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1900 NW Corporate Blvd., Suite East 210
Boca Raton, FL 33431
Tel: 561.886.4200

O e Fax: 561.886.3330
e-mail: info@sherbcpa.com
SHERB & CO, LLP Offices in New York and Florida

Certified Public Accountants

INDEPENDENT AUDITOR'’S REPORT

To the Shareholder
vFinance Investments, inc.

We have audited the accompanying statement of financial condition of vFinance Investments, inc.
as of September 30, 2008, and the related statements of operations, changes in shareholder’s
equity and cash flows for the nine months then ended that you are filing pursuant to ruie 17a-5
under the Securities Exchange Act of 1934. These financial statements are the responsibility of
the Company’s management. Our responsibility is to express an opinion on the financial
statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
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 principies used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. 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 vFinance Investments, Inc. as of September 30, 2008, and the results of
its operations and its cash flows for the nine months then ended in conformity with accounting
principles generally accepted in the United States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in the supplementary information is presented for
purposes of additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by rule 17a-5 under the Securities Exchange Act of 1934.
Such information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated in all material respects in relation to the
basic financial statements taken as a whole.

SAhtE Lp

Certified Public Accountants

Boca Raton, Florida
October 31, 2008



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Statement of Financial Condition

September 30, 2008
Assets
Current Assets:
Cash and cash equivalents $ 3,525,724
Deposits with Clearing Organizations 806,903
Due from clearing organizations 1,047,357
Marketable securities owned - at market value 622,897
Non-marketable securities owned - at market value 48,486
Accounts receivable, net of allowance for doubtfull accounts of $163,903 173,931
Notes receivable - employees 48,116
Prepaid expenses 126,325
Total Current Assets 6,399,739
Furniture and equipment, at cost
Furniture and equipment 475,870
Less accumulated depreciation (454,379)
Total furniture and equipment 21,491
Other Assets 8,302
Total Assets $ 6,429,532

See accompanying notes.



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Statement of Financial Condition

September 30, 2008

Liabilities and Shareholder's Equity

Current Liabilities:

Accounts payable $ 364,996
Due to other broker dealer 358,622
Accrued payroll 3,151,232
Other accrued liabilities 352,162
Securities sold, not yet purchased 54,507
Other liabilties 74,538
Total Current Liabilities 4,356,057
Shareholder's Equity
Common Stock $0.01 par value, 1,000,000 shares
authorized, 1,000 issued and outstanding 10
Additional paid-in-capital 2,479,722
Accumulated deficit (406,257)
Total Shareholder's Equity 2,073,475
Total Liabilities and Shareholder's Equity s 6,429,532

See accompanying notes.



vFinance Investments, Inc.

(a wholly owned subsidiary of National Holdings Corporation)

Statement of Operations

Nine months ended September 30, 2008

Revenues:
Commissions
Net trading profits
Investment banking
Clearing and other brokerage income
Consulting Fees
Total Revenues

Operating expenses:
Compensation, commissions and fees
Clearing and transaction costs
General and administrative costs
Occupancy and equipment costs
Depreciation

Total operating expenses

Net operating loss

Other income (expense):
Interest income
Interest expense
Dividend income
Other income

Total other income

Loss before taxes
Provision for income taxes:

Current Expense
Net Loss

See accompanying notes.

$16,661,462
9,306,610
2,289,466
3,657,964
666,300

32,581,802

25,535,513
2,880,286
3,535,981

845,528
21,253

32,818,561

(236,759)

5,194

(26,258)
2,933
15,474

(2,657)

(239,416)

(2,000)

(241,416)




vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Statement of Changes in Shareholder’s Equity

For the Nine months ended September 30, 2008

Additional
Common Stock Paid - in Accumulated
Shares Amount Capital Deficit Total
Balance as of December 31, 2007 1,000 $ 10 $ 2,506,739 $ (164,841) § 2,341.908
Capital contributed by parent and related entity (29,017) (29,017)
Tax expense contributed by parent 2,000 2.000
Net loss (241,416) (241.416)
Balance as of September 30, 2008 1,000 §$ 10 $2479,722 $ (406,257) $ 2,073.475

See accompanying notes.



