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OATH OR AFFIRMATION

Donald M. Leonard

__, swear (or affirm) that, to the
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Leonard & Company ‘

as of
December 31 2001

, 19 are true and correct. I further swear (or affirm) that neither the company

noranyparmer propnaor. principal ofﬁwordmorhasanypropnetzry:mmm any account classified soley as that of
a customer, except as follows:

NONE
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' President

Notary Public

BRANISLAV D. MILOSEVIC
Notary Public, Macomb County, M
My Commission Expires 08/08/2003
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(a) Facing page.
(b) Statement of Financial Condirion.
(c) Statement of Income (Loss).

. (d) Statement of Changes in Financial Condmcm

(¢) Statement of Changes in Stockholders’ qutyorPannexs orSolerpnctorsCapnaL
(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
() Computation of Net Capital

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

- () Information Relating to the Possession or control Requirements Under Rule 15c3-3.

() A Reconciliation, including appropriate expianation, of the Computation of Net Capital Under Ruie 15c3-landtbe
Compuration for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) AReeoncihanonbetwemtheaudnedmdtmandnedSmununsomemalCondmonwuhmpectmmahodsofmn.
" solidation.

o AnOathorAfﬁmanon
(m) A copy of the SIPC Supplemental Report.

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.

X) (o) Independent Auditor's Report on Internal‘Accounting Control.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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INDEPENDENT AUDITCRS' REPORT

Board of Directors and Stockholder
Lecnard & Company

We have audited the accompanying balance sheets of Leonard &
Company as of December 31, 2001 and 2000 and the related statements of
stockholder's equity, operations and cash flows for the years then
ended. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on
these financial statements based on our audits.

We conducted our audits in accordance with auditing standazrds
generally accepted in the United States of America. Those standards
require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits
provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the financial position of
Leonard & Company as of December 31, 2001 and 2000 and the results of
its operations and its cash flows for the years then ended in

conformity with accounting principles generally accepted in the United
States of America.

Our audits were made for the purpose of forming an opinion on the
basic financial statements taken as a whole. The information contained
in the supporting schedules on pages 10 to 12 is presented for purposes
of additional analysis and is not a required part of the basic
financial statements, but is supplementary information required by Rule
17a-5 of the Securities and Exchange Commission. Such information has
been subjected to the auditing procedures applied in the examination of
the basic financial statements and, in our opinion, is fairly stated in
all material respects in relation to the basic financial statements
taken as a whole.

AN otz . £

February 27, 2002



LEONARD & COMPANY
BALANCE SHEET ‘
December 31, 2001 and 2000

ASSETS

2001 2000

Cash : : $ 135,896 $ 450,833
Securities owned at market value: .

Money market funds . v - 7,020
Accounts receivable:

Brokers, dealers and clearing organization 346,503 500,012

Deposits - clearing organizations 75,090 93,900

Amounts due from salesmen 9,072 -
Bmount due from parent company (Note 5) 600, 000 -
Prepaid expenses 2,249 -

$1,168,810

$1,051,765

LIABILITIES AND STOCKHOLDER'S EQUITY

Accounts payable:

Commissions due sales representatives $ 377,914 $ 733,580
Other - - 12,947
Note Payable - Regulatory Agency (Note &) 9,375 -
Total liabilities 387,289 746,527
Stockholder's equity:
' Preferred Stock, par value $100 per share,
60,000 shares authorized; issued
5,850 shares (Note 4) 585,000 -
Common stock, no par value; 60,000 shares
authorized; issued 10,000 shares 43,000 43,000
Paid in capital 325,000 300,000
Retained earnings (deficit). (171,479) (37,762)
 Total stockholder's equity 781,521 305,238
$1,168,810 $1,051,765

See accompanying notes.
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LEONARD & COMPANY
STATEMENT OF STOCKHOLDER'S EQUITY
For the years ended December 31, 2001 and 2000

