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OATH OR AFFIRMATION
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DeMarco

Sciaccotta

Wilkens

Dunleavy

INDEPENDENT AUDITORS REPORT

Board of Directors

Cantella Co inc

Report on the Financial Statement

We have audited the accompanying statement of financial condition of Cantella Co inc the Company as of

March 31 2014 that is filed pursuant to Rule 17a-5 under the Securities Exchange Act of 1934 and the related

notes to the financial statement

Managements Responsibilitjfor
the Financial Statements

Management is responsible for the preparation
and fair presentation of this fmancial statement in accordance with

accounting principles generally accepted in the United States of America this includes the design

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

statements that are free from material misstatement whether due to fraud or error

Auditors Responsibility

Our responsibility is to express an opinion on this 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 statements are free

of material misstatement

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

financial statements The procedures
selected depend on the auditors judgment including the assessment of the

risks of material misstatement of the financial statements whether due to fraud or error in making those risk

assessments the auditors consider internal control relevant to the Companys preparation
and fair presentation of

the financial statements 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 Companys 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 statements

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 financial statement referred to above presents fairly in all material respects the financial

position of Cantella Co Inc as of March 31 2014 in accordance with accounting principles generally accepted

in the United States of America

.01

Oak Brook Illinois

May 23 2014

1211 West 22nd Street Suite 110 Oak Brook IL 60523 Phone 708.489.1680 Fax 847.750.0490 dscpagroup.conl



CANTELLA CO INC

STATEMENT OF FINANCIAL CONDITION

MARCH 31 2014

ASSETS

Cash and cash equivalents

Receivables from broker/dealers

Securities owned at fair value

Other receivables

Furniture equipment software and leasehold

improvements at cost net of $649434

accumulated depreciation

Other assets

1127259
1962780
2111044

160874

80406
233 012

TOTAL ASSETS
5.675375

LIABILITIES AND SHAREHOLDERS EQUITY

LIABILITIES

Paya.bles to brokers/dealers and

clearing organizations

Commissions payable
Other liabilities

809007
1666393

889692

Total Liabilities 3365092

SHAREHOLDER EQUITY
Conunon stock no par value 12500 shares

authorized 10003 shares issued

5505 shares outstanding
Additional paid-in capital

Retained earnings deficit

Total Shareholders Equity

891053
5748266
4329036

2310283

TOTAL LIABILITIES AND SHAREHOLDER EQUITY 5675375

The accompanying notes are an integral part of this financial statement



CANTELLA CO. INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED MARCH 31 2014

NOTE ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES

Organization Cantella Co Inc the Company wholly owned subsidiary of

Cantella Management Corp was incorporated under the laws of the state of

Massachusetts on May 22 1979 The Company is registered as broker/dealer with

the Securities and Exchange Commission and is also member of the Financial

Industry Regulatory Authority FINRA The Companys principal business activity

is the sale of securities

Securities Transactions Commission revenue and related expense arising
from

securities transactions are recorded on trade date basis In addition included in

income are commissions on transactions introduced by other fully disclosed

broker/dealers

Securities Owned and Sold Not Yet Purchased Securities are recorded at fair value

in accordance with FASB ASC 820 Fair Value Measurements and Disclosures

Concentrations of Credit Risk The Company is engaged in various trading and

brokerage activities in which the counterparties primarily include broker/dealers

banks other financial institutions and the Companys own customers In the event

the 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 each counterparty

In addition the Companys cash is on deposit at two financial institutions and the

balances at times may exceed the federally insured limit The Company believes it is

not exposed to any significant credit risk to cash

Cash Equivalents For purposes of the Statement of Cash Flows the Company has

defined cash equivalents as highly liquid investments with original maturities of less

than three months that are not held for sale in the ordinary course of business

Depreciation Depreciation of furniture equipment software and leasehold

improvements is provided using the straight-line
method over estimated useful lives

