W e

» OMB Number:
05044105 Washington, D JSECORFEY AND EXCHANGE COMMISSION JiExpires:
,&é\;@“ RECEIVED Estimated average burden
/\ \, ANNUAL AUDITED REPORT hours per response .................
i FORM X-§7A-5
PART M AUG 2 9 2005 SEC FILE NUMBER

N BRANCH OF REGISTRATIONS 2410
R FACING BAGE AND

Information Required of Brokers and D¢aflds PurS3AMIEIRNSN 17 of the
Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINNING 07/01/04 AND ENDING 06/30/05
MM/DD/YY MM/DD/YY

A. REGISTRANT IDENTIFICATION

NAME OF BROKER - DEALER: ‘ OFFICIAL USE ONLY

Isaak Bond Investments, Inc. FIRM ID. NO.

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.)

600 17th Street, Suite 2610-S
(No. and Street)

Denver Colorado : 80202
(City) (State) ‘ (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

Donald I. Lemek (303) 623-7500
(Area Code - Telephone No.)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

Ehrhardt Keefe Steiner & Hoftman PC
(Name - if individual, state last, first, middle name)

¢
4

7979 East Tufts Ave., Suite 400 Englewood Colorado 80237
(Address) (City) (State) (Zip Code)
CHECK ONE: {\ @GESSED
X [Certified Public Accountant \
\ SEP § 8 2005
Public Accountant

[] THOMSON
DAccountant not resident in United States or any of its possessions. FINANCIAL

FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See section 240.17a-5(e)(2).

AR




—.———

OATH OR AFFIRMATION

I, Donald J. Lemek, affirm that, to the best of my knowledge and belief the accompanying consolidated financial statements and
supplementary information pertaining to the firm of Isaak Bond Investments, Inc. and Subsidiary, as of and for the year ended June
30, 2005, are true and correct. I further affirm that neither the Company nor any stockholder, principal officer or director has any
proprietary interest in any account classified solely as that of a customer.
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X_ e. Statement of Changes in Stockholders' Equity or Partners' or Sole Proprietor's Capital.
X f Statement of Changes in Liabilities Subordinated to Claims of Creditors.
X g- Computation of Net Capital.
__ h Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
o i. Information Relating to the Possession or Control Requirément under Rule 15¢3-3.
— ] A Reconciliation, Including Appropriate Explanation, of the Computation of Net Capital Under Rule 15¢3-1 and
the Computation for Determination of the Reserve Requirements Under Exhibit A 15¢3-3.
. k. A Reconciliation Between the Audited and Unaudited Statements of Financial Condition with Respect to
Methods of Consolidation.

X 1. An Oath or Affirmation.
. 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 n. Independent accountants’ report on internal control.

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Board of Directors
Isaak Bond Investments, Inc. and Subsidiary
Denver, Colorado

We have audited the accompanying consolidated statement of financial condition of Isaak Bond
Investments, Inc. and Subsidiary as of June 30, 2005, and the related consolidated statement of
operations, changes in stockholders' equity, changes in liabilities subordinated to claims of general
creditors 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 consolidated financial statements are the responsibility of the

Company's management. Our responsibility is to express an opinion on these consolidated financial
statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the consolidated financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
consolidated 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 consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Isaak Bond Investments, Inc. and Subsidiary as of June 30, 2005, and
the results of their operations and their cash flows for the year then ended in conformity with U.S.
generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the consolidated financial
statements taken as a whole. The information included in the accompanying schedules is presented
only for supplementary analysis purposes and is not a required part of the consolidated 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
consolidated financial statements and, in our opinion, is fairly stated in all material respects in relation
to the basic consolidated financial statements taken as a whole.

£ hnharndk Kuufe Dtinnes, Htlnsn Pe

Ehrhardt Keefe Steiner & Hottman PC
August 10, 2005
Denver, Colorado
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ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY

Consolidated Statement of Financial Condition

June 30, 2005
Assets
Assets
Cash ) 177,660
Due from clearing broker and dealers 45,753
Interest receivable 19,741
Due from officer 55,648
Other receivables 38,731
Securities owned, substantially pledged as collateral for
amounts due to clearing broker 6,046,880
Cash surrender value of life insurance, net of policy loan of
$156,005 26,840
Property and equipment, net of accumulated depreciation of
$146,244 53,588
Other assets 171,008
Total assets 6.635.849
Liabilities and Stockholders' Equity
Liabilities
Due to clearing broker, collateralized by securities owned $ 4,728,096
Commissions payable 168,394
Accrued expenses 25,727
Subordinated debt 561,000
Total liabilities 5483217
Commitments and contingencies
Stockholders' equity
Common stock, $1 par value; authorized 50,000 shares;
issued and outstanding 45,805 shares 45,805
Additional paid-in capital 441,354
Retained earnings 665.473
Total stockholders' equity 1.152.632
Total liabilities and stockholders' equity 6.635.849

