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CATH OR AFFIRMATION

L William H. Formy-Duval ‘ , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Coastal Discount Stockbrokers, Inc. » , as

of December 31 , 200 3 , 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:

Signature

President
Title

it S X ‘
btary Public

THis report ** contains (check all applicable boxes):
1, (a) Facing Page.
(b) Statement of Financial Condition.
¥l (c) Statement of Income (Loss).
Iy (d) Statement of Changes in Financial Condition.
[V (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
» (f) Statement of Changes in Liabilities Subordinated to Clalms of Creditors.
’}/ (g) Computation of Net Capital.
7} (h) Computation for Determination of Reserve Requlrements Pursuant to Rule 15¢3-3.
M/ (i) Information Relating to the Possession or Control Requirements Under Rule 15¢3-3
64 (5) 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.
[J , (kX) A Reconciliation between the audited and unaudlted Statements of Financial Condition with respect to methods of
consolidation.
() An Qath or Affirmation.
[J/ (m) A copy of the SIPC Supplemental Report.
(n) A reportdescribing 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-3(e)(3).
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Report of Independent Auditors

The Board of Directors
Coastal Discount Stockbrokers, Inc.
Wilmington, North Carolina ~

We have audited the accompanying statement of financial condition of Coastal Discount Stockbrokers, Inc.,
as of December 31, 2003, and the related statements of loss, changes in stockholder’s equity and cash flows
for the year 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 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 Coastal Discount Stockbrokers, Inc. as of December 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 supplemental information included in the accompanying schedules is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is supplemental
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.

Chon, Aachast o J6llarn 21

Raleigh, North Carolina
January 21, 2004



Coastal Discount Stockbrokers, Inc.

Statement of Financial Condition
December 31, 2003

Assets
Current assets
Cash $ 103,671
Accounts receivable 140,290
Deposits ‘ 50,000
Accounts receivable - customer, net of Allowance of $10,000 11,760
Total assets : $ 305,721

Liabilities and Stockholder's Equity

Current liabilities
Trade accounts payable $ 66,654
Payroll taxes ' 6,097
Accrued expenses - 18,400
‘Total current Habilities _ 91,151
Stockholder's equity
Common stock, par value of $.10 per share, 1,000,000 shares
authorized, 283,179 shares issued and outstanding 28,318
Additional paid-in capital 207,782
Accumulated deficit (21,530)
Total stockholder's equity 214,570

Rec]

Total liabilities and stockholder's equity 305,721

See notes to financial statements. 2



Coastal Discount Stockbrokers, Inc.

Revenues

Expenses
Salaries and commission
Payroll taxes )
Management fees to affiliate
Office supplies
Clearing fees
Travel and lodging
Dues and subscriptions
Professional fees
Advertising
Insurance
Information services
Rent
Postage and shipping
Telephone
Utilities
Registration
Taxes
Meals and entertainment
Miscellaneous
Repairs and maintenance
Training

Total expenses

Loss from operations.

Interest income
Loss before income taxes
Provision for income taxes

Net loss

See notes to financial statements.

Statement of Loss
Year Ended December 31, 2003

$

2,329,494

1,177,817
86,426
140,000
41,119
345,801
4,459
1,431
15,697
59,451
51,730
111,333
143,682
7,434
68,237
13,016
32,816
2,166
2,256
57,360
643
4,568

2,367,492

(37,998)

37,475

(523)

$

(523)




Coastal Discount Stockbrokers, Inc.

Statements of Changes in Stockholder's Equity
Year Ended December 31, 2003

Additional
Common Paid-in Accumulated o
Stock Capital Deficit Total
Balance, January 1,2003 $ 28,318 § 207,782 $ (21,007) $ 215,093
Net loss for the year - - (523) (523)
Balance, December 31, 2003 $ 28,318 § 207,782 $ (21,530) § 214,570

See notes to financial statements.



Coastal Discount Stockbrokers, Inc.

