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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 last 90 days.

Yes [X]No [ ]

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K (§229.405 of this
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Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes [ ] No [X]
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$23,911,058 based on a $0.30 closing price for the Common Stock on March 28, 2012. For purposes of this
computation, all executive officers and directors have been deemed to be affiliates. Such determination should not be
deemed to be an admission that such executive officers and directors are, in fact, affiliates of the Registrant.

Indicate the number of shares outstanding of each of the registrant s classes of common stock as of the latest
practicable date.
79,703,526 as of March 28, 2012
DOCUMENTS INCORPORATED BY REFERENCE
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PART 1

Item 1. Description of Business
Forward Looking Statements

This annual report contains forward-looking statements. These statements relate to future events or our future
financial performance. In some cases, you can identify forward-looking statements by terminology such as may ,

should , expects , plans , anticipates , believes , estimates , predicts , potential or continue or the negativ
other comparable terminology. These statements are only predictions and involve known and unknown risks,
uncertainties and other factors, including the risks in the section entitled Risk Factors that may cause our or our
industry s actual results, levels of activity, performance or achievements to be materially different from any future
results, levels of activity, performance or achievements expressed or implied by these forward-looking statements.

Although we believe that the expectations reflected in the forward-looking statements are reasonable, we cannot
guarantee future results, levels of activity, performance or achievements. Except as required by applicable law,
including the securities laws of the United States, we do not intend to update any of the forward-looking statements to
conform these statements to actual results.

Our financial statements are stated in United States Dollars (US$) and are prepared in accordance with United States
Generally Accepted Accounting Principles.

In this annual report, unless otherwise specified, all dollar amounts are expressed in United States dollars and all
references to common shares refer to the common shares in our capital stock.

Company History and Business

Alternet Systems, Inc. (the "Company"), was organized under the laws of the State of Nevada on June 26, 2000, under
the name North Pacific Capital Corp. In 2001 the Company changed its name to SchoolWeb Systems Inc. and then, in
2002, to Alternet Systems, Inc. On December 31, 2007 the Company executed a merger with TekVoice
Communications, Inc. of Miami, Florida. Since then the Company has changed business focus and strategy to mobile
financial services and mobile security. In 2011 TekVoice became inactive.

2009 _to present Focus on Mobile Financial Services and Security

Since late 2009 the Company has focused its investment and operational expertise on the mobile value added services
markets of mobile financial transactions and security, through two new subsidiaries. These subsidiaries, Alternet
Transaction Systems (dba Utiba Americas, which is 49% owned by Utiba Pte, Ltd) and International Mobile Security
(IMS, which is 40% owned by General Services Holding LLC) were launched within the fiscal year 2010. The new
lines of business and Company focus were intended to provide new revenue streams and profitability from the high
growth segments of the mobile value added service market, namely mobile financial services and mobile security,
Growth of both of these market segments is driven by the exponential adoption of mobile phones which in 2011
reached more than 70%, of the global population, with a total of 5 billion phones.

Competition

The Company competes in two distinct industries, mobile financial services and mobile security. Although the
Company has unique features in its product offerings, and in mobile financial services is considered a pioneer and
market leader, it competes with companies that are better financed. In 2010 and 2011 some market consolidation has
taken place. Smaller competitors with market name recognition have been absorbed by larger organizations eager to
capture market share and/or obtain technology and continued consolidation is expected over the next couple of years.
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Research and Development

The Company spends a judicious amount in research and development expenditures. In mobile financial services, the
Company primarily relies on its joint-venture partner s longstanding and continued research and development, and as
appropriately purchases the necessary technology. In 2011, the Company purchased $1.5 million in intellectual
property from its joint-venture partner. In mobile security the Company has its own proprietary technology and is in
constant development to address client and market needs.

Employees

The company increased its staff in 2011, primarily in its operating subsidiaries. At the corporate level key
management positions were strengthened to better provide timely and effective oversight and drive business. At
year-end 2011, total staff stood at 21 (6 in 2010). The Company continues to outsource contract employment as
appropriate.
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Item 1A. Risk Factors
The Company is exposed to a number of risks, including the following:

- The Company may be unable to market and sell its products;

- The Company s sales are currently insufficient and its future prospects are dependent on the ability to market its
products and services;

- The Company has a history of operating at a significant loss;

- The Company requires additional equity financing to continue operations and may be unable to obtain this
financing;

- If further equity financing is obtained, it will dilute the value of existing shareholders stock;

- The Company has limited working capital with which to continue operations; The Company is active in
competitive industries and faces competition from more established companies with greater financial resources
and established sales and distribution capabilities;

- The Company has a significant number of shares outstanding which may be eligible for resale under Rule 144
and which, if sold, could depress the market price of the Company s shares.

Our business operations are also subject to a number of risks and uncertainties, including, but not limited to those set
forth below:

We have had negative cash flows from operations. If we are unable to obtain financing in the amounts and on terms
deemed acceptable to us, we may be unable to continue our business and as a result may be required to scale back or
cease operations, the result of which would be that our stockholders would lose some or all of their investment.

To date we have had negative cash flows from operations and we have been dependent on sales of our equity
securities and debt financing to meet our cash needs. We expect positive cash flow from operations in 2012 but there
is no assurance that actual cash requirements will not exceed our estimates, or that our sales projections will be
realized as estimated. The occurrence of any of the aforementioned events could adversely affect our ability to meet
our business plans.

In the near term we will depend on outside capital to pay for the continued development of our business. Such outside
capital may include the sale of additional stock and/or commercial borrowing. Capital may not continue to be
available to meet these continuing development costs or, if the capital is available, that it will be on terms acceptable
to us. The issuance of additional equity securities by us would result in a significant dilution in the equity interests of
our current stockholders. Obtaining commercial loans, assuming those loans would be available, will increase our
liabilities and future cash commitments.

A decline in the price of our common stock could affect our ability to raise further working capital and adversely
impact our operations.

A prolonged decline in the price of our common stock could result in a reduction in the liquidity of our common stock
and a reduction in our ability to raise capital. Because our operations have been primarily financed through the sale of
equity securities, a decline in the price of our common stock could be especially detrimental to our liquidity and our
continued operations. Any reduction in our ability to raise equity capital in the future would force us to reallocate
funds from other planned uses and would have a significant negative effect on our business plans and operations,
including our ability to develop new products and continue our current operations. If our stock price declines, we may
not be able to raise additional capital or generate funds from operations sufficient to meet our obligations.
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We have a history of losses and fluctuating operating results.

There is no assurance that we will operate profitably or will generate positive cash flow in the future. In addition, our
operating results in the future may be subject to significant fluctuations due to many factors not within our control,
such as the unpredictability of when customers will purchase our products and/or services, the size of customers
purchases, the demand for our production and/or services, and the level of competition and general economic
conditions. If we cannot generate positive cash flows in the future, or raise sufficient financing to continue our normal
operations, then we may be forced to scale down or even close our operations.

We have a limited operating history and if we are not successful in continuing to grow our business, we may have to
scale back or even cease our ongoing business operations.

We have limited history of revenues from operations and have limited significant tangible assets. We have yet to
generate positive earnings and there can be no assurance that we will ever operate profitably. Our company has a
limited operating history and must be considered in the development stage. Our company s operations will be subject
to all the risks inherent in the establishment of a developing enterprise and the uncertainties arising from the absence
of a significant operating history. We are in the development stage and potential investors should be aware of the
difficulties normally encountered by enterprises in the development stage. If our business plan is not successful, and
we are not able to operate profitably, investors may lose some or all of their investment in our company.

Trading of our stock may be restricted by the SEC's "Penny Stock" regulations, which may limit a stockholder's ability
to buy and sell our stock.

