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OATH OR AFFIRMATION

Alan 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
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Boca Raton Florida 33434

Tel 561-886-4200

Fax 561-886-3330

e-mailinfoesherbcpa.com

Offices in New York and Florida

Certified Public Accountants

INDEPENDENT AUDITORS REPORT

To the Shareholder

vFinance Investments Inc

We have audited the accompanying statement of financial condition of vFinance Investments

Inc as of September 30 2012 and the related statements of operations changes in shareholders

equity and cash flows for the year then ended that you are filing pursuant to rule 7a-5 under the

Securities Exchange Act of 1934 These financial statements are the responsibility of the

Companys 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 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 We believe that our audit provides 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 2012 and the results of

its operations and its cash flows for the year 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 whole The information contained in the supplementary information is presented for

purposes of additional analysis and is not 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 whole

Boca Raton Florida

November 21 2012

SHERS co LLP



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Statement of Financial Condition

September 30 2012

Assets

Non-Current Assets

Furniture and Equipment at cost net of accumulated deprecation of $488605

Due from affiliates

Other assets

Total Non-Current Assets

Total Assets

Liabilities and Shareholders Equity

Current Liabilities

Due to other broker dealers

Securities sold not yet purchased

Accrued commissions and payroll payable

Accounts payable accrued expenses and deferred clearing credit

Total Current Liabilities

Non-Current Liabilities

Deferred clearing credit

Total Liabilities

Shareholders Equity

Common Stock $0.01 par value 1000000 shares

authorized 1000 issued and outstanding

Additional paid-in-capital

Accumulated deficit

Total Shareholders Equity

Total Liabilities and Shareholders Equity

Current Assets

Cash and cash equivalents

Cash deposits with clearing organizations

Due from clearing organizations

Marketable securities owned at market value

Non-marketable securities owned at market value

Accounts receivable net of allowance for doubtful accounts of $0

Prepaid expenses

Total Current Assets

1621129

806067

512684

677923

7875

15629

93253

3734560

30870

457637

7389

495896

4230456

118614

1424

1171525

487413

1778976

138433

1917409

10

2581185

268148

2313047

4230456

See accompanying notes



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Statement of Operations

Year ended September 30 2012

Revenues

Commissions

Net dealer inventory gains

Investment banking

Interest and dividend income

Transfer fees and clearing services

Other revenue

Total Revenues

10518629

12279264

12835

289642

1683981

31240

24815591

Operating expenses

Commissions compensation and fees

Clearing fees

Communications

Occupancy equipment and other administrative expenses

Professional fees

Taxes licenses and registration fees
___________

Total operating expenses

Net operating income 419922

Other income and expense

Interest expense

Total other expense

Income Taxes

Current income tax expense

Net income

14899

14899

20209198

868939

1830872

888703

369771

228186

24395669

405023

See accompanying notes



See accompanying notes

vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Statement of Changes in Shareholders Equity

For the Year ended September 30 2012

Additional

Paid in

________ _________
Capital

______________

2616185

35000

Accumulated

________ ________ ____________
Deficit Total

673171 $1943024

35000

405023 405023

1000 10 2581185 268148 2313047

Common Stock

Shares Amount

1000 10Balance September 30 2011

Capital dsitributed to parent

Net income

Balance September 30 2012



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Statement of Cash Flows

For the Year ended September 30 2012

OPERATING ACTIVITIES

Net income 405023

Adjustments to reconcile net income to net cash used in operating activities

Depreciation 7725

Changes in operating assets and liabilities net

Deposits with clearing organizations 30

Receiviables from broker dealers and clearing organizations and others 58619

Accounts receivable net of allowance for uncollectible accounts 6493

Advances to registered representatives and non registered employees 4218

Securities owned Marketable at market value 297434

Other assets 2839

Prepaid expenses 20151

Payable to broker dealers and clearing organizations 20435

Securities sold but not yet purchased at market 439

Accounts payable accrued expenses and other liabilities 321333

Net cash used in operating activities 257459

IN VESTING ACTIVITIES

Non-marketable securities owned at market value 2181

Purchases of furniture and equipment 24841

Net cash used in financing activities 27022

FINANCING ACTIVITIES

Capital distributed to parent 35000

Due from affiliates 70190

Net cash used in by fmancing activities 105190

Cash at beginning of year 2010800

Net decrease in cash 389671

Cash at end of year 1621129

Cash Paid for

Income Taxes

Interest 14899

See accompanying notes



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Note Significant Accounting Policies and Other Matters

