Edgar Filing: NATIONAL HOLDINGS CORP - Form 10-K

NATIONAL HOLDINGS CORP
Form 10-K
December 28, 2015

UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For the Fiscal Year Ended
September 30, 2015
Commission File No: 001-12629

NATIONAL HOLDINGS CORPORATION
(Exact Name of Registrant as specified in its charter)

Delaware 36-4128138
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

410 Park Ave, 14th Floor, New York, NY 10022
(Address, including zip code, of principal executive offices)
Registrant's telephone number, including area code: (212) 417-8000

Securities registered pursuant to Section 12(b) of the Act:

Title of each class: Name of each exchange on which registered:
Common Stock, $.02 par value per share The NASDAQ Stock Market LL.C
Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
YES NO

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or 15(d) of the Act.
YES NO

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

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T
(§232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required
to submit and post such files). Yes No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer or a non-accelerated filer.
See definition of “accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (check one):



Edgar Filing: NATIONAL HOLDINGS CORP - Form 10-K

Large Accelerated Filer Accelerated Filer Non-Accelerated Filer Smaller Reporting Company

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part III or any amendment to this Form 10-K. YES NO

Indicate by check mark whether the registrant is a shell company (as defined in Exchange Act Rule 12b-2). YES NO
At March 31, 2015, the aggregate market value of voting and non-voting common equity held by non-affiliates of the
registrant, based on the closing sales price of $3.90 per share for the registrant's common stock, as quoted on the
NASDAQ Capital Market was approximately $39,773,046.

As of December 22, 2015, there were 12,473,968 shares of the registrant's common stock outstanding.

DOCUMENTS INCORPORATED BY REFERENCE

None.




Edgar Filing: NATIONAL HOLDINGS CORP - Form 10-K

TABLE OF CONTENTS

PART 1
ITEM 1. BUSINESS 4
ITEM 1A RISK FACTORS 12
ITEM 2 PROPERTIES 20
ITEM 3 LEGAL PROCEEDINGS 21
ITEM 4 MINE SAFETY DISCL.OSURES 21

PART I
ITEM 5. MARKET FOR THE REGISTRANT'S COMMON STOCK, REILATED STOCKHOILDER 2
- MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES =
ITEM 6. SELECTED FINANCIAL DATA 23
ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 4
- RESULTS OF OPERATIONS =
ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCIL.OSURES ABOUT MARKET RISK 34
ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 34
ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING 34
- AND FINANCIAL DISCL.OSURE =
ITEM 9A. CONTROLS AND PROCEDURES 35
ITEM 9B. OTHER INFORMATION 35

PART III
ITEM 10. DIRECTORS. EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 36
ITEM 11. EXECUTIVE COMPENSATION 40
ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT 47
- AND REILATED STOCKHOI.DER MATTERS -
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS. AND DIRECTOR 49
- INDEPENDENCE -
ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES 30

PART IV
ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES 51

2




Edgar Filing: NATIONAL HOLDINGS CORP - Form 10-K

PART I
FORWARD-LOOKING STATEMENTS

The information contained in this Annual Report on Form 10-K includes forward-looking statements as defined in the
Private Securities Reform Act of 1995. These forward looking statements are often identified by words such as "may,"
"will," "expect,”" "intend," "anticipate," "believe," “estimate,” "continue," "plan" and similar expressions. These
statements involve estimates, assumptions and uncertainties that could cause actual results to differ materially from
those expressed for the reasons described in this Annual Report on Form 10-K. You should not place undue reliance

on these forward-looking statements.

non " e nn non

You should be aware that our actual results could differ materially from those contained in the forward-looking
statements due to a number of factors, including:

eeneral economic conditions;

our ability to obtain future financing or funds when needed;

our ability to maintain sufficient regulatory net capital;

the ability of our broker-dealer operations to operate profitably in the face of intense competition from larger
full-service and discount brokers;

a general decrease in financing and merger and acquisition activities and our potential inability to receive success fees
as a result of transactions not being completed;

tncreased competition from on line and business development portals;

technological changes;

our potential inability to implement our growth strategy through recruiting, acquisitions or joint ventures;
acquisitions, business combinations, strategic partnerships, divestures, and other significant transactions may involve
additional uncertainties; and

our continued ability to maintain and execute our business strategy.