The U.S. Securities and Exchange Commission has adopted regulations which generally define "penny stock" to be
any equity security that has a market price (as defined) less than $5.00 per share or an exercise price of less than $5.00
per share, subject to certain exceptions. Our securities are covered by the penny stock rules, which impose additional
sales practice requirements on broker-dealers who sell to persons other than established customers and "accredited
investors." The term "accredited investor" refers generally to institutions with assets in excess of $5,000,000 or
individuals with a net worth in excess of $1,000,000 or annual income exceeding $200,000 or $300,000 jointly with
their spouse. The penny stock rules require a broker-dealer, prior to a transaction in a penny stock not otherwise
exempt from the rules, to deliver a standardized risk disclosure document in a form prepared by the SEC, which
provides information about penny stocks and the nature and level of risks in the penny stock market. The
broker-dealer also must provide the customer with current bid and offer quotations for the penny stock, the
compensation of the broker-dealer and its salesperson in the transaction and monthly account statements showing the
market value of each penny stock held in the customer's account. The bid and offer quotations, and the broker-dealer
and salesperson compensation information, must be given to the customer orally or in writing prior to effecting the
transaction and must be given to the customer in writing before or with the customer's confirmation. In addition, the
penny stock rules require that prior to a transaction in a penny stock not otherwise exempt from these rules, the
broker-dealer must make a special written determination that the penny stock is a suitable investment for the purchaser
and receive the purchaser's written agreement to the transaction. These disclosure requirements may have the effect of
reducing the level of trading activity in the secondary market for the stock that is subject to these penny stock rules.
Consequently, these penny stock rules may affect the ability of broker-dealers to trade our securities and to find
purchases for our securities. We believe that the penny stock rules discourage investor interest in and limit the
marketability of, our common stock.
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The Financial Industry Regulatory Authority, or FINRA, has adopted sales practice requirements which may also
limit a stockholder's ability to buy and sell our stock.

In addition to the "penny stock" rules described above, FINRA has adopted rules that require that in recommending an
investment to a customer, a broker-dealer must have reasonable grounds for believing that the investment is suitable
for that customer. Prior to recommending speculative low priced securities to their non-institutional customers,
broker-dealers must make reasonable efforts to obtain information about the customer's financial status, tax status,
investment objectives and other information. Under interpretations of these rules, FINRA believes that there is a high
probability that speculative low priced securities will not be suitable for at least some customers. FINRA requirements
make it more difficult for broker-dealers to recommend that their customers buy our common stock, which may limit
your ability to buy and sell our stock and have an adverse effect on the market for our shares.

Trading in our common shares on the OTC Bulletin Board is limited and sporadic making it difficult for our
shareholders to sell their shares or liquidate their investiments.

Our common shares are currently listed for public trading on the OTC Bulletin Board. The trading price of our
common shares has been subject to wide fluctuations. Trading prices of our common shares may fluctuate in response
to a number of factors, many of which will be beyond our control. The stock market has generally experienced
extreme price and volume fluctuations that have often been unrelated or disproportionate to the operating performance
of companies with no current business operation. There can be no assurance that trading prices and price earnings
ratios previously experienced by our common shares will be matched or maintained. These broad market and industry
factors may adversely affect the market price of our common shares, regardless of our operating performance.

In the past, following periods of volatility in the market price of a company's securities, securities class-action
litigation has often been instituted. Such litigation, if instituted, could result in substantial costs for us and a diversion

of management's attention and resources.

Because of the early stage of development and the nature of our business, our securities are considered highly
speculative.

Our securities must be considered highly speculative, generally because of the nature of our business and the early
stage of its development.

Item 1B. Unresolved Staff Comments
None.

Item 2. Properties

Executive Offices

Our corporate headquarters are leased and are located at 2665 S. Bayshore Dr. Miami Florida, 33133. At the present
time, we do not have any real estate holdings and there are no plans to acquire any real property interests.

Item 3. Legal Proceedings

Other than as described below, management is not aware of any legal proceedings (either presently engaged in or
contemplated) by any government authority or other party involving the Company, its properties or its products.
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On June 30, 2008, the Company filed an action in the Circuit Court in and for Miami-Dade County, Florida against a
customer seeking to recover a total of $142,121 for services and loans provided. The Company is also seeking to
recover interest and attorneys' fees and costs. The likelihood of any results from the above lawsuit is not determinable
at this time, consequently the company has made bad debt provisions for the entire amounts.

On October 16 2009 the Company received notice that they had been named as Defendants in a lawsuit whereby the
Plaintiffs are seeking a judgement of $39,000 plus interest thereon from March 11 2009 for breach of contract. The
company had 30 days to respond to the notice before a default judgment is awarded. As at December 31, 2010, no
amounts have been accrued as the likelihood of an unfavorable judgment is considered low.

On May 10, 2010, the Company received noticed that they had been named as Defendants in a lawsuit whereby the
Plaintiffs are seeking a judgment of $6,889 including interest of $1,444 for unpaid invoices. The Company had 30
days to respond to the notice before a default judgment is awarded. As at December 31, 2010, the full amount has
been accrued and is included in accounts payable.

No directors, officers, or affiliate of the Company is (i) a party adverse to the Company in any legal proceedings, or
(i) has an adverse interest to the Company in any legal proceedings.

Item 4. Submission of Matters to a Vote of Security Holders

There were no matters submitted to a vote of our security holders either through solicitation of proxies or otherwise in
the fourth quarter of the fiscal year ended December 31, 2011.

PART II

Item 5. Market for Common Equity and Related Stockholder Matters

Market for Common Stock

The Company s securities trade on the NASD s OTCQB under the symbol ALYI

The following table summarizes the high and low bid prices for our common stock for the periods indicated as
reported by the OTC Bulletin Board:

2011 HIGH LOW

First Quarter $ 020 $ 0.11

Second Quarter $ 0.14 $ 0.09

Third Quarter $ 0.14 $ 0.09

Fourth Quarter $ 021 $ 0.12
Holders of Common Stock

On December 31, 2011, there were 332 holders of record of our common stock and there were 74,171,826, shares
outstanding. There are an estimated 367 indirect holders of common shares in outside institutions or stock brokerage
firms, and we estimate that there are no additional beneficial shareholders beyond the 332 registered shareholders and
367 non-registered shareholders at December 31, 2011.

Dividend Policy

We have not paid any cash dividends on our common stock and have no present intention of paying any dividends on
the shares of our common stock. Our current policy is to retain earnings, if any, for use in our operations and in the
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development of our business. Our future dividend policy will be determined from time to time by our board of
directors.
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Recent Sales of Unregistered Securities

During the year ended December 31, 2011, the Company issued 5,726,500 shares valued at $688,195 for services
rendered during the year ended December 31, 2011; 10,524,012 shares valued at $1,335,395 for debt settlement and
convertible debenture agreements, and 9,701,667 shares valued at $1,298,500 for share subscriptions.

During the year ended December 31, 2011, the Company issued:

® 500,000 common shares valued at $15,000 for share subscriptions received in prior years,

® 10,024,012 common shares valued at $1,275,395 for debt settlement and convertible debenture agreements,

® 2,037,500 common shares valued at $248,625 for consulting services to be rendered during the period, and

® 4,189,000 common shares valued at $528,070 for employment incentives in accordance with employment
agreements,

In addition, the Company issued common shares for the following subscriptions received during the year:

e on June 15, 2011, the Company issued 3,333,333 common shares at $0.15 per share for total cash proceeds of
$500,000,

e on July 14, 2011, the Company issued 1,935,000 common shares at $0.10 per share for total cash proceeds of
$193,500,

e on August 2, 2011, the Company issued 600,000 common shares at $0.15 per share for total proceeds of
$90,000, and

e on December 29, 2011, the Company issued 3,333,333 common shares at $0.15 per share for total cash
proceeds of $500,000.

Convertible Debenture Notes

On January 8, 2009, the Company issued a note payable in the amount of $48,464. The note carries interest at the rate
of 10% per annum and is due on January 8, 2010. If the note is not repaid on maturity or in any other event of default,
the holder is entitled to convert all or any portion of the original principal face value of the note into shares of
common stock of the Company at a conversion value equal to 50% of the average market price of the Company s stock
for the 30 days prior to the date of conversion. As the loan had not been repaid by the maturity date, the loan was
extended and interest continued to accrue. On April 22, 2010 the Company signed a Debt Settlement Agreement with
the creditor whereby the creditor agreed to receive shares in lieu of payment of the outstanding balance. Under the
terms of the Debt Settlement Agreement, the creditor is entitled to receive common stock of the Company at a
conversion value equal to 50% of the average daily low price of the Company s stock for the 20 days prior to the date
of conversion. The holder may not hold more than 4.99% of the outstanding common stock of the Company at any
point in time. During the year ended December 31, 2010, the creditor converted $55,141 of debt into 2,542,782
common shares of the Company resulting in a full repayment of the loan.