Description of Business

vFinance Investments Inc the Company wholly owned subsidiary of National Holdings

Corporation is 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 United States Panama and Chile The

Companys two core business activities include providing full service retail brokerage to high net

worth individuals and securities trading including making markets in over 5000 micro- cap

small cap NASDAQ and NYSE Listed stocks The Company also trades in United States

Treasury securities and municipal 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 February 2010 vFinance Investments Inc entered into new clearing agreement

with National Financial Services The agreement is for year term and contained standard

language and costs associated with fully disclosed clearing agreement This agreement called

for the payment of two Clearing fee rebates up to maximum of $250000 each to be issued in

the first three months and again after the one year anniversary The Company reached this limit

by April 2010 and March 31 2011 and is amortizing these reductions of its clearing costs over

the life of the clearing arrangement As of September 30 2012 the Company had approximately

$251000 of deferred clearing credit on its balance sheet in Accounts payable accrued expenses

and other liabilities

RETAIL BROKERAGE BUSiNESS Approximately half of the Companys revenues in 2012

were attributable to commissions generated by its Retail brokerage activities The Company buys

and sells securities for its customers on an agency basis and charges its customers commission

for its services Such commission revenue is derived from brokerage transactions in listed and

over-the-counter securities mutual funds and municipal and corporate bonds The Company has

agreements with numerous mutual fund management companies pursuant to which it sells shares

in variety of mutual funds Mutual fund commissions are derived from standard dealers

discounts that are 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 the

Company to receive additional periodic fees based upon the customers investment in particular

funds



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Continued

Note Significant Accounting Policies and Other Matters

Continued

Description of Business

Continued

NET DEALER GAINS The Company offers wholesale market-making services to its retail

brokerage division as well as corporate and financial institutions The Company makes markets

in over 5000 Over-the-Counter Bulletin Board micro-cap small cap and NASDAQ and NYSE

Listed stocks The Companys target customers are national and regional full-service

broker/dealers electronic discount brokers and institutional investors that require fast and

efficient executions The Company also trades US Treasury securities and municipal securities

primarily in the institutional marketplace

INVESTMENT BANKING AND MERGERS AND ACQUISITIONS In December 2009 the

Company combined its banking efforts with that of its affiliate National Securities Corporation

Since that time the Company has participated in some of the deals originated with its affiliate

but has not done any formal investment banking business

CLEARING BROKER vFinance Investments Inc does not hold customer funds or securities

The Company currently utilizes four clearing firms to clear the various business lines it engages

in These clearing relationships are on fully disclosed basis with National Financial Services

LLC NFS wholly owned subsidiary of Fidelity Brokerage Company Industrial and

Commercial Bank of China Financial Services LLC ICBC wholly owned subsidiary of

Industrial and Commercial Bank of China LTD formerly known as Fortis Securities LLC
division of Fortis Bank NV Legent Clearing LLC and Rosenthal Collins Clearing

The Companys clearing firms process securities transactions for the Company and the accounts

of its customers for which it pays 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 clearing firm satisfies such 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 result of the failure of its

customers to satisfy their obligations



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Continued

Note Significant Accounting Policies and Other Matters

Continued

Use of Estimates

The preparation of fmancial statements in conformity with generally accepted accounting principles

GAAP 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 fmancial

statements and the reported amounts of revenues and expenses during the reporting period Actual results

could differ from these estimates Furthermore the Company has been named as defendant in various

customer arbitrations These claims result from the actions of brokers affiliated with the Company We

may have established liabilities for potential losses from such complaints legal actions government

investigations and proceedings where necessary in accordance with GAAP In establishing these

liabilities our management uses its judgment to determine the probability that losses have been incurred

and reasonable estimate of the amount of losses In making these decisions we base our judgments on

our knowledge of the situations consultations with legal counsel and our historical experience in

resolving similar matters In many lawsuits arbitrations and regulatory proceedings it is not possible to

determine whether liability has been incurred or to estimate the amount of that liability until the matter

is close to resolution However accruals are reviewed regularly and are adjusted to reflect our estimates

of the impact of developments rulings advice of counsel and any other information pertinent to

particular matter Because of the inherent difficulty in predicting the ultimate outcome of legal and

regulatory actions we cannot predict with certainty the eventual loss or range of loss related to such

matters If our judgments prove to be incorrect our liability for losses and contingencies may not

accurately reflect actual losses that result from these actions which could materially affect results in the

period other expenses are ultimately determined As of September 30 2012 we accrued approximately