You should also consider carefully the statements under "Risk Factors" and other sections of this Annual Report on
Form 10-K, which address additional factors that could cause our actual results to differ from those set forth in the
forward-looking statements and could materially and adversely affect our business, operating results and financial
condition. All subsequent written and oral forward-looking statements attributable to us or persons acting on our
behalf are expressly qualified in their entirety by the applicable cautionary statements.

The forward-looking statements speak only as of the date on which they are made, and, except to the extent required
by federal securities laws, we undertake no obligation to update any forward-looking statement to reflect events or
circumstances after the date on which the statement is made or to reflect the occurrence of unanticipated events. In
addition, we cannot assess the impact of each factor on our business or the extent to which any factor, or combination
of factors, or factors we are unaware of, may cause actual results to differ materially from those contained in any
forward-looking statements.
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Item 1. BUSINESS

General

National Holdings Corporation (“National,” “we,” “us,” “our,” or the “Company”), a Delaware corporation organized in
1996, operates through its wholly-owned subsidiaries which principally provide financial services. Through our
broker-dealer and investment advisory subsidiaries, we (1) offer full service retail brokerage to high net worth
individual and institutional clients, (2) provide investment banking, merger and acquisition and advisory services to
micro, small and mid-cap high growth companies, (3) engage in trading securities, including making markets in micro
and small-cap NASDAQ and other exchange listed stocks and (4) provide liquidity in the United States Treasury
marketplace.

Our broker-dealer subsidiaries consist of National Securities Corporation, a Washington corporation (‘“National
Securities” or “NSC”), and vFinance Investments, Inc., a Florida corporation (“vFinance Investments™) (collectively, the
“Broker-Dealer Subsidiaries”). As a result of the merger with Gilman Ciocia, Inc, a Delaware corporation ("Gilman"), in
October 2013, the Company added Prime Capital Services, Inc., a New York corporation (“Prime”), to its portfolio of
Broker Dealer Subsidiaries, however, in November 2013, National Securities and Prime received approval from the
Financial Industry Regulatory Authority (“FINRA”) allowing for a mass transfer of Prime’s brokers and customer
accounts to National Securities. This transfer, completed on November 22, 2013, was done to reduce overhead and
consolidate the administrative and regulatory structures of the two entities. Prime filed a broker-dealer withdrawal in
January 2014. The Broker-Dealer Subsidiaries conduct a national securities brokerage business through their main
offices in New York City, Boca Raton, Florida, and Seattle, Washington. Broker-Dealer Subsidiaries are introducing
brokers and clear all transactions through clearing organizations, on a fully disclosed basis. The Broker-Dealer
Subsidiaries are registered with the Securities and Exchange Commission ("SEC") and the Commodities and Futures
Trading Commission, are members of FINRA, Securities Investor Protection Corporation (the "SIPC") and the

National Futures Association ("NFA").

Our brokers operate either as independent contractors or employees. An independent contractor registered
representative who becomes an affiliate of a Broker-Dealer Subsidiary typically establishes his or her own office and
is responsible for the payment of expenses associated with the operation of such office, including rent, utilities,
furniture, computer and other equipment, market data, software and general office supplies. As a result, the
independent contractor registered representative is entitled to retain a higher percentage of the commissions generated
by his or her sales than a registered representative employee at a traditional employee-based brokerage firm. This
arrangement allows us to operate with a reduced amount of fixed costs and lowers the risk of operational losses for
lower production registered representative. A registered representative employee is provided with office space,
technology, regulatory support and administrative support in exchange for a lower retention percentage of his
production.

The Company’s wholly-owned subsidiary, National Asset Management, Inc., a Washington corporation ("NAM"), is a
federally-registered investment advisors providing asset management advisory services to high net worth clients for a
fee based upon a percentage of assets managed. In connection with the Gilman merger, we acquired Asset and
Financial Planning LTD, a New York corporation ("AFP"). All registered investment advisors and customer accounts
of AFP were moved into NAM in May 2014 and AFP has ceased all operations.