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Statement of Cash Flows

For the Nine months ended September 30, 2008

OPERATING ACTIVITIES

Net loss $ (241,416)

Adjustments to reconcile net loss to net cash provided by operating activities:
Depreciation 21,253
Non cash income tax expense 2,000

Changes in operating assets and liabilities, net
Accounts receivable (42,671)
Due from clearing broker (459,297)
Notes receivable - employees (19,588)
Investments in trading securities 197,541
Investments in non-marketable trading securities 399,598
Other assets (50,168)
Accounts payable 45,334
Payable to clearing organizations and other broker dealers 358,622
Accrued compensation (69,200)
Securities sold, not yet purchased (122,861)
Other liabilites (323,944)

Net cash used by operating activities (304,797)

FINANCING ACTIVITIES

Capital returned to parent and refated entity (29,017)

Net cash used in financing activities (29,017)
Net decrease in cash (333,814)
Cash at beginning of period 4,666,441
Cash at end of period $ 4,332,627
Cash Paid for:

Income Taxes $ -

Interest $ 53,502

See accompanying notes.



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements

1. Significant Accounting Policies and Other Matters

Description of Business

vFinance Investments, Inc. (“the Company”) (a wholly owned subsidiary of National Holdings
Corporation) is a broker dealer licensed to conduct activities in all 50 states, Washington DC and Puerto
Rico. The Company has corporate offices in New York, New Jersey and Florida and approximately 40
independent locations throughout the country, Panama, Chile and Colombia. The Company’s three core
business activities include providing full service retail brokerage to high net worth individuals,
investment-banking and merger and acquisition services to small and medium sized companies, and
securities trading including making markets in over 3,500 small and micro cap stocks and trading in
United States Treasury securities. The Company does not require collateral from its customers. Revenues
are not concentrated in any particular region of the country or with any individual or group.

Effective July 1, 2008 vFinance Investments, Inc., a wholly owned subsidiary of vFinance Inc., merged
into National Holdings Corporation, pursuant to the terms of the Agreement and Plan of Merger
Agreement, dated November 7, 2007, as amended.

RETAIL BROKERAGE BUSINESS: The largest portion of the Company’s revenues in 2008 was
attributable to commissions generated by its brokerage activities. The Company buys and sells securities
for its customers on an agency basis, and charges its customers a commission for its services. Such
commission revenue is derived from brokerage transactions in listed and over-the-counter securities and
mutual fund securities. The Company has agreements with numerous mutual fund management
companies pursuant to which it sells shares in a variety of mutual funds. Mutual fund commissions are
derived from standard dealers' discounts that are a small percentage of the purchase price of the shares,
depending upon the terms of the dealer agreement and the size of the transaction. In addition, most funds
permit vFinance Investments to receive additional periodic fees based upon the customer's investment in
particular funds.

MARKET-MAKING AND TRADING BUSINESS: In support of the firm's retail brokerage and
investment banking businesses, the Company offers wholesale market-making services to its retail
brokerage, corporate and financial institutions. vFinance Investments makes markets in over 3,500 Over-
the-Counter Bulletin Board and NASDAQ Small Cap stocks. The Company's target customers are
national and regional full-service broker/dealers, electronic discount brokers and institutional investors
that require fast and efficient executions. As a part of the Company’s Sterling Select Asset Purchase
Agreement, the Company also trades US Treasury securities in the institutional marketplace.



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements
(Continued)

1. Significant Accounting Policies and Other Matters
(Continued)

INVESTMENT BANKING AND MERGERS AND ACQUISITIONS: The Company also derives
revenues from success fees generated by investment-banking and merger and acquisition activities. The
Company offers capital raising and related services to (A) emerging growth and middle market, privately
held companies worldwide by assisting such companies in (i) developing sound strategic plans, (ii}
obtaining growth, mezzanine, bridge, or acquisition capital including but not limited to, venture capital
financing, (iii) pursuing strategically sound acquisitions or divestiture strategies, (iv) transitioning into
viable corporations able to raise funds in the public markets, and (v) maximizing shareholder value by
conduction recapitalizations or other liquidity transactions and (B) publicly held companies by arranging
private equity financing for such publicly held companies. As consideration for such services, the
Company is paid success fees which are agreed upon amounts based on a percentage of the total value of
a transaction and are contingent upon the successful completion of a specified transaction. As a part of
the success fees, the Company periodically receives equity instruments and stock purchase warrants from
companies for services it performs, in addition to the cash paid for such services. Primarily all of the
equity instruments are in private companies, or small public companies.

