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OATH OR AFFIRMATION

1, Richard A. Ross , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supportmg schedules pertaining to the firm of
Coastal Equities, Inc. _ as

of December 31 ,2003 , are true and correct. ! 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:

.. ' ,;\ /\ . J
DIANE S. BURNWORTH /A/[\,/ é/,/él//
NOTARY PUBLIC b
My Commission Exp. June 2, 2006 | .
President
Title

S

Notary Public

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

(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 Proprietors’ Capital.

(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.

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

(i) 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.

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

(1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing any material madequacnes found to exist or found to have existed since the date of the previous audit.

008 0O COO"0O8e8gE]

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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DAVID MERFELD LLC

CERTIFIED PUBLIC ACCOUNTANT

21 MERCHANTS ROW
BOSTON, MA 02109
617-248-1901

FAX 617-248-1902
David@Merfeldcpa.com

Independent Auditor’s Report

Board of Directors
Coastal Equities, Inc.
Falmouth, Massachusetts

| have audited the accompanying statement of financial condition of Coastai Equities, Inc.
as of December 31, 2003 and the related statements of income, of changes in stockholder’s
equity, and of 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. My responsibility is to express an opinion on these financial statements
based on my audit.

I conducted my audit in accordance with U.S. generally accepted auditing standards.
Those standards require that | 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 used by
management, as well as evaluating the overall financial statement presentation. | believe that my
audit provides a reasonable basis for our opinion.

In my opinion, the financial statements referred to above present fairly, in all material
respects, the financial position of Coastal Equities, Inc. at December 31, 2002, and the results of
its operations and its cash flows for the year then ended in conformity with U.S. generally
accepted accounting principles.

My audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in the Supplemental Schedule 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.

David Merfeld LLC

Boston, Massachusetts
January 14, 2004




COASTAL EQUITIES, INC.
STATEMENT OF FINANCIAL CONDITION
December 31, 2003

See Auditor's Report

ASSETS
Current assets
Cash and cash equivalents $ - 15,816
Accounts receivable 80,024
Prepaid expenses 800
Total current assets 96,640
Other assets
Equipment and furnishings, net of
accumulated depreciation of $17,675 359
Marketable security available for sale 28,650
Deposit with correspondent broker 25,000
Total other assets 54,009
Total assets $ 150,649

LIABILITIES AND STOCKHOLDER'S EQUITY

Current liabilities

Commissions payable $ 54,165
Accounts payable 14,629
Accrued expenses 7,596

Total liabilities 76,390

Stockholder's equity
Common stock, $.01 par value
Authorized 200,000 shares

Issued and outstanding 10,000 shares 100
Capital in excess of par value 29,441
Retained earnings 43,150
Accumulated other comprehensive loss 1,568

Total stockholder's equity 74,259

Total liabilities and stockholder's equity $ 150,649

See notes to financial statements
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COASTAL EQUITIES, INC.
STATEMENT OF INCOME
For the Year Ended December 31, 2003

See Auditor's Report

Revenues $ 1,195,527
Expenses
Salaries and benefits 122,519
Commissions 750,642
Clearing charges 201,299
Registration fees 5,309
Office supplies and expense 4,346
Telephone 3,264
Rent 6,450
Travel and entertainment 5
Software maintenance 2,520
Accounting 5,850
Legal 1,245
Depreciation and amortization 825
Other 1,360
Total expenses 1,105,634
Operating income 89,893
Other income
Investment income 9,651
Loss on sale of securities (1,112)
8,538
Net income $ 08,432

See notes to financial statements
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Balance, January 1

Comprehensive income
Net income

Other comprehensive income
Unrealized holding gain
Reclassification adjustment

Comprehensive income

Dividends paid

Balance, December 31

COASTAL EQUITIES, INC.

STATEMENT OF CHANGES IN STOCKHOLDER'S EQUITY

For the Year Ended December 31, 2003

See Auditor's Report
Accumulated
Capital in Other
Common Excess of Retained Comprehensive
Stock Par Value Earnings Loss Total

$ 100 § 20,441 § 54718 $ (4,443) $ 79,816
98,432 98,432
4,899 4,899
1,112 1,112
08,432 6,011 104,443
{110,000) (110,000)
$ 100 § 29,441 § 43,150 § 1,568 $ 74,259

See notes to financial statements
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COASTAL EQUITIES, INC.
STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2003

See Auditor's Report

Cash flows from operating activities

Revenue received $ 1,196,719
Operating expenses paid (1,100,851)
Investment income received 9,651
Net cash provided by operating activities 105,519
Cash flows from investing activities
Sale of marketable security 9,980
Cash flows from financing activities
Dividends paid (110,000)
Cash flows 5,499
Cash and cash equivalents, beginning of year 10,317
Cash and cash equivalents, end of year $ 15,816
Reconciliation of net income to net cash provided by operating activities
Net income $ 08,432
Adjustments to reconcile net income to cash provided by operating activities
Depreciation and amortization 825
Loss on sale of securities 1,112
Changes in assets and liabilities
Accounts and reimbursements receivable 1,697
Commissions payable 1,792
Accounts payable 877
Accrued expenses 784
Net cash provided by operating activities $ 105,518

