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Part I - FINANCIAL INFORMATION  
 
Item 1 - Financial Statements  

Zanett, Inc.  
Condensed Consolidated Balance Sheets  

 

   
The accompanying notes are an integral part of these condensed consolidated financial statements.  
 

  

    March 31,      December 31,   
    2010      2009    
    (unaudited)          
Assets              
Current assets:              

Cash and cash equivalents    $ 71,483     $ 180,598   
Accounts receivable net of allowance for doubtful accounts of $374,440 and $432,490, respectively      6,480,352       6,536,874   
Income tax receivable      13,431       51,863   
Unbilled revenue      560,027       206,681   
Prepaid expenses      322,304       250,335   
Customer deposits      535,000       535,000   
Other current assets      177,944       174,306   

Total current assets      8,160,541       7,935,657   
Property and equipment, net      1,271,890       1,304,522   
Goodwill      17,072,189       16,479,746   
Other intangibles, net      542,142       615,088   
Other assets      148,734       165,349   

Total assets    $ 27,195,496     $ 26,500,362   

Liabilities and stockholders' equity                  
Current liabilities:                  

Accounts payable    $ 2,082,146     $ 1,235,640   
Accrued expenses      2,446,830       2,836,387   
Short-term debt      3,550,982       4,350,090   
Short-term debt-related party      -      6,652,322   
Short-term renewable unsecured subordinated debt      1,222,226       1,123,048   
Other current liabilities      1,577,563       1,032,620   
Income taxes payable      11,056       14,591   
Deferred revenue      1,682,247       1,228,802   
Deferred income taxes      30,645       30,645   
Capital lease obligations      35,988       35,988   

Total current liabilities      12,639,683       18,540,133   
Convertible subordinated note      7,131,983       -  
Long term renewable unsecured subordinated debt      975,978       1,131,104   
Capital lease obligation      38,982       47,980   
Deferred rent expense      85,136       76,535   
Deferred income taxes      25,053       25,053   

Total liabilities      20,896,815       19,820,805   
Commitments and contingencies      -      -  
                  
Stockholders' equity                  

Preferred stock, $0.001 par value; 10,000,000 shares authorized; none issued and outstanding      -      -  
Common stock, $0.001 par value; 50,000,000 shares authorized; 8,738,833 and 8,738,833 shares issued 

and outstanding, respectively      32,443       32,443   
Additional paid-in capital      32,482,502       32,482,502   
Treasury stock, at cost; 14,915 shares      (179,015 )     (179,015 ) 
Accumulated deficit      (26,037,249 )     (25,656,373 ) 

Total stockholders' equity      6,298,681       6,679,557   
  Total liabilities and stockholders' equity    $ 27,195,496     $ 26,500,362   
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ZANETT, INC.  

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS  
(Unaudited)  

 

 
The accompanying notes are an integral part of these condensed financial statements.  
 

  

    Three Months ended March 31,   
    2010      2009    
Revenue    $ 10,699,921     $ 10,959,853   
Operating expenses:                  

Cost of revenue      7,867,260       7,648,136   
Selling and marketing      1,365,643       1,618,774   
General and administrative      1,485,317       1,886,528   

Total operating expenses      10,718,220       11,153,438   
Operating loss      (18,299 )     (193,585 ) 

Other expense:                  
Interest expense      (337,693 )     (327,488 ) 
Total other expense      (337,693 )     (327,488 ) 

Loss from continuing operations before income taxes      (355,992 )     (521,073 ) 
Income tax provision      25,000       34,136   
Loss from continuing operations after taxes    $ (380,992 )   $ (555,209 ) 
Gain on sale of discontinued operations, net of taxes      -      887,500   
Net (loss)/income    $ (380,992 )   $ 332,291   

Basic and diluted income/(loss) per share:                  
                  
Continuing operations    $ (0.04 )   $ (0.07 ) 
Discontinued operations    $ -    $ 0.11   
Net (loss)/income per common share to common stockholders – basic and diluted    $ (0.04 )   $ 0.04   

                  
Weighted average shares outstanding - basic and diluted      8,738,833       8,297,783   
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Zanett, Inc.  

Condensed Consolidated Statements of Cash Flows  
(Unaudited)  

 
The accompanying notes are an integral part of these condensed consolidated financial statements.  
 

  

    Three Months Ended    
    March 31,    
    2010      2009    
Cash flows from operating activities:              
Net (loss)/income    $ (380,992 )   $ 332,291   
Adjustments to reconcile net income (loss) to net cash used in operating activities:                  

Depreciation and amortization      213,001       227,091   
Stock based compensation and services      -      155,800   
Gain on sale of discontinued operations      -      (887,500 ) 
Provision (reduction) for doubtful accounts      (58,050 )     351,654   
Deferred income taxes      -      (7,589 ) 
Changes in:                  

Accounts receivable      114,572       (1,436,203 ) 
Unbilled revenue      (353,346 )     (328,580 ) 
Prepaid expenses and other current assets      (62,127 )     (27,332 ) 
Other assets      16,616       39,964   
Accrued expenses      90,217       354,690   
Accounts payable      846,507       555,193   
Income taxes payable      (3,535 )     18,218   
Other current liabilities      -      (5,274 ) 
Deferred revenue      453,446       (273,896 ) 
Deferred rent expense      8,601       (1,850 ) 
Income tax receivable      38,432       -  

Net cash provided by (used in) operating activities      923,342       (933,323 ) 
Cash flows from investing activities:                  

Cash received for acquisitions, net of cash acquired      -      20,715   
Cash paid for contingent consideration related to acquisitions      (47,500 )     (72,644 ) 
Additions to property and equipment      (107,423 )     (128,070 ) 
Cash received from sale of discontinued operations, net      -      720,833   
Net cash (used in)/provided by investing activities      (154,923 )     540,834   

Cash flows from financing activities:                  
Payments for debt issuance costs      (13,480 )     -  
(Repayments)/borrowings of short term debt      (799,109 )     36,093   
Repayments for redemptions of unsecured notes      (55,948 )     (40,937 ) 
Capital lease payments      (8,997 )     -  
Net cash used in financing activities      (877,534 )     (4,844 ) 

Net decrease in cash and cash equivalents      (109,115 )     (397,333 ) 
Cash and cash equivalents, beginning of period      180,598       450,304   
Cash and cash equivalents, end of period      71,483     $ 52,971   

Supplemental cash flow information:                  
Income taxes paid    $ 8,004     $ 23,507   

Interest paid    $ 129,025     $ 234,436   

Non-cash financing activity:                  
Shares issued for contingent consideration      -      502,672   

Contingent consideration accrued    $ 582,443     $ 194,578   

Exchange of related party debt for convertible Subordinated debt    $ 7,131,983     $ -  
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Zanett, Inc.  