Retained Stock-
Preferred Common Paid in earnings holder’s
Stock Stock Capital (deficit) equity
Balance, ,
December 31, 1999 S - $43,000 $172,579 $ (27,716) $187, 863
Net loss for
the year ended
December 31, 2000 (10, 046) (10,04¢;
Contribution of
capital from
Parent Company 127,421 127,421
Balance, o
December 31, 2000 $ - $43,000 $300,000 $ (37,762) $305,238
Net (loss) for
the year ended
December 31, 2001 (133,717) (133,717
Contribution of
capital from
Parent Company 25,000 25,00¢C
Sale of 5,850 shares
of Series A
Preferred Stock .
(Note 4) 585,000 585, 000
Balance,

December 31, 2001 $585,000 $43,000 $325,000 $(171,479) $781,521

See accompanying notes.



LEONARD & COMPANY
STATEMENT OF OPERATIONS
For the years ended December 31, 2001 and 2000

2001 2000
Income: , .
Commissions and fees $4,888,757 $6,789,105
Interest 136,609 35,207
Total income 5,025,366 6,824,312
Commissions and clearing charges: ‘
Commissions paid sales representatives 3,385,534 4,954,284
Clearing charges 359,236 374,287
Total commissions and clearing
charges 3,744,770 5,328,571
Gross profit from operations _ 1,280,596 "1,495,741
Selling, general and administrative :
expenses 1,414,313 1,505,787
Income (loss) before provision for taxes (133,717) (10, 040)
Provision for taxes:
Federal income taxes (Note 2) - -
Michigan Single Business Taxes - -
Total provision for taxes - -
Net income (loss) ‘ S (133,717) $ (10,046)

See accompanying notes.



LEONARD & COMPANY
STATEMENT OF CASH FLOWS
For the years ended December 31, 2001 and 2000

2001

2000
Increase (decrease) in cash:

Cash flows from operating activities: _ :
Commissions and fees received 55,042,266 $6,929,841
Interest income 136,519 35,207
Commissions paid sales representatives (3,750,272) {5,075,285)
Clearing charges (359,236) (374,287)
Selling, general and administrative

expenses paid : (1,420,134) (1,492,953)
Federal and State taxes paid - (3,500)
Deposits 18,900 (43,900)

Net cash provided by (used in)
operating activities (331,957) (24,877)
Cash flows from investing activities:
Advances to Parent Company (600,000) -
Net cash (used in)
investing activities (600,000) -
Cash flows from financing activities:
Paid in capital received from
Parent Company 25,000 127,421
Proceeds from Sale of Preferred Stock 585,000 -
Net cash provided by financing
activities , 610,000 127,421
‘Net increase (decrease) in cash and cash
equivalents (321,957) 102,544
Cash and cash equivalents at beginning of year 457,853 355,309
Cash and cash equivalents at end of year $ 135,896 $ 457,853

See accompanying notes.
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LEONARD & COMPANY
STATEMENT OF CASH FLOWS
For the years ended December 31, 2001 and 2000
{continued)

2001 2000
Reconciliation of net income (loss) to net
cash provided by operating activities:
Net (loss) $(133,717) $ (10,046)
Adjustments to reconcile net income (locss)
to net cash provided by (used in)
operating activities:
{Increase) decrease in:
Accounts receivable - brokers,
dealers, clearing organization and
salesmen 144,437 140,736
Prepaid expenses ‘ (2,249) 7
Deposits , 18,810 {43,900)
Increase (decrease) in:
Accounts payable - commissions due :
sales representatives (355,666) (121,001)
Accounts payable - other ‘ (12,947) 12,827
Note payable - Regulatory Agency 9,375 -
Federal and Michigan Single Business
taxes payable : - (3,500)
Total adjustments - (198,240) (14,831)
Net cash (used in) operating activities (331,957) S (24,877)

Disclosure of accounting policy: :
For purposes of the statement of cash flows, the company considers
securities owned as cash equivalents.