of three five and ten years respectively



CANTELLA CO INC

NOTES TO STATEMENT OF FINANCiAL CONDITION

YEAR ENDED MARCH 31 2014

NOTE ORGANIZATION AND SIGNIFICANT ACCOUNTING POLICIES Continued

Rent Expense The Company recognizes nonlevel rent payments using the straight-

line method over the term of the lease in accordance with FASB ASC 840 Leases

Subsequent Events The Company evaluated all significant events or transactions

that occurred through the audit report date the date these financial statements were

available to be issued

Estimates The preparation of financial statements in conformity with accounting

principles generally accepted 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

financial statements and the reported amounts of revenues and expenses during the

reporting period Actual results could differ from those estimates

NOTE 2- FAIR VALUE MEASUREMENT

FASB ASC 820 defines fair value creates framework for measuring fair value and

establishes fair value hierarchy which prioritizes
the inputs to valuation techniques

Fair value is the price that would be received to sell an asset or paid to transfer

liability in an orderly transaction between market participants at the measurement

date fair value measurement assumes that the transaction to sell the asset or

transfer the liability occurs in the principal market for the asset or liability or in the

absence of principal market the most advantageous market Valuation techniques

that are consistent with the market income or cost approach as specified by FASB

ASC 820 are used to measure fair value

The fair value hierarchy prioritizes the inputs to valuation techniques used to

measure fair value into three broad levels

Level inputs are quoted prices unadjusted in active markets for identical

assets or liabilities the Company has the ability to access

Level inputs are inputs other than quoted prices included within level that

are observable for the asset or liability either directly or indirectly



CANTELLA CO. iNC

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED MARCH 31 2014

NOTE 2- FAIR VALUE MEASUREMENT Continued

Level inputs are unobservable inputs for the asset or liability and rely on

managements own assumptions about the assumptions that market participants

would use in pricing the asset or liability

Level inputs
have been used to value securities owned which consist of the

following

Municipal Bonds 2063976

Equity Securities 47068

Total 2111044

No valuation techniques have been applied to all other assets and liabilities included

in the statement of financial condition Due to the nature of these items all have

been recorded at their historical values

NOTE 3- RELATED PARTIES

As previously mentioned the Company is wholly owned by Cantella Management

Corp CMC The Company is also affiliated through common ownership and

management with an insurance entity

During the year ended March 31 2014 the Company incurred management fees of

$304000 to CMC No amount was owed to CMC at March 31 2014



CANTELLA CO. INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED MARCH 31 2014

NOTE 4- INCOME TAXES

The Company reports
its income for federal income tax purposes on consolidated

basis with the income of CMC CMC assumes all liability for the income tax

expense of the Company

The Company accounts for any potential interest or penalties related to possible

future liabilities for unrecognized income tax benefits as interest/other expense The

Company is no longer subject to examination by tax authorities for federal state or

local income taxes for periods before 2010

NOTES 401k PLAN

The Company has adopted profit sharing plan with provisions under IRS code

section 401k whereby employees may contribute up to 100% of their compensation

within specified legal limits The Company may make matching and additional

discretionary contributions to the plan To be eligible under the plan employees

must be 21 years of age or older work minimum of 1000 hours per year and be

employed by the Company on the last day of plan year Company contributions to

the plan for the year ended March 31 2014 were $38750 The plan is based on

calendar year

NOTE 6- NET CAPITAL REQUIREMENTS

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

Capital
Rule rule 5c3- which requires the Company to maintain the greater of

minimum net capital
of $250000 or two percent of aggregate debit items as these

terms are defined Net capital and aggregate debit items change from day to day but

at March 31 2014 the Company had net capital of $1540733 and net capital

requirement of $250000



CANTELLA CO. INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED MARCH 31 2014

