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OATH OR AFFIRMATION

I, Da, v lgr ECLES , swear (or affirm) that, to the best of

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

'Pavaﬂ«gm Cabzﬁz/ U:S. ITnc. , as
of  J e /y 2/ ,200 % _, are true and correct. I further swear (or affirm) that

neither the company nor any partner, proprietor, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows:

o

S ignature

Title

=77
/{ ('(\/(/u M«W\PW&A COHEN, a Commissicner, etc, ‘o

City of Toronto, for Goodman and Car LLP,
NOtaFMUb“C Barristers and Solicitors.

This report ** contains (check alf’fgsi%em%ﬁm

(a) Facing Page.

(b) Statement of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

(e) Statement of Changes in Stockholders® Equity or Partners’ or Sole Proprletors Capltal

(f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

(g) Computation of Net Capital.

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

(i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3.

() A Reconciliation, including appropriate explanation of the Computation of Net Capital Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Undet Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of

. consolidation.

(I) An Oath or Affirmation.

(m) A copy of the SIPC Supplemental Report.

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

O00OR O OOMRORODOXNRX

**For conditions bfconﬁdehtial treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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KPMG LLP

Chartered Accountants

Suite 3300 Commerce Court West Telephone (416) 777-8500
PO Box 31 Stn Commerce Court Telefax (416) 777-8818
Toronto ON M5L 1B2 www.kpmg.ca

Independent Auditors’ Report on Internal Control
Required by SEC Rule 17a-5

To the Stockholder of Paradigm Capital U.S. Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
Paradigm Capital U.S. Inc. (the Company), for the year ended July 31, 2003, 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 have
made a study of the practices and procedures foliowed by the Company including tests of such
practices and procedures that we considered relevant to the objectives stated in rule 17a-5(g) in
making the periodic computations of aggregate indebtedness and net capital under rule 17a-
3(a)(11) and for determining compliance with the exemptive provisions of rule 15¢3-3. Because
the Company does not carry securities accounts for customers or perform custodial functions
relating to customer securities, we did not review the practices and procedures followed by the
Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons.
2. Recordation of differences required by rule 17a-13.
3. Complying with the requirements for prompt payment for securities under Section 8 of

Federal Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal 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 controls 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 internal control and the
practices and procedures are to provide management with reasonable 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 conformity with generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

.... KPMG e, a Canadian limited liability partnership is the Canadian
member of KPMG International, a Swiss nonoperating association.
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Because of inherent limitations in internal control or the practices and procedures referred to
above, error or fraud may 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 effectiveness of their design and operation may deteriorate.

Our consideration of internal control would not necessarily disclose all matters in internal control
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 components does not reduce to a relatively low level the
risk that error or fraud 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 internal
control, including control activities 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 SEC to be adequate for its purposes in
accordance with the Securities 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 July 31, 2003, to meet the SEC's
objectives.

This report is intended solely for the information and use of management, the SEC, the National
Association of Securities Dealers, Inc., and other regulatory agencies that rely on rule 17a-5(g)

under the Securities Exchange Act of 1934 in their regulation of registered brokers and dealers,
and is not intended to be and should not be used by anyone other than these specified parties.

Kins ¥
bl

Chartered Accountants

Toronto, Canada
October 16, 2003




PARADIGM CAPITAL U.S. INC.

(A WHOLLY OWNED SUBSIDIARY OF PARADIGM
CAPITAL INC.)

Finanéial Statements and Schedules
{Expressed in U.S. doliars)

As of and for the Year ended July 31, 2003
(With Independent Auditors’ Report Thereon)

These financial statements and schedules should be deemed
confidential pursuant to subparagraph (e)(3) of Rule 17a-5 of the
Securities and Exchange Act of 1934.
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KPMG LLP

Chartered Accountants

Suite 3300 Commerce Court West Telephone (416) 777-8500
PO Box 31 Stn Commerce Court Telefax (416) 777-8818

Toronto ON M5L 182 www.kpmg.ca

INDEPENDENT AUDITORS' REPORT
To the Stockholder of Paradigm Capital U.S. Inc.

We have audited the accompanying statement of financial condition of Paradigm Capital U.S. Inc. as
of July 31, 2003, and the related statements of income, changes in stockholder's equity and cash
flows for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities Exchange
Act of 1934. 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 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
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 audit provides 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 the Company as of July 31, 2003, and the results of its operations and its cash
flows for the year then ended in conformity with accounting principles generally accepted in the United
States of America.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules 1 and 2 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 under the Securities Exchange Act of 1934. Such information has
been subjected to the auditing procedures applied in the audit 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.

K& X
s L

Chartered Accountants

Toronto, Canada

October 16, 2003

... . KPMG tip, a Canadian limited liability partnership is the Canadian
member of KPMG International, a Swiss nonoperating association.




PARADIGM CAPITAL U.S. INC.