See notes to consolidated financial statements.
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ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY

Consolidated Statement of Operations
For the Year Ended June 30, 2005

Revenues
Trading gains and losses, net $ 2,172,448
Interest 227,430
Underwriting 141,208
Other 44,335
Total revenue _ 2.585.421

Expenses
Employee compensation and benefits 1,746,107
Interest ' 191,441
Clearing charges 139,870
Occupancy and equipment rental 108,139
Other operating expenses 335,256
Total expenses 2,520,813
Income before income taxes 64,608
Income tax expense 6.717
Net income 57.891

See notes to consolidated financial statements.
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ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY

Consolidated Statement of Changes in Stockholders' Equity
For the Year Ended June 30, 2005

Additional Total
Common Stock Paid-in Retained  Stockholders'

Shares Amount Capital Earnings Equity
Balance - June 30, 2004 44,782 $ 44,782 § 414,269 $ 607,582 $§ 1,066,633
Shares issued to stockholder 1,023 1,023 27,085 - 28,108
Net income - - - 57.891 57.891
Balance - June 30, 2005 45,805 § 45,805 $ 441354 § 665473 § 1,152,632

See notes to consolidated financial statements.
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ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY
Consolidated Statement of Changes in Liabilities

Subordinated to Claims of General Creditors
For the Year Ended June 30, 2005

Subordinated liabilities at June 30, 2004 $ 561,000

Borrowings during the year -

Subordinated liabilities at June 30, 2005 $ 561.000

See notes to consolidated financial statements.

-5.-



ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY

Consolidated Statement of Cash Flows
For the Year Ended June 30, 2005

Cash flows from operating activities
Net income
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation and amortization
Cash surrender value of life insurance
Changes in assets and liabilities
Due from clearing broker and dealers
Interest receivable
Due from officer
Other receivables
Securities owned .
Other assets
Due to clearing broker
Commissions payable
Accrued expenses

Net cash provided by operating activities

Cash flows from investing activities
Purchase of equipment

Net cash used in investing activities

Cash flows from financing activities
Issuance of common stock
Net cash provided by financing activities

Net increase in cash
~ Cash - beginning of year
Cash - end of year
Supplemental disclosure of cash flow information:

Cash paid for interest for the year ended June 30, 2005 was $191,441.

See notes to consolidated financial statements.
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$ 57.891

32,412
(19,584)

217,713
27,877
(10,601)
(5,009)
(587,449)
(104,945)
461,391
52,573
7.563
71.941
129.832

(12.292)
(12,292)

28.108
28.108

145,648
32,012
$ 177,660




. ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY

\

Notes to Consolidated Financial Statements

Note 1 - Description of Business and Summary of Significant Accounting Policies

Isaak Bond Investments, Inc. and Subsidiary (the Company) is a Colorado corporation established on
March 1, 1977. The Company is registered as a broker-dealer under the Securities Exchange Act of
1934 and is a member of the National Association of Securities Dealers, Inc. (NASD). The Company's
primary operation is proprietary trading of municipal bond securities. The Company's wholly-owned
subsidiary, Funds Management Corp. (Management Corp.) has been dormant for several years.

The Company operates under the provisions of Paragraph (k)(2)(ii) of rule 15¢3-3 of the Securities
Exchange Act of 1934 and, accordingly, is exempt form the remaining provisions of that rule.
Essentially, the requirements of Paragraph (k)(2)(ii) provide that the Company clear all transactions on
behalf of customers on a fully disclosed basis with a clearing broker-dealer, and promptly transmit all
customer funds and securities to the clearing broker-dealer. The clearing broker-dealer was Fiserv
Correspondent Services, Inc. (Fiserv) through April, 2005, at which time Fiserv was acquired and the
Company began clearing through National Financial Services LLC (National Financial). National
Financial carries all of the accounts of the customers and maintains and preserves all related books and
records as are customarily kept by a clearing broker-dealer.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Isaak Bond Investments,
Inc. and its subsidiary, Management Corp. All intercompany accounts and transactions have been
eliminated in consolidation.