$25000 for these matters These claims may be covered by our errors and omissions insurance policy

While we will vigorously defend ourselves in these matters and will assert insurance coverage and

indemnification to the maximum extent possible there can be no assurance that these lawsuits and

arbitrations will not have material adverse impact on our financial position

Cash and Cash Equivalents

Cash and cash equivalents include all highly liquid investments with maturity of three months

or less when purchased

Concentrations of Credit Risk

As of September 30 2012 all cash balances in banks were fully insured by the FDIC 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 Companys policy to review as necessary the credit standing of its

counterparty



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Continued

Note Significant Accounting Policies and Other Matters

Continued

Income Taxes

The Company accounts for income taxes under the liability method in accordance with

professional standards 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 Companys net operating loss carry

forwards may be limited due to changes in ownership in accordance with IRC 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 year ended September 30 2012 totaled $7725

Marketable and Non-Marketable Securities

The Companys positions in marketable and non-marketable securities consist of positions

within its proprietary trading accounts as well as equity instruments received as compensation

for past 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 particular position if any determines if the asset is classified as

marketable or non-marketable

Trading account assets consist of marketable equity securities and marketable municipal debt

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 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 registration right within one year

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 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 monthly basis



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Continued

Note Significant Accounting Policies and Other Matters

Continued

Marketable and Non-Marketable Securities

Continued

based on changes in the fair market 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 2012

consist of the following

Sold not yet

Owned purchased

Debt securities 566332

Corporate stocks 111591 1424

Non-marketable stocks 7875

Total 685798 1424

Investments in not readily marketable securities at September 30 2012 consisted of $7875 of

restricted securities and securities not having ready market

To determine the fair value of the Companys assets professional standards for Fair Value

Measurements are used This method provides fair value hierarchy which gives priority to

quoted prices unadjusted in active markets for identical assets or liabilities Level and the

lowest priority to unobservable inputs Level Level inputs are inputs other than quoted

prices included within Level that are observable for the asset or liability either directly or

indirectly There is no active market for the Companys non-marketable securities yet the prices

for the underlying shares are quoted in the open market thus we classified these assets as Level

Securities Transactions

Securities owned at fair value

Levell Level2 Level3 Total

Corporate stocks 111591 111591

Debt securities 566332 566332

Non marketable stocks 7875 7875

$677923 7875 $685798

10



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Continued

Note Significant Accounting Policies and Other Matters

Continued

Marketable and Non-Marketable Securities

Continued

Securities sold not yet purchased at fair value

Level Level Level Total

Corporate stocks 1424 1424

1424 1424

Proprietary securities transactions in regular-way trades are accrued and recorded on 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 trade date basis

Commission income and expense are reported on 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 Companys customers are introduced on fully disclosed basis

with 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

trade date basis The Company also earns revenue from investment banking and consulting For

the year ended September 30 2012 the Company recognized no revenue in connection with the

receipt of equity securities primarily due to having moved its banking activities over to its

affiliate National Securities Corporation

On 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

11



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Continued

Note Significant Accounting Policies and Other Matters

Continued

Financial Instruments with Off-Balance Sheet Risk

Continued

investment banking services Unrestricted securities are valued at current market value

Restricted securities are valued at current market value discounted by factor related to the

remaining term 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 The Company recorded no

realized losses in connection with the sale of such securities and net unrealized loss of

approximately $6900 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 component of Investment Banking Revenue

As of September 30 2012 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

Note Income Taxes

Although the Companys 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 stand

alone income tax return

The Companys deferred tax assets and liabilities at September 30 2012 were as follows

Reserves 38000

Net deferred tax asset 38000

Deferred tax liability/mark to market 38000
Net deferred tax assets/liabilities

12



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Continued

Note Income Taxes

Continued

reconciliation of the Companys income tax expense applying the Federal statutory tax rate to

its effective tax rate is as follows

Income tax at the federal statutory rate 35.0%

Permanent differences 10.6%

State statutory income tax rate

Net of federal tax Benefit 3.7%

Utilization of deferred tax assets -49.3%

Income tax at the effective Tax Rate 0.0%

During the fiscal year ended September30 2012 the Companys valuation allowance decreased

by approximately $111000 Consolidated operating loss carry forwards if any may be limited

due to changes in ownership in accordance with IRC Section 382

The Companys operations were included and reported in the consolidated tax return of its

parent National Holdings Corporation for the tax year ending September 30 2008 The groups

consolidated tax return for that tax year is currently under examination by the Internal Revenue

