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OATH OR AFFIRMATION

1, John E. Lekas , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Leader Capital Corporation . as

of June 30 ,20 04 are true and correct. 1 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:

AT

Y\

2N OFFICIAL SEAL ¢
A%9  WENDY McGUIRE —— 7| ignatur
N eadori o
MY COMMISSION EXPIRES MAY 3, 2008/ ’ k.- @ jd
> ~ Title
tary Public

This report ** contains (check all applicable boxes):

A (a) Facing Page.

B (b) Statement of Financial Condition.

& (c) Statement of Income (Loss).

& (d) Staementofcash Flows -

® (e Statement of Changes in Stockholders Equlty or Partners’ or Sole Proprietors’ Capital.

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

B (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15c3-3

O (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 Under Exhibit A of Rule 15¢3-3.

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

Bl (1) An Oath or Affirmation.

O (m) A copy of the SIPC Supplemental Report.

0O (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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SETTING A NEW STANDARD

To the Board of Directors
Leader Capital Corporation
Portland, Oregon

We have audited the accompanying balance sheet of Leader Capital Corporation as of June 30, 2004,
and the related statements of income, changes in stockholder 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 Leader Capital Corporation at June 30, 2004, and the results of its operations
and its cash flows for the year then ended, in conformity with accoummg prnciples 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 included in the accompanying supplementary information is
presented for purposes of additional anmalysis and is not a required part of the basic financial
statements, but is supplementary information required by Rule 17a-5 under the Securities and
Exchange Act of 1934. This information is the responsibility of the Company's management. 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 when considered in relation to
the basic financial statements taken as a whole.

(,o..}’ui._ﬁs-o«—rjv-w a Assocsated, LLP

August 24, 2004




LEADER CAPITAL CORPORATION

BALANCE SHEET

For the year ended June 30, 2004

ASSETS
CURRENT ASSETS _
Cash and cash equivalents $ 182,668
Receivables from clearing organization 23,566
Income tax receivable 46,112
Prepaid expenses 4,556
Total current assets 256,902
OTHER ASSETS
Deferred income taxes 572
Due from related entity : 152,902
Total other assets ‘ 153,474

TOTAL ASSETS ' $ 410,376

LIABILITIES AND STOCKHOLDER EQUITY

CURRENT LIABILITIES
Accrued expenses $ 10,198
~ Due to Leader Partners II 23,574
Total current habilities : 33,772
STOCKHOLDER EQUITY
Common stock - authorized 1,000 shares of no
par value; issued and outstanding 100 shares 1,000
Additional paid-in capital 294,773
Retained earnings : 80,831
Total stockholder equity 376,604

TOTAL LIABILITIES AND STOCKHOLDER EQUITY $ 410,376

See auditors' report and notes to financial statements
p
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LEADER CAPITAL CORPORATION

STATEMENT OF INCOME

For the year ended June 30, 2004

REVENUE
Commissions
Investment income
Managed account fees

Total revenues

OPERATING EXPENSE
Broker dealer licenses and registration
Commission and clearing fund
Other expenses
Total operating expenses

Income from operations

OTHER INCOME (EXPENSE)
Occupancy fees

NET LOSS BEFORE TAXES
INCOME TAX PROVISION

NET LOSS

$ 207,840
382,133

43579

633,552

11,052
5,400
847

17,308

616,244

(733,966)

(117,722)
15,348 .

$ 102,374

See auditors' report and notes to financial statements



LEADER CAPITAL CORPORATION

STATEMENT OF CHANGES IN STOCKHOLDER EQUITY

For the year ended June 30, 2004

Additional
Common Paid-In Retained
Stock Capital Earnings Total
Balance at june 30, 2003 1,000 144,773 183,205 328,978
Net loss - - (102,374) (102,374)
Shareholder Contribution - 150,000 - 150,000

Balance at June 30, 2004 $ 1,000 § 294,773 § 80,831 § 376,604

See auditors' teport and notes to financial statements
_6-



LEADER CAPITAL CORPORATION

STATEMENT OF CASH FLOWS

For the year ended June 30, 2004

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss

Adjustments to reconcile net loss to net cash
used by operating activities:

(Increase) decrease in assets:
Recetvables from clearing organization
Income tax receivable
Prepaid expenses

Increase (decrease) in liabilities:
Accrued Expenses
Income taxes payable
Deferred income taxes
Due to related entity

Net cash used by operating activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from additional paid in capital

Net cash provided by financing activities
NET DECREASE IN CASH

CASH, BEGINNING OF YEAR

CASH, END OF YEAR

$ (102,374)

35,103
(46,112)
(84)

10,198
(13,070)
(1,083)
(129,328)