See notes to financial statements
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COASTAL EQUITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2003
Securities dealer registration and nature of operations

Coastal Equities, Inc. (the "Company") is registered with the Nationa! Association of
Securities Dealers and the Securities and Exchange Commission ("SEC") as a
broker/dealer in securities. In order to maintain this status, the Company is required to
maintain net capital, as defined by the SEC, of in excess of $5,000. At December 31,
2003, net capital was $68,789.

The Company has independent brokers who operate four offices in Massachusetts, New
Hampshire, and Ohio. Its primary source of revenue is commissions for providing
brokerage services to small businesses and individuals. Each broker receives a share of
the commissions earned, and is responsible for his or her own expenses.

Significant accounting policies

Significant accounting policies employed in the preparation of these financial statements
include:

Estimates: The process of preparing financial statements in conformity with generally
accepted accounting principlies requires the use of estimates and assumptions regarding
certain types of assets, liabilities, revenues and expenses. Such estimates primarily
relate to unsettled transactions and events as of the date of the financial statements.
Accordingly, upon settlement, actual results may differ from estimates.

Commission revenue and expense are recognized as the transactions that give rise to
the income and expense close.

Depreciation of equipment and furnishings is being provided over 5-year lives using the
straight-line method. Repairs and maintenance are charged to expense as incurred.

Cash and cash equivalents includes bank accounts and all highly liquid debt instruments
purchased with original maturities of less than three months.

Registration fees are recorded as expenses when paid.
Deposit with correspondent broker

Because the Company does not handle customer securities or trades directly, it has
entered into a relationship with a clearing, or correspondent, broker. As part of the terms
of its contract with this broker, it maintains with them a $25,000 deposit, held in a money-
market fund. Interest earned on this account inures to the benefit of the Company.

Investment in marketable security

investments in marketable securities — a mutual fund — are held for an indefinite period
and, thus, are classified as available-for-sale. Available-for-sale securities are recorded
at fair value in investments and other assets on the balance sheet, with the change in fair
value during the pericd included in other comprehensive income for the period. Fair
value of the security at December 31, 2003 was:

Cost, computed first-in-first-out $27,082
Unrealized holding gain 1,568
Fair value $28.650

Other comprehensive income included the unrealized holding gain of $6,011, adjusted by
the recognized loss of $1,112.




|

COASTAL EQUITIES, INC.
NOTES TO FINANCIAL STATEMENTS
December 31, 2003
Operating lease
The Company leases its office space under a tenancy-at-will, with monthly rent of $500.
Income taxes

The Company has elected to be taxed as an "S" corporation for federal and state income
tax purposes. As such, all taxable income is recognized, and all income taxes are paid,
by the stockholder.




DAVID MERFELD LLC

CERTIFIED PUBLIC ACCOUNTANT

21 MERCHANTS ROW
BOSTON, MA 02109
617-248- 1901

FAX 617-248-1902
David@Merfeldcpa.com

Independent Auditor’s Report

Board of Directors
Coastal Equities, Inc.
Falmouth, Massachusetts

! have audited the accompanying financia! statements of Coastal Equities, Inc. as of and
for the year ended December 31, 2003 and have issued my report thereon dated January 14,
2004. My audit was conducted for the purpose of forming an opinion on the basic financial
statements taken as a whole. The information contained in the Supplemental Schedule is
presented for purposes of additional amalysis 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 my opinion, is fairly stated in all material
respects in relation to the basic financial statements taken as a whole.

David Merfeld LLC

Boston, Massachusetts
January 14, 2004
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FINANCIAL AND OPERATIONAL COMBINED UNIFORM SINGLE REPORT