Statement of Cash Flows
Year Ended December 31, 2003

Cash flows from cperating activities
Net loss $ (523)
Adjustments to reconcile net loss to net cash '
used in operating activities
Changes in operating assets and liabilities

Trade accounts receivable (39,303)
Clearing depostt : 25,000
Accounts receivable - customer 10,000
Trade accounts payable (785)
Payroll taxes ' (621)
Accrued expenses 10,700
Net cash provided by operating activities 4,468
Net increase in cash 4,468

Cash and cash equivalents

Beginning of year 99,203

End of year $ 103,671

See notes to financial statements.



Coastal Discount Stockbrokers, Inc.

Notes to Financial Statements
December 31, 2003

Note 1 — The Company

Coastal Discount Stockbrokers, Inc. (the "Company") was incorporated in the state of North Carolina on
October 29, 1985 under the name of Securities Daley, Inc. The name of the Company was changed to
Channel Marker Securities, Inc. on January 19, 1987, to Akers and Jones Securities, Inc. on April 12, 1989,
to Jones and Ward Securities, Inc. on March 18, 1991, to J&A Securities, Inc. on April 5, 1995, and to
Coastal Discount Stockbrokers, Inc. on March 31, 1999,

The Company was formed to engage in the business of buying, selling, brokering, underwriting and dealing
in stocks, bonds, securities and other investments of every type and description, for its own account and for
the account of its customers, to advise and assist others with regard to such investments, and to do any and
all things reasonably related thereto.

On May 1, 1987, the Company registered with the Securities and Exchange Commission as a broker dealer
pursuant to section 15(a) of the Securities Exchange Act of 1934.

Note 2 — Summary of significant accounting policies

Basis of presentation — The Company's policy is to prepare its financial statements in accordance with
accounting principles generally accepted in the United States of America and the principles contained in the
American Institute of Certified Public Accountants' Audit and Accounting Guide, Audits of Brokers and
Dealers in Securities.

Revenue recognition — The Company records proprietary trades, customer trades and commissions earned
based on the trade date of the transaction.

Restricted assets — The Company is required to maintain $50,000 in its clearing account to be able to use the
services of the institution.

Accounts receivable — The direct write-off method is used by the Company in recognizing bad debts. All
accounts considered uncollectible by management at year end have been charged against current operations.
Accounting principles generally accepted in the United States of America require that the allowance method
be used to recognize bad debts; however, the effect of using the direct write-off method is not materially
different from the results that would have been obtained under the allowance method. For the year ended
December 31, 2003, bad debts were not material.

Advertising costs — Advertising costs are expensed the first time the advertising takes place. Advertising
expenses were $59,541 in 2003.

Statement of cash flows — For purpose of the statement of cash flows, cash includes cash on hand and
deposits in banks.



Coastal Discount Stockbrokers, Inc.

Notes to Financial Stateménts
December 31, 2003

- Note 2 — Summary of significant accounting policies (continued)

Concentration of credit risk - Risk with respect to accounts receivable is minimized due to ongoing crédit
evaluations of their customers.

Income taxes — Deferred income tax assets and liabilities are computed annually for differences between the
financial statement and tax basis of assets and liabilities that will result in taxable or deductible amounts in
the future based on enacted tax laws and rates applicable to the periods in which the differences are expected
to affect taxable income. Valuation allowances are established when necessary to reduce deferred tax assets
to the amount expected to be realized.

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

Note 3 — Liabilities subordinated to claims of general creditors

The Company has not incurred any liabilities subordinated to claims of general creditors since the date of the
previous report. ‘

Note 4 — Minimum capital

Under SEC Rule 15¢3-1, the Company is required to maintain net capital of not less than $50,000. At
December 31, 2003, the Company’s net capital as defined by SEC Rule 15¢3-1 was $152,810 in excess of
minimum net capital required. The excess net capital at 1000% was $193,694 at December 31, 2003 and the
percent of aggregate indebtedness to net capital was 44.94% at December 31, 2003.