(246,750)

150,000

150,000

(96,750)
279,418

$ 182,668

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION

Schedule of non-cash investing and financing transactions:

Supplemental Disclosure of Cash Flow Information -
Cash paid during the period for income taxes

$ 534

See auditors' report and notes to financial statements
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LEADER CAPITAL CORPORATION

NOTES TO THE FINANCIAL STATEMENTS

June 30, 2004

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

BUSINESS ACTIVITY
Leader Capital Corporation (the "Company") is an Oregon corporation formed in 1997. In 1999,

- the Company registered with both the Securities and Exchange Commission and the National

Association of Securities Dealers, Inc. as a broker/dealer, pursuant to the relevant provisions of the
Securities Exchange Act of 1934, as amended. On July 1, 2001, the Company reorganized into two
separate entities comprised of a broker/dealer (Leader Capital Corporation) and a management and
advisory entity (Leader Capital Investments, Inc.) as described in the related party transactions
footnote.

CASH AND CASH EQUIVALENTS

For purposes of the statement of cash flows, the Company considers cash and cash equivalents to
include all ome deposits, money market accounts, repurchase agreements and highly liquid
investments purchased with original maturities of three months or less at the date of purchase. At
June 30, 2004, cash balances included approximately $5,247 in money market funds.

. SECURITIES TRANSACTIONS

Security transactions and related commission revenue and expense are recorded on a trade date
basis. Differences between trade date and settlement date, if any, are not significant.

Fees for managed accounts are received quarterly, but are recognized as earned over the term of the
contract.

INCOME TAX

Income taxes are provided for the tax effects of transactions reported in the financial statements and
consist of taxes currently due plus deferred taxes. Deferred taxes are provided for the temporary
differences in basis of the Company's assets and liabilities and their reported amounts. These
differences relate principally to the income recognition differences of the accrual method used for
financial reporting purposes and the cash method used for income tax reporting purposes. Deferred
tax assets and liabilities are determined based on the enacted rates that are expected to be in effect
when these differences are expected to reverse. Deferred tax expense or benefit is the result of the
changes in the deferred tax assets and liabilities.

USE OF ESTIMATES

The preparation of financial statements in accordance 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.

See auditors’ report
.8



LEADER CAPITAL CORPORATION

NOTES TO THE FINANCIAL STATEMENTS

June 30, 2004

RECEIVABLES FROM CLEARING ORGANIZATION
Recetvables from clearing organization represent amounts owed to the Company by its clearing
agent, First Allied Securities, at June 30, 2004.

INCOME TAXES

For the year ended June 30, 2004, the Company's income tax provision consists of the following
components:

2003
Current income tax expense (benefit):

Federal $  (14,848)
State ' 584
(14.264)

Deferred income tax expense (benefit):
Federal _ (1,831)
State 747
(1,084)
Income tax provision $ 15348

The net deferred tax liabilities and assets in the accompanying balance sheet at June 30, 2004,
include the following components:

2004

Current

Deferred tax asset : ;ﬁzzﬂ

Taxes provided differ from the federal effective rates for the period ended June 30, 2004 primarily
due to uming differences that result from using the accrual method for accounting for book
purposes and the cash method for income tax purposes.

The Company has a State of Oregon net operating loss carry-forward of $73,078 expiring through

- 2014 available to offset future state taxable income.

See auditors’ report
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LEADER CAPITAL CORPORATION

NOTES TO THE FINANCIAL STATEMENTS

June 30, 2004

RELATED PARTY TRANSACTIONS

The stockholder of the Company also owns a majority interest in a related entity, Leader Capital
Investments, Inc. (Leader Investments). This entity provides the Company with professional
management and investment advisory services.

Leader Investments provides management services to the Company. Due to the loss in 2004 a
management fee was not paid. Leader Investments also is reimbursed by the Company for its share
of lease and related office expenses. For the year ended June 30, 2004 occupancy fees totaled
$733,966 of which $10,198 was accrued. Leader Investments pays Leader Capital Corporation a
user fee for the management rights to their clients. For the year ended June 30, 2004 2 user fee was
not paid due to decreased profits. In addition, Leader Capital Corporation pays Leader Investments
a profit sharing expense based upon net income earned by the broker/dealer activities. For the year
ended June 30, 2004 no profit share was assessed due to the loss. Leader Capital Corporation also
agreed to broker specific transactions for Leader Investments. No such transaction occurred during

the year ended June 30, 2004.

Leader Capital Corporation collects and will disburse to investors of Leader Partners II lawsuit
settlements from investments the partnership owned prior to its dissolution. At June 30, 2004
Leader Capital Corporation held $23,574 of such funds to disburse.