CLEARING BROKER: vFinance Investments, Inc. does not hold any funds or securities of its customers.
The Company currently utilizes three clearing firms to clear the various business lines it engages in.
These clearing relationships are on a fully disclosed basis with National Financial Services, LLC ("NFS"),
a wholly owned subsidiary of Fidelity Brokerage Company, Fortis Securities LLC, a division of Fortis
Bank, NV and Legent Clearing LLC. The Company’s clearing brokers process securities transactions for
vFinance Investments and the accounts of its customers for which vFinance Investments pays a clearing
fee. The Company may also pay transaction charges for other services including but not limited to billing,
credit extension, control and receipt and custody and delivery of securities. According to the terms of
these agreements between vFinance Investments and its clearing firms, vFinance Investments has agreed
to indemnify and hold each harmless from certain liabilities and claims, including claims arising from the
transactions of its customers. In the event that customers fail to pay for their purchases or fail to supply
the securities that they have sold, and a clearing firm satisfies such a customer obligation, vFinance
Investments would be obligated to indemnify the clearing firm for any resulting losses. vFinance
Investments, to date, has not experienced any material losses as a result of the failure of its customers to
satisfy their obligations.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect the amounts reported in the
accompanying financial statements. Actual results may differ from those estimates, and such differences
may be material to the financial statements.



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements

(Continued)

1. Significant Accounting Policies and Other Matters
(Continued)

Cash and Cash Equivalents

Cash and cash equivalents include all highly liquid investments with a maturity of three months or less
when purchased.

Concentrations of Credit Risk

As of September 30, 2008, we had cash balances in banks in excess of the maximum amount insured by
the FDIC of approximately $2,083,972. The Company maintains its cash positions at high quality
financial institutions.

The Company and its subsidiaries are engaged in various trading and brokerage activities in which
counterparties primarily include broker-dealers, banks and other financial institutions. In the event
counterparties do not fulfill their obligations, the Company may be exposed to risk. The risk of default
depends on the creditworthiness of the counterparty or issuer of the instrument. It is the Company’s
policy to review as necessary, the credit standing of its counterparty.

Income Taxes

The Company accounts for income taxes under the liability method in accordance with Statement of
Financial Accounting Standards No. 109, “Accounting for Income Taxes” under this method, deferred
income tax assets and liabilities are determined based on differences between the financial reporting and
tax bases of assets and liabilities and are measured using the enacted tax rates and laws that will be in
effect when the differences are expected to reverse. The Company’s net operating loss carry forwards
may be limited due to changes in ownership in accordance with IRS Section 382.

Furniture and Equipment

Furniture and equipment are stated on the basis of cost less accumulated depreciation and consists
primarily of computer equipment and software. Depreciation is computed using the straight-line method
over the estimated useful lives of the assets, 2-5 years, for financial reporting purposes. Depreciation
expense for the Nine months ended September 30, 2008 totaled $21,253.



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements

(Continued)

1. Significant Accounting Policies and Other Matters
(Continued)

Forgivable Loans - Employees

In order to remain competitive in the marketplace, the Company grants forgivable loans to certain
employees. The terms of the loans range from one to three years with scheduled maturity dates from
2008 to 2011. For each year the employee is in good standing with the Company, the Company forgives
a ratable portion of the loan and charges this amount to compensation expense. If the employee is
terminated, the principal balance is due and payable immediately. The loans bear interest at a reasonable
market rate and interest is written off over the life of the loan. As of September 30, 2008, the balance of
the forgivable loans was $32,916

Investments

The Company’s investments consist of its proprietary trading account assets as well as equity instruments
received as compensation for investment banking services. Such investments are classified as Marketable
securities and non marketable securities on the accompanying statement of financial condition. The
liquidity and restrictions of a particular position (if any) determines if the asset is classified as marketable
or non-marketable.

Trading account assets consist of marketable equity securities and are stated at market value. They are
held for resale in anticipation of short-term market movements. Realized gains and losses are recognized
as net trading profits in the statement of operations when the security is sold and interim unrealized
profits and losses are recorded in a similar fashion as the positions are always marked to market.

Non marketable securities include restricted common stock. These instruments are stated at market value.
Primarily all of the equity instruments are received from small public companies. The stock and the stock
purchase warrants received are typically restricted as to resale, although the Company generally receives
a registration right within one year.