Notes to Condensed Consolidated Financial Statements  
 
Note 1.      Basis of Presentation  
 
The accompanying condensed consolidated financial statements have been prepared in accordance with accounting principles generally 
accepted in the United States of America. In the opinion of management, such statements include all adjustments consisting only of normal, 
recurring adjustments necessary for a fair presentation of Zanett, Inc. (“Zanett” or the "Company") financial position, results of operations and 
cash flows at the dates and for the periods indicated. Pursuant to accounting requirements of the Securities and Exchange Commission (the 
"SEC") applicable to Quarterly Reports on Form 10-Q, the accompanying condensed consolidated financial statements do not include all 
disclosures required by accounting principles generally accepted in the United States of America for audited financial statements. While the 
Company believes that the disclosures presented are adequate to make the information not misleading, these condensed consolidated financial 
statements should be read in conjunction with the consolidated financial statements and related notes for the year ended December 31, 2009 
which are contained in the Company's Annual Report on Form 10-K, as amended. The results for the three-month period ended March 31, 2010 
are not necessarily indicative of the results to be expected for the full fiscal year.  
 
As of March 31, 2010, there have been no material changes to any of the significant accounting policies, described in our Annual Report on 
Form 10-K, as amended, for the fiscal year ended December 31, 2009.  
 
Note 2.      Organization and Business  
 
Zanett Inc. is an information technology ("IT") company that provides customized IT solutions to Fortune 500 corporations and mid-market 
companies.  Until the disposition of Paragon Dynamics, Inc. ("PDI") discussed below, the Company also provided such solutions to classified 
government agencies.  The Company's overarching mission is to provide custom solutions that exceed client expectations, are delivered on time 
and within budget, and achieve superior results.  
 
The Company historically provided commercial solutions through its wholly-owned subsidiaries: Back Bay Technologies, Inc., (“BBT”), based 
in Burlington, Massachusetts, INRANGE Consulting Corporation(“ICC”), based in West Chester, Ohio, and, Whitbread Technology Partners, 
Inc. (“WTP”), also based in Burlington, Massachusetts.  On December 30, 2005, BBT, ICC and WTP merged with and into another of the 
Company’s wholly-owned subsidiaries, Zanett Commercial Solutions, Inc. (“ZCS”).  In May 2006 ZCS acquired Data Road, based in 
Jacksonville, Florida. In March 2007, ZCS acquired DBA Group, Inc. (“DBA”), based in Alpharetta, Georgia, and DBA was merged into ZCS 
in connection with that acquisition. In December 2008, ZCS acquired PS GoLive, LLC (“PS GoLive”), based in North Palm Beach, FL.  
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The Company provides full lifecycle, end-to-end business solutions. These include services to initiate, develop and implement e-business 
systems, application development, project management, business analysis, architecture design, package customization, testing and quality 
assurance and implementation management, implementation of ERP, supply chain management (“SCM”) and customer relationship 
management (“CRM”) systems, and voice and data communications network integration solutions that include the provision of hardware, 
peripheral equipment and telecommunications lines for voice and data communications networks as well as related security and design 
services.  
 
On March 14, 2008, the Company entered into a Stock Purchase Agreement (the "Agreement") with KOR Electronics ("KOR") and PDI.  The 
Agreement provided for the sale by the Company to KOR of all the issued and outstanding stock of PDI which the company had acquired on 
January 31, 2003.  The transaction closed on March 18, 2008 (the "Closing Date").  
 
The Agreement provided for a purchase price of $8,875,000 in cash, plus certain working capital adjustments. The initial working capital 
adjustment was $715,175, which was adjusted to $566,691 for a total aggregate purchase consideration of $9,441,691, including the working 
capital adjustment.  Of that amount, $887,500 (the "Holdback Amount") was held back by KOR to secure the Company's indemnification 
obligations. On the Closing Date, KOR paid the Company $8,554,191, adjusted for working capital adjustment.  Total proceeds net of 
transaction expense were $8,092,758. The Holdback Amount of $887,500, was paid in full to the Company on the one year anniversary of the 
Closing Date.  The proceeds of the sale of PDI were used to pay down the Company’s then existing debt, as described under the heading 
“Liquidity and Capital Resources” in this quarterly report on Form 10-Q.  
 
Liquidity  
 
During the quarter ended March 31, 2010, the Company incurred a loss from continuing operations after taxes of $380,992 and net cash 
provided for by operations of approximately $923,342. As of March 31, 2010, the Company had an excess of current liabilities compared to 
current assets of $4,479,142.  As of March 31, 2010, the Company’s revolving line of credit with Bank of America, N.A., as successor-by-
merger to LaSalle Bank National Association had a balance of $3,550,922 with available borrowings of $954,986 which matures June 21, 
2010.  In March 2007, the Company entered into a line of credit agreement with Bruno Guazzoni, the uncle of Zanett’s Chief Executive Officer 
and a principal shareholder and related party of the Company, in the amount of $3,000,000. This line was available for working capital 
requirements and was unrestricted. The line had a maturity date of March 15, 2010.  Mr. Guazzoni sold the line of credit and promissory notes 
issued to Mr. Guazzoni by ZCS in the amounts of $4,575,000 and $750,000, respectively, to Rockport Investments, Ltd. (“Rockport”) in a 
private transaction on February 28, 2010.  On March 31, 2010 the Company exchanged the debt held by Rockport for a new note convertible 
into shares of the Company’s common stock at any time following stockholder approval of the transaction at the option of the noteholder 
(provided, however, that without stockholder approval of the transaction, the note may not be converted into more than 19.99% of the common 
stock outstanding before the issuance of the convertible note).  The note is in the principal amount of $7,131,983, bears interest a rate of 7.95% 
per annum, payable quarterly in arrears, and matures on March 31, 2015.  The initial conversion price of the convertible note is $1.99, which 
was the closing bid price of Zanett’s common stock as listed on Nasdaq immediately preceding the date of the convertible note. Rockport may, 
at its option, reset the conversion price once per calendar year to the greater of (a) the average of the closing sales price of the Company’s 
common stock during the preceding 20 consecutive trading day period and (b) $0.10.  The conversion price is also subject to adjustment in the 
event of dilutive issuances by the Company or the Company’s issuance of options, warrants or other rights to purchase the Company’s common 
stock or convertible securities (subject to certain exceptions, including the grant of options to purchase common stock to employees, officers, 
directors or consultants of the Company).  The Company may prepay the convertible note at any time, subject to a prepayment premium.  The 
Company may request that Rockport accept any prepayments of principal and/or any scheduled payments of interest in shares of the 
Company’s common stock, but Rockport is not required to accomodate the Company’s request.  
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The loss from continuing operations, working capital deficit, current maturity dates of the Company’s outstanding debt and limited available 
borrowings raise substantial doubt about the Company’s ability to continue as a going concern.  The Company is currently negotiating the 
replacement or refinancing of its line of credit arrangements and is otherwise looking to secure additional funding, though there can be no 
assurances that such financing will be obtained.  The accompanying condensed consolidated financial statements do not include any 
adjustments relating to the recoverability of the carrying amount of recorded assets or the amount of liabilities that might result should the 
Company be unable to continue as a going concern.  
 