Note 5 — Determination of reserve requirements pursuant to Rule 15¢3-3

Coastal Discount Stockbrokers, Inc. does not carry nor clear transactions, nor carry customer accounts.
Therefore, it is not subject to the reserve requirements of brokers and dealers under Rule 15¢3-3. Exemption
. 1s claimed under subparagraph (k)(2)(II).

Note 6 — Possession or control requirements under Rule 15¢3-3

Coastal Discount Stockbrokers, Inc. does not carry, nor clear transactions, nor carry customer accounts.

Therefore, the disclosure related to the possession or control requirements under Rule 15¢3-3 are not
applicable. Exemption is claimed under subparagraph (k)(2)(I).



Coastal Discount Stockbrokers, Inc.

Notes to Financial Statements
December 31, 2003

Note 7 — Procedures for safeguarding securities

Coastal Discount Stockbrokers, Inc. maintains net capital of not less than $50,000 and is not permitted to
retain securities. They do not carry nor clear transactions nor carry customers’ accounts nor handle as
custodian, or in any other manner, securities or money owned by customers. Therefore, procedures for
safeguarding securities, as provided by subparagraph (2)(II) of the Rule, are not applicable.

Note 8 — Related party transactions

The Company has various transactions with Coastal Investment Advisors, Inc., an affiliate under common
ownership. The following are transactions that occurred between the Company and the entity. The Company
paid management fees for salaries, payroll taxes, and other expenses of the Company.

Note 9 — Provisior for income faxes

As of December 31, 2003, the Company has Federal income tax net operating loss carryforwards totaling
$5,617 that may be offset against future taxable income through 2023. No tax benefit has been reported in
the 2003 financial statements, because the Company believes there is at least a 50% chance that the
remaining carryforward will expire unused.




Coastal Discount Stockbrokers, Inc.

Computation of Net Capital Under Rule 15¢3-1
December 31, 2003

Total stockholder's equity ' $ 214,570
Deduct stockholder’s equity not allowable for net capital Do
Total stockholder's equity qualified for net capital 214,570

Add: liabilities subordinated to claims of general creditors allowable in
computation of net capital : -
Other deductions or allowable credit

Total capital and allowable subordinated liabilities 214,570

Deductions and/or charges
Nonallowable assets ‘ (11,760)

Net capital $ 202,810




Coastal Discount Stockbrokers, Inc.

Computation of Aggregate Indebtedness Under Rule 15¢3-1
December 31, 2003

Total aggregate indebtedness
Trade accounts payable
Payroll taxes
Accrued expenses
Total aggregate indebtedness

Net capital

Percentage of aggregate indebtedness to net capital

66,654
6,097
18,400

91,151

202,810

44.94%

10



Coastal Discount Stockbrokers, Inc.

Reconciliation Pursuant to SEC Rule 17a-5(d)(4)
December 31, 2003

Focus Audited
Report Financidls-
Total stockholder's equity § 214,570 $ 214,570
Deduct stockholder's equity not allowable for net capital - -
Total stockholder's equity qualified for net capital 214,570 214,570
Add: liabilities subordinated to claims of general creditors
allowable in computation of net capital - .
Other deductions or allowable credit - -
Total capital and allowable subordinated liabilities 214,570 214,570
Deductions and/or charges
Nonallowable assets (11,760) (11,760)
Net capital $ 202,810 $ 202810

11
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Independent Auditors’ Report on
Internal Control Required by SEC Rule 17a-5

The Board of Directors _
Coastal Discount Stockbrokers, Inc.
Wilmington, North Carolina

In planning and performing our audit of the financial statements and supplemental schedules of Coastal
Discount Stockbrokers, Inc. (the “Company™), for the year ended December 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 followed 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 the 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 preparation of financial statements in conformity with
accounting principles generally accepted in the United States of America. Rule 17a-5(g) lists additional
objectives of the practices and procedures listed in the preceding paragraph.

12



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 the 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 December 31, 2003, to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC,
and other regulatory agencies 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.

CHERRY, BEKAERT & HOLLAND, L.L.P.

Chown,. Aehesct 1 ldsllond L L2

Raleigh, North Carolina
January 21, 2004
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