See accompanying notes.




LEONARD & COMPANY
NOTES TO FINANCIAL STATEMENTS
December 31, 2001 and 2000

Organization

Leonard Financial Corporation, doing business as Leonard &
Company, a securities broker-dealer, is a whelly owned subsidiary
of Donald M. Lecnard Investment Company, (the Parent Company).
See Note 5 for related transactions with the Parent Company.

Summary of significant accountinq policies

Securities transactions

Securities transactions and related commission income and
expenses are dgenerally recorded on a trade date basis.

Estimates

The preparation of financial statements in conformity with
generally accepted accounting principles requires management to
make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could
differ from those estimates.

Financial instruments with off-balance-sheet risk

In the normal course ¢f business, the Company's activities
involve the execution, settlement and financing of varicus
"securities transactions. These activities may expose the Company
to off-balance-sheet risk in the event the other party to the
transaction is unable to fulfill its contractual obligation.

Federal income taxes

The Company and its Parent file separate income tax returns.

The Company has available a net operating loss carryforward

of approximately $177,000 to offset against future taxable
income.




LEONARD & COMPANY
NOTES TC FINANCIAL STATEMENTS
December 31, 2001 and 2000
(Continued)

Net capital requirements

The Company is subject to the Securities and Exchange
Commission's Uniform Net Capital Rule (Rule 15c3~1). Based on
the provisions of this rule, the Company must maintain net
capital equivalent to the greater of $5,000 or 1/15 of aggregate
indebtedness, as defined.

At December 31, 2001, the Company's net capital was $158,054
and its required net capital was $25,819. The ratio of aggregate
indebtedness to net capital (which may not exceed 15 to 1) was
2.45 to 1.

Preferred Stock

In September 2001, the Company amended their articles of
incorporation to authorize 60,000 Shares of preferred stock to be
issued in various series.

Subsequent to the amendment, the Board of Directors
authorized the sale of 10,000 shares cof $100 par value,
cumulative non-voting Series A preferred stock, at $100 per share
(totaling $1,000,000), paying dividends semi annually at a rate
of 15% per annum, commencing April 1, 2002.

The shares of Series A preferred stock are callable by the
- Company any time after twelve (12) months at $105 per share.
Shareholders may redeem their preferred stock at par value, $100
per share, on the redemption date of October 1 in any year on or
after October 1, 2002.

As of December 31, 2001, 5,850‘shares had been sold at $100
par value per share totaling $585,000.




LEONARD & COMPANY
NOTES TO FINANCIAL STATEMENTS
December 31, 2001 and 2000
(Continued)

Transactions with Parent Company

The Company and its Parent, Donald M. Lecnard Investment
Company operate under a management agreement whereby the. Parent
will pay all or a portion of the expenses of Leonard & Company
including, but not limited to, expenses such as rent, utilities,
insurance, legal fees, communications, general administration,
clerical costs and managerial salaries. The Parent Company will
charge the Company a management fee to cover these expenses and
services. Leonard & Company will pay its directly related
expenses including, but not limited to, commissions, licensing
and registration fees, banking fees, taxes and other outside
vendors with whom it contracts.

For the years ended December 31, 2001 and 2000, the Parent
Company charged Leonard & Company management fees of $1,345,701
and $1,376,264 respectively, which is included in Selling,
General and Administrative Expenses in the accompanying Statement
of Operations.

Also, during the years ended December 31, 2001 and 2000, the
Parent Company contributed to Leocnard & Company additional
capital in the amount of $25,000 and $127,421, respectively.

In addition, the Company has made advances to the Parent

during 2001. These advances resulted in a receivable from the
Parent as of December 31, 2001 in the amount of $600,000.

" Note Pavable - Requlatory Agency

The note payable Regulatory Agency in the amount of $9,375
at December 31, 2001 is due to the National Association of

Securities Dealers and 1s payable in monthly installments of $500
with interest at 7.75% per annum.

