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OATH OR AFFIRMATION

_________________________________________________________________________
swear or affirm that to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

-f A%JC as

of ../ 20 are true and correct 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 customer except as follows

/9JoL
Signature

%1rV
Title

Notary Public

This report contains check all applicable boxes

Facing Page
E1 Statement of Financial Condition

Statement of Income Loss
Statement of Changes in Financial Condition

Statement of Changes in Stockholders Equity or Partners or Sole Proprietors Capital

LI Statement of Changes in Liabilities Subordinated to Claims of Creditors

Computation of Net Capital

J1 Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

LI Information Relating to the Possession or Control Requirements Under Rule 15c3-3

LI Reconciliation including appropriate explanation of the Computation ofNet Capital Under Rule 15c3-I and the

Computation for Determination of the Reserve Requirements Under Exhibit of Rule 15c3-3

LI Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

consolidation

LZ An Oath or Affirmation

copy of the SIPC Supplemental Report

report describing any material inadequacies found to exist or found to have existed since the date ofthe previous audit

For condiiions of confidential Ireatilenl of certain Jortion.s of/his filing see section 240.17a-5e3
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KPMG LLP

Bay Adelaide Centre

333 Bay Street Suite 4600

Toronto ON M5H 2S5

Canada

Telephone 416 777-8500

Fax 14161 777-8818

Internet wwwkpmg.ca

REPORT OF IN DEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors

Paradigm Capital U.S mc

We have audited the accompanying statement of financial condition of Paradigm Capital U.S Inc as

of July 31 2013 that is filed pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 and

the related notes to the statement of financial condition

Managements Responsibility
for the Financial Statement

Management is responsible for the preparation
and fair presentation

of this financial statement in

accordance with U.S generally accepted accounting principles
this includes the design

implementation and maintenance of internal control relevant to the preparation and fair presentation

of the financial statement that is free from material misstatement whether due to fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on the financial statement 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 statement is free from material misstatement

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures

in the financial statement The procedures selected depend on the auditors judgment including the

assessment of the risks of material misstatement of the financial statement whether due to fraud or

error In making those risk assessments the auditor considers internal control relevant to the entitys

preparation and fair presentation of the financial statement in order to design audit procedures that

are appropriate
in the circumstances but not for the purpose of expressing an opinion on the

effectiveness of the entitys internal control Accordingly we express no such opinion An audit also

includes evaluating the appropriateness of accounting policies used and the reasonableness of

significant accounting estimates made by management as well as evaluating the overall presentation

of the financial statement

We believe that the audit evidence we have obtained is sufficient and appropriate
to provide

basis

for our audit opinion

Opinion

In our opinion the statement of financial condition referred to above presents fairly in all material

respects the financial position of Paradigm Capital U.S Inc as of July 31 2013 in accordance with

U.S generally accepted accounting principles

Chartered Accountants Licensed Public Accountants

September 26 2013

Toronto Canada

KPMG is
Canadian limited liability partnership and member firm of the KPMG

network of independent member firms affiliated with KPMC International Cooperative

lKPMG lnternationall Swiss entity

KPMG Canada provides services to KPMG LLFI



PARADIGM CAPITAL U.S INC
WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC

Statement of Financial Condition

Expressed in U.S dollars

As of July 31 2013

Assets

Cash 2209705

Other receivables
36471

Other taxes receivable note
32204

Deposit with regulators
6921

Securities owned note
3012233

Deferred income tax asset note 25850

5323384

Liabilities and Stockholders Equity

Liabilities

Accounts payable and accrued liabilities 32000

Due to parent note
152373

184373

Stockholders equity

Capital stock note
Authorized

Unlimited common shares no par value

Issued and outstanding

100 common shares
65

Additional paid-in capital
4650000

Retained earnings
488946

5139011

5323384

See accompanying notes to statement of financial condition



PARADIGM CAPITAL U.S INC
WHOLLY OWNED SUBSIDIARY OF PARAD1GM CAPITAL INC

Notes to Statement of Financial Condition

Expressed in U.S dollars

July 31 2013

Paradigm Capital U.S Inc the Company was incorporated under the Ontario Business

Corporations Act on February 10 2000 The Company commenced operations in August 2002 In

the United States the Company is registered as broker-dealer in securities under the Securities

Exchange Act of 1934 and is member of the Financial Industry Regulatory Authority FINRA The

Companys primary source of revenue is commission income for securities trade execution for

institutional clients resident in the United States The Company is subject to regulation by FINRA and

is clearing and settling transactions on Delivery versus Payment/Receipt basis The Company uses

the services of the NBCN Inc Clearing broker through its Operating Agreement dated August 15

2000 as amended and restated March 27 2008 with its parent Paradigm Capital Inc the Parent

to perform certain securities trading clearing and record-keeping activities as its agent in securities

markets Accordingly the Company does not hold customer funds or safekeep customer securities

and is exempt from Rule 17a-13 pursuant to the Securities and Exchange Commission SEC Rule