Service The Company and management of the parent company do not believe that the

consolidated tax return being examined contains any significant errors omissions material

misstatements or unsustainable tax positions that could subject it to an assessment of tax

penalties and interest Accordingly the Company has not recorded any liability including

contingent liabilities or adjusted its tax provision including deferred tax assets and the valuation

allowance to reflect the possibility of proposed adjustment

Note Commitments and Contingencies

FINRA Arbitration

The Company has been named in customer arbitration alleging violations of securities laws and

FINRA rules This action has not been settled as of September 30 2012 Management intends to

vigorously defend against these claims The accompanying financial statements do not include

any accrual for estimated losses or expenses that may result from the ultimate outcome of certain

of these actions taking into consideration applicable insurance coverage and the related

deductibles

Claimants Vincenzo and Frances Belcastro commenced FINRA arbitration during February

2012 against Respondent vFinance Investments Inc vFinance and Registered

Representative Richard Ashton Ashton The Statement of Claim Claimalleges that

13



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Continued

Note Commitments and Contingencies

Continued

F1NRA Arbitration

Continued

Ashton purchased unsuitable securities for the Claimants at vFinance The Claim asserts causes

of action for misrepresentations and omissions negligence breach of fiduciary duty violation of

F1NRA Conduct Rules and failure to supervise Claimants seek compensatory damages of

$250000 plus punitive damages interest fees and costs all in undisclosed amounts vFinance

timely responded to the Claim Exchange of discovery is ongoing between the parties vFinance

believes it has meritorious defenses to the claims raised and will defend the matter vigorously at

the evidentiary hearing currently scheduled for April 23-26 2013

Civil Action

Plaintiff Valentin Gonzalez Gonzalez commenced civil action during May 2012 on

behalf of himself and all others similarly situated against vFinance Investments Inc

vFinance The Complaint alleges vFinance violated the Fair Labor Standards Act FLSA
in that Gonzalez and other affiliated stockbrokers were employees and should be entitled to be

paid the federal minimum wage for all hours worked and at least one-and-one-half times their

regular rates for work in excess of forty 40 hours per workweek The Complaint asserts various

causes of action under the FLSA for minimum wage claims overtime violations and

impermissible wage deductions Plaintiff seeks designation of this action as class action

pursuant to Federal Rules of Civil Procedure 23 and for an award of damages subject to proof

including liquidated damages plus interest fees and costs all in undisclosed amounts vFinance

timely responded to the Complaint Exchange of discovery is ongoing between the parties

vFinance believes it has meritorious defenses to the claims raised and will defend the matter

vigorously at jury trial on the merits

Note Related Party Transactions

The Company entered into service agreement in July 2011 with its parent National Holdings

Corporation whereby the Company agrees to make monthly payments of approximately

$175000 to the affiliate In return National Holdings Corporation provides the Company with

certain consideration including insurance and benefits coverage rent and utilities

communications services equipment leases travel costs and other services During the fiscal year

ended September 30 2012 the Company had paid approximately $2158000 to its affiliate

related to this agreement

The Company entered into new service agreement in January 2012 with its affiliate National

Securities Corporation whereby the Company agrees to make monthly payments of

14



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Continued

Note Related Party Transactions

Continued

approximately $33000 to the affiliate In return National Securities Corporation provides the

Company with certain services including Executive Compliance Operations Retail

Administrative support Supervision Market Strategy and Registrations services During the

fiscal year ended September 30 2012 the Company had paid approximately $810000 to its

affiliate related to this agreement

The Company signed tn-party clearing agreement with its affiliate EquityStation Inc effective

October 17 2007 This payable is the net revenue due to EquityStation in accordance with this

agreement and is due and payable to the affiliate within 30 days of the close of each calendar

month As of September 30 2012 the payable to EquityStation Inc was approximately

$106000

Note Liabilities Subordinated to the Claims of General Creditors

At September 30 2012 and during the year then ended the Company had no liabilities

subordinated to the claims of general creditors

Note Defined Contribution Plan

The Company participates in defined contribution savings plan maintained by its parent

National Holdings Corporation in which substantially all employees are eligible to participate