Contingencies

At December 31, 2001, the Company was involved in wvarious
arbitration proceedings with the National Association of
Securities Dealers regarding claims by individuals for losses on
investments. In the opinion of management these claims are
without merit and will be defended vigorously, but the outcome
cannot be predicted at this time.
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14,

.Excess net capital

LEONARD & COMPANY
COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
December 31, 2001

Total ownership equity

Deduct ownership equity not allowable for net capital

Total ownership equity qualified for net capital

Add:

A. Liabilities subordinated to claims of general
creditors allowable in computation of net capital

B. Other (deductions) or allowable credits

Total capital and allowable subordinated liabilities

Deduction and/or charges:

"A. Total non-allowable assets from Statement

of Financial Condition
B. Other deductions and/or charges

Other additions and/or allowable credits
Net capital before haircuts on securities positions

Haircuts on securities (computed, where applicable,
pursuant to Rule 15c3-1{f}>

C. Trading and investment securities:
Stocks:
"Haircut necessary to carry firm owned
securities -

Net capital

Minimum net capital requirement (6 2/3% of line 19)

Minimum dollar net capital requirement of reporting
broker or dealer
Net capital requirement (greater of line 11 or 12)

(line 10, less 13)

10

$ 781,521

781,521

781,521

(618,467)
(5,000)

158,054

158,054

25,818

5,000

25,819

132,235




LEONARD & COMPANY
COMPUTATION OF NET CAPITAL UNDER RULE 15c3-1
OF THE SECURITIES AND EXCHANGE COMMISSION
December 31, 2001
(Continued)

COMPUTATION OF AGGREGATE INDEBTEDNESS

16. Total liabilities from balance sheet ' $387,289
19. Total aggregate indebtedness | $387,289
20. Percentage of aggregate indebtedness to net capital , 245%

STATEMENT PURSUANT TO PARAGRAPH (D) (4)
_OF RULE 17A-5

Differences between this computation of net capital and the
corresponding computation prepared by Leonard & Company and included in
the Company’s unaudited Part IIA, FOCUS Report filing as of the same
date, consisted of the following:

-Excess per this computation $132,235

Differences due to:

Adjustment for excess deductible provision

of broker-dealer bond 972
Decrease to minimum net capital requirement

due to decrease in aggregate indebtness (880)
Decrease in haircut on securities owned | (1,529)

Net adjustments to accounts receivable, commissions
due sales representatives, prepaid expenses

and accounts payable : (581,921)
Net adjustments to non~allowable assets 568,861

Excess per the Company’s Part IIA, FOCUS Report $117, 738

11



LEONARD & COMPANY
COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
FOR BROKER-DEALER UNDER RULE 15¢3-3
December 31, 2001

Leonard & Company is exempt from the Computation for - }
Determination of Reserve Requirements for Broker-Dealers under Rule
15c3-3 of the Securities and‘Exchange Commissioh because of exemptioh
provided under Rule 15c3-3(k) (2) (B), as a brdker—dealer, "Who, as an
introducing broker-dealer, clears all transactions with and for

customers on a fully disclosed basis with a clearing broker-dealer...

12




LEONARD & COMPANY
FINANCIAL STATEMENTS
and
SUPPORTING SCHEDULES PURSUANT TO RULE 17a-5 OF THE
SECURITIES AND EXCHANGE COMMISSION
FOR THE YEAR. ENDED DECEMBER 31, 2001
with

REPORT OF CERTIFIED PUBLIC ACCOUNTANTS




LEONARD & COMPANY

SUPPLEMENTAL REPORT ON INTERNAL ACCOUNTING CONTROL
PURSUANT TO RULE 17a~5 OF THE
SECURITIES AND EXCHANGE COMMISSION

December 31, 2001




WILLIAM I. MINOLETTI & Co., P.C.
CERTIFIED PUBLIC ACCOUNTANTS
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Board of Directors and Stockholder
Leonard & Company

In planning and performing our audit of the financial
statements of Leonard & Company for the year ended December 31,
2001, we considered its internal control, including control
activities for safeguarding securities, in order to determine our
auditing procedures for the purpose of expressing our opinion on
the financial statements and not to provide assurance on internal
control.