(A WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC.)

Statement of Financial Condition
{Expressed in U.S. dollars)

July 31, 2003
Assets
Cash $ 35,280
Commissions receivable from broker 92,084
Due from broker (note 5) 217,431
Deposit with regulators 9,974
Securities owned 149,856
$ 504,625
Liabilities and Stockholder's Equity
Liabilities:
Accounts payable and accrued liabilities $ 096,186
Payable to customers 217,431
Income tax payable 11,800
325,517
Stockholder's equity:
Capital stock (note 3):
Authorized: ,
Unlimited common shares, no par value
Issued and outstanding:
100 common shares 65
Additional paid-in capital 175,000
Retained earnings 4,043
179,108
$ 504,625

See accompanying notes to financial statements.




PARADIGM CAPITAL U.S. INC.

(A WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC.)

Statement of Income
(Expressed in U.S. dollars)

Year ended July 31, 2003

Revenue:
Commissions $ 616,227
Interest and other 1,465
617,692
Expenses:
Clearing charges 18,533
Service charges 260,798
Professional and consulting 185,354
Rent 45,640
Telecommunications 30,068
Other 37,496
577,889
Income before income taxes 39,803
Income taxes (note 9) 11,900
Net income $ 27,903
Statement of Changes in Stockholder's Equity
(Expressed in U.S. dollars)
Year ended July 31, 2003
Additional
Capital paid-in
stock capital Total
Stockholder's equity, beginning of year $ 65 $ 150,000 $ (23,860) $ 126,205
Additions:
Contribution by Parent - 25,000 25,000
Net income - - 27,903
- 25,000 52,903
Stockholder's equity, end of year $ 65 $ 175,000 $ 179,108

See accompanying notes to financial statements.




PARADIGM CAPITAL U.S. INC.

(A WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC.)

Statement of Cash Flows
(Expressed in U.S. dollars)

Year ended July 31, 2003

Cash flows from operating activities:

Net income $ 27,903
Increase in operating assets:
Commissions receivable from broker (92,084)
Due from broker (217,431)
Deposit with regulators (5,439)
Securities owned (149,856)
Increase in operating liabilities:
Accounts payable and accrued liabilities 86,958
Payable to customers 217,431
Income tax payable 11,900
Net cash used in operating activities (120,618)
Cash flows from financing activities:
Increase in paid-in capital (capital infusion from parent) 25,000
Net cash provided by financing activities , 25,000
Decrease in cash (95,618)
Cash, beginning of year 130,898
Cash, end of year _ $ 35,280

See accompanying notes to financial statements.




PARADIGM CAPITAL U.S. INC.

(A WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC.)

Notes to Financial Statements
{Expressed in U.S. dollars)

Year ended July 31, 2003

Paradigm Capital U.S. Inc. (the "Company") was incorporated under the Ontario Business
Corporations Act on February 10, 2000. The Company commenced operations in August 2002. In
the United States of America, the Company is registered as a broker-dealer in securities under the
Securities Exchange Act of 1934 and is a member of the National Association of Securities Dealers,
Inc. The Company's primary source of revenue is commission income for securities trade execution
for U.S. resident institutional clients. The Company does not hold customer funds or safe keep
customer securities pursuant to the Securities and Exchange Commission ("SEC") Rule 15¢3-
3(k)(2)()). The Company clears all transactions with, and for its customers, through its parent,
Paradigm Capital Inc. (the "Parent"). Accordingly, the Company does not hold customer securities or
perform custodial functions relating to customer accounts.

The Company is a wholly owned subsidiary of the Parent, a Canadian owned investment dealer and
member of the Investment Dealers Association of Canada. The Parent is located in Toronto, Ontario,
Canada.

1. Basis of presentation:
Continuing operations are dependent on continued financial support of the Parent as well as the
Company's ability to attract and retain clients. These financial statements have been prepared

on the basis that the Company will receive the continued financial support of the Parent and
establish profitable operations.

2. Significant accounting policies:

These financial statements are prepared in accordance with United States generally accepted
accounting principles.

(a) Translation of foreign currency:

Monetary assets and liabilities related to foreign currency transactions are translated into
U.S. dollars at the exchange rate in effect at the balance sheet date.

Non-monetary assets and liabilities related to foreign currency transactions are transiated
into U.S. dollars at the exchange rates prevailing at the transaction dates.




PARADIGM CAPITAL U.S. INC.

(A WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC.)

Notes to Financial Statements (continued)
(Expressed in U.S. dollars)

Year ended July 31, 2003

2.

3.

Significant accounting policies (continued):

()

(d)

Revenue and expenses related to foreign currency transactions are translated into
U.S. dollars at the average exchange rates prevailing for the year except for amortizations
of assets translated at historical exchange rates which are translated at the same exchange
rates as the assets to which they relate.