5c3-3k2i

The Company is wholly owned subsidiary of the Parent Canadian-owned investment dealer

regulated by the Investment Industry Regulatory Organization of Canada participating institution of

the Canadian Investor Protection Fund Continuing operations of the Company are dependent on the

Parents ability to attract and retain clients on behalf of the Company The Parent is located in

Toronto Ontario Canada

Significant accounting policies

The significant accounting policies are as follows

Cash and cash equivalents

The Company considers deposits in banks and term deposits with maturities of three

months or less as cash and cash equivalents

Fair values of financial assets and liabilities

We record securities at fair value and other non-trading assets and liabilities at their

original amortized cost less allowances or write-downs for impairment Where there is no

quoted market value fair value is determined using variety of valuation techniques and

assumptions



PARADIGM CAPITAL U.S INC
WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC

Notes to Statement of Financial Condition continued

Expressed in U.S dollars

July 31 2013

Significant accounting policies continued

Fair value amounts disclosed represent point-in-time
estimates that may change in

subsequent reporting periods due to market conditions or other factors Fair value

represents our estimate of the amounts for which we could exchange the financial

instruments with willing third parties who were interested in acquiring the instruments In

most cases however the financial instruments are not typically exchangeable or

exchanged and therefore it is difficult to determine their fair value In those cases we

have estimated fair value taking into account only changes in interest rates and credit risk

that have occurred since we acquired them or entered into the underlying contracts These

calculations represent managements best estimates based on range of methodologies

and assumptions since they involve uncertainties the fair values may not be realized in an

actual sale or immediate settlement of the instruments

Financial Accounting Standards Board FASB Accounting Standard Codification

ASC 820 establishes hierarchy for inputs used in measuring fair value that maximizes

the use of observable inputs and minimizes the use of unobservable inputs by requiring

that the most observable inputs be used when available Observable inputs are inputs that

market participants would use in pricing the asset or liability developed based on market

data obtained from sources independent of the Company Unobservable inputs are inputs

that reflect the Companys assumptions about the assumptions market participants
would

use in pricing the asset or liability developed based on the best information available in the

circumstances The hierarchy is broken down into three levels based on the observability

of inputs as follows

Level

Valuations based on quoted prices in active markets for identical assets or liabilities

that the Company has the ability to access Valuation adjustments and block discounts

are not applied to Level instruments Since valuations are based on quoted prices

that are readily and regularly available in an active market valuation of these products

does not entail significant degree of judgment

ii Level

Valuations based on one or more quoted prices in markets that are not active or for

which all significant inputs are observable either directly or indirectly



PARADIGM CAPITAL U.S INC
WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC

Notes to Statement of Financial Condition continued

Expressed in U.S dollars

July 31 2013

Significant accounting policies continued

iii Level

Valuations based on inputs that are unobservable and significant to the overall fair

value measurement

Translation of foreign currency

Monetary assets and liabilities related to Canadian dollar foreign currency balances are

translated into U.S dollars at the exchange rate in effect at the date of the statement of

financial condition Non-monetary assets and liabilities related to Canadian dollar foreign

currency balances are translated into U.S dollars at the exchange rates prevailing at the

transaction dates

Use of estimates

The preparation of statement of financial condition in conformity with generally accepted

accounting principles in the United States of America 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 statement of financial

condition Actual results could differ from those estimates

Securities transactions

Securities transactions are recorded on trade date basis

Customers securities transactions are reported on settlement date basis

Income taxes

Deferred income taxes are provided in recognition of temporary differences between the

carrying
amount of assets and liabilities and their respective tax bases operating losses

and tax credit carryforwards made for financial reporting and income tax purposes

Deferred income tax assets and liabilities are measured using enacted tax rates expected

to apply to taxable income in the years in which those temporary differences are expected

to be recovered or settled Deferred tax expense or benefits are recognized in the financial

statements for the changes in deferred tax assets or liabilities between years



PARADIGM CAPITAL U.S INC
WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC

Notes to Statement of Financial Condition continued

Expressed in U.S dollars

July 31 2013

Significant accounting policies continued

Offsetting

Financial assets and liabilities are offset and the net amount presented in the statement of

financial condition when and only when the Company has legal right to set off the

recognized amounts and it intends either to settle on net basis or to realize the asset and

settle the liability simultaneously

Capital stock

Capital stock consists of 100 common shares issued on February 10 2000 to the Parent

Related party transactions and balances

Transactions with affiliates

In accordance with an Operating Agreement dated August 15 2000 and amended and restated

on March 27 2008 the Parent provides through its carrying broker certain securities trading

clearing and record-keeping activities as agent for and on behalf of the Company Under this

