and may fluctuate significantly from
period to period.  Our revenue was $33,037,000 for the year ended December 31, 2010 as compared to $811,000 for
the year ended December 31, 2009, primarily due to our settlement of our litigation in July 2010.  Our revenues and
results of operations may fluctuate as a result of a variety of factors that are outside our control including, but not
limited to, general economic conditions, our ability and timing in consummating future license agreements for our
intellectual property, the timing and extent of royalty payments received by us from our licensees of our Remote
Power Patent, the timing and our ability to achieve successful outcomes from future patent litigation, and the timing
and our ability to achieve revenue from future strategic relationships.

We may need additional financing to implement our strategy and expand our business.

We may need additional equity or debt financing beyond our existing cash to pursue our strategy including the
acquisition of additional intellectual property or to enter into strategic relationships with third parties to license or
monetize their intellectual property.  Any additional financing that we need may not be available and, if available,
may not be available on terms that are acceptable to us.  Our failure to obtain financing on a timely basis, or on
economically favorable terms, could prevent us from pursuing our intellectual property acquisition strategy or from
responding to changing business or economic conditions and could cause us to experience difficulty in withstanding
adverse operating results.

Our current business depends upon the continued viability of the PoE market.

Ethernet is the leading local area networking technology in use today.  PoE technology allows for the delivery of
power over Ethernet cables rather than by separate power cords.  As a result a wide variety of network devices,
including IP telephones, wireless LAN access points, web-based network security cameras, data collection terminals
and other network devices are able to receive power over existing data cables.  To date the market for PoE has
continued to expand.  The failure of the PoE market to remain viable would have a material adverse effect on
licensing revenue for our Remote Power Patent which is currently our sole patent generating licensing revenue.

We do not intend to pay regular future dividends on our common stock and thus stockholders must look to
appreciation of our common stock to realize a gain on their investments.

Although we paid a special cash dividend of $0.10 per share to holders of our common stock with a record date of
December 13, 2010, we do not have any plans to continue paying dividends in the foreseeable future.  Our future
dividend policy is within the discretion of our board of directors and will depend upon various factors, including
future earnings, if any, operations, capital requirements, our general financial condition,
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the preferences of any series of preferred stock, our general business conditions and future contractual restrictions on
payment of dividends, if any.  Accordingly, stockholders must look solely to appreciation of our common stock to
realize a gain on their investment.  This appreciation may not occur.

Our markets are subject to rapid technological change and our technologies face potential technology obsolescence.

The telecommunications and data networking technology market, including transmission of audio, video and data over
computer and telephony networks and the delivery of remote PoE markets, are characterized by rapid technological
changes, changing customer requirements, frequent new product introductions and enhancements, and evolving
industry standards.  The introduction of products embodying new technologies and the emergence of new industry
standards may render our technologies obsolete or less marketable.

In addition, other companies may develop competing technologies that offer better or less expensive alternatives to
PoE and the other technologies covered by our intellectual property.  Several companies have notified the IEEE that
they may have patents and proprietary technologies that are covered by the Standard.   In the event any of those
companies asserts claims relating to our patents, the licensing royalties available to us may be limited.  Moreover,
technological advances or entirely different approaches developed by one or more of our competitors or adopted by
var ious  s t andards  g roups  cou ld  r ender  our  Remote  Power  Pa ten t  obso le te ,  l e s s  marke tab le  o r
unenforceable.  Furthermore, with respect to our ability to acquire additional intellectual property or enter into
strategic relationships with third parties to monetize their intellectual property, we face considerable competition from
companies, many of which have significantly greater financial and other resources than we have.

Dependence upon CEO and Chairman.

Our success is largely dependent upon the personal efforts of Corey M. Horowitz, our Chairman and Chief Executive
Officer and Chairman of our Board of Directors.  On June 8, 2009, we entered into an employment agreement with
Mr. Horowitz pursuant to which he continues to serve as our Chairman and Chief Executive Officer for a three year
term.  However, the loss of the services of Mr. Horowitz would have a material adverse effect on our business and
prospects.  We do not maintain key-man life insurance on the life of Mr. Horowitz.

Risks related to low priced stocks.

Our common stock currently trades on the OTC Bulletin Board under the symbol NSSI.  Since the trading price of our
common stock is below $5.00 per share, our common stock is considered a penny stock.  SEC regulations generally
define a penny stock to be an equity security that is not listed on a national securities exchange or an automated
quotation system sponsored by a registered national securities association, that has a market value of less than $5.00
per share, subject to certain exceptions.  SEC regulations require broker-dealers to deliver to a purchaser of our
common stock a disclosure schedule explaining the penny stock market and the risks associated with it. Various sales
practice requirements are also imposed on broker-dealers who sell penny
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stocks to persons other than established customers and accredited investors (generally institutions).  Broker-dealers
must also provide the customer with current bid an
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