On January 8, 2009, the Company issued a note payable in the amount of $48,517. The note carries interest at the rate
of 10% per annum and is due on January 8, 2010. If the note is not repaid on maturity or in any other event of default,
the holder is entitled to convert all or any portion of the original principal face value of the note into shares of
common stock of the Company at a conversion value equal to 50% of the average market price of the Company s stock
for the 30 days prior to the date of conversion. As the loan had not been repaid by the maturity date, the loan was
extended and interest continued to accrue. On April 22, 2010 the Company signed a Debt Settlement Agreement with
the creditor whereby the creditor agreed to receive shares in lieu of payment of the outstanding balance. Under the
terms of the Debt Settlement Agreement, the creditor is entitled to receive common stock of the Company at a
conversion value equal to 50% of the average daily low price of the Company s stock for the 20 days prior to the date
of conversion. The holder may not hold more than 4.99% of the outstanding common stock of the Company at any
point in time. During the year ended December 31, 2010, the creditor converted $55,066 of debt into 1,180,846
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common shares of the Company resulting in a full repayment of the loan.
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On January 8, 2009, the Company issued a note payable in the amount of $42,085. The note carries interest at the rate
of 10% per annum and is due on January 8, 2010. If the note is not repaid on maturity or in any other event of default,
the holder is entitled to convert all or any portion of the original principal face value of the note into shares of
common stock of the Company at a conversion value equal to 50% of the average market price of the Company s stock
for the 30 days prior to the date of conversion. On September 15, 2009, the balance outstanding on the note payable
was agreed to be settled prior to the conversion date and as such the corresponding derivative liability was written off.

On December 18, 2009, the Company issued a note payable in the amount of $100,000. The note carries interest at the
rate of 12% per annum and is due on March 18, 2010. If the note is not repaid on maturity or in any other event of
default, the holder is entitled to convert all or any portion of the original principal face value of the note into shares of
common stock of the Company at a conversion value equal to 80% of the lowest daily low price of the Company s
stock for the 30 trading days immediately preceding and including the date of conversion. During the year ended
December 31, 2010, the creditor converted $50,640 of debt into 3,331,604 common shares of the company. On April
12, 2011, the creditor converted $61,500 of debt into 853,163 common shares of the Company resulting in a full
repayment of the loan.

On December 18, 2009, the Company entered into a Debt Settlement agreement whereby a creditor agreed to receive
shares in lieu of payment of a $152,916 promissory note. The holder is entitled to receive common stock of the
Company at a conversion value equal to 50% of the lowest closing price of the Company s stock for the 10 days prior
to the date of conversion. The holder may not hold more than 4.99% of the outstanding common stock of the
Company at any point in time. During the year ended December 31, 2010, the creditor converted $113,750 of debt
into 4,457,699 common shares of the company. On February 25, 2011, the creditor converted $72,833 of debt into
1,220,363 common shares of the company resulting in a full repayment of the loan.

On March 8, 2010, the Company issued a note payable in the amount of $25,000. The note carries interest at the rate
of 12% per annum and is due on April 8, 2010. If the note is not repaid on maturity or in any other event of default,
the holder is entitled to convert all or any portion of the original principal face value of the note into shares of
common stock of the Company at a conversion value equal to 50% of the lowest closing price of the Company s stock
for the 10 trading days immediately preceding and including the date of conversion. On August 29, 2011, the
Company repaid the loan in full.

On April 14, 2010, the Company issued a note payable in the amount of $15,000. The note carries interest at the rate
of 10% per annum and is due on May 18, 2010. If the note is not repaid on maturity or in any other event of default,
the holder is entitled to convert all or any portion of the original principal face value of the note into shares of
common stock of the Company at a conversion value equal to 50% of the lowest closing price of the Company s stock
for the 10 trading days immediately preceding and including the date of conversion. On October 20, 2011, the
Company repaid the loan in full.

On April 22, 2010, the Company entered into a Debt Settlement agreement whereby a creditor agreed to receive
shares in lieu of payment of a $50,000 promissory note plus accrued interest calculated at 10% per annum. The
creditor is entitled to receive common stock of the Company at a conversion value equal to 50% of the average daily
low price of the Company s stock for the 20 days prior to the date of conversion. The holder may not hold more than
4.99% of the outstanding common stock of the Company at any point in time. During the year ended December 31,
2010, the creditor converted $51,874 of debt into 1,703,169 common shares of the company resulting in a full
repayment of the loan.
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On April 30, 2010, the Company issued a note payable in the amount of $100,000. The note carries interest at the rate
of 10% per annum and is due on July 30, 2010. If the note is not repaid on maturity or in any other event of default,
the holder is entitled to convert all or any portion of the original principal face value of the note into shares of
common stock of the Company at a conversion value equal to 50% of the lowest daily low price of the Company s
stock for the 10 trading days immediately preceding and including the date of conversion. On August 22, 2011, the
creditor submitted a Notice of Conversion to convert $113,333 of debt into 2,138,358 common shares of the company
resulting in a full repayment of the loan. At December 31, 2011, the shares had not been issued to the creditor
resulting in the full balance being included in obligation to issue shares.

On June 1, 2010, the Company entered into a Debt Settlement agreement whereby a creditor agreed to receive shares
in lieu of payment of a $32,000 debt. The creditor is entitled to receive common stock of the Company at a conversion
value equal to 50% of the lowest daily low price of the Company s stock for the 20 days prior to the date of
conversion. The holder may not hold more than 4.99% of the outstanding common stock of the Company at any point
in time. During the year ended December 31, 2010, the creditor converted $32,000 of debt into 1,258,604 common
shares of the company resulting in a full repayment of the loan.

The Company accounts for debt with embedded conversion features and warrant issues in accordance with EITF 98-5:
Accounting for convertible securities with beneficial conversion features or contingency adjustable conversion and
EITF No. 00-27: Application of issue No 98-5 to certain convertible instruments. Conversion features determined to
be beneficial to the holder are valued at fair value and recorded to additional paid in capital. The Company determines
the fair value to be ascribed to the detachable warrants issued with the convertible debentures utilizing the
Black-Scholes method. Any discount derived from determining the fair value to the debenture conversion features and
warrants is amortized to financing cost over the life of the debenture. The unamortized costs if any, upon the
conversion of the warrants is expensed to financing cost on a pro rata basis over the life of the warrant.

Debt issued with the variable conversion features are considered to be embedded derivatives and are accountable in
accordance with FASB 161; Accounting for Derivative Instruments and Hedging Activities. The fair value of the
embedded derivative is recorded to derivative liability. This liability is required to be marked each reporting period.
The resulting discount on the debt is amortized to interest expense over the life of the related debt.

Other Loans

On September 15, 2010, the Company signed a Promissory Note whereby the Company will repay a creditor $20,000
plus interest at 10% per annum on October 15, 2010. The loan was repaid in full on November 5, 2010.

On September 17, 2010, the Company signed a Promissory Note whereby the Company will repay a creditor $3,000
plus interest at 10% per annum on October 31, 2010. If the Promissory Note is not repaid by the maturity date, a $50
penalty will be assessed for each month the loan is outstanding after the maturity date. The loan was repaid in full on
November 5, 2010.

On January 25, 2011, the Company signed a Promissory Note whereby the Company will repay a director $20,000
plus interest at 10% per annum on April 25, 2011. On April 25, 2011, the Company signed a new Promissory Note
with the creditor which capitalized the unpaid principal and interest of $20,500 under the previous Promissory Note
and extended the maturity date to July 25, 2011. On July 24, 2011, the Company signed a new Promissory Note with
the creditor which capitalized the unpaid principal and interest of $21,013 under the previous Promissory Note and
extended the maturity date to October 21, 2011. On October 21, 2011, the Company signed a new Promissory Note
with the creditor which capitalized the unpaid principal and interest of 21,519 under the previous Promissory Note and
extended the maturity date to April 18, 2012. As at December 31, 2011, $21,940 of principal and accrued interest on
this note was included in Due to related parties.
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On February 9, 2011, the Company signed a Promissory Note whereby the Company will repay a director $5,000 plus
interest at 10% per annum on May 9, 2011. On May 10, 2011, the Company signed a new Promissory Note with the
creditor which capitalized the unpaid principal and interest of $5,125 under the previous Promissory Note and
extended the maturity date to August 8, 2011. On August 8, 2011, the Company signed a new Promissory Note with
the creditor which capitalized the unpaid principal and interest of $5,253 under the previous Promissory Note and
extended the maturity date to November 5, 2011. On November 4, 2011, the Company signed a new Promissory Note
with the creditor which capitalized the unpaid principal and interest of $5,378 under the previous Promissory Note and
extended the maturity date to May 2, 2012. As at December 31, 2011, $5,463 of principal and accrued interest on this
note was included in Due to related parties.