Our wholly-owned subsidiaries, National Insurance Corporation, a Washington corporation (“National Insurance”), and
Prime Financial Services, a Delaware corporation (“Prime Financial’), which was acquired in the Gilman merger,
provide fixed insurance products to their clients, including life insurance, disability insurance, long-term care

insurance and fixed annuities.
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Our wholly-owned subsidiary, Gilman, provides tax preparation services to individuals, predominantly in the middle
and upper income tax brackets and accounting services to small and midsize companies.

The Company’s wholly-owned subsidiary, GC Capital Corporation, a Washington corporation ("GC"), was acquired in
the Gilman merger and provides licensed mortgage brokerage services in New York and Florida.

Recent Developments

In November 2015, B. Riley Financial, Inc. (“B. Riley”) submitted to the board of directors of National an unsolicited
$3.25 per share stock acquisition offer for all of the outstanding shares of common stock of National not already
owned by B. Riley or its affiliates. On November 30, 2015, National and B. Riley entered into a non-binding letter of
intent pursuant to which, among other things, National granted B. Riley a 30-day exclusivity period. National agreed
to the 30-day exclusivity period to give it time to evaluate the merits of the B. Riley offer, engage in negotiations and,
as the proposal is for a stock transaction, to
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perform its due diligence on B. Riley and allow them to complete their due diligence process on National. A
committee of our independent directors is evaluating this offer to determine what course of action it believes would be
in the best interests of its shareholders. To assist the special committee in the evaluation process, National hired an
outside advisor. The execution of the letter of intent does not mean that a transaction with B. Riley will be
consummated on the terms contemplated by the letter of intent or at all.

Also in November 2015, CB Pharma Acquisition Corp. (“CB Pharma”) submitted to the board of directors of National a
non-binding proposal to acquire all the outstanding shares of common stock of National for $3.25 per share in cash or,
for shareholders of National who choose instead to receive common stock of CB Pharma in lieu of cash, up to 50% of
their outstanding shares of common stock of National in exchange for $3.50 per share in common stock of CB

Pharma. National’s board of directors acknowledged receipt of the non-binding proposal and will review the details of
the offer for consideration.

Clearing Relationships

The Broker-Dealer Subsidiaries have clearing arrangements with National Financial Services LLC (“NFS”), COR

Clearing LLC, (“COR”), Industrial and Commercial Bank of China Financial Services, LLC (“ICBC”), Rosenthal Collins
Group, LLC (“Rosenthal”), R.J. O’Brien & Associates, LLC (“RJO”), Gain Capital Group LLC (“GCG”) and Archer Daniels
Midland Investor Services, Inc. (“ADM”).

Financial Information about Industry Segments

The Company realized approximately 78% of its total revenues in fiscal year 2015 from brokerage services, principal
and agency transactions, and investment banking. During fiscal year 2015, brokerage services consisting of retail
brokerage commissions represented 59% of total revenues, principal and agency transactions consisting of net dealer
inventory gains represented 6% of total revenues, and investment banking, consisting of corporate finance
commissions and fees, represented 13% of total revenues. For a more detailed analysis of our results by segment, see
Item 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations”.

Brokerage Services

The Broker-Dealer Subsidiaries are each registered as a broker-dealer with the SEC and are licensed in all 50 states,
the District of Columbia and Puerto Rico. The Broker-Dealer Subsidiaries are also members of the FINRA, the SIPC,
the Municipal Securities Rulemaking Board (“MSRB”) and the NFA.

Investment executives are given broad discretion to structure their own practices and to specialize in different areas of
the securities market subject to supervisory procedures and applicable rules and regulations. In addition, investment
executives have direct access to research materials, management, traders, and all levels of support personnel.