Fair Value Measurements  
 
The Company adopted ASC topic 820, "Fair Value Measurements and Disclosures" (“Topic 820”) on July 1, 2008 for all financial assets and 
liabilities and nonfinancial assets and liabilities that are recognized or disclosed at fair value in the financial statements on a recurring basis (at 
least annually). Topic 820 defines fair value, establishes a framework for measuring fair value, and expands disclosures about fair value 
measurements. Topic 820 defines fair value as the price that would be received upon sale of an asset or paid upon transfer of a liability in an 
orderly transaction between market participants at the measurement date and in the principal or most advantageous market for that asset or 
liability. The fair value should be calculated based on assumptions that market participants would use in pricing the asset or liability, not on 
assumptions specific to the entity. In addition, the fair value of liabilities should include consideration of non-performance risk including the 
Company’s own credit risk. In addition to defining fair value, Topic 820 expands the disclosure requirements around fair value and establishes 
a fair value hierarchy for valuation inputs. The hierarchy prioritizes the inputs into three levels based on the extent to which inputs used in 
measuring fair value are observable in the market. Each fair value measurement is reported in one of the three levels which is determined by 
the lowest level input that is significant to the fair value measurement in its entirety. These levels are: Level 1 - inputs are based upon 
unadjusted quoted prices for identical instruments traded in active markets. Level 2 - inputs are based upon quoted prices for similar 
instruments in active markets, quoted prices for identical or similar instruments in markets that are not active, and model-based valuation 
techniques for which all significant assumptions are observable in the market or can be corroborated by observable market data for 
substantially the full term of the assets or liabilities. Level 3 - inputs are generally unobservable and typically reflect management's estimates of 
assumptions that market participants would use in pricing the asset or liability. The fair values are therefore determined using model-based 
techniques that include option pricing models, discounted cash flow models, and similar techniques.  
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Note 3.      Stock Based Compensation  
 
The Company’s Stock Option Plan is designed to provide incentives that will attract and retain individuals key to the success of the Company 
through direct or indirect ownership of the Company’s common stock. The plan provides for the granting of stock options, stock appreciation 
rights, restricted stock, stock awards, performance awards and bonus stock purchase awards. The terms and conditions of each award are 
determined by the Company’s Executive Committee, which is comprised of certain directors and officers of the Company. Under the plan, the 
Executive Committee may grant either qualified or nonqualified stock options with a term not to exceed ten years from the grant date and at an 
exercise price per share that the Executive Committee may determine (which in the case of incentive stock options may not be less than the fair 
market value of a share of the Company’s common stock on the date of the grant). The options generally vest over a four year period. The 
Company’s policy for attributing the value of graded vesting share based payments is on a straight line basis over the requisite service period 
for the entire award.  
 
As of March 31, 2010, the Company had issued and outstanding, 535,750 options which vest only when the Company files an annual report on 
Form 10-K showing annual revenue amount for the fiscal year of $250,000,000, and expire after five years. Currently, the Company has 
incurred no expense for these options because the occurrence of the vesting event is not probable. If the occurrence of this event becomes 
probable an expense will be recorded.  
 
A summary of the status of the Company’s stock option plan as of March 31, 2010 is presented below:  
 

 
There were no options granted during the first quarter of 2010.  
 
The activity with respect to non-vested options under the Company’s stock option plan was as follows:  
 

  

    
Number of 

Options      

Weighted 
Avg.  

Exercise  
Price    

Outstanding at January 1, 2010      1,617,773     $ 6.99   
Granted      -      -  
Exercised      -      -  
Forfeited      -    $ -  

                  
Outstanding at March 31, 2010      1,617,773     $ 6.99   

                  
Exercisable at March 31, 2010      1,082,023     $ 7.91   

  
7 



 

 
At March 31, 2010, there was zero total unrecognized compensation cost related to non-vested non-qualified stock option awards. The total fair 
value of options vested in the quarter ended March 31, 2010 was zero.  
 
Note 4.      Other Intangibles and Goodwill  
 
Intangibles and long-lived assets consisted of the following at March 31, 2010 and December 31, 2009:  
 

 
Amortization expense was $72,946 and $106,498 for the three months ended March 31, 2010 and 2009, respectively. Based on the Company’s 
amortizable intangible assets as of March 31, 2010, the Company expects related amortization expense for the remainder of 2010 and the two 
succeeding fiscal years to approximate $187,601, $194,091 and $40,450.  
 
Goodwill during the first quarter of 2010 was at $17,072,189. Recorded goodwill is not amortized and no impairment losses have been 
recognized during the three month period ended March 31, 2010. The Company performs its annual testing for impairment of goodwill as of 
October 1, after its annual forecasting process is completed.  
 