On February 11, 2011, the Company signed a Promissory Note whereby the Company will repay a director $8,988
plus interest at 10% per annum on May 11, 2011. On May 12, 2011, the Company signed a new Promissory Note with
the creditor which capitalized the unpaid principal and interest of $9,213 under the previous Promissory Note and
extended the maturity date to August 10, 2011. On August 10, 2011, the Company signed a new Promissory Note with
the creditor which capitalized the unpaid principal and interest of $9,443 under the previous Promissory Note and
extended the maturity date to November 7, 2011. On November 8, 2011, the Company signed a new Promissory Note
with the creditor which capitalized the unpaid principal and interest of $9,673 under the previous Promissory Note and
extended the maturity date to May 7, 2012. As at December 31, 2011, $9,817 of principal and accrued interest on this
note was included in Due to related parties.

On March 2, 2011, the Company signed a Promissory Note whereby the Company will repay a director $100,000 plus
interest at 10% per quarter on June 2, 2011. On July 14, 2011, the director of the Company sold the loan to an
unrelated third party. On August 8, 2011, the creditor converted $110,000 of debt into 733,333 common shares of the
company resulting in a full repayment of the loan.

Recent Issuance of Non- Restricted Securities

Employee and Consultant Retainer Stock Plan 2008

During 2010, the Company issued restricted shares as compensation to key management. Juan Cubides, CEO of
International Mobile Security Inc. received 1,000,000 shares, Luz Villanueva, CFO, received 1,000,000 shares and
Erin Clancy received 250,000 shares, as part of 2010 compensation and sign up bonuses. During 2011, the Company
issued restricted shares as compensation to key management. Michael Viadero, the new CFO, received 1,000,000

shares as sign up bonus, and Jesus Luzardo, VP - Sales, 500,000 as compensation bonus.

12
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Purchase of Equity Securities by the Issuer and Affiliated Purchasers

We did not purchase any of our shares of common stock or other securities during our fourth quarter of our fiscal year
ended December 31, 2011.

Item 6. Selected Financial Data
As a smaller reporting company , we are not required to provide the information required by this Item.
Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read in conjunction with our consolidated audited financial statements and the
related notes that appear elsewhere in this annual report. The following discussion contains forward-looking
statements that reflect our plans, estimates and beliefs. Our actual results could differ materially from those discussed
in the forward looking statements. Factors that could cause or contribute to such differences include, but are not
limited to those discussed below and elsewhere in this annual report, particularly in the section entitled "Risk Factors .

Our consolidated audited financial statements are stated in United States Dollars and are prepared in accordance with
United States Generally Accepted Accounting Principles.

Overview

Alternet Systems Inc. offers mobile financial services and mobile and digital security solutions for the Western
Hemisphere and globally.

Results of Operations:
Results of Operations are for the year ended December 31, 2011 compared to the year ended December 31, 2010.

The Company s results, on a consolidated basis, reflected its own results consolidated with its subsidiaries. For the
remainder of this part, the term Company refers to both the Company and its wholly owned and two majority owned
subsidiaries, International Mobile Security, Inc. ( IMS ) and Alternet Transactions Systems, Inc. ( ATS ) which also does
business as Utiba Americas. Alternet has a controlling interest in both subsidiaries.

Net Sales

For the year ending December 31, 2011, the Company had net sales of $1,210,766. During the corresponding year
ended December 31, 2010, the Company had net sales of 1,301,558, a decline of $90,792. Sales decreased slightly as
our mobile financial services subsidiary, Utiba Americas or ATS experienced delays in anticipated license sales as a
result of project postponements. ATS is still actively engaged in discussions with clients and expects to sign the
projects in 2012. IMS has experienced a longer sale cycle than previously anticipated. Similarly the projects have
migrated to 2012.

The objective of the Company s marketing plan is to have two distinct product divisions over the next twelve months:
Mobile Financial Transaction Services and Mobile Security.

Net Loss
For the year ending December 31, 2011, the Company had a net loss of $2,444,395 or ($0.04) per share, a decrease of

14% when compared to the net loss for the corresponding year December 31, 2010 of $2,847,011 or $(0.08) per share.
The lower loss was due primarily to the significant decrease in financing costs, offset by the higher costs associated
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with implementing the company s strategy, as reflected by the increase in management and consulting fees,
professional fees, salaries and other operating expenses for the year ended December 31 2011 compared to prior year.
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Selling, General and Administrative Expenses

For the year ended December 31, 2011, the Company incurred office and general expenses of $80,631, compared to
the $61,446 for the previous year. Marketing expenses for the year ending December 31, 2011 was $11,727, down
from $89,092 for the year ending December 31, 2010. While investor relations costs were significantly scaled back to
$40,650, from $734,478 for the prior year.

Management and consulting fees increased to $989,341 for the year ending December 31, 2011 compared to the
$605,988 incurred in 2010. Professional fees also increased, reaching $318,387, up from $262,058 incurred in the
previous year. The increase in management consulting expense for the year ended December 31 2011 is a result of
increased staffing levels compared to the corresponding year ending December 31, 2010. Salaries increased to
$1,005,585 versus $411,033 the prior year, an increase of $594,552, reflecting the increase in staff from 6 to 21.

Accounts payable were $1,802,876 at December 31, 2011 compared to accounts payable of $1,003,828 at December
31, 2010. Accounts receivable increased to $2,215,586 for the 2010 versus $856,339 for 2010. Both items reflect the
timing impact of sales closed at the end of the year.

Interest and other expenses

The Company s bank charges and interest expense decreased to $48,053 for year ended December 31, 2011 compared
to $118,920 the previous year. Financing costs were slashed to $0 in 2011, down from $1,096,670 the prior year, due
to the Company s decision to cease issuing convertible debentures.

Liquidity and Capital Resources

As at December 31, 2011, the Company had $77,312 cash in the bank, shares subscriptions receivable of $4,000 and
accounts receivable of $2,215,586. At December 31, 2011, the Company had a working capital deficiency of
$1,110,301. The Company is currently pursuing financing to fund ongoing operations. The Company s ability to
continue as a going concern will be negatively affected if it is unsuccessful.

Plan of Operation

Over the next 12 months, the Company will be continue selling mobile financial services, in the form of software
licenses and, increasingly more given market demand, as a service, commonly referred to as Software as a Services
(SaaS), through its subsidiary Alternet Transaction Systems (dba Utiba Americas). Through International Mobile
Security (IMS) the Company will continue to sell its mobile and digital security software and services. Targeted
industries include, government and law enforcement.

Mobile Financial Services

In the year 2010 the Company launched its mobile financial and mobile commerce suite of services, which it offers in
equity partnership with the leading mobile financial services software developer, Utiba. Utiba Americas enjoys
exclusive rights to the Utiba software platform for the Americas region, sold as a software license, or as a hosted
service, also known as Software as a Service (SaaS).

Demand for our mobile financial transaction services is driven by the widespread adoption of mobile phone service
and the existence of large segments of the global population which possess a mobile phone, but do not possess a bank
account. The global mobile commerce industry is in its early growth and adoption stages and several successful
initiatives have been launched worldwide by our competitors. We believe that as wireless usage expands the demand
for our services will grow.
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Since launching in 2010 the Company has implemented mobile financial service solutions in Bolivia, Colombia,
Ecuador and Guatemala, with further implementations under way in Venezuela and Honduras. Revenue will come
from organic growth of its existing operations, primarily from its hosted service, and the company has a robust sales
pipeline with many qualified opportunities throughout the region. The Company also benefits from its name
recognition and reputation, being one of the leading names in mobile financial services.

Sales and marketing is accomplished through the Company s existing sales staff, who contact potential clients directly,
and through agent sales, channel partners, trade shows and industry associations. Recently the Company s joint-venture
partner Utiba entered into a global strategic relationship with MasterCard that is expected to further enhance the
Company s business opportunities and open additional doors with financial institutions.

Marketing materials- brochures, web sites, and technical specifications are continuously updated and an increased
emphasis is being placed on its offerings for specific vertical industries, specifically the telecom, financial, utilities
and transportation sectors.

The Company has been successful in capturing a leading market share in regional deployments and is widely
recognized as having among the broadest and most robust product offerings. The SaaS product offering has been
successfully launched, has garnered a key client in Guatemala, and is continuing to receive widespread interest. In
2012 the Company expects to leverage its market leadership and regional footprint to garner additional profitable
business and market share and aggressively replicate the SaaS business model throughout the region.

Digital and Mobile Security Software and Services

International Mobile Security (IMS) finalized the acquisition of proprietary technology in early 2011 and is
well-positioned to offer software and security products in the global market segments of law enforcement, corporate
and consumer sales. Sales efforts will be conducted in house and through value added resellers. Drivers of demand
include smart phones and the newly arrived mobile tablet computers.