10



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements

(Continued)

1. Significant Accounting Policies and Other Matters
(Continued)

Investments - Continued

The Company policy is to resell these securities in anticipation of short-term market movements. The
Company recognizes revenue for such equity instruments based on the fair market value of the stock and
for stock purchase warrants based on the Black-Scholes valuation model, only when the underlying shares
are registered. Realized gains or losses are recorded in the statement of operations when the underlying
securities are sold. Unrealized gains or losses are recognized in the statement of operations on a monthly
basis based on changes in the fair value of the security as quoted on national or inter-dealer stock
exchanges or, for stock purchase warrants, based on the Black-Scholes valuation model.

Investments in trading securities and Securities sold, not yet purchased at September 30, 2008 consist of
the following:

Sold, not yet
Owned purchased
Debt Securities $ 518,686 §$ 10,507
Corporate Stocks 104,211 44,000
Total 3 622,897 § 54,507

Investments in not readily marketable securities at September 30, 2008 consist of the following:

Owned
Restricted Stock $ 48,486
Warrants -
Total $ 48,486

11



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements

(Continued)

1. Significant Accounting Policies and Other Matters
(Continued)

Securities Transactions

Proprietary securities transactions in regular-way trades are accrued and recorded on the trade date, as if
they had settled. Profit and loss arising from all securities and commodities transactions entered into for
the account and risk of the Company are recorded on a trade date basis. Commission income and expense
are reported on a trade date basis.

Amounts receivable and payable for securities transactions that have not reached their contractual
settlement date are recorded net on the statement of financial condition.

Financial Instruments with Off-Balance Sheet Risk

The securities transactions of the Company’s customers are introduced on a fully disclosed basis with a
clearing broker-dealer. The Company holds no customer funds or securities. The clearing broker-dealer
is responsible for execution, collection of and payment of funds and receipt and delivery of securities
relative to customer transactions. Off-balance sheet risk exists with respect to these transactions due to
the possibility that customers may be unable to fulfill their contractual commitments wherein the clearing
broker-dealer may charge any related losses to the Company. The Company seeks to minimize this risk
through procedures designed to monitor the creditworthiness of its customers and to ensure that customer
transactions are executed properly by the clearing broker-dealer. However, the Company does not require
collateral from its customers or the clearing broker-dealer and potential losses could be material to the
Company.

Revenue Recognition and Other Matters

The Company earns revenue from brokerage and trading activities, which are recognized on the day of
the trade. The Company also earns revenue from investment banking and consulting. Monthly fees for
investment banking and consulting are recognized as earned. Investment banking success fees are
generally based on a percentage of the total value of a transaction and are recognized upon successful
completion.

On a monthly basis, the Company recognizes unrealized gains or losses in the statement of operations
based on the changes in value of its equity instruments received as compensation for investment banking
services. Unrestricted securities are valued at current market value. Restricted securities are valued at
current market value, discounted by a factor related to the remaining term

12



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements

(Continued)

1. Significant Accounting Policies and Other Matters
(Continued)

Revenue Recognition and Other Matters - Continued

of its restriction. Stock purchase warrants are valued when the underlying shares are registered using the
Black Scholes valuation model. Realized gains or losses are recognized in the statement of operations
when the equity instruments are sold. For the Nine months ended September 30, 2008, the Company
recognized revenue of $605,987 in connection with the receipt of equity securities. The Company also
recognized $72,901 in net realized loss in connection with the sale of such securities and net unrealized
losses of $442,618 in connection with changes in the value. Net realized and unrealized gains and losses
are recognized in the statement of operations as either increases or decreases to success fee revenues.

As of September 30, 2008, certain transactions in process may result in the Company receiving equity
instruments or stock purchase warrants in subsequent periods as discussed above. In such event, the
Company will recognize revenue related to the receipt of such equity instruments consistent with the
aforementioned policies. In addition, the Company would also record compensation expense at fair value
related to the distribution of some or all of such equity instruments to employees or independent
contractors involved with the related transactions.

Fair Value of Financial Instruments

The fair values of the Company’s financial instruments, which include cash and cash equivalents,
forgivable loans and investments, approximate their carrying values.

The Company’s financial instruments that are exposed to concentrations of credit risk consist primarily of
cash and cash equivalents. The Company places its cash with high quality financial institutions.