The brokerage services provided by our registered representatives and investment advisors include execution of
purchases and sales of stocks, options, bonds, mutual funds, annuities and various other securities for individual and
institutional customers. In fiscal year 2015, stocks and options represented approximately 47% of our business, bonds
represented approximately 3% of our business, and mutual funds, annuities and various other securities made up
approximately 19% of our business. The percentage of each type of business varies over time as the investment
preferences of our customers change based on market conditions.

Typically, our Broker-Dealer Subsidiaries do not recommend particular securities to customers. Rather,
recommendations to customers are determined by individual investment executives based upon their own research and
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analysis, subject to applicable FINRA customer suitability standards. Most investment executives perform
fundamental (as opposed to technical) analysis. Solicitations are made by telephone, email, seminars or newsletters.

Our Broker-Dealer Subsidiaries generally act as an agent in executing customer orders to buy or sell listed and
over-the-counter securities in which we do not make a market, and charge commissions based on the services we
provide to our customers. In executing customer orders to buy or sell a security in which we make a market, we may
sell to, or purchase from, customers at a price that is substantially equal to the current inter-dealer market price plus or
minus a mark-up or mark-down. We may also act as agent and execute a customer's purchase or sale order with
another broker-dealer market-maker at the best inter-dealer market price available and charge a commission. We
believe our mark-ups, mark-downs and commissions are competitive based on the services we provide to our
customers. The commission charges and mark-ups or mark-downs must be in compliance with guidelines established
by FINRA. In order to increase revenues generated from these activities, we
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continuously seek to hire additional registered representatives and work with our current registered representatives to
increase their productivity.

Payments to both our independent and employee registered representatives are based on commissions generated and
represent a variable cost rather than a fixed cost of operating our business. Commission expense represents a
significant majority of our total expenses. We work to control our fixed costs in order to achieve profitability based
upon our expectation of market conditions and the related level of revenues. Historically, most of our investment
executives served as independent contractors responsible for providing their own office facilities, sales assistants,
telephone, Internet, computer and other equipment, software, market data, supplies and other items of overhead.
However, following the merger with Gilman and the transfer of customers and registered representatives from Prime
to National Securities, approximately one third of our total registered representative are now employees. As of
September 30, 2015, we had a total of approximately 1152 associates of which 336 were employees and 816 were
independent contractors. Of these, approximately 792 were registered representatives. Persons who have entered into
independent contractor agreements are not considered employees for purposes of determining our obligations for
federal and state withholding, unemployment and social security taxes.

Investment executives in the brokerage industry are traditionally compensated on the basis of set percentages of total
commissions and mark-ups generated. Most brokerage firms bear substantially all of the costs of maintaining their
sales forces, including providing office space, sales assistants, telephone and Internet service, computers and other
equipment and supplies.

The average commission paid to employee investment executives in the brokerage industry generally ranges from
30% to 50% of total commissions generated.

Since we require a majority of our investment executives to absorb their own overhead and expenses, we pay a higher
percentage of the net commissions and mark-ups generated by our investment executives, as compared to traditional
investment executives in the brokerage industry. This arrangement also reduces fixed costs and lowers the risk of
operational losses for lower or non-producing brokers. Our operations include execution of orders, processing of
transactions, internal financial controls, supervision and compliance with regulatory and legal requirements.

Our business plan includes the growth of our retail and institutional brokerage business, while recognizing the
volatility of the financial markets. In response to historical market fluctuations, we have periodically adjusted certain
business activities, including proprietary trading and market-making trading. We believe that consolidation within the
industry may occur and we may consider strategic acquisitions in the future, but we are focused on generating positive
cash flow and maintaining profitability of our current operations.

Periodic reviews of controls are conducted and supervision, administrative and operations personnel meet frequently
with management to review operating conditions. Compliance, supervision and operations personnel monitor
compliance with applicable laws, rules and regulations.