Conclusion

The Company has positioned itself as the regional go to, if not preferred, provider of mobile financial services and
solutions and is confident in the future demand for its products and services. However, there can be no assurance that
sales will increase in the future. The Company is expected to remain dependent upon debt or equity financing unless
revenues from operations grow significantly.

Funds Required For the Next 12 Months of Operations
Based on the staffing required to properly address market demand and service customers the Company anticipates the

following for monthly cash expenses in the next 12 months (excluding the cost of any share issuances which may be
made pursuant to management agreements between the Company and senior management):

Wages/Salaries/Management Fees $ 375,000
Product Development/Intellectual Property $ 50,000
Travel $ 65,000
Advertising & Marketing $ 25,000
Professional Fees $ 25,000
General & Administrative $ 60,000
Total Monthly Expenses $ 600,000
15
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Critical Accounting Policies

The discussion and analysis of our financial condition and results of operations are based upon our financial
statements, which have been prepared in accordance with the accounting principles generally accepted in the United
States of America. 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. We believe that understanding the basis and nature of the estimates
and assumptions involved with the following aspects of our financial statements is critical to an understanding of our
financial statements.

Basis of Presentation and Consolidation

These consolidated financial statements and related notes are presented in accordance with accounting principles
generally accepted in the United States, and are expressed in United States dollars. Our company has produced
significant revenue from its principal business and in fiscal years prior to December 31, 2008 was considered an
Exploration Stage Company, as defined by Statement of Financial Accounting Standard ( SFAS ) No.7 Accounting
and Reporting for Development Stage Enterprises . These financial statements include the accounts of the Company
and its wholly owned and majority owned subsidiaries. Our fiscal year-end is December 31.

Use of Estimates

The preparation of financial statements in conformity with U.S. generally accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Our company regularly evaluates estimates and assumptions. Our
company bases its estimates and assumptions on current facts, historical experience and various other factors that it
believes to be reasonable under the circumstances, the results of which form the basis for making judgments about the
carrying values of assets and liabilities and the accrual of costs and expenses that are not readily apparent from other
sources. The actual results experienced by our company may differ materially and adversely from our company s
estimates. To the extent there are material differences between the estimates and the actual results, future results of
operations will be affected.

Foreign Currency Translation

Our company s and its United States subsidiaries functional and reporting currency is the United States dollar. The
functional currency of our company s Canadian subsidiary is the Canadian dollar. The financial statements of the
subsidiary are translated to United States dollars in accordance with SFAS No. 52 Foreign Currency Translation
using period-end rates of exchange for assets and liabilities, and average rates of exchange for the period for revenues
and expenses. Translation gains (losses) are recorded in accumulated other comprehensive income as a component of
stockholders equity. Foreign currency transaction gains and losses are included in current operations. Gains and losses
arising on translation or settlement of foreign currency denominated transactions or balances are included in the
determination of income. Foreign currency transactions are primarily undertaken in Canadian dollars. Our company
has not, to the date of these financials statements, entered into derivative instruments to offset the impact of foreign
currency fluctuations.

16

24



Edgar Filing: ALTERNET SYSTEMS INC - Form 10-K

Long-Lived Assets

In accordance with SFAS No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets ", the carrying
value of intangible assets and other long-lived assets is reviewed on a regular basis for the existence of facts or
circumstances that may suggest impairment. Our company recognizes impairment when the sum of the expected
undiscounted future cash flows is less than the carrying amount of the asset. Impairment losses, if any, are measured
as the excess of the carrying amount of the asset over its estimated fair value.

Loss Per Share

Our company computes net loss per share in accordance with SFAS No. 128 " Earnings per Share " which requires
presentation of both basic and diluted earnings per share (EPS) on the face of the statement of operations. Basic EPS
is computed by dividing net loss available to common shareholders by the weighted average number of shares
outstanding during the period. Diluted EPS gives effect to all dilutive potential common shares outstanding during the
period including convertible debt, stock options, and warrants, using the treasury stock method. Diluted EPS excludes
all dilutive potential shares if their effect is anti dilutive. Diluted loss per share figures are equal to those of basic loss
per share for each period since the effects of convertible debt, stock options and warrants have been excluded as they
are anti-dilutive.

Other Comprehensive Income (Loss)

SFAS No. 130, Reporting Comprehensive Income , establishes standards for the reporting and display of
comprehensive loss and its components in the financial statements.

Financial Instruments

The carrying value of our company s financial instruments, consisting of cash and cash equivalents, restricted cash,
receivables, and accounts payable and accrued liabilities, approximate fair value due to the relatively short maturity of
these instruments.

Income Taxes

Our company follows the liability method of accounting for income taxes as set forth in SFAS No. 109, Accounting
for Income Taxes . Under this method, deferred tax assets and liabilities are recognized for the future tax consequences
attributable to differences between the financial statement carrying amounts of assets and liabilities and their
respective tax balances. Deferred tax assets and liabilities are measured using enacted or substantially enacted tax
rates expected to apply to the taxable income in the years in which those differences are expected to be recovered or
settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income in the period
that includes the date of enactment or substantive enactment.

Debt Issue Costs

In accordance with the Accounting Principles Board Opinion 21  Interest on Receivables and Payables , our company
recognizes debt issue costs on the balance sheet as deferred charges, and amortizes the balance over the term of the
related debt. Our company follows the guidance in the EITF 95-13  Classification of Debt Issue Costs in the Statement
of Cash Flows and classifies cash payments for debt issue costs as a financing activity.
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Recent Accounting Pronouncements

In May 2009, the FASB issued SFAS No.165, Subsequent Events, which is effective for interim or annual financial
statements issued after June 15, 2009. This statement requires the Company to disclose the period for which
subsequent events have been reported and clarifies when subsequent events should be disclosed. This standard did not
effect the Company s reported financial position or results of operations.

In June 2009, the FASB issued SFAS No.166, Accounting for Transfers of Financial Assets, which is effective for
financial statements issued for fiscal years beginning after November 15, 2009. This statement amends SFAS No.140,
Accounting for Transfers and Servicing of Financial Assets and extinguishments of Liabilities, by removing the
concept of special purpose entity from SFAS No.140. This statement also clarifies the objective of paragraph 9 of
SFAS No.140 which is to determine whether a transferor and all of the entities included in the transferor s financial
statements being presented have surrendered control of transferred financial assets. This standard is not expected to
have a significant effect on the Company s reported financial position or results of operations

In June 2009, the FASB issued SFAS No.167, Amendments to FASB Interpretation No.46(R), which is effective for
financial statements issued for fiscal years beginning after November 15, 2009. This statement amends FASB
Interpretation No.46(R), Consolidation of Variable Interest Entities, by requiring an entity to perform an analysis to
determine whether the entity s variable interest or interest give it a controlling financial interest in a variable interest
entity. This standard is not expected to have a significant effect on the Company s reported financial position or results
of operations

In June 2009, the FASB issued SFAS No.168, The FASB Accounting Standards Codification and the Hierarchy of
Generally Accepted Accounting Principles, which replaces SFAS 162 and is effective for financial statements issued
for interim and annual periods ending after September 15, 2009. This statement identifies the sources of accounting
principles and framework for selecting the principles used in the preparation of financial statements of
nongovernmental entities that are presented in conformity with generally accepted accounting principles in the United
States, the GAAP hierarchy. This standard did not affect the Company s reported financial position or results of
operations..

In January 2010, the FASB issued ASU 2010-01, Accounting for Distributions to Shareholders with Components of
Stock and Cash, which is effective for financial statements issued for interim and annual periods ending after
December 15, 2009. This update identifies how companies should be reporting distributions to shareholders that offers
them the ability to elect to receive the distribution in cash or an equivalent number of shares. It was determined that all
distributions of shares relating to these payments should be recorded as new share issuances. This standard did not
affect the Company s reported financial position or results of operations.

In January 2010, the FASB issued ASU 2010-02, Consolidation, which replaces SFAS No. 160 and is effective for
financial statements issued for interim and annual periods ending after December 15, 2009. This update establishes the
accounting and reporting guidance for non-controlling interest and changes in ownership interests of a subsidiary.
This standard is not expected to have a significant effect on the Company s reported financial position or results of
operations. This standard did not affect the Company s reported financial position or results of operations.