   

  

    
Number of 

Options      

Weighted  
Avg. Grant 
Date Fair  

Value    
Non-vested at January 1, 2010      550,750     $ 5.34   

Granted      -      -  
Vested      (15,000 )   $ 12.92   
Forfeited      -    $ -  

Non-vested at March 31, 2010      535,750     $ 5.13   

          March 31, 2010 (unaudited)      December 31, 2009    

    

Average  
Remaining  

Useful  
Life (in  
years)      

Gross  
Carrying  

Value      

Accumulated  
Amortization  

Amount      

Net  
Carrying  

Value      

Gross  
Carrying  

Value      

Accumulated  
Amortization  

Amount      

Net  
Carrying  

Value    
Customer Relationships      1.75       1,577,000       (1,210,734 )     366,266       1,577,000       (1,149,474 )     427,526   
                                                          
Non-compete Agreement      0.78       193,000       (169,127 )     23,873       193,000       (161,440 )     31,560   
                                                          
Trade Names      2.00       408,000       (255,997 )     152,003       408,000       (251,998 )     156,002   
Total            $ 2,178,000     $ (1,635,858 )   $ 542,142     $ 2,178,000     $ (1,562,912 )   $ 615,088   

Balance at January 1, 2010    $ 16,479,746   
Contingent consideration - DBA      582,443   
PSGoLive consideration      10,000   
          
Balance at March 31, 2010    $ 17,072,189   
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Per the original DBA agreement there was a provision for stock protection at the third anniversary of the closing date. The stock protection is 
calculated using the average closing price of a share of Zanett common stock as reported on NASDAQ for the three (3) consecutive trading 
days prior to the third anniversary of the closing date is less than the average closing price for a share of Zanett common stock as reported on 
NASDAQ for the three (3) consecutive trading days prior to the closing date, then an additional number of shares of Zanett common stock will 
be issued to the DBA equity holders equaling the price per share difference multiplied by the number of shares issued as the initial stock 
payment.  This was calculated to be $ 582,443 and is included in goodwill and in current liabilities as of March 31, 2010.  
 
Note 5.      Related Party Transactions  
 
On March 15, 2009, ZCS replaced two promissory notes, one for $1,500,000 and the other for $3,075,000, both entered into on December 30, 
2005 with Bruno Guazzoni, the uncle of Zanett’s Chief Executive Officer, Claudio Guazzoni, and the owner of approximately 27.8% of 
Zanett’s outstanding common stock (calculated as of March 26, 2010), with a combined promissory note for $4,575,000 having a maturity date 
of March 15, 2010.  Also on March 15, 2009, ZCS replaced an existing promissory note issued to Bruno Guazzoni in the aggregate principal 
amount of $750,000 with a new note with identical terms, except the maturity date which was extended from March 15, 2009 to March 15, 
2010.  These two new notes required quarterly payments of interest at the rate of eleven percent (11%) per annum.  
 
In March 2009, the Company extended the maturity date on a line of credit agreement with Bruno Guazzoni from March 15, 2009 to March 15, 
2010.  The maximum borrowings under this line of credit were $3,000,000 and the interest rate was prime plus two percent (2%).  As of 
December 31, 2009 this line had an outstanding balance of $1,327,000 with available borrowings of $1,673,000.  Interest expense attributed to 
this line of credit for the three months ended March 31, 2010 and 2009 was $17,421 and $13,483, respectively. The Company paid Mr. 
Guazzoni $0 and $13,805 of interest under this line of credit in 2010 and 2009, respectively. Mr. Guazzoni sold the line of credit and 
promissory notes to Rockport in a private transaction on February 28, 2010.  
 
In respect of all of the promissory notes described above, interest expense was $146,438 and $146,438 for the three months ended March 31, 
2010 and 2009, respectively.  In 2010 and 2009, the Company paid $0 and $146,438 to Mr. Guazzoni in respect of these promissory notes, 
respectively.  
 
Note 6.      Concentration of Credit Risk  
 
Financial instruments that potentially subject the Company to concentrations of credit risk primarily consist of cash and cash equivalents and 
trade accounts receivable.  The Company places its excess cash and cash equivalents primarily in commercial checking accounts and in money-
market instruments with institutions of high credit quality.  All of the Company's accounts receivable are unsecured.  The Company believes 
that any credit risk associated with its receivables is minimal due to the size and creditworthiness of its customers, which principally are large 
domestic corporations.  Receivables are stated at estimated net realizable value, which approximates fair value.  
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For the three months ended March 31, 2010, the Company had one customer that accounted for 8% of total revenue. For the three months 
ended March 31, 2009, the Company had a different customer that accounted for 10% of total revenue.  
 
In May 2009, two customers of the Company filed for bankruptcy protection under Chapter 11 of the United States Bankruptcy Code.  For the 
quarter ended March 31, 2009, these customers accounted for $98,038 of total revenue, and as of the end of the first quarter of 2010, the two 
customers accounted for approximately 4% of accounts receivable.  
 

 
Notes payable, a revolving credit facility, a line of credit and subordinated debt arrangements comprise all of the Company’s outstanding debt 
at March 31, 2010 and are as follows:  
 
Convertible Subordinated Note  
 
On March 31, 2010, the Company exchanged the line of credit and promissory notes previously held by Bruno Guazzoni and sold to Rockport 
in a private transaction on February 28, 2010 (as described in Note 5) for a new note convertible into shares of the Company’s common stock 
at any time following stockholder approval of the transaction at the option of the noteholder (provided, however, that without stockholder 
approval of the transaction, the note may not be converted into more than 19.99% of the common stock outstanding before the issuance of the 
convertible note). The note has a principal amount of $7,131,983 and bears interest at a rate of 7.95% per annum, payable quarterly in arrears 
through March 31, 2015. The conversion rate is initially equal to the closing bid price immediately preceding the closing date ($1.99). 
Rockport may, at its option, reset the conversion price once per calendar year to the greater of (a) the average of the closing price of the 
Company’s common stock during the preceding 20 consecutive trading day period and (b) $0.10. The conversion price is also subject to 
adjustment in the event of dilutive issuances by the Company or the Company’s issuance of options, warrants or other rights to purchase the 
Company’s common stock or convertible securities (subject to certain exceptions, including the grant of options to purchase common stock to 
employees, officers, directors or consultants of the Company). In addition, the noteholder has the right to vote on all matters to which holders 
of the Company’s common stock are entitled to vote, on an as-converted basis using the closing bid price immediately preceding the closing 
date as the conversion rate, although this voting right does not become effective until the Company’s stockholders approve the terms of the 
convertible subordinated note that provide for the potential issuance of more than 19.99% of the Company’s common stock (on a pre-
transaction basis) upon conversion of the convertible subordinated note by Rockport and grant this voting power to the noteholder. Pursuant to 
the terms of the convertible subordinated note, effective upon such stockholder approval, Rockport would have the right to vote approximately 
28% of the Company’s common stock; however, Rockport has entered into a voting agreement with the Company’s Chief Executive Officer, 
Claudio Guazzoni, pursuant to which it has appointed Mr. Guazzoni as its proxy to vote on Rockport’s behalf in all matters to which 
stockholders are entitled to vote beginning upon such stockholder approval and continuing for the term of the note.  
 