Also, as required by Rule 17a-5(g) (1) of the Securities and
Exchange Commission (SEC), we made a study of the practices and
procedures (including tests of compliance with such practices and
procedures) followed by the Company in making the periodic
computations of aggregate indebtedness and net capital under Rule
17a-3(a) (11) and the procedures for determining compliance with
the exemptive provisions of Rule 15c¢c3-3. We reviewed the
procedures for determining the compliance with the exemptive
provisions of Rule 15c¢c3-3 and determined that the Company was in
compliance with the conditions of the exemption and no facts came
to our attention that indicated that such provisions had not been
complied with during the period. We did not review thé practices
and procedures followed by the Company in making the quarterly
securities examinations, counts, verifications and comparisons,
and the recordation of differences required by Rule 17a-13 or in
complying with the requirements for prompt payment for securities
under Section 8 of Regulation T of the Board of Governors of the
Federal Reserve System, because the Company does not carry
security accounts for customers or perform custodial functions
relating to customer securities.

The management of the Company is responsible for
establishing and maintaining a system of internal accounting
control and the practices and procedures referred to in the
preceding paragraph. In fulfilling this responsibility,
estimates and judgments by management are required to assess the
expected benefits and related costs of control procedures and of
the practices and procedures referred to in the preceding
paragraph and to assess whether those practices and procedures
can be expected to achieve the SEC’s above-mentioned objectives.
Two of the objectives of an internal control system and the




Board of Directors and Stockholder
Leonard & Company
Page two

practices and procedures are to provide management with
reascnable, but not absolute, assurance that assets for which the
Company has responsibility are safeguarded against loss from
unauthorized use or disposition, and that transactions are
executed in accordance with management's authorization and
recorded properly to permit the preparation of financial
statements in accordance with generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the
practices and procedures listed in the preceding paragraph.

Because of inherent limitations in internal control or the
practices and procedures referred to above, errors or
irregularities may nevertheless occur and not be detected. Also,
projection of any evaluation of them to future periods is subject
to the risk that they may become inadequate because of changes in
conditions or that the degree of compliance with them may
deteriorate.

Our consideration of internal control would not necessarily
disclose all matters in the internal control structure that might
be material weaknesses under standards established by the
American Institute of Certified Public Accountants. A material
weakness is a condition in which the design or operation of the
specific internal control structure elements does not reduce to a
relatively low level the risk that errors or irregularities in
amounts that would be material in relation to the financial
statements being audited may occur and not be detected within a
timely period by employees in the normal course of performing
their assigned functions. However, we noted no matters involving
the internal control structure, including procedures for
safeguarding securities, that we consider to be material
weaknesses as defined above.

We understand that practices and procedures that accomplish
the objectives referred to in the second paragraph of this report
are considered by the Commission to be adequate for its purposes
in accordance with the Securities and Exchange Act of 1934 and
related regulations, and that practices and procedures that do
not accomplish such objectives in all material respects indicate
a material inadequacy for such purposes. Based on this
understanding and on our study, we believe that the Company's
practices and procedures were adequate at December 31, 2001, to
meet the SEC's objectives.




Board of Directors and Stockholder
Leonard & Company
Page three

This report is intended solely for the information and use
of the Board of Directors, management, the’SEC, the National
Association of Securities Dealers and other regulatory agencies
which rely on Rule 17a-5(g) under the Securities Exchange Act of
1934 in their regulation of registered broker dealers, and is not
intended to be and should ncot be used by anyone other than these
specified parties. : ,

it W‘% p-c.

February 27, 2002