In January 2010, the FASB issued ASU 2010-06, Fair Value Measurements and Disclosures, which replaces SFAS
No. 157 and is effective for financial statements issued for interim and annual periods ending after December 15, 2009
except for the disclosures about purchases, sales, issuances, and settlements in the roll forward activity in Level 3 fair
value measurements which are effective for financial statements issued for fiscal years ending after December 15,
2010 and interim periods commencing December 16, 2009. This update identifies new disclosure requirements
relating to fair value measurements. This standard did not affect the Company s reported financial position or results of
operations.
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In February 2010, the FASB issued ASU 2010-09, Subsequent Events, which is effective for financial statements
issued for interim and annual periods ending after June 15, 2010. This update addresses both the interaction of the
requirements of Topic 855 with the SEC s reporting requirements and the intended breadth of the reissuance disclosure
provision related to subsequent events. This standard is not expected to have a significant effect on the Company s
reported financial position or results of operations.

In March 2010, the FASB issued ASU 2010-11, Derivatives and Hedging (Topic 815), which is effective for financial
statements issued at the beginning of the entity s first fiscal quarter beginning after June 15, 2010. This update
provides amendments to Subtopic 815-15, Derivatives and Hedging Embedded Derivatives, such as clarification of
the scope exception for embedded credit derivative features related to the transfer of credit risk in the form of
subordination of one financial instrument to another and whether those derivatives are subject to potential bifurcation.
This standard is not expected to have a significant effect on the Company s reported financial position or results of
operations.

In April 2010, the FASB issued ASU 2010-13, Compensation  Stock Compensation (Topic 718), which is effective
for financial statements issued for interim and annual periods beginning on or after December 15, 2010. This update
addresses the classification of an employee share-based payment award with an exercise price denominated in a
currency that differs from the functional currency of the employer entity or payroll currency of the employee. This
standard is not expected to have an effect on the Company s reported financial position or results of operations.

In April 2010, the FASB issued ASU 2010-17, Revenue Recognition Milestone Method (Topic 605), which is
effective on a prospective basis for milestones achieved in fiscal years, and interim periods within those years,
beginning on or after June 15, 2010. This update provides guidance on defining a milestone and determining when it
may be appropriate to apply the milestone method of revenue recognition for research and development transactions.
This standard did not have an effect on the Company s reported financial position or results of operations.

In April 2010, the FASB issued ASU 2010-18, Receivables (Topic 310), which is effective on a prospective basis for
modifications of loans accounted for within pools occurring in the first interim or annual period ending on or after
July 15, 2010. This update provides guidance on accounting for acquired loans that have evidence of credit
deterioration upon acquisition. This standard did not have an effect on the Company s reported financial position or
results of operations.

In July 2010, the FASB issued ASU 2010-20, Receivables (Topic 310), which for public entities, the disclosures as of
the end of a reporting period are effective in financial statements issued for interim and annual periods ending on or
after December 15, 2010 and for disclosures about activities that occur during a period are effective for interim and
annual periods beginning on or after December 15, 2010. This update provides guidance on increasing transparency
about an entity s allowance for credit losses and the credit quality of its financing receivables. This standard did not
have an effect on the Company s reported financial position or results of operations.

In December 2010, the FASB issued ASU 2010-28, Intangibles Goodwill and Other (Topic 350), which is effective
for financial statements issued for interim and annual periods beginning on or after December 15, 2010. This update
modifies Step 1 of the goodwill impairment test for reporting units with zero or negative carrying amounts. This
standard is not expected to have an effect on the Company s reported financial position or results of operations.

In December 2010, the FASB issued ASU 2010-29, Business Combinations (Topic 850), which is effective
prospectively for business combinations for which the acquisition date is on or after the beginning of the first annual
reporting period beginning on or after December 15, 2010. This update provides guidance on the pro forma revenue
and earnings disclosure requirements for business combinations. This standard is not expected to have an effect on the
Company s reported financial position or results of operations.
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In January 2011, the FASB issued ASU 2011-01, Receivables (Topic 310), which is effective upon issuance. This
update defers the effective date of the disclosures required under ASU 2010-20 to be concurrent with the effective
date of the guidance for determining what constitutes a troubled debt restricting as presented in proposed ASU update:
Receivables (Topic 310) Clarifications to Accounting for Troubled Debt Restructurings by Creditors. This standard
did not have an effect on the Company s reported financial position or results of operations.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk
As a smaller reporting company , we are not required to provide the information required by this Item.
Item 8. Financial Statements and Supplementary Data
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Hamilton

PC 2121 S. Oneida St., Suite 312
Denver, CO 80224

P: (303) 548-8072

F: (888) 466-4216
ed@hamiltonpccpa.com

REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Alternet Systems Inc.
Miami, Florida

We have audited the accompanying consolidated balance sheets of Alternet Systems Inc., and subsidiaries as of

December 31, 2011 and 2010, and the related consolidated statements of operations, stockholders’ equity (deficit) and
cash flows for the two years in the period ended December 31, 2011. These consolidated financial statements are the

responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. The Company is not required to have, nor were we engaged to
perform, an audit of its internal control over financial reporting. Our audit included consideration of internal control
over financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the company’s internal control over financial reporting.
Accordingly, we express no such opinion. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used
and significant estimates made by management, as well as evaluating the overall financial statement presentation of
the financial statements. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position
of Alternet Systems Inc. as of December 31, 2011 and 2010, and the result of its operations and its cash flows for the
two years in the period ended December 31, 2011, in conformity with accounting principles generally accepted in the
United States of America.

The accompanying financial statements have been prepared assuming that Alternet Systems Inc. will continue as a
going concern. As discussed in Note 1 to the financial statements, Alternet Systems Inc suffered recurring losses from
operations which raises substantial doubt about its ability to continue as a going concern. Management's plans
regarding those matters also are described in Note 1. The financial statements do not include any adjustments that
might result from the outcome of this uncertainty.

Hamilton, PC

/s/ Hamilton, PC

Denver, Colorado
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ALTERNET SYSTEMS INC.
CONSOLIDATED BALANCE SHEETS

As at December 31, 2011 and December 31, 2010

ASSETS

Current Assets
Cash
Accounts receivable
Share subscriptions receivable
Prepaids and deposits

Fixed assets (Note 3)
Intellectual property (Note 4)
TOTAL ASSETS

LIABILITIES

Current Liabilities
Accounts payable and accrued charges
Wages payable
Accrued taxes
Customer deposits (Note 2)
Deferred income (Note 2)
Other loans payable (Note 5)
Due to related parties (Note 5 and 8)
Current portion of capital leases (Note 6)

Capital leases (Note 6)
TOTAL LIABILITIES

STOCKHOLDERS' EQUITY
Capital stock (Note 7)
Authorized: 100,000,000 common shares with a par value of
$0.00001
Issued and outstanding: 74,171,876 common shares
(2010 - 48,219,648)
Additional paid-in capital
Private placement subscriptions (Note 7)
Obligation to issue shares
Deferred compensation (Note 9)
Deficit

Non-controlling interest
TOTAL STOCKHOLDERS' EQUITY

2011

77,312
2,215,586
4,000
335,010
2,631,908
142,408
1,600,000
4,374,316

1,802,876
321,285
505,833
655,828
359,400

2,448
50,040
44,499

3,742,209

23,142
3,765,351

738
11,171,559
630,362
113,333
(11,626,148)

289,844
319,121
608,965

2010

13,718
856,339
4,000
218,832
1,092,889
2,544

1,095,433

1,003,828
396,156
224,324
144,000
142,312
313,313
133,181

2,357,114

2,357,114

483
7,860,223
145,362
108,000
(79,832)
(9,181,753)
(1,147,517)
(114,164)
(1,261,681)
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TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY $ 4374316 $ 1,095,433
The accompanying notes are an integral part of these financial statements

F-1
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ALTERNET SYSTEMS INC.
CONSOLIDATED STATEMENTS OF OPERATIONS

For the years ended December 31, 2011 and 2010

2011 2010
REVENUE
Sales $ 1,219,421 $ 1,711,163
Sales discounts (8,655) (409,605)
TOTAL REVENUE 1,210,766 1,301,558
COST OF SALES
Direct cost of sales 1,122,536 838,794
GROSS PROFIT 88,230 462,764
OPERATING EXPENSES
Bad debt 3,023 21,055
Bank charges and interest 48,053 118,920
Depreciation 25,525 1,008
Interest on capital leases 6,284 -
Investor relations 40,650 734,478
Licenses, dues, and insurance 8,873 1,163
Management and consulting 989,341 605,988
Marketing 11,727 89,092
Office and general 80,631 61,446
Professional fees 318,387 262,058
Rent 86,388 49,318
Salaries 1,005,585 411,033
Telephone and utilities 30,976 14,553
Travel 226,959 88,686
TOTAL OPERATING EXPENSES 2,882,402 2,458,798
NET LOSS BEFORE OTHER ITEMS (2,794,172) (1,996,034)
OTHER ITEMS
Customer fees 187 403
Other income/(expense) 2,231 -
Loss on disposal of assets - (1,411)
Gain (Loss) on debt settlement (303,622) 440,468
Financing costs - (1,096,670)
Forgiveness and adjustment of old accounts payable - 83,833
Increase (decrease) in derivative liability (165,734) (400,664)
NET LOSS BEFORE NON-CONTROLLING INTEREST $ (3,261,110) $ (2,970,075)
NON-CONTROLLING INTEREST (816,715) (123,064)
NET LOSS ATTRIBUTABLE TO ALTERNET
SYSTEMS INC. FOR THE PERIOD $ (2,444,395 $ (2,847,011)
BASIC NET LOSS PER SHARE $ (0.04) $ (0.08)
WEIGHTED COMMON SHARES OUTSTANDING 60,474,129 35,046,924