  

Note 7.  Notes Payable, Revolving Credit Facility and Subordinated Debt Arrangements  
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Revolving Credit Facility  
 
On December 31, 2006 the Company entered into a revolving credit facility with LaSalle, which facility is now with Bank of America, N.A., as 
successor-by-merger to LaSalle.  The agreement was amended on May 31, 2007, November 14, 2007, March 18, 2008, January 22, 2009 and 
December 21, 2009.  As amended, the available line of credit is based on 80% of eligible accounts receivable up to a maximum of 
$6,000,000.  Loans under the revolving credit facility bear interest at a rate per annum equal to the greatest of (a) the prime rate, (b) the federal 
funds rate plus 0.5% or (c) the 30-day LIBOR rate plus 1.0%, in each case plus 3.0% per annum.  In addition to the credit facility, the bank 
provides the Company with treasury and cash management services.  The facility is secured by a first priority lien on all of the Company’s 
assets. In addition to the interest charges there is an Unused Line Fee of 1/2% per annum, payable monthly. Fees paid to the bank and attorneys 
were $178,825. These fees were classified as other assets in our balance sheet and amortized over the life of the loan. The credit facility terms 
require the Company to meet certain financial covenants, including a fixed charge coverage ratio of 1.25 to 1.0, a maximum senior debt ratio of 
2.5 to 1.0, maintenance of minimum net availability of $500,000 at all times, and excess cash flow of not less than $0 at all times, tested 
quarterly.  The Company was not in compliance with these covenants as of March 31, 2010. As amended, the credit facility matures on June 
21, 2010.  
 
The Company had borrowings under its revolving line of credit of $3,350,982 to Bank of America as of March 31, 2010, which is reflected as a 
current liability on the balance sheet.  Borrowing available under the revolving line of credit was $954,986 as of March 31, 2010.  
 
The Company is currently in discussion to replace or refinance its revolving credit facility.  
 
Line of Credit  
 
In February 2007, the Company entered into a line of credit agreement with Bruno Guazzoni in the amount of $3,000,000. This line was 
available for working capital requirements and is unrestricted. The interest rate on the line of credit is prime plus two percent (2%). In March 
2009, the Company extended the maturity of the line of credit to March 15, 2010. Mr. Guazzoni sold the line of credit and promissory notes to 
Rockport in a private transaction on February 28, 2010, as described in Note 5, and the Company exchanged the line of credit for a convertible 
note due March 14, 2015, as discussed above under the heading “Convertible Note.”  
 
Renewable unsecured subordinated debt  
 
In December 2004, the Company filed a public offering of up to $50,000,000 of Renewable Unsecured Subordinated Notes that was declared 
effective in February 2005. Through March 31, 2010, the Company has issued $2,198,204 in renewable unsecured subordinated notes net of 
redemptions. The Company had no gains or losses or redemptions during the quarters ended March 31, 2010 and 2009. The table below 
presents the Company’s outstanding notes payable as of March 31, 2010:  
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The Company recognized interest expense on the above mentioned unsecured subordinated notes during the first quarters of 2010 and 2009 in 
the amounts of $77,863 and $77,169, respectively.  
 
Note 8.      Recent Accounting Pronouncements  
 
In September 2009, the FASB issued ASU 2009-11, “Certain Revenue Arrangements That Include Software Elements” (“ASU 2009-14”), 
which excludes tangible products containing software components and non-software components that function together to deliver the product’s 
essential functionality from the scope of Subtopic 985-605, “Revenue Recognition.” ASU 2009-14 is effective for periods beginning after 
December 15, 2009 with earlier adoption permitted. The adoption of ASU 2009-14 did not have a material impact on our consolidated financial 
statements.  
 
October 2009, the FASB issued ASU 2009-13 which supersedes certain guidance in ASC 605-25, “Revenue Recognition – Multiple Elements 
Arrangements”. This topic requires and entity to allocate arrangements consideration at the inception of an arrangement to all of its deliverable 
based on their relative selling prices. This topic is effective for annual reporting periods beginning after June 15, 2010. The Company is 
currently evaluating the impact that this topic will have on its consolidated financial statements.  
 

 
This report contains certain forward-looking statements and information relating to Zanett and its wholly-owned subsidiaries that are based on 
assumptions made by management and on information currently available. When used in this report, the words "anticipate,” "believe,” 
"estimate,” "expect,” "intend,” "plan," and similar expressions, as they relate to the Company or its management, are intended to identify 
forward-looking statements. These statements reflect management's current view of the Company concerning future events and are subject to 
certain risks, uncertainties and assumptions, including among many others: a further or prolonged general economic downturn; a further or 
prolonged downturn in the securities or credit markets; federal or state laws or regulations having an adverse effect on the Company; and other 
risks and uncertainties. Please see Item 1A of the Company’s Form 10-K, as amended, for the year ended December 31, 2009 for a discussion 
of important risk factors that relate to the forward looking statements in this report.  Should any of these risks or uncertainties materialize, or 
should underlying assumptions prove incorrect, actual results may vary materially from those described in this report as anticipated, estimated 
or expected.  
 

  

    (Unaudited)          

    
Original  

Term    
Principal  
Amount      Percentage      

Weighted  
Average  

Interest  Rate   
Renewable unsecured    3 months   $ 50,946       2.32 %     7.70 % 

subordinated notes    6 months     31,619       1.44 %     8.61 % 
    1 year     571,233       25.99 %     11.60 % 
    2 years     648,088       29.48 %     12.88 % 
    3 years     747,222       33.98 %     13.69 % 
    4 years     43,500       1.98 %     14.92 % 
    5 years     28,096       1.28 %     11.33 % 
    10 years     77,500       3.53 %     8.77 % 
Total        $ 2,198,204       100.00 %     12.52 % 
Less current portion of notes payable          (1,222,226 )                 
Long-term portion          975,978                   

Item 2 -  Management's Discussion and Analysis of Financial Condition and Results of Operations  
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The following discussion should be read in conjunction with Zanett's audited Consolidated Financial Statements and related Notes thereto 
included in its Annual Report on Form 10-K, as amended, for the year ended December 31, 2009 as filed with the SEC.  
 