Use of estimates:

The preparation of financial statements in conformity with generally accepted accounting
principles in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosure of
contingent assets and liabilities at the date of the financial statements and the reported
amounts of revenue and expenses during the year. Actual resuits could differ from those
estimates.

Securities transactions:

Securities transactions are recorded on a trade date basis. At July 31, 2003, securities
owned consisted of a U.S. government T-Bill with a maturity date of September 18, 2003 in
the amount of $149,856.

Commissions and related clearing expenses are recorded on a trade-date basis as security
transactions occur.

Income taxes:

Deferred income taxes are provided in recognition of temporary differences between the
carrying amount of assets and liabilities and their respective tax bases, operating losses
and tax credit carryforwards made for financial reporting and income tax purposes.
Deferred income tax assets and liabilities are measured using enacted tax rates expected
to apply to taxable income in the years in which those temporary differences are expected
to be recovered or settled. Deferred tax expense or benefits are recognized in the financial
statements for the changes in deferred tax assets or liabilities between years.

Capital stock:

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

5




PARADIGM CAPITAL U.S. INC.

(A WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC.)

Notes to Financial Statements (continued)
(Expressed in U.S. dollars)

Year ended July 31, 2003

4, Related party transactions:

The Company receives securities trading, clearing and record-keeping services from the Parent
in connection with the service agreement between the two entities. In accordance with this
service agreement, the Parent allows the Company to occupy and use all the space, furniture,
equipment and other facilities of the Parent in Toronto. The Company has paid service fees of
$260,798 during the year ended July 31, 2003. Included in accounts payable at July 31, 2003 is
$63,647 due to the Parent.

5. Due from broker:

At July 31, 2003, the Company had amounts receivable from a broker related to security fails
resulting from customer transactions in the amount of $217,431. Such amount is reflected in
due from broker and payable to customer in the accompanying statement of financial condition.

6. Commitments:

At July 31, 2003, the Company has contractual obligations under lease agreements in respect
of rents payable on leased premises which require future minimum annual rental payments due
as follows:

2004 $ 6,978

7. Net capital requirements:

The Company is subject to the Securities and Exchange Commission's Uniform Net Capital
Rule (Rule 15¢3-1). Under Rule 15¢3-1, the Company is required to maintain minimum net
capital and a ratio of aggregate indebtedness to net capital, both as defined which shall not
exceed 15to 1. At July 31, 2003, the Company had net capital of $124,125, which was $24,125
in excess of its required net capital of $100,000.

During the year ended July 31, 2003, the Company received a capital contribution from its
Parent in the amount of $25,000.




PARADIGM CAPITAL U.S. INC.

(A WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC.)

Notes to Financial Statements (continued)
(Expressed in U.S. dollars)

Year ended July 31, 2003

8. Fair values of financial instruments:

The fair values of financial assets and liabilities approximate their carrying amounts due to their
imminent maturity or short-term nature. ’

9. Income taxes:

For Canadian tax purposes, the Company files a stand alone tax return. At July 31, 2003, the
Company had deferred tax assets which consisted of foreign tax credit carryforwards of
approximately $6,700, which expire in 2010. Management has recorded a 100% valuation
allowance against the deferred tax asset. The benefit of those unutilized foreign tax credits will
be recognized as income is earned.

The current portion of the income tax expense (benefit) included in the statement of income, as
determined in accordance with FASB Statement No. 109, Accounting for Income Taxes, are as

follows:
U.S. Federal ' $ 6,464
U.S. State 5,436

- $ 11,000

~ A reconciliation of the differences between the expected income tax expense or income
computed at the Canadian statutory income tax rate and the Company's income tax expense is
shown in the following table:

Expected income tax expense at

Canadian federal and provincial tax rates $ 11,077
Permanent differences 361
Utilization of non-capital losses not previously recognized (8,419)
Additional taxes due to U.S. federal and states taxes 8,881
Income tax expense $ 11,900
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PARADIGM CAPITAL U.S. INC.

(A WHOLLY OWNED SUBSIDIARY OF PARADIGM CAPITAL INC.)

Schedule 1 - Computation of Net Capital Pursuant to SEC Rule 15¢3-1
(Expressed in U.S. dollars)

As of July 31, 2003

Total ownership equity from statement of financial condition $ 179,108
Less non-allowable assets 9,974

169,134
Additional charges for customers' and non-customers' accounts 45,009
Net capital 124,125
Minimum capital requirement 100,000
Excess net capital - $ 24,125
Aggregate indebtedness $ 325517
Ratio of aggregate indebtedness to net capital 262101

The above computation does not differ materially from the computation of net capital under Rule
15¢3-1 as of July 31, 2003, filed as amended by the Company on Form X-17A-5.

Schedule 2 - Computation for Determination of Reserve Requirements
Pursuant to SEC Rule 15¢3-3

As of July 31, 2003

The Company is exempt under subsection K{2)(i) of Rule 15¢3-3.