The accompanying notes are an integral part of these financial statements
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ALTERNET SYSTEMS INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the years ended December 31, 2011 and 2010

2011 2010
OPERATING ACTIVITIES
Net loss from operations attributable to Alternet Systems Inc. (2,444,395) $ (2,847,011)
Non-controlling interest (816,715) (123,064)
Add: Items Not Affecting Cash
Depreciation 25,525 1,008
Shares for services 641,195 440,750
Reversal of shares for services - (40,000)
Shares for debt 1,302,896 1,249,919
Loss on disposal of assets - 1,411
Deferred compensation 79,832 565,349
(Gain) loss on debt settlement 303,622 (440,468)
Value of debt for share conversion features - 881,891

Changes In Non-Cash Working Capital:
Accounts receivable (1,359,247) (819,754)

Share subscriptions receivable - 4,900
Prepaids and deposit (116,178) (218,832)

Accounts payable and accrued charges 485,161 832,190
Wages payable (170,303) (339,559)

Accrued taxes 281,509 142,585

Customer deposits 511,828 144,000

Deferred income 217,088 142,312

Due to related parties (83,141) 50,265
(1,141,323) (372,108)

INVESTING ACTIVITIES
Acquisition of fixed assets (165,389) (371)
Acquisition of intellectual property (100,000) -
(265,389) (371)
FINANCING ACTIVITIES

Change in loans payable (341,835) 394,384
Change in capital leases 67,641 -
Derivative liability - (71,879)
Deferred financing costs - 30,920

Net proceeds on sale of common stock and subscriptions 1,783,500 15,000

Share issue costs (39,000) -
1,470,306 368,425
OTHER COMPREHENSIVE INCOME - (82)
NET CHANGE IN CASH DURING THE PERIOD 63,594 (4,136)
CASH, BEGINNING OF PERIOD 13,718 17,854

CASH, END OF PERIOD $ 77,312 $ 13,718
The accompanying notes are an integral part of these financial statements

F-3

37



Edgar Filing: ALTERNET SYSTEMS INC - Form 10-K

ALTERNET SYSTEMS INC.
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Additional Private Oth
Common Paid in Placement  Accumulated Deferred Obligation to Comprel
Shares Stock Capital  Subscriptions Deficit Compensation Issue shares Inco
Balance
December
31,2009 20,252,770 202 5,257,695 225,415 (6,569,744) (645,181) 83,196 ;
Issuance of
common
stock for
services at
$0.065 per
share - Jan
5, 2010 250,000 2 16,248 - - - (16,250)
Issuance of
common
stock for
debt at
$0.065 per
share - Jan
5, 2010 414,554 4 26,942 - - - (26,946)
Issuance of
common
stock for
debt at
$0.10 per
share - Feb
18, 2010 1,000,000 10 99,990 - - - -
Issuance of
common
stock for
debt at
$0.13 per
share -
April 19,
2010 500,000 5 64,995 - - - -
Issuance of
common
stock for
debt at
$0.06 per
share -
May 5,
2010 800,000 8 49,592 - - - -
Issuance of 769,231 8 46,146 - - - -
common
stock for
debt at
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$0.06 per

share -

May 11,

2010

Issuance of

common

stock for

debt at

$0.045 per

share -

May 12,

2010 800,000 8 35,992 - - - -

Issuance of

common

stock for

debt at

$0.05 per

share -

May 19,

2010 611,077 6 30,548 - - - -

Issuance of

common

stock for

debt at

$0.04 per

share -

May 20,

2010 1,600,000 16 63,984 - - - -

Issuance of

common

stock for

debt at

$0.05 per

share -

May 21,

2010 3,266,667 33 163,300 - - - -

Issuance of

common

stock for

debt at

$0.03 per

share -

June 1,

2010 923,680 9 27,701 - - - -
The accompanying notes are an integral part of these financial statements
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ALTERNET SYSTEMS INC.
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Additional Private
Common Paid in Placement  Accumulated Deferred Obligation to Con

Shares Stock Capital Subscriptions Deficit Compensation Issue shares
Issuance of
common stock
for debt at
$0.03 per share
-June 17,2010 7,076,297 71 212,218 - - - -
Issuance of
common stock
for debt at
$0.04 per share
- July 22,2010 3,331,604 34 133,231 - - - -
Issuance of
common stock
for services at
$0.085 per
share - July
October 5,
2010 3,150,000 32 267,718 - - - (76,500)
Issuance of
common stock
for debt at
$0.14 per share
- November 23,
2010 1,258,604 13 176,192 - - - -
Issuance of
common stock
for debt at
$0.14 per share
- November 30,
2010 521,801 5 73,047 - - - -
Issuance of
common stock
for debt at
$0.13 per share
- December 22,
2010 559,672 6 72,751 - - - -
Issuance of
common stock
for services at
$0.13 per share
- December 22,
2010 500,000 5 64,995 - - - -
Share
subscriptions
issued 633,691 6 95,047 (95,053) - - -

40



Private
placement
subscriptions
received
Value of debt
for share
conversion
features
Services
provided per
term of
contracts
Obligation to
issue shares per
consulting
agreement
Reversal of
obligation to
issue shares
Net loss for the
year

Foreign
exchange
translation
adjustment
Increase
(decrease) in
derivative
liability
Non-controlling
interest
Balance
December 31,
2010

48,219,648
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483 7,860,223
The accompanying notes are an integral part of these financial statements

881,891

15,000

145,362

(2,446,347)

(9,016,091)

749,849

(184,500)

(79,832)

184,500

(40,000)

108,000
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ALTERNET SYSTEMS INC.
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Additional Private
Common Paid in Placement  Accumulated Deferred Obligation to

Shares Stock Capital  Subscriptions Deficit Compensation Issue shares
Issuance
of
common
stock for
debt at
$0.155
per share

February

25,2011 1,220,363 12 189,144 - - - -
Issuance

of

common

stock for

debt at

$0.13 per

share -

April 12,

2011 2,214,276 22 287,834 - - - -
Issuance

of

common

stock for

debt at

$0.13 per

share -

April 19,

2011 1,498,000 15 194,726 - - - -
Issuance

of

common

stock for

services

at $0.13

per share

- April

19,2011 1,289,000 13 167,557 - - - -
Issuance 444,079 4 57,726 - - - -
of

common

stock for

debt at

$0.13 per

share -

Other

Comprehen
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April 21,
2011
Issuance
of
common
stock for
services
at $0.13
per share
- April
21,2011
Issuance
of
common
stock for
services
at $0.12
per share
- May 3,
2011
Issuance
of
common
stock for
debt at
$0.10 per
share -
May 13,
2011
Issuance
of
common
stock for
services
at $0.12
per share
- June 7,
2011

600,000

1,500,000

1,016,613

400,000

Edgar Filing: ALTERNET SYSTEMS INC - Form 10-K

6 77,994 - - - (78,000)
15 179,985 - - - (120,000)
10 101,651 - - - -

4 47,996 - - - -

The accompanying notes are an integral part of these financial statements
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ALTERNET SYSTEMS INC.
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Additional Private Other
Common Paid in Placement  Accumulated Deferred Obligation to Comprehen
Shares Stock Capital  Subscriptions Deficit Compensation Issue shares Income
Issuance
of
common
stock for
services
at $0.11
per share
- June 8,
2011 250,000 3 27,497 - - - -
Issuance
of
common
stock for
cash at
$0.10 per
share -
June 15,
2011 3,333,333 33 499,967 - - - -
Issuance
of
common
stock for
services
at $0.11
per share
- June
21,2011 250,000 2 27,498 - - - -
Issuance
of
common
stock for
services
at $0.10
per share
- July 7,
2011 250,000 2 24,998 - - - (25,000)
Issuance 1,935,000 19 193,481 (193,500) - - -
of
common
stock for
cash at
$0.10 per
share -
July 14,
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2011