Overview  
 
Zanett is an information technology ("IT") company that provides customized, mission-critical IT solutions to Fortune 500 corporations and 
mid-market companies. Our overarching mission is to provide custom solutions that exceed client expectations, are delivered on time and 
within budget, and achieve superior results.  
 
Results of Operations  
 
Three months ended March 31, 2010 versus 2009  
 
In the first quarter ended March 31, 2010, we generated revenues of $10,699,921, a decrease of $259,935 or 2% from the $10,959,853 
generated in the first quarter of 2009. This decrease in revenue was attributable primarily to the delay in starting some of our significant 
contracts which we signed in the fourth quarter of 2009 or early in 2010.  These projects have  started later in January and February then was 
initially projected.  
 
Cost of revenue increased in the three months ended March 31, 2010 compared to the same period in 2009, primarily as a result of paid 
resources prepared to start projects but that were not utilized until later in the first quarter of 2010, as described above.  This resulted in a 
$219,124 increase in cost of revenue in the three months ended March 31, 2010 as compared to the first quarter of 2009.   
 
Our selling and marketing expense was $1,365,643 for the quarter ended March 31, 2010, as compared with $1,618,774 during the quarter 
ended March 31, 2009.  This decrease resulted from bad debt expense for the quarter ended March 31, 2010 of $0 compared to $336,668 for 
the same period in 2009, primarily relating to accounts receivable for two customers that filed for protection under Chapter 11 of the United 
States Bankruptcy Code.  In addition to the decrease in bad debt expense we continue to invest in our marketing activities; this investment rose 
slightly in the first quarter of 2010 compared to the first quarter of 2009.  
 
General and administrative expenses for the first quarter of 2010 were $1,485,317 as compared to $1,886,528 in the first quarter of 2009, 
representing a decrease of $401,211, or 21%. In the first quarter of 2010 there was no expense for stock based compensation for employees and 
contractors as compared to over $155,000 for the comparable period in 2009.  In addition, reduced expenses in several other office related areas 
such as rent and IT infrastructure also contributed to the overall reduction in general and administrative expenses during the first quarter of 
2010.  
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For the reasons discussed above, our operating loss in the first quarter of 2010 was $18,299, compared to our operating loss of $193,585 in the 
comparable prior year period.  
    
Net interest expense increased $10,205, or 3%, to $337,693 in the quarter ended March 31, 2010 from $327,488 in the quarter ended March 31, 
2009. This resulted from an increase in working capital borrowings.  
 
On a consolidated basis, the effect of the decreases in revenue, selling and marketing expense, general and administrative expense, stock-based 
compensation expense, and an increase in net interest expense discussed above resulted in a loss from continuing operations before income 
taxes of $355,992 for the quarter ended March 31, 2010 compared to a loss from continuing operations of $521,073 for the comparable period 
last year.  
 
Based upon the accounting principles described in the paragraph below, in the three months ended March 31, 2010 we recorded an income tax 
provision of $25,000 compared to an income tax provision of $34,136 for the same three month period in 2009.  
 
Deferred income tax assets and liabilities are recognized based on the expected future tax consequences attributable to differences between the 
financial statement carrying amounts of existing assets and liabilities and their respective tax bases, as measured by tax rates that are expected 
to be in effect in the periods when the deferred tax assets and liabilities are expected to be realized or settled. We also assess the likelihood of 
the realization of deferred tax assets and adjusts the carrying amount of these deferred tax assets by a valuation allowance to the extent we 
believe it more likely than not that all or a portion of the deferred tax assets will not be realized. Many factors are considered when assessing 
the likelihood of future realization of deferred tax assets, including recent earnings results, expectations of future taxable income, the 
carryforward periods available and other relevant factors. Changes in the required valuation allowance are recorded in income in the period 
such determination is made. Changes in estimates may create volatility in our effective tax rate in future periods for various reasons including 
changes in tax laws or rates, changes in forecasted amounts and mix of pretax income (loss), settlements with various tax authorities, either 
favorable or unfavorable, the expiration of the statute of limitations on some tax positions and obtaining new information about particular tax 
positions that may cause management to change its estimates. It is our policy to recognize the impact of an uncertain income tax position on 
our income tax return at the largest amount that is more likely than not to be sustained upon audit by the relevant taxing authority. An uncertain 
income tax position will not be recognized if it has less than a 50.0% likelihood of being sustained. The tax provisions are analyzed 
periodically (at least quarterly) and adjustments are made as events occur that warrant adjustments to those provisions. We record interest 
expense and penalties payable to relevant tax authorities as income tax expense.  
 
As a result of the above, for the quarter ended March 31, 2010, we reported net loss of $380,992 compared to net income of $332,291 for the 
quarter ended March 31, 2009. We recorded a $887,500 gain on the sale of PDI in the quarter ended March 31, 2009, which resulted in positive 
net income for that period.  
 
Summary of Critical Accounting Policies; Significant Judgments and Estimates  
 
There were no changes to our critical accounting policies, which are described in our Annual Report on Form 10-K, as amended for the year 
ended December 31, 2009 during the first three months of 2010.  Items incorporated in the Company's financial statements that required the 
significant use of management estimates include the allowance for doubtful accounts, revenue recognition, stock based compensation, purchase 
accounting and the evaluation of the carrying value of goodwill.  
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Liquidity and Capital Resources  
 
At March 31, 2010 we had cash and cash equivalents of $71,483, representing a decrease of $109,115 from the December 31, 2009 year-end 
balance of $180,598.  
 
Cash provided by operating activities was $923,342 for the three months ended March 31, 2010 compared to cash used in operating activities 
of $933,323 for the same period in 2009.  The cash provided by operating activities of $923,342 for the three months ended March 31, 2010 
was primarily due to an increase in accounts payable, which was partially offset by an increase in unbilled revenue and prepaid expenses.  
 
Cash used in investing activities was $154,923 for the quarter ended March 31, 2010 compared to cash provided by investing activities of 
$540,834 for the corresponding period in 2009. The 2009 inflow primarily reflected proceeds of $720,833 from the PDI disposition. In 2010 
we had additions to property and equipment of $107,423 as well as $47,500 of contingent consideration payments in the first quarter of 2010, 
as compared to $128,070 and $72,644, respectively, paid in the first quarter of 2009.  
 
Cash used in financing activities for the three months ended March 31, 2010 was $877,534 versus $4,844 for the same period in 2009. This 
difference results from the repayment of borrowings of approximately $850,000 in the first quarter of 2010.  
 