Operating Agreement direct costs are charged to the Company based on an execution charge

per transaction and indirect costs are charged based on an estimate of the time spent by

employees of the Parent in servicing the Company and portion of the total expenses for

indirect compensation and office overhead

The Parent also pays certain expenses on behalf of the Company which are recoverable from

the Company These amounts paid are charged through the intercompany accounts at the

actual amounts paid

substantial portion of the Companys expenses is paid to related parties The Companys

reported financial results may differ substantially if the Company had operated on stand-alone

basis



PARADIGM CAPITAL U.S INC
WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC

Notes to Statement of Financial Condition continued

Expressed in U.S dollars

July 31 2013

Related party transactions and balances continued

Payable to Parent comprises the following

Due from to Parent beginning of year 154819

Commission receivable from Parent 1727907

Service charges
1756402

Taxes payable in respect of Harmonized Sales Tax HST 228332

Foreign exchange adjustments 50365

Due from to Parent end of year
152373

The amount due to Parent is interest free and payable on demand

Securities owned

Securities owned consist of 1031834 common shares of private company that was acquired

in June 2012 was at cost of $3028582 and is considered level security The fair value of

such securities was $3012233 at July 31 2013 $3085906 as at July 31 2012

Other taxes receivable

Other taxes receivable of $32204 relate to HST in respect of service fees charged by the

Parent Such amounts are fully recoverable from tax authorities and anticipated to be collected

within the next three months

Receivable from/payable to customers

From time to time the Company has receivables from or payables to customers relating to

securities transactions that have not been delivered These amounts are reflected on the

statement of financial condition with corresponding receivable from or payable to the Clearing

broker



PARADIGM CAPITAL U.S INC
WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC

Notes to Statement of Financial Condition continued

Expressed in U.S dollars

July 31 2013

Net capital requirements

The Company is subject to the SECs Uniform Net Capital Rule Rule 15c3-1 The

Companys method of computing net capital is the alternate method and under Rule 15c3-1

the Company is required to maintain minimum net capital of $250000 At July 31 2013 the

Company had net capital of $2006955 which was $1756955 in excess of the required

capital

Income taxes

For Canadian tax purposes the Company files stand-alone tax return

The difference between the expected income tax expense computed at the Canadian statutory

income tax rate of 15.50% and the Companys actual income tax expense for the year ended

July 31 2013 relates to the following

Anticipated income tax provision based on

combined Canadian federal and provincial

statutory income tax rate of 15.5% 11086

Foreign exchange gain for tax purposes
24247

Other 13161

Income tax expense

At July 31 2013 the Company has non-capital losses carried forward for income tax purposes

of $37812 which expire in 2031 The benefit arising there from has been recognized in these

financial statements

The tax effects of temporary differences that give rise to significant portions of the deferred tax

asset at December 31 2013 are presented below

Deferred tax assets

Non-capital loss carry forwards 5861

Tax credit carry forward
1818

Other 18171

25850



PARADIGM CAPITAL U.S INC
WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC

Notes to Statement of Financial Condition continued

Expressed in U.S dollars

July 31 2013

Financial instruments

Concentration of credit risk

All the clearing and depository operations for the Company are performed through the

Clearing broker The Company reviews as considered necessary the credit standing of

the counterparties with which the Company conducts business The Companys exposure

to credit risk associated with the non-performance counterparties in
fulfilling

their

contractual obligations pursuant to securities transactions can be directly impacted by

volatile securities markets credit markets and regulatory changes Credit risk is the

amount of accounting loss the Company would incur if the counterparty failed to perform its

obligations under contractual terms

Fair values of financial instruments

The fair value of securities owned included in note was determined using market-

comparable approach technique which maximizes the use of relevant observable inputs

including public company comparable information including market transactions involving

comparable assets The valuations consider number of objective and subjective factors

that we believe market participants would consider including the resent rounds of financing

performed by the issuer and comparable market multiples The recent comparable

approach estimates the value of company by applying market multiples of publicly traded

companies in the same or similar lines of business to the assets held and projects the

valuation of the company being valued Key inputs include the multiples of enterprise value

to resources of similar companies As result fluctuations in these inputs including

changes in comparable company multiples can have significant impact on the valuation

of private investment

The fair values of financial assets and liabilities approximate their carrying amounts due to

their imminent maturity or short-term nature



PARADIGM CAPITAL US INC
WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC

Notes to Statement of Financial Condition continued

Expressed in U.S dollars

July 31 2013

10 Legal proceedings

In the normal course of business the Company may be involved in litigation At July 31 2013

no litigation was pending against the Company nor is management aware of any unasserted

claims or assessments against the Company

11 Subsequent events

The Company has evaluated the effects of subsequent events that have occurred subsequent

to year end July 31 2013 and through to September 26 2013 which is the date the financial

statements were issued During this period there have been no events that would require

recognition in or disclosure in the financial statements