Issuance

of

common

stock for

debt at

$0.10 per

share -

July 14,

2011 252,934
Issuance

of

common

stock for

debt at

$0.12 per

share -

July 20,

2011 2,265,207
Issuance

of

common

stock for

debt at

$0.13 per

share -

July 25,

2011 133,304
Issuance

of

common

stock for

cash at

$0.15 per

share -

August

2,2011 600,000
Issuance

of

common

stock for

debt at

$0.12 per

share -

August

2,2011 733,333
Issuance 112,500
of

common

stock for

services

Edgar Filing

2

23

25,291

271,802

17,329

89,994

87,993
12,374

: ALTERNET SYSTEMS INC - Form 10-K
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at $0.11

per share
- August
11, 2011
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The accompanying notes are an integral part of these financial statements
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ALTERNET SYSTEMS INC.
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Additional Private O
Common Paid in Placement  Accumulated Deferred Obligation to Compr
Shares Stock Capital  Subscriptions Deficit Compensation Issue shares Inc
Issuance of
common
stock for
services at
$0.12 per
share -
August 16,
2011 112,500 1 13,499 - - - -
Issuance of
common
stock for debt
at $0.12 per
share -
September
15,2011 500,000 5 59,995 - - - -
Cancellation
of common
stock issued
for services at
$0.13 per
share - April
19, 2011 (250,000) 3) (32,497) - - 16,250 -
Issuance of
common
stock for
services at
$0.14 per
share -
November
21,2011 100,000 1 13,999 - - - -
Issuance of
common
stock for
services at
$0.14 per
share -
November
22,2011 112,500 1 15,749 - - - -
Issuance of 1,000,000 10 139,990 - - - -
common
stock for
services at
$0.14 per
share -
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December 7,
2011
Issuance of
common
stock for cash
at $0.15 per
share -
December 29,
2011
Issuance of
common
stock for debt
at $0.17 per
share -
December 29,
2011

Share issue
costs

Share
subscriptions
from prior
years issued
Private
placement
subscriptions
received
Services
provided per
term of
contracts
Obligation to
issue shares
per
consulting
agreements
Obligation to
issue shares
per
employment
agreement

3,333,333

245,903

500,000
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33

499,967 (500,000)
41,802 -
(39,000) -
14,995 (15,000)
- 1,193,500
F-8

76,082

(12,500)

(10,000)

100,000
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ALTERNET SYSTEMS INC.
CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY

Obligation to
issue shares per
consulting
agreement
Obligation to
issue shares per
Debt Settlement
agreement
Subsidiary
shares to be
issued to
non-controlling
interest
Increase
(decrease) in
derivative
liability
Non-controlling
interest

Net loss for the
year

Balance
December 31,
2011

Shares

74,171,826

Additional Private
Common Paid in Placement
Stock Capital  Subscriptions
738 11,171,559 630,362

Accumulated
Deficit

(2,278,661)

(11,294,752)

Deferred
Compensation

The accompanying notes are an integral part of these financial statements
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Obligation to
Issue shares

25,000

113,333

113,333
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NOTE 1 NATURE OF OPERATIONS AND BASIS OF PRESENTATION

Alternet Systems Inc. ( Alternet or the Company ), through its subsidiaries, provides leading edge mobile financial
solutions and mobile security and related solutions. The former offered throughout the Western Hemisphere, but most
actively in South America, and the latter has global reach.

Alternet Systems, Inc. (the "Company"), was organized under the laws of the State of Nevada on June 26, 2000, under
the name North Pacific Capital Corp. In 2001 the Company changed its name to SchoolWeb Systems Inc. and then, in
2002, to Alternet Systems, Inc. On December 31, 2007 the Company executed a merger with TekVoice
Communications, Inc. of Miami, Florida. Since then the Company has changed business focus and strategy to mobile
financial services and mobile security. In 2011 TekVoice became inactive.

In July 2009, the Company purchased 51% of the outstanding shares of Alternet Transactions Systems, Inc. ( ATS ), a
company incorporated in the State of Florida on July 29, 2009, for $5,100. ATS is doing business as Utiba Americas.

In September 2009, the Company purchased 60% of the outstanding shares of International Mobile Security, Inc.
( IMS ), a company incorporated in the State of Florida on September 17, 2009, for $6,000.

In January 2010, Al Systems Group (Canada) Inc. was dissolved. All transactions incurred from January 1, 2010 to
January 11, 2010 have been included in these interim financial statements.

In February 2011, the Company purchased 100% of the outstanding shares of Megatecnica, S.A., a company
incorporated in Panama.

In August 2011, the Company incorporated a wholly owned subsidiary, Utiba Guatemala, S.A., in Guatemala.

In September 2011, the Company formed two one-member limited liability companies, Alternet Financial Solutions,
L.L.C. and Alternet Payment Solutions, L.L.C., in the State of Florida.

These consolidated financial statements have been prepared on the basis of a going concern, which contemplates the
realization of assets and satisfaction of liabilities in the normal course of business. At December 31, 2011 the
Company had a working capital deficiency of $1,110,301. The Company s continued operations are dependent on the
successful implementation of its business plan, its ability to obtain additional financing as needed, and ultimately
attaining profitable operations.

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have been prepared in accordance with accounting principles generally accepted
in the United States of America.

F-10
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Principles of Consolidation
The consolidated interim financial statements include the accounts of the following companies:

¢ Alternet Systems Inc.

e Al Systems Group, Inc., a wholly owned subsidiary of Alternet

e Al Systems Group (Canada), Inc., a wholly owned subsidiary of Al Systems Group, Inc
® Tekvoice Communications, Inc., a wholly owned subsidiary of Alternet

e Alternet Transactions Systems, Inc., a subsidiary of Alternet

e Utiba Guatemala, S.A., a wholly-owned subsidiary of Alternet Transactions Systems Inc.
¢ International Mobile Security, Inc, a subsidiary of Alternet

® Megatecnica, S.A., a wholly owned subsidiary of International Mobile Security, Inc.

¢ Alternet Financial Solutions, L.L.C, wholly-owned subsidiary of Alternet

¢ Alternet Payment Solutions, L.L.C, wholly-owned subsidiary of Alternet

The minority interests of ATS, IMS, and ATS s and IMS s wholly owned subsidiaries have been deducted from
earnings and equity. All significant intercompany transactions and account balances have been eliminated.

Use of Estimates and Assumptions

Preparation of the Company s financial statements in conformity with generally accepted accounting principles in the
United States of America requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.

Cash and Cash Equivalents

The Company considers all liquid investments, with an original maturity of three months or less when purchased, to
be cash equivalents.

Equipment

Fixed assets are recorded at cost and depreciated at the following rates:

Computer equipment - 30% declining balance basis
Computer software - 30% declining balance basis
Equipment - 20% declining balance basis

Impairment of Long Lived Assets

Management monitors the recoverability of long-lived assets based on estimates using factors such as current market
value, future asset utilization, and future undiscounted cash flows expected to result from its investment or use of the
related assets. The Company s policy is to record any impairment loss in the period when it is determined that the
carrying amount of the asset may not be recoverable. Any impairment loss is calculated as the excess of the carrying
value over estimated realizable value.
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Intellectual Property The Company accounts for its intellectual property in accordance with the Statement of
Financial Accounting Standards No. 142, Goodwill and Other Intangible Assets (SFAS 142). Under the provisions of
SFAS 142, intangible assets deemed to have an indefinite life are not amortized but are subject to impairment tests at
each reporting date. The Company assesses the impairment of intangible assets on a quarterly basis or whenever
events or changes in circumstances indicate that the fair value is less than its carrying value. If the carrying amount of
the intangible asset exceeds its fair value, the intangible asset is considered impaired and the second step of the test is
performed to determine the amount of impairment loss, if any.

Revenue Recognition

The Company derives its revenues from the sale of licenses of software, implementation services, support services and
hosted services (SaaS Software as a Service). Revenues are recognized when title transfers or services are rendered.

a)  Revenue from the sale of licenses is recognized when the title of the license transfers to the customer.

b)  Revenue from implementation services performed is recognized upon completion of the service.

¢)  Revenue from support services is recognized as earned.

d) Revenue from telecommunications services are recognized when billed, which occurs at the end of the

month the services are provided.

The Company invoices 100% of the implementation services and requires customers to pay a non-refundable deposit
prior to any services being performed. The Company recognizes the customer deposit as unearned revenue until either
completion of the implementation or upon the contract being cancelled at which time the revenue