13



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements
(Continued)

NOTE 2: INCOME TAXES

Although the Company’s results will be included in the consolidated income tax return of its parent
company, an income tax provision has been calculated as if the Company is filing a stand-alone income
tax return,

At September 30, 2008, the Company’s tax provision is as follows:

Current Expense $ 2,000
Deferred Expense -
Total Expense $ 2,000

The Company’s Deferred Tax Assets (Liabilities) at September 30, 2008 were as follows:

Reserve for legal settlements $ 69,000
Allowance for doubtful accounts 63,000
Gross deferred tax assets 132,000
Valuation allowance (132,000)
Net deferred tax assetss $ -

A reconciliation of the Company’s income tax expense applying the Federal statutory tax rate to its
effective tax rate is as follows:

Income tax at the federal statutory rate $ (84,000)

Add:
State income tax
Net of federal tax benefit (8,000)
Change in valuation allowance 94,000
Income tax at the effective tax rate $ 2,000

Due to the Company’s inclusion in the filing of a consolidated tax return with its parent and other
affiliated members, and the utilization of consolidated net operating losses to offset the Company’s
taxable income, the Company credited Paid in Capital with a tax benefit contributed by the parent in the
amount of $2,000.

The Company’s net operating loss carry forwards may be limited due to changes in ownership in
accordance with IRS Section 382.

14



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements
(Continued)

NOTE 2: INCOME TAXES
(Continued)

In July 2006, the FASB issued Interpretation No. 48 “Accounting for Uncertainty in Income Taxes — an
Interpretation of FASB Statement 109” (FIN 48”). This Interpretation prescribes a consistent recognition
threshold and measurement standard, as well as a clear criteria for subsequently recognizing,
derecognizing and measuring tax positions for financial statement purposes. The Interpretation also
requires expanded disclosure with respect to uncertainties as they relate to income tax accounting. FIN
48 is effective for fiscal years beginning after December 15, 2006. Management has evaluated all of its
tax positions and determined that FIN 48 did not have a material impact on the Company’s financial
position or results of operations during the nine months ended September 30, 2008.

3. Commitments and Contingencies

FINRA Arbitration

The Company has been named in several separate FINRA arbitration actions filed by former clients for
allegedly violating securities laws and FINRA rules. These actions have not been settled as of September
30, 2008. Management intends to vigorously defend against these claims and the accompanying financial
statements include an accrual of $180,000 for estimated losses and expenses that may result from the
ultimate outcome of certain of these actions (taking into consideration applicable insurance coverage and
the related deductibles). However, due to the inherent uncertainty of these outstanding actions, losses may
exceed the amounts accrued and those losses may be material.

SEC Matters

In July 2005, The Securities and Exchange Commission contacted vFinance regarding an investigation
into Lexington Resources, Inc. On May 4, 2006 the Commission issued an Order Directing Investigation
advising vFinance that the Division of Enforcement staff were investigating possible violations of
Sections 5(a) and 5(c)of the Securities Act of 1933, Rule 10(b)S of the Exchange Act, Section 17b of the
Securities Act, Section 17(a) of the Exchange Act, Section 15(c)(I)(a) of the Exchange Act, Section 13(d)
of the Exchange Act, and Section 16(a) of the Exchange Act from the period of November 2003 through
May 4, 2006. From July 2005 through and including March 2007, multiple document and information
requests and responses to those requests were exchanged between the SEC staff and vFinance, In total
more than 5,000 pages of documents were produced to the SEC staff in both electronic and hard copy
form. On January 3, 2008, the SEC issued and Order Instituting Administrative Proceedings against
vFinance Investments, Inc., Richard Campanella and a registered representative. The Order alleges that
vFinance violated the federal securities laws by failing to preserve and produce customer correspondence
of one of its registered representative. The SEC also alleges that the registered representative repeatedly

15



vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements
(Continued)