Cash and Cash Equivalents

The Company considers all highly liquid instruments purchased with an original maturity of three
months or less to be cash equivalents. The Company continually monitors its positions with, and the
credit quality of, the financial institutions it invests with.

Due from Clearing Broker and Dealers and Other Receivables

Due from clearing brokers and dealers are recorded as trades are executed on a trade date basis. The
Company has not provided a reserve for uncollectible accounts, as management believes all receivables
are fully collectible.

Property and Equipment

Property and equipment 1s stated at cost. Depreciation is provided utilizing the straight-line and
accelerated methods over the estimated useful lives for owned assets, ranging from 3 to 7 years. .

Clearing Deposit and Other Assets

Other assets include $100,000 deposited with National Financial to offset certain risks assumed by
National Financial related to the clearing and settling securities and cash transactions on behalf of the
Company.



ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements

Note 1 - Description of Business and Summary of Significant Accounting Policies (continued)

Concentrations of Credit Risk

Financial instruments, which potentially subject the Company to concentration of credit risk, consist
principally of cash. The Company places its temporary cash investments with what management
believes are high-credit, quality financial institutions.

Securities transactions are introduced on a fully disclosed basis with National Financial. Under the
terms of the clearing agreement, the Company is required to guarantee the performance in meeting
contracted obligations. In conjunction with the clearing broker, the Company seeks to control the risks
of activities and is required to maintain collateral in compliance with various regulatory and internal
guidelines. Compliance with the various guidelines is monitored daily and pursuant to such guidelines,
the Company may be required to deposit additional collateral or reduce positions when necessary.

The Company is engaged in various trading and brokerage activities where counterparties primarily
include broker-dealers, banks and other financial institutions. In the event these counterparties do not
fulfill their obligations, the Company may be exposed to risk. The risk of default depends on the
creditworthiness of the counterparty or issuer of the instrument. It is the Company's policy to review,
as necessary, the credit standing of each counterparty with which it conducts business.

Market risk arises due to fluctuations in interest rates and market prices that may result in changes in
the values of trading instruments. The Company manages its exposure to market risk resulting from
trading activities through its risk management function. Risk reports are reviewed daily by
management to mitigate market risk.

Denvative Financial Instruments

Derivative financial instruments used for trading purposes are carried at market value. ' These
derivative instruments consist principally of future contracts to purchase or sell government securities.
Market values are based upon quoted market prices. Fair value of those financial instruments are
recorded in securities owned or due to clearing broker, as appropriate. Unrealized gains or losses
resulting from these financial instruments are recorded in trading revenues.

Fair Value of Financial Instruments

The carrying amounts of financial instruments including cash and cash equivalents, receivables, other
assets, accounts payable, and accrued expenses approximated fair value as of June 30, 2005 because of
the relatively short maturity of these instruments.

Revenue Recognition and Securities Owned

The Company recognizes revenue relating to proprietary securities transactions and commission
income and expense related to customers' securities transactions on a trade date basis. Municipal
securities owned and investment securities are valued at market with the resulting net unrealized gains
and losses included in earnings of the current period.



ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements

Note 1 - Description of Business and Summary of Significant Accdunting Policies (continued)

Income Taxes

Deferred tax assets and liabilities are recognized for the tax effect of differences between the financial
statements and tax bases of assets and liabilities. The Company's temporary differences result
primarily from depreciation and contributions and are not considered to be material. The Company has
recorded a current income tax provision of $6,717 for the year ended June 30, 2005.

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 the
reported amounts of assets and liabilities, disclosures of contingent assets and liabilities at the date of
the financial statements and the reported amounts of revenues and expenses during the reporting
period. Actual results could differ from those estimates.

Note 2 - Due to Clearing Broker

The Company clears its proprietary trades through another broker-dealer. The Company is required to
maintain inventory reserve and other collateral accounts with the Company's broker with a balance at
all times equal to or greater than the margin requirement on the underlying securities. At June 30,
2005, the Company maintained approximately $1,447,000 in these accounts. This amount is netted
against the amount payable to the broker-dealer. This payable is collateralized by securities owned by
the Company. The Company meets all margin requirements, as determined by the clearing broker, as
of June 30, 2005.

Note 3 - Commitments and Contingencies

Operating Leases

The Company leases facilities and equipment under non-cancelable operating leases. Rent expense for
these leases was $75,727 for the year ended June 30, 2005. In July 2005, the Company extended their
office lease through August 2009.