PART IIA
BROKER OR DEALER Coastal Equities, Inc. as of 12/31/03
) ’ COMPUTATION OF NET CAPITAL
1. Total ownership equity from Statement of FINancial ConTitioN.......cecivveviicciiiicreerercni e rcrnrr e ses e esseseere e sstes e sssessneseessne $ 74,259] 3480
2. Deduct ownership equity not allowable for Net Capital.......c.e ettt e et e eesesaesseabenne 3490
3. Total ownership equity qualified for Net Capital 3500
4. Add:
A. Liabilities subordinated to claims of general creditors allowable in computation of Net Capital.......cco.vecvieeivencnnincnnnnee 3520
B. Other (deductions) or allowable Credits (LISt)........coeeiiiriiiriererirrrcristr e cre e e teree e aseesssaeasessaassesssasssessnsssesasscassrsesesssans 3525
5. Total capital and allowable subordinated HabilitieS. ........coive i et e e e, 3 74,259 3530
6. Deductions and/or charges:
A. Total nonailowable assets from Statement of Financial Condition (Notes B and C)...... $ 1,158 | 3540
B. Secured demand Note deliNQUEBNCY......cuiiviniiiecirece it er s ense e s sraecrrare s seneseeenes 35901
C. Commodity futures contracts and spot commaodities -
proprietary CApItal ChArGES......uvviir vt tereere e se s et st b e s er s nreeeeenreseen 3600
D. Other deductions 8Nd/0r ChArGES......coivieierieiieeiae et ienre e eeressseesressessanesvasesresraressnns 3610 1,159{ 3620
7  Other additions and/or allowable Cradits (LiSt)......cco it crr e cnres st srerre s as e esaa e s eas et e sa et rans saenenteans 3630
8  Net capital before haircuts 0n SECUMtIES POSIIONS......oociiiiiiiire ettt e rer s st en et aee .. 8 73,100 3640
9. Haircuts on securities (computed, where applicable, pursuant to 15¢3-1(f)):
A.  Contractual securities COmMMItMENTS....coiiiiiiricirirer ettt ccane e e 3 3660
B. Subordinated securities DOMmOWINGS........vcciiiireeir ettt et e e sesnereeseas 3670
C. Trading and investment securities:
1. EXBMPIEA SECUMES L1.oviiceerir ettt crne oo ra e s e s 3735
2. Dbt SECUMHES .oovicieiiiriceic et ee e e ss s s e s s st eseresae s st ea s st snesseraesnaros 3733
3. Options....... 3730
4. OthEr SECUMLIES vvviieriieieeeriiecrrantieeteeis ceererareseresesssessaestas e sesesnssssseseatbssessesantesanes 4,311 3734
D, Undue CONCEMTAON.. .ot ettt ettt st et e ss s enreeueanesseecvas 3650
E. Other (List) 3736 4,311| 3740
TO.  NEBECAPIEL ecuviie ittt e st eses e teerate st eebee s eseatesanterseestase st s easeaRaaasseeEeesraenssabaessanssessen st ereeanaaeesbanbter s enEeeRseeetvenbassrennnaserasnn $ 68,789 | 3750
OMIT PENNIES

No material difference exists between this net capital and the
amount filed on the unaudited form I1A by Coastal Equities, Inc.




DAVID MERFELD LLC

CERTIFIED PUBLIC ACCOUNTANT

21 MERCHANTS ROW
BOSTON, MA 02109
617-248- 190!

FAX 617-248-1902
David@Merfeldcpa.com
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Independent Auditor’s Report

Board of Directors
Coastal Equities, inc.
Falmouth, Massachusetts

in planning and performing my audit of the financia! statements of Coastal Equities, Inc.
and supplemental schedule for the year ended December 31, 2003, | considered its internal
contfrol structure, including - procedures for safeguarding securities, in order {o determine my
auditing procedures for the purposes of expressing my opinion on the financial statements, and
not to provide assurance on the internal control structure.

Also, as required by Rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC),
I have made a study of the practices and procedures followed by the Company, including
practices and procedures that | considered relevant to the objectives stated in Rule 17a-5(g) in
making periodic computations of aggregate indebtedness {or aggregate debits) and net capital
under Rule 17a-3(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, | 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
Recordation of differences required by Rule 172-13

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 an
internal control structure 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 internal control structure, policies and 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 structure and the practices and procedures are to
provide management with reasonable, but not absolute, assurance that assets for which
management 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 preparation of financial statements in conformity with generally accepted
accounting principles. Rule 17a-5(g) lists additional objectives of practices and procedures listed
in the preceding paragraph.

Because of inherent iimitations in any internal control structure or the practices and
procedures referred to above, errors or irregularities may occur and not be detected. In addition,
projection of any evaluation of them to future periods is subject to the risks that they may become
inadequate because of changes in conditions or that the effectiveness of their design and
operation may deteriorate.




it

) My consideration of the internal control structure 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 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 function. However, | noted no
matters involving the internal control structure, including procedures for safeguarding securities,
that | consider to be material weaknesses as defined above.

| understand that practices and procedures that accomplish the objectives referred to in
the second paragraph of this report are considered be 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 objective in all material respects indicate a material
inadequacy for such purposes. Based on this understanding and on my study, | believe that the
Company's practices and procedures were adequate at December 31, 2003 to meet the
Commission's objectives.

This report is intended solely for the use of the Board of Directors, management, the
SEC, the New York Stock Exchange, and other regulatory agencies that rely on Rule 17a-5(g)
under the Securities Exchange Act of 1934 in their regulation of brokers and dealers, and should
not be used for any other purpose.

David Merfeld LLC

Boston, Massachusetts
January 14, 2004