failed to produce records and deliberately deleted data from his hard drive relating to a matter under
investigation by the SEC. The SEC separately alleges that Campanella failed to respond promptly to the
SEC's document requests, as required under Section 17(a) of the Exchange Act, and failed to address the
registered representatives non-compliance with the firm document retention policies. The alleged
violations were isolated occurrences related to this registered representative and were limited to the
Flemington, New Jersey branch office. The registered representative terminated his employment with
vFinance on August 4, 2006, and has not been associated with vFinance since that date. VFinance and
Campanella will likely assert as a defense that they complied to the best of their ability in a timely manner
with the SEC's requests for documents. However, once vFinance's counsel have received and reviewed
the SEC's entire file as required under Rule 230(d) of the Rules of Practice, they will file an Answer and
Affirmative Defenses responding to the specific allegations in the SEC's complaint. On November 7,
2008, Judge Mahony issued his ruling in this matter. Among his findings of fact, Judge Mahony found
that vFinance willfully violated Section 17(a) of the Exchange Act and Rules 17a-4(b)(4) and 17a-4(j)
thereunder, and that Campanella aided and abetted and caused vFinance's violations. As a consequence,
Judge Mahony issued, pursuant to Section 21C of the Securities Exchange Act of 1934, a Cease and
Desist Order against vFinance and a civil monetary penalty against vFinance in the amount of
$100,000.00. On November 17, 2008 vFinance filed a Motion to Correct Manifest Errors of Fact in the
Initial Decision in an effort to correct possible errors in Judge Mahony's findings of fact. In addition,
vFinance is prepared to file, if necessary, a Petition for Review of the decision by the Commission
once we receive Judge Mahony's ruling on the Motion to Correct Manifest Errors of Fact in the Initial
Decision. While vFinance will continue to present a vigorous defense to the charges against it in this
administrative proceeding, a prediction of the likely outcome cannot be made.

4. Related Party Transactions

During the nine months ended September 30, 2008, the Company capitalized a net of $29,017 in
conjunction with intercompany transactions between its parent and affiliates.

Effective January 1, 2003, the Company entered into a management agreement with its parent, vFinance,
Inc., as amended on January 1, 2007 whereby the Company agrees to make payments no less than
quarterly to the parent in an amount equal to 100% of its accrued income adjusted to exclude income from
non-cash items and offsetting expenses in the same form. Also excluded are profits and losses on all non
allowable assets until such time as the profits or losses are realized as a result of a sale or exchange. In
return, vFinance, Inc. will provide the Company with certain consideration including: office space, office
personnel and other such services. The management agreement is still in place and during the Nine
months ended September 30, 2008 the company paid $1,471,236 in fees to the parent.

5. Liabilities Subordinated to the Claims of General Creditors

At September 30, 2008 and during the year then ended, the Company had no liabilities subordinated to
the claims of general creditors.
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vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Notes to Financial Statements
(Continued)

6. Defined Contribution Plan

The Company participates in a defined contribution savings plan maintained by an affiliate, vFinance
Holdings, Inc., in which substantially all employees are eligible to participate. The plan allows for
matching of up to 25% of an employee’s annual contribution however, there were no Company matches
for the last three years.

7. Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (rule
15¢3-1), which requires the maintenance of minimum net capital and requires that the ratio of aggregate
indebtedness to net capital, both as defined, shall not exceed 15 to 1 (and the rule of the “applicable”
exchange also provides that equity capital may not be withdrawn or cash dividends paid if the resulting
net capital ratio would exceed 10 to 1). At September 30, 2008, the Company had net capital of
$1,524,374 which was $524,374 in excess of its required net capital of $1,000,000.

The Company’s percentage of aggregate indebtedness to net capital was 413.4%.

The Company qualifies under the exemptive provisions of Rule 15¢3-3 under Section (k)(2)(ii) of the
Rule, as it does not carry security accounts.
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vFinance Investments, Inc.
(a wholly owned subsidiary of National Holdings Corporation)

Computation of Net Capital and Aggregate Indebtedness

Pursuant to Rule 15¢3-1 of the Securities and Exchange Commission

September 30, 2008

Total shareholder's equity

Deductions and/or charges:
Non-allowable assets:

Investments under restriction

Accounts receivable

Prepaid expenses

Other assets

Furniture and equipment — net of depreciation
Total non-allowable assets

Other deductions and/or charges:
Blockage deductions

Net capital before haircuts on securities positions

Haircuts on securities:
Debt securities
Other securities
Total haircuts on securities

Net capital
Required minimum capital
Excess net capital

Agoregate indebtedness:

Aggregate indebtedness as included in the
Statement of Financial Condition

Percentage of Aggregate Indebtedness to Net Capital

Reconciliation:

Net capital, per unaudited September 30, 2008 FOCUS report, as filed

Net audit adjustments

Net capital, per September 30, 2008 audited report, as filed

$2,073,475

48,486
222,048
126,325

8,301

21,491

426,651

13,670
1,633,154

74,938
33,842

108,780

1,524,374
1,000,000

$524,374

$6,301,549

413.39%

1,361,834
162,540

1,524,374

18



vFinance Investments, Inc.