Broker Dealer Trading

Our Broker-Dealer Subsidiaries buy and may maintain inventories in equity securities as “market-makers” for sale of
those securities to other dealers and to our customers. We may also maintain inventories in corporate, government and
municipal debt securities for sale to customers. The level of our market-making trading activities will increase or
decrease depending on the relative strength or weakness of the broader markets. As of September 30, 2015, we made
markets in approximately 3,800 micro and small-cap NASDAQ and other exchange-listed and over the counter quoted
stocks. We anticipate that we will continue market-making trading activity in the future, which may include securities
of companies for which we managed or co-managed a public offering.
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Our trading departments require a commitment of capital. Most principal transactions place our capital at risk. Profits
and losses are dependent upon the skill of the traders, price movements, trading activity and the size of inventories.
Since our trading activities occasionally may involve speculative and thinly capitalized stocks, including stabilizing
the market for securities which we have underwritten, we impose position limits to reduce our potential for loss.

In executing customer orders to buy or sell a security in which we make a market, we may sell to, or purchase from,
customers at a price that is substantially equal to the current inter-dealer market price plus or minus a mark-up or
mark-down. We may also act as agent and execute a customer's purchase or sale order with another broker-dealer
market-maker at the best inter-dealer market price available and charge a commission. We believe our mark-ups,
mark-downs and commissions are competitive based on various factors including the services we provide to our
customers.
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Investment Banking

We provide corporate finance and investment banking services, including underwriting the sale of securities to the
public in both initial and follow-on offering and arranging for the private placement of securities with investors. Our
corporate finance operations provide a broad range of financial and corporate advisory services, including mergers and
acquisitions, project financing, capital structure and specific financing opportunities. Corporate finance revenues are
generated from capital raising transactions of equity and debt securities and fees for strategic advisory services.

Investment Advisory Services

NAM, a wholly-owned subsidiary of the Company and an SEC-registered investment advisor, offers advisory services
described below to clients in various programs. Under such customized engagements, clients authorize NAM to
purchase and sell securities on a discretionary or non-discretionary basis (depending on the program) pursuant to
investment objectives chosen by the client. The client’s Investment Advisory Representative (“IAR”) obtains the
essential facts from the client, and assists in determining the appropriate program. The IAR provides ongoing
investment advice and management that is tailored to the individual needs of the client through a review of the
investment profile and objectives of the client. Depending on the program selected and the client’s profile and
objectives, the types of securities that may be purchased or sold include mutual funds, ETFs, equities, options, fixed
income securities, structured notes, interests in partnerships such as real estate, oil and gas, as well as management of
variable annuity sub-accounts. Clients generally may impose reasonable restrictions on investing in certain securities
or groups of securities.

NAM receives compensation from clients through assets under management fees, administrative fees, and in some
instances, hourly fees, fixed fees, performance-based fees or carried interest. [ARs receive a portion of the fees in
accordance with their contract with NAM. A NAM IAR may also be a registered representative with National
Securities, a subsidiary of the Company and an affiliate of NAM, and therefore can establish and service brokerage
accounts for NAM clients.

Programs currently offered by NAM include: (1) The Portfolio Advisor Program, pursuant to which the client’s IAR
manages individual client accounts through various investments on a discretionary basis; (2) The Portfolio Advisor
Plus Program, in which the client’s IAR manages individual client accounts through various investments on a
discretionary basis, with an alternative pricing structure whereby qualified clients may pay a performance-based fee in
addition to an asset-based fee; (3) The Morningstar Managed Portfolios Program, a proprietary program offered
through Morningstar Investment Services, Inc., consisting of multiple investment strategies with multiple portfolios
intended for a range of clients based on such factors as age, financial situation, time horizon, risk tolerance and any
reasonable restrictions that the client may place on the portfolio selected for the account; (4) The Investment Advisor
Program, pursuant to which IARs provide advisory services with respect to variable annuity products, plans such as
401(k)s, 403(b)s, mutual funds, and retirement funds, as well as individually managed client accounts; (5) financial
planning, offered for a flat fee or an hourly rate; (6) discretionary management services for private funds; (7)
retirement solutions provided to plan providers, plan sponsors, and participants through various products, services and
custodial platforms, including FOLIO Institutional; (8) wrap programs, using a platform offered by Envestnet Asset
Management, Inc., an SEC registered investment adviser and turnkey asset management platform provider; the
Envestnet platform provides wealth management technology for registered investment advisers along with asset
management programs; (9) a unified managed account program (a unified managed account refers to an account that
combines investment vehicles and one or more independent money managers into a single or “unified” managed
account) using Foliofn Investments, Inc; Foliofn is a custodian that offers a fractionalized share trading platform
which enables investors to diversify investments across multiple securities; and (10) a program utilizing the FTJ
FundChoice Program, in which NAM serves as the advisor for the client on a non-discretionary basis.