NOTE 7- FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK

The Company enters into various transactions involving derivatives and other off-

balance sheet financial instruments These financial instruments include exchange-

traded options mortgage-backed to-be-announced securities TBAs and securities

purchased and sold on when-issued basis when-issued securities These financial

instruments are used to meet the needs of customers conduct trading and investment

activities and manage market risks and are therefore subject to varying degrees of

market and credit risk Derivative transactions are entered into for trading purposes

or to economically hedge other positions or transactions

TBAs and when-issued securities provide for the delayed delivery of the underlying

instrument As writer seller of options the Companys customer receives

premium in exchange for giving the counterparty the right to buy or sell the security

at future date at contracted price The contractual or notional amount related to

these financial instruments reflects the volume and activity and does not reflect the

amounts of risk

The credit risk for TBAs options and when-issued securities is limited to the

unrealized market valuation gains recorded in the statement of financial condition

Market risk is substantially dependent upon the value of the underlying financial

instruments and is affected by market forces such as volatility and changes in interest

and foreign exchange rates

In addition the Company and its customers sell securities that they do not currently

own and will therefore be obligated to purchase such securities at future date For

Company sales they record these obligations in the financial statements at the

market values of the related securities and will incur loss if the market value of the

securities increases subsequent to the sale date

To facilitate securities transactions including the aforementioned transactions the

Company has entered into agreements with other broker/dealers Clearing

Broker/dealers whereby the Company forwards introduces customer securities

transactions to the Clearing Broker/dealers fully disclosing the customer name and

other information The processing and if applicable any financing pertaining to the

introduced securities transactions are performed by the Clearing Broker/dealers



CANTELLA CO. INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED MARCH 31 2014

NOTE 7- FINANCIAL INSTRUMENTS WITH OFF-BALANCE SHEET RISK Continued

The customer account is therefore maintained and recorded in the books and records

of the Clearing Broker/dealers on the Companys behalf In consideration for

introducing customers to the Clearing Broker/dealers the Company receives

commissions and other consideration less the processing and other charges of the

Clearing Broker/dealers Pursuant to the terms of the agreements the Company has

deposits totaling $353075 with the Clearing Broker/dealers to assure the Companys

performance under the agreements As part
of the terms of the agreements between

the Company and Clearing Broker/dealers the Company is held responsible for any

losses arising
when the customers introduced by the Company to the Clearing

Broker/dealers fail to meet their contractual commitments pertaining to the purchase

sale and possible financing of securities transactions The Company may therefore

be exposed to off-balance sheet risk in the event the customer is unable to fulfill its

contracted obligations and it is necessary for the Clearing Broker/dealers to purchase

or sell the securities at loss The Companys exposure to risk would consist of the

amount of the loss realized and any additional expenses
incurred pertaining to the

transaction or other customer activity

Under the terms of two of the Clearing Broker/dealer agreements the Company is

prohibited
from entering into similar agreements with other Clearing Broker/dealers

without prior written consent from these Clearing Broker/dealers One of these

agreements also provides that prior
written notification be made if any additional

representatives of the Company after effective date of agreement establish and

introduce customers through any other Clearing Broker/dealer

All of the Clearing Broker/dealer agreements provide for minimum net capital

requirements insurance coverage deposit requirements and other miscellaneous

provisions



CANTELLACO INC

NOTES TO STATEMENT OF FINANCIAL CONDITION

YEAR ENDED MARCH 31 2014

NOTE 8- SUBLEASE COMMITMENT

Minimum annual rentals under noncancellable sublease for office space expiring

February 28 2015 exclusive of additional payments which may be required for

certain increases in operating and maintenance costs for the year ending March 31

2015 is $291393

Office rent expense resulting from this lease for the year ended March 31 2014 was

$299582 Included in other liabilities on the statement of financial condition is

deferred rent of $19073

NOTE 9- CONTINGENCIES

The Company from time to time is involved in certain claims and arbitrations

incidental to its business Based on the consultation with legal counsel management

is of the opinion that any claims either individually or in the aggregate to which the

Company is party
will not have material adverse effect on the Companys

financial position or operations except for the following

The Company was named as respondent in an arbitration case seeking

substantial damage claims The Company has denied any wrongdoing and

has denied having any liability to the claimant At this time the Company

and its legal counsel are unable to evaluate the likelihood of an unfavorable

outcome or estimate the amount of any potential loss