CONTINGENCIES

As of June 30, 2004, the Company was named as a defendant in a lawsuit. Management can not
predict the outcome of the lawsuit or estimate the amount of any loss that may result. Accordingly,
no provision for any contingent liability that may result has been made in the financial statements.
Management believes that losses resulting from this matter, if any, would not have a material effect
on the financial position of the company.

CONCENTRATION OF CREDIT RISK
The company maintains cash deposits at one bank, which throughout the year periodically exceeds

federally insured deposit limits of §100,000. At June 30, 2004, the company’s uninsured cash
balance totaled §77,425. :

For the year ended June 30, 2004, two customers represented approximately $237,500 of the
Company's commission revenue. Revenues from the customers accounted for 21% and 17% of the
Company's total commission revenue.

See auditors’ report
210 -



LEADER CAPITAL CORPORATION

NOTES TO THE FINANCIAL STATEMENTS

June 30, 2004

NET CAPITAL

The Company is subject to the Uniform Net Capital Rule (the "Rule") adopted by the SEC, which
requires the maintenance of minimum net capital to be greater than 1/15" of aggregate indebtedness
or $5,000 under Rule 15¢3-1(2)(2). At June 30, 2004, the Company has net capital and required net
capital of $204,347 and $5,000, respectively, and a ratio of aggregate indebtedness to net capital of
.17 to 1. Net capital and required net capital may fluctuate on a daily basts.

See auditors’ report
11 .
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LEADER CAPITAL CORPORATION

COMPUTATION OF NET CAPITAL UNDER RULE 15 C3-1

June 30, 2004
NET CAPITAL
Total stockholder equity $ 362482
Less non-allowable assets:
Prepaid expenses 4,556
Deferred income taxes 572
Due from related entity 152,902
Total non-allowable assets 158,030
Tentative net capital 204,452
Less haircuts on securities: (105)
Net Capital ‘ § 204347
AGGREGATE INDEBTEDNESS:
Total liabilities from balance sheet 8§ 33772
COMPUTATION OF BASIC NET CAPITAL REQUIREMENTS:
Minimum net capital required _ 3 5.000
Excess net capital 3199347
Excess of capital at 1000% § 200970
Ratio of aggregate indebtedness to net capital 17101

RECONCILIATION WITH COMPANY’S COMPUTATION:
Net capital, as reported in Company’s Part ITA
(unaudited) Focus Report $ 195,268
Additions to retained earnings for audit adjustments,
primarily related to:

Accrual adjustments 33,225
Change in non-allowable assets (24,146)

Net capital per above ' $ 204347

See auditors’ report
_13 -



LEADER CAPITAL CORPORATION

EXEMPTION FROM RESERVE REQUIREMENTS UNDER
RULE 15 C3-1

June 30, 2004
EXEMPTIVE PROVISIONS:

The Company is exempt from the provisions of Rule 15¢3-3 under the Securities Exchange Act of
1934, in that the Company's activities are limited to those set forth in the conditions for exemption
appearing in paragraph (k)(1)(i1) in the Rule.

See auditors’ report
_14-



INDEPENDENT AUDITORS’ REPORT ON INTERNAL ACCOUNTING CONTROL
REQUIRED BY SEC RULE 17a-5

To the Board of Directors
Leader Capital Corporation
Portland, Oregon

In planning and performing our audit of the consolidated financial statements of Leader Capital
Corporation (the Company), for the year ended June 30, 2004, 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 consolidated financial statements and not to
provide assurance on the 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 followed by the Company, including tests of

compliance with such practices and procedures that we considered relevant to the objectives stated
in rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate indebtedness (or aggregate debits) and net
capital under rule 17a-3(a)(11) and the reserve required by rule 15¢3-3(e)

2. Making the quartetly securities examinations, counts, verifications, and comparisons, and the
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 Resetve System

4. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by rule 15¢3-3

The management of the Company is responsible for establishing and maintaining an internal control
and the practices and procedutes 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.

See auditors’ report
TS
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To the Board of Directors
Leader Capital Corporation
August 24, 2004

Page 2

Because of inherent limitations in internal control ot the practices and procedures referred to above,
error ot fraud may occur and not be detected. Also, projection of any evaluation of them to future
periods is subject to the nisk that they may become inadequate because of changes in conditions ot
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 materal
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
functons. However, we noted no matters involving internal control, including control actvites for
safeguarding securities that we consider to be material weaknesses as defined above.

We understand that practices and procedutes 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 June 30, 2004, to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, management,
the S Securities and Exchange Commission (SEC), National Association of Securities Dealers
(NASD), 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.

wWud ey S AsSocanted 1P
August 24, 2004 |

See auditors’ report
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