11



Edgar Filing: NATIONAL HOLDINGS CORP - Form 10-K

NAM operates its programs as directed brokerage subject to most favorable execution of client transactions. NAM
does not require a client to utilize any particular broker/custodian and currently has relationships with a number of
brokers/custodians that provide brokerage, clearing and custody services to clients in the programs. The choice of
which broker/custodian to utilize is determined by the client in consultation with their IAR, and a client enters into a
separate contractual relationship with the selected broker/custodian. Based on the client's selection, all transactions for
their accounts are then placed through the selected broker-dealer. NAM clients may pay ticket charges for brokerage
services according to the agreement between the client and the selected custodian.

Clients may elect to use National Securities as their broker-dealer for certain programs. National Securities maintains
a clearing arrangement with NFS to execute transactions at negotiated clearing rates. NSC receives a portion of ticket
charges paid by NAM clients for trades executed through National Securities. NAM does not receive any
compensation for such brokerage services.
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NAM may combine multiple orders for shares of the same securities purchased for advisory accounts. NAM then
allocates a portion of the shares to participating accounts in a fair and equitable manner. NAM does this to obtain, to
the extent possible, the optimal execution for clients. The distribution of the shares purchased is typically pro rata
based on size of the orders placed for each account. It is not based on account performance or the amount or structure
of management fees. When NAM IARs combine orders, each participating account pays an average price per share for
all transactions and pays a proportionate share of all transaction costs. Accounts owned by associated IARs may
participate in block trading with client accounts; however, they will receive an allocation only after all client orders
are filled.

Institutional Services

A critical element of our business strategy is to identify institutional, quality investments that offer above market
returns. We support that mission by providing institutional investment managers, primarily hedge fund managers, a
complete array of services designed to enhance portfolio performance. Hedge funds represent the fastest growing
segment of the money management market and by definition are focused on achieving positive returns for their
investors while controlling risk. We offer fund managers access to investment opportunities and independent research
products. Additionally, we offer fund managers the ability to reduce their transaction costs by offering them access to
our trading desk for illiquid securities and automated trading systems for their liquid transactions as well as special
execution services using volume weighted averages and average pricing for micro and small-cap stocks. We believe
that our investment executives engaged in institutional services have a mutually beneficial relationship with our
Investment Banking Division (“IBD”) as fund managers looking for investment opportunities fund IBD's corporate
clients and our relationships with fund managers may create opportunities to increase the number and quality of IBD
clients.

Administration, Operations, Securities Transactions Processing and Customer Accounts

The Broker-Dealer Subsidiaries do not hold any funds or securities for customers. Rather, they use the services of
clearing agents on a fully-disclosed basis. These clearing agents process securities transactions and maintain customer
accounts. In addition to transactions executed through our clearing agents, the Broker Dealer Subsidiaries also conduct
direct business. Customer accounts are protected through SIPC for up to $500,000, of which coverage for cash

balances is limited to $250,000. In addition to SIPC protection, NFS, our primary clearing agent, provides brokerage
accounts additional “excess of SIPC” coverage from Lloyd’s of London, together with other insurers. The “excess of SIPC”
coverage would only be used when SIPC coverage is exhausted. Like SIPC protection, “excess of SIPC” protection does
not cover investment losses in customer accounts due to market fluctuations. It also does not cover other claims for
losses incurred while the firms remain in business. Total aggregate “excess of SIPC” coverage available on all accounts
held at National Financial Services is $1.0 billion. Within the “excess of SIPC” coverage, there is no per account dollar
limit on coverage of securities, just a per account limit of $1.9 million on coverage of cash.

Tax Preparation and Accounting Services

We provide tax preparation and smal