The plan allows for matching of up to 25% of an employees annual contribution however there

were no Company matches for the last three years

15



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Notes to Financial Statements

Continued

Note Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule

rule 5c3- 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 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 At September 30 2012

the Company had net capital of $1638949 which was $638949 in excess of its required net

capital of $1000000

The Companys percentage of aggregate indebtedness to net capital was 132.2%

The Company qualifies
under the exemptive provisions of Rule 5c3-3 under Section k2ii

of the Rule as it does not carry security accounts

NOTE Subsequent Events

In September 2012 the Company submitted request to FINRA to transfer all of its Retail

brokerage business activity to its affiliate National Securities Corporation As of the date of this

report the approval was still pending This request is being made in an effort to streamline the

businesses Operations Supervision and Compliance

In October 2012 the Company agreed to censure and fine of $25000.00 by FINRA for

conducting securities business while not complying with SEC Rule 15c of the Exchange Act

l5c3-1 and FINRA Rules 2010 and 3310a

The Company has evaluated subsequent events through November 21 2012 which is the date

the financial statements were issued and has concluded that no such events or transactions took

place which would require disclosure herein
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vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Computation of Net Capital and Aggregate Indebtedness

Pursuant to Rule 15c3-1 of the Securities and Exchange Commission

September 30 2012

Total shareholders equity 2313047

Deductions and/or charges

Non-allowable assets

Investments under restriction 7875

Accounts receivable net of allowance for doubtful accounts 15629

Prepaid expenses 93253

Due from affiliates 457637

Other assets 7389

Furniture and equipment net of depreciation 30870

Total non-allowable assets 612653

Other deductions and/or charges

Blockage deductions 10712

Net capital before haircuts on securities positions 1689682

Haircuts on securities

Debt securities 35602

Other securities 15131

Total haircuts on securities 50733

Net capital 1638949

Required minimum capital 1000000

Excess net capital 638949

Are2ate indebtedness

Aggregate indebtedness as included in the

Statement of Financial Condition 1915984

Other unrecorded amounts for arbitrations and legal matters 250000

Total Aggregate Indebtedness 2165984

Percentage of Aggregate Indebtedness to Net Capital 132.2%

Reconciliation

Net capital per unaudited September 30 2012 FOCUS report as filed 1638949

Net audit adjustments ______________

Net capital per September 30 2012 audited report as filed 1638949

17



vFinance Investments Inc

wholly owned subsidiary of National Holdings Corporation

Continued

Statement Regarding SEC Rule 15c3-3

September 30 2012

Exemptive Provisions

The Company claims exemption from the requirements of Rule 5c33 under Sections k2A and

k2B of the Rule Therefore the following reports are not presented

Computation for Determination of Reserve Requirement under Rule 5c3-3

Information relating to the Possession or Control Requirements under Rule

15c3-3
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7900 Glades Road Suite 540

Boca Raton Florida 33434

Tel 561-886-4200

Fax 561-886-3330

e-mailinfo@sherbcpa.com

Offices in New York and Florida

Certified Public Accountants

Report on Internal Control Required by SEC Rule 7a-5g1
for Broker-Dealer Claiming an Exemption From SEC Rule 5c3-3

To The Shareholders of vFinance Investments Inc

In planning and performing our audit of the financial statements of vFinance Investments Inc the

Company as of and for the year ended September 30 2012 in accordance with auditing standards

generally accepted in the United States of America we considered the Companys internal control over

financial reporting internal control as basis for designing our auditing procedures for the purpose of

expressing our opinion on the financial statements but not for the purpose of expressing an opinion on

the effectiveness of the Companys internal control Accordingly we do not express an opinion on the

effectiveness of the Companys internal control

Also as required by Rule 7a-5g1 of the Securities and Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including consideration of control

activities for safeguarding securities This study included tests of such practices and procedures that we

considered relevant to the objectives stated in Rule 17a-5g in making the periodic computations of

aggregate indebtedness or aggregate debits and net capital under Rule 17a-3a11 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

Making quarterly securities examinations counts verifications and comparisons and

recordation of differences required by Rule 7a-1

Complying with the requirements for prompt payment for securities under Section of Federal

Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and the

practices and procedures referred to in the preceding paragraph In fulfilling this responsibility estimates

and judgments by management are required to assess the expected benefits and related costs of controls

and of the practices and procedures referred to in the preceding paragraph and to assess whether those

practices and procedures can be expected to achieve the SECs 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 managements authorization and recorded properly to permit the preparation of financial

statements in conformity with generally accepted accounting principles Rule 7a-5g lists additional

objectives of the practices and procedures listed in the preceding paragraph

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

error or fraud may occur and not be detected Also projection of any evaluation of them to future periods

SHERS CO LLP
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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

control deficiency exists when the design or operation of control does not allow management or

employees in the normal course of performing their assigned functions to prevent or detect

misstatements on timely basis significant deficiency is control deficiency or combination of control

deficiencies that adversely affects the entitys ability to initiate authorize record process or report

financial data reliably in accordance with generally accepted accounting principles such that there is more

than remote likelihood that misstatement of the entitys financial statements that is more than

inconsequential will not be prevented or detected by the entitys internal control

material weakness is significant deficiency or combination of significant deficiencies that results in

more than remote likelihood that material misstatement of the financial statements will not be

prevented or detected by the entitys internal control

Our consideration of internal control was for the limited purpose described in the first and second

paragraphs and would not necessarily identify all deficiencies in internal control that might be material

weaknesses We did not identify any deficiencies in internal control and control activities for safeguarding

securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with

the Securities Exchange Act of 1934 and related regulations and that practices and procedures that do

not accomplish such objectives in all material respects indicate material inadequacy for such purposes

Based on this understanding and on our study we believe that the Companys practices and procedures

as described in the second paragraph of this report were adequate at September 30 2012 to meet the

SECs objectives

This report is intended solely for the information and use of the Board of Directors management the SEC
and other regulatory agencies that rely on Rule 7a-5g under the Securities Exchanae Act of 1934 in

their regulation of registered brokers and dealers and is not intended to be and should not be used by

anyone other than these specified parties

Boca Raton Florida

November21 2012
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SECURITIES INVESTOR PROTECTION CORPORATION
cn 2E5 Wasr 20090-21d5

202.371 8300

General Assessment Reconciliation

ic 1e 9302012

5d catu li Ssii..ct Cfli Wi Coj icse cnpielr Fi

TO BE FILED BY ALL SIPC MEMBERS WITH FISCAL YEAR ENDINGS
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II.

DETERMINATION OF SIPC NET OPERATING REVENuES
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7900 Glades Road Suite 540

Boca Raton Florida 33434

Tel 561-886-4200

Fax 561-886-3330

e-mailinfoasherbcpa.com

Offices in New York and Florida

Certfied Public Accountants

Indenendent Accountants Report on Applyin2 Aff reed-Upon Procedures Related to an Entitys SIPC

Assessment Reconciliation

To The Board of Directors and Stockholders of vFinance Investments Inc

In accordance with Rule 7a-5e4 under the Securities Exchange Act of 1934 we have performed

the procedures enumerated below with respect to the accompanying Schedule of Assessment and

Payments General Assessment Reconciliation Form SIPC-7 to the Securities Investor Protection

Corporation SIPC for the period September 30 2012 which were agreed to by vFinance Investments

Inc The Company and the Securities and Exchange Commission Financial Industry Regulatory

Authority Inc and SIPC solely to assist you and the other specified parties in evaluating The

Companys compliance with the applicable instructions of the General Assessment Reconciliation

Form SIPC-7 The Companys management is responsible for compliance with those requirements

This agreedupon procedures engagement was conducted in accordance with attestation standards

established by the American Institute of Certified Public Accountants The sufficiency of these

procedures is solely the responsibility of those parties specified in this report Consequently we make

no representation regarding the sufficiency of the procedures described below either for the purpose

for which this report has been requested or for any other purpose The procedures we performed and

our findings are as follows

Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement

records entries noting no differences

Compared the amounts reported on the audited Form X-17A-5 for the period ended September

30 2012 as applicable with the amounts reported in Form SIPC-7 for the period ended

September 30 2012 noting no differences

Compared any adjustments reported in Form SIPC-7 with supporting schedules and working

papers noting no differences

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related

schedules and working papers supporting the adjustments noting no differences

We were not engaged to and did not conduct an examination the objective of which would be the

expression of an opinion on compliance Accordingly we do not express such an opinion Had we

performed additional procedures other matters might have come to our attention that would have been

reported to you

This report is intended solely for the information and use of the specified parties listed above and is not

intended to be and should not be used by anyone other than these specified parties

Boca Raton Florida

November 21 2012

SHERB CO LIP
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