(a wholly owned subsidiary of National Holdings Corporation)

Statement Regarding SEC Rule 15¢3-3

September 30, 2008

Exemptive Provisions

The Company claims exemption from the requirements of Rule 15¢3-3 under Sections (k)(2)(A) and
(k)(2)(B) of the Rule. Therefore, the following reports are not presented:

A) Computation for Determination of Reserve Requirement under Rule 15¢3-3.

B) Information relating to the Possession or Control Requirements under Rule
15¢3-3.
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1900 NW Corporate Blvd., Suite East 210
Boca Raton, FL, 83431
Tel: 561.886.4200
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SHERB & CO, LLP Offices in New York and Florida

Certified Public Accountants

REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15c3-3

To The Shareholder
vFinance Investments, inc.

in planning and performing our audit of the financial statements and supplemental schedules of
vFinance Investments, Inc. for the nine months ended September 30, 2008, we considered its
internal control, including control activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on the financial statements and not
to provide assurance on internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we
have made a study of the practices and procedures followed by the Company including tests of
such practices and procedures that we considered relevant to the objectives stated in rule 17a-
5(g) in making the periodic computations of aggregate indebtedness (or aggregate debits) and
net capital under rule 17a-3(a)(11) and for determining compliance with the exemptive provisions
of rule 15c3-3. Because the Company does not carry securities accounts for customers or
perform custodial functions relating to customer securities, we did not review the practices and
procedures followed by the Company in any of the following:

1) Making quarterly securities examinations, counts, verifications and comparisons
2) Recordation of differences required by rule 17a-13
3) Complying with the requirements for prompt payment for securlties under Section 8
of Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System

The management of the Company is responsible for establishing and maintaining internal control
and the practices and procedures referred to in the preceding paragraph. In fuffilling this
responsibility, estimates and judgments by management are required to assess the expected
benefits and related costs of controls and of the practices and procedures referred to in the
preceding paragraph and to assess whether those practices and procedures can be expected to
achieve the SEC’s above-mentioned objectives. Two of the objectives of internal control and the
practices and procedures are to provide management with reasonable but not absolute
assurance that assets for which the Company has responsibility are safeguarded against loss
from unauthorized use or disposition and that transactions are executed in accordance with
management's authorization and recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may occur and not be detected. Also, projection of any evaluation of them
to future periods is subject to the risk that they may become inadequate because of changes in
conditions or that the effectiveness of their design and operation may deteriorate.



REPORT ON INTERNAL CONTROL REQUIRED BY SEC RULE 17a-5
FOR A BROKER-DEALER CLAIMING AN EXEMPTION FROM SEC RULE 15c3-3
(CONTINUED)

Our consideration of internal control would not necessarily disclose all matters in internal control
that might be material weaknesses under standards established by the American Institute of
Certified Public Accountants. A material weakness is a condition in which the design or operation
of the specific internal control components does not reduce to a relatively low level the risk that
error or fraud in amounts that would be material in relation to the financial statements being
audited may occur and not be detected within a timely period by employees in the normal course
of performing their assigned functions. However, we noted no matters involving internal control,
including control activities for safeguarding securities, which we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish the objectives referred to in the
second paragraph of this report are considered by the SEC to be adequate for its purposes in
accordance with the Securities Exchange Act of 1934 and related regulations, and that practices
and procedures that do not accomplish such objectives in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on our study, we believe that
the Company's practices and procedures were adequate at September 30, 2008 to meet the

SEC’s objectives.

This report is intended solely for the information and use of the Shareholder, management, the
SEC and other regulatory agencies that rely on rule 17a-5(g) under the Securities Exchange Act
of 1934 in their regulation of registered brokers and dealers, and is not intended to be and shouid
not be used by anyone other than these specified parties.

S Ak /4-, 4¢P

Certified Public Accountants

Boca Raton, Florida
October 31,.2008



OATH OR AFFIRMATION

I, Alan B. Levin , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
EquityStation, Inc. , as
of September 30 ., 20 08 , are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

VA ™
|
NOTARY mrgr,lrlc-sTA'rE OF FLORIDA
Ngg% Johanna A, Garcia -
% 9 ; Commission #DD798685 Signature
""l::.u“: ires: . . ' .
Eommmuﬁmmm?éo%%g Chief Financial Officer/FINOP
Title

ublic

C ey
L —Norary Pu

—

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

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

(i) A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation.

(1) An Qath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).