In March 2008 the Company sold all of the issued and outstanding common stock of PDI for cash to KOR Electronics. This transaction 
resulted in a cash payment of $8.7 million with a holdback amount of $875,000 that was paid to the Company on March 17, 2009. With the 
proceeds from this transaction, the Company repaid in full promissory notes in an aggregate principal amount of $3,000,000 owing to Bruno 
Guazzoni (described below) and approximately $5,000,000 of short term debt.  
 
On December 31, 2006 we entered into a revolving credit facility with LaSalle. The agreement was amended on May 31, 2007 and November 
14, 2007. As amended, the available line of credit was based on 80% of eligible accounts receivable up to a maximum of $8 million. The line 
of credit with LaSalle was further amended on March 18, 2008 at the time of the sale of PDI. The Company paid down $5,700,000 of the 
outstanding balance on the line of credit at the time of the amendment.  
 
On January 22, 2009, the Company and ZCS entered into a Fifth Amendment and Modification to Loan and Security Agreement and Other 
Loan Documents with Bank of America, N.A., as successor-by-merger to LaSalle. The amendment increased the maximum revolving loan 
limit to $6 million from $5 million and modified the fixed charge coverage ratio test required by the loan agreement. As amended, the loan 
agreement requires the borrowers to maintain a fixed charge coverage ratio of not less than 1.25 to 1.0 for the twelve month period ended on 
December 31, 2008 and each twelve month period ending on the last day of each fiscal quarter thereafter. In addition, the loan agreement also 
waived the EBITDA covenant for the November 2008 calendar month and terminates the EBITDA covenant as of the date of the amendment. 
Further, the amendment raised the face amount of the borrowers’ eligible accounts receivable from 60% to 80%. At March 31, 2010, the 
outstanding loan balance was $3,550,982 with available borrowings of $954,986 . The credit facility matures on June 21, 2010.  
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The Company is currently in discussions to replace or refinance the Bank of America credit facility.  
 
Notes  
 
The Company had a line of credit agreement with Bruno Guazzoni in the amount of $3,000,000.  The interest rate on the line of credit was 
prime plus two percent 2%.  This line was available for working capital requirements and was unrestricted.  The line had a maturity date of 
March 15, 2010. The line of credit was sold by Bruno Guazzoni to Rockport on February 28, 2010 in a private transaction and later exchanged 
for a convertible note, in each case as described below.  
 
On February 21, 2007, ZCS entered into a new, unsecured promissory note in an aggregate principal amount of $750,000, with Bruno 
Guazzoni. This note had a maturity date of March 15, 2010 (extended from February 21, 2009) and required quarterly payments of interest at 
the rate of eleven percent (11%) per annum. Principal was repayable at maturity. The note could be pre-paid without penalty. The proceeds of 
this note were used to fund the cash portion of consideration paid at closing for the acquisition of DBA. This was sold February 28, 2010 in 
connection with the Rockport Investment, Ltd. transaction discussed below.  
 
On March 15, 2009, ZCS replaced two promissory notes, one for $1,500,000 and the other for $3,075,000, both entered into on December 30, 
2005 with Bruno Guazzoni, with a combined promissory note for $4,575,000 having a maturity date of March 15, 2010. This new note required 
quarterly payments of interest at the rate of eleven percent (11%) per annum. Principal was repayable at maturity. The note could be prepaid 
without penalty. This was sold February 28, 2010 in connection with the Rockport Investment, Ltd. transaction discussed below.  
 
On February 28, 2010, Mr. Guazzoni sold the line of credit and the promissory notes issued by ZCS to Rockport in a private transaction.  On 
March 31, 2010 we exchanged the debt held by Rockport for a new note convertible into shares of our common stock at any time following 
stockholder approval of the transaction at the option of the noteholder (provided, however, that without stockholder approval of the transaction, 
the note may not be converted into more than 19.99% of the common stock outstanding before the issuance of the convertible note).  The note 
has a principal amount of $7,131,983 and bears interest at a rate of 7.95% per annum, payable quarterly in arrears.  
 
Because of our net loss from continuing operations in 2009 and the first quarter of 2010, our working capital deficit, the current maturity date 
of our revolving credit facility, and our limited access to additional borrowings under these financing arrangements, there is substantial doubt 
about our ability to continue as a going concern.  The accompanying condensed consolidated financial statements do not include any 
adjustments relating to the recoverability of the carrying amount of recorded assets or the amount of liabilities that might result should the 
Company be unable to continue as a going concern.  
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Management will continue to monitor the Company’s cash position carefully and evaluate its future operating cash requirements with respect to 
its strategy, business objectives and performance.  However, due to the scheduled debt maturities discussed above, the Company will require 
additional capital or other sources of financing in order to meet its commitments. If necessary we will explore other opportunities that may be 
available to maximize the Company’s value for its stock holders, including strategic transactions. As a result of tightening of the credit markets 
and volatility in the equity markets, it may be difficult for us to secure such additional liquidity sources on favorable terms or at all.  If we 
cannot secure additional funding, we will be unable to finance our acquisition strategy and/or continue our organic growth, and we may need to 
reduce the scope of our existing operations and/or curtail some of our present operations.  
 
To minimize cash outlays, we have compensated employees with equity incentives where possible. We believe this strategy provides us with 
the ability to increase stockholder value as well as utilize cash resources more effectively. The issuance of equity securities under the stock plan 
may, however, result in dilution to existing stockholders.  
 
Our Board of Directors also reauthorized a stock repurchase plan effective March 21, 2008 that allows us to repurchase up to 4,000,000 shares 
of our common stock from time to time in open market transactions.  As a result of the plan, through March 31, 2010, we have repurchased a 
total of 14,915 shares of common stock.  These shares are reflected as treasury stock on the balance sheet. In the quarters ended March 31, 
2010 and 2009, no shares were repurchased.  
   
Recent Accounting Pronouncements  
 
See Note 8 to the Condensed Consolidated Financial Statements included elsewhere in this report for a full description of recent accounting 
pronouncements, including the expected dates of adoption and estimated effects on our consolidated financial statements, which is incorporated 
herein by reference.  
   