Future minimum lease payments under these leases are approximately as follows:

Year Ending June 30,
2006 $ 25,970
2007 36,238
2008 38,484
2009 38,484
2010 6.414

3 145,590



ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements

Note 3 - Commitments and Contingencies (continued)

Litigation
In the normal course of business, the Company is party to litigation from time to time. The Company

maintains insurance to cover certain actions and believes that resolution of such litigation will not have
a material adverse effect on the Company.

Note 4 - Subordinated debt

The borrowings under subordination agreements at June 30, 2005 are owed to the majority stockholder
as follows:

Interest at prime plus 2% (8.25% at June 30, 2005),
$100,000 due October 31, 2006, $100,000 due
December 31, 2006, $100,000 due March 31, 2007,
and $261,000 due May 31, 2007. $  561.000

For the year ended June 30, 2005, interest expense related to the subordinated debt was $40,261.

The subordinated borrowings are unsecured and are covered by agreements approved by the National
Association of Securities Dealers, Inc. and are thus available in computing net capital under the
Securities and Exchange Commission's uniform net capital rule. To the extent that such borrowings
are required for the Company's uniform net capital requirements, they may not be repaid.

Note 5 - Emplovee Benefit Plan

The Company's 401(k) profit sharing plan covers substantially all full-time employees. The Company's
contributions to the plan are determined annually by the Board of Directors. Participant interests are
vested over a period from two to six years of service. In addition, the Company has a discretionary
match of up to 6% of employee salary deferrals. Employer contributions to the plan were $48,000 for
the year ended June 30, 2005 and are included in employee compensation and benefits in the
consolidated statement of operations.

Note 6 - Related Party Transactions

One of the Company's customers is a partnership, where the general partner is related to the majority
stockholder. In addition to providing investment advisory services, the Company performs certain
administrative services for the partnership. For the year ended June 30, 2005, the Company's revenue
earned from this partnership was $42,747. The amount due from the partnership was $33,744 as of
June 30, 2005.

-10 -



ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY

Notes to Consolidated Financial Statements

Note 7 - Net Capital Requirements

The Company is subject to the Securities and Exchange Commission uniform net capital rule (SEC
rule 15¢3-1), which requires the maintenance of minimum net capital and requires the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1. The rule also provides
that equity capital may not be withdrawn or cash dividends paid if the resulting net capital ratio would
exceed 10 to 1. At June 30, 2005, the Company had net capital of approximately $882,528, which was

approximately $782,528 in excess of its minimum net capital of $100,000. The Company's net capital
ratio was 0.26 to 1.

-11-
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ISAAK BOND INVESTMENTS, INC. AND SUBSIDIARY

Computation of Aggregate Indebtedness and Net Capital pursuant to Rule 15¢3-1 of the
Securities and Exchange Commission
June 30, 2005

Net Capital
Stockholders' equity $ 1,152,632
Additions :
Liabilities subordinated to claims of general creditors 561,000
Deductions
Due from clearing broker (27,190)
Advances of officers (55,648)
Other receivables (38,731)
Property and equipment (53,588)
Other assets (171,008)
Haircuts on securities
Contractual securities (73,792)
Debt securities (360,037)
Other securities (25,088)
Undue concentration (26.022)
Net capital 882.528
Aggregate Indebtedness |
Payables
Commissions payable $ 168,394
Accounts payable and accrued expenses 58.350
Total aggregate indebtedness 226,744
Computation of Basic Net Capital Requirements
Required minimum net capital 3 100,000
Capital in excess of minimum requirement 782.528
Ratio of aggregate indebtedness to net capital 026

Reconciliation with Company's computation:

There is no difference from the Company's computations included in its Part I of Form X-17A-
5 as of June 30, 2005 and the audited computation above.

-13 -
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17A-5

Board of Directors
Isaak Bond Investments, Inc. and Subsidiary
Denver, Colorado

In planning and performing our audit of the consolidated financial statements of Isaak Bond
Investments, Inc. and Subsidiary (the Company), for the year ended June 30, 2005, 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 15c-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 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.

7979 E. Tufts Avenue, Suite 400 Denver, Colorado 80237-2843
303 740-9400 TFax 303 740-9009

Member of the Leading Edge Alliance, DFK & PKF International - Affiliations of Firms Providing Services in Cities Worldwide



Board of Directors
Isaak Bond Investments, Inc. and Subsidiary
Page Two

Because of inherent limitations in intemnal 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 June 30, 2005 to meet the SEC's objectives.

This report is intended solely for the information and use of the Board of Directors, 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.
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Ehrhardt Keefe Steiner & Hottman PC

August 10, 2005
Denver, Colorado