Item 4 - Controls and Procedures  
 
The Company carried out, under the supervision and with the participation of the Company’s management, including the Chief Executive 
Officer and Chief Financial Officer, an evaluation of the effectiveness of the design and operation of its disclosure controls and procedures (as 
defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended (the “Securities Exchange Act”) as of the 
end of the quarter covered by this quarterly report.  Disclosure controls and procedures include, without limitation, controls and procedures 
designed to ensure that information required to be disclosed by the Company in the reports that it files or submits under the Securities 
Exchange Act is accumulated and communicated to management, including its Chief Executive Officer and Chief Financial Officer as 
appropriate to allow timely decisions regarding required disclosure.  Based on this evaluation, the Chief Executive Officer and Chief Financial 
Officer concluded that, as of March 31, 2010, the design and operation of the Company’s disclosure controls and procedures were effective.  
 
During the first fiscal quarter covered by this quarterly report, there have been no changes in the Company’s internal control over financial 
reporting that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.  
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PART II   OTHER INFORMATION  
 

   

   

   

  

Item 6 –  Exhibits  

3.1(1)  Certificate of Incorporation  
3.2(2)  Bylaws  
31.1(3)  Certification of the Chief Executive Officer pursuant to Rule 13a 14(a)/15d-14(a)  
31.2(3)  Certification of the Chief Financial Officer pursuant to Rule 13a 14(a)/15d(a)  
32.1(4)  Certification by the Chief Executive Officer pursuant to 18 U.S.C. Section 1350, as adopted by Section 906 of the Sarbanes-Oxley Act 

of 2002  
32.2(4)  Certification by the Chief Financial Officer pursuant to 18 U.S.C. Section 1350, as adopted by Section 906 of the Sarbanes-Oxley Act 

of 2002  

(1)  Incorporated by reference to the Company’s Quarterly Report on Form 10-Q for the quarter ended June 30, 2009.  
(2)  Incorporated by reference to the Company’s Annual Report on Form 10-K for the year ended December 31, 2009.  
(3)  Filed herewith.  
(4)  Furnished herewith.  
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SIGNATURES  

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the 
undersigned thereunto duly authorized.  
 

   

  

  ZANETT, INC.  
    
Dated: May 17, 2010  /s/ Claudio M. Guazzoni  
  Claudio M. Guazzoni, Chairman and Chief  
    Executive Officer (Principal Executive  
    Officer)  
    
Dated: May 17, 2010  /s/ Dennis J. Harkins  
  Dennis J. Harkins, President and Chief  
    Financial Officer (Principal Accounting and  
    Financial Officer)  
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Exhibit 31.1  
 

CERTIFICATION  
 
I, Claudio Guazzoni, certify that:  
 

 

 

 

 

 

 

 

 

1.  I have reviewed this quarterly report on Form 10-Q of Zanett, Inc.;  

2.  Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this quarterly report;  

3.  Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in 
this quarterly report;  

4.  The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal controls over financial reporting (as defined in Exchange Act 
Rules 13a-15(f) and 15d-15(f)) for the registrant and have;  

   a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known 
to us by others within those entities, particularly during the period in which this quarterly report is being prepared;  

   b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles;  

   c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this quarterly report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report 
based on such evaluation; and  

   d)  Disclosed in this quarterly report any change in the registrant’s  internal control over financial reporting that occurred during 
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s 
internal control over financial reporting; and  

  
  



   

 

 

   
Date:  May 17, 2010  
 

   

  

5.  The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent 
functions):  

   a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which 
are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; 
and  

   b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting.  

/s/ Claudio M. Guazzoni  
Claudio M. Guazzoni  
Chairman and Chief Executive Officer  
(Principal Executive Officer)  

  
  

  



 
Exhibit 31.2  
 

CERTIFICATION  
 
I, Dennis J. Harkins, certify that:  
 

 

 

 

 

 

   

 

 

1.  I have reviewed this quarterly report on Form 10-Q of Zanett, Inc.;  

2.  Based on my knowledge, this quarterly report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading with 
respect to the period covered by this quarterly report;  

3.  Based on my knowledge, the financial statements, and other financial information included in this quarterly report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods presented in 
this quarterly report;  

4.  The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as 
defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal controls over financial reporting (as defined in Exchange Act 
Rules 13a-15(f) and 15d-15(f)) for the registrant and have;  

   a)  Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our 
supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is made known 
to us by others within those entities, particularly during the period in which this quarterly report is being prepared;  

   b)  Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed 
under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of 
financial statements for external purposes in accordance with generally accepted accounting principles;  

   c)  Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this quarterly report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report 
based on such evaluation; and  

   d)  Disclosed in this quarterly report any change in the registrant’s  internal control over financial reporting that occurred during 
the registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the registrant’s 
internal control over financial reporting; and  

  
  



   

 

 

   
Date:  May 17, 2010  
 

   

  

5.  The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial 
reporting, to the registrant’s auditors and the audit committee of registrant’s board of directors (or persons performing the equivalent 
functions):  

   a)  All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which 
are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; 
and  

   b)  Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s 
internal control over financial reporting.  

/s/ Dennis J. Harkins  
Dennis J. Harkins  
President and Chief Financial Officer  
(Principal Financial Officer)  

  
  

  



 
EXHIBIT 32.1  
 
Certification Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of Sarbanes-Oxley Act of 2002  
 
I, Claudio M. Guazzoni, Chief Executive Officer of Zanett, Inc. (the ”Company”), hereby certify, pursuant to 18 U.S.C. Section 1350, as 
adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Form 10-Q of the Company, for the quarterly period ended March 
31, 2010 (“the Company Form 10-Q”),fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 
(15 U.S.C. 78m or 78 o(d)) and information contained in the Company Form 10-Q fairly presents, in all material respects, the financial 
condition and results of operations of the Company.  
   

   

/s/ Claudio M. Guazzoni    May 17, 2010  
Claudio M. Guazzoni – Chairman    Date  
and Chief Executive Officer        

  
  

  



 
EXHIBIT 32.2  
 
Certification Pursuant to 18 U.S.C. Section 1350 as Adopted Pursuant to Section 906 of Sarbanes-Oxley Act of 2002  
 
I, Dennis Harkins, Chief Financial Officer of Zanett, Inc. (the ”Company”), hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that the Form 10-Q of the Company, for the quarterly period ended March 31, 
2010 (“the Company Form 10-Q”),fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934 (15 
U.S.C. 78m or 78 o(d)) and information contained in the Company Form 10-Q fairly presents, in all material respects, the financial condition 
and results of operations of the Company.  
Financial Statement Certification by the Chief Financial Officer  
   

   

/s/ Dennis J. Harkins    May 17, 2010  
Dennis J. Harkins – President and    Date  
Chief Financial Officer        

  
  

  


