AUREMENE

. SECURII 0600546 IMISSION
. vy aalllllglUn, .C, 20549

ANNUAL AUDITED REPORT
FORM X-17A-5
PART Ili

FACING PAGE

BT Y2f

QMB APPROVAL

QMB Number. 3235-123
Expires: January 31, 2007
Estimated average burden

hours per response . ... . 12.00

SEC FILE NUMBER

8-051088

Information Required of Brokers and Dealers Pursuant to Section 17 of the
Securities Exchange Act of 1934 and Rule 17a-5 Thereunder

REPORT FOR THE PERIOD BEGINING 01/01/2008 AND ENDING
MM/DD/YY

12/31/2008

MM/DD/YY

A. REGISTRANT IDENTIFICATION

NAME OF BROKER DEALER:
Intercoastal Financial Services Corp.

OFFICAL USE ONLY

FIRM ID. NO.
ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.)
400 S. U.S. Highway One, Suite 3
(No. and Street)
Jupiter Florida 33477
(City) (State) (Zip Code)

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

(Area Code - Telephone No.)

B. ACCOUNTANT DESIGNATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

P. Jason Ling, CPA, P.A.

(Name - if individual, state last, first, middle name)
Boca Raton Florida

' T mTaYa Vi

(City) (State) Lyl x 9LV

JUN 2 0 2008

CHECK ONE:
Certified Public Accountant
] Public Accountant
[[] Accountant not resident in United States or any of its Possessions

lté’)

THOMSON
FINANCIAL

FOR OFFICIAL USE ONLY

*Claims for exemption from the requirement that the annual audit 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.

Potential persons who are to respond to the collection of
information contained in this form are required to respond unless
SEC 1410 (06-02) the form displays a current valid OMB control number.

See section 240.17a-5(e)(2).

o




OATH OR AFFIRMATION

I, David C Delaney , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm or
Intercoastal Financial Services Corp ,as of
December 31 ,31 2005 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 soley as that of
a customer, except as follows:

st it

President _?/23/0Q

% / . Title
NOTARV/éP x}c-sméﬁ FLORIDA ™~ |

P§iNSzvRoap
Commission # DD474732
Expires: OCT. 16, 2009

Bonded Thru Atlantic Bonding Co., Inc.

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

X (a) Facing page.

B (b) Statement of Financial Condition.

(¢) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

X] (e) Statement of Changes in Stockholders’ Equity or Partners” or Sole Proprietor’s 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.

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

(J) 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 of Rule 15¢3-1.

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

(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.

000 O XXOXKXOX

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(¢e)(3).
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Jason Ling, 786 NW 6 Drive
Boca Raton, FL 33486
CPA, P.A.

Phone: (561) 361-9595; Fax: (866) 811-5224

REPORT OF INDEPENDENT AUDITOR

Board of Directors
Intercoastal Financial Services, Corp:

We have audited the accompanying statement of financial condition of Intercoastal Financial
Services, Corp. as of December 31, 2005, and the related statements of operations,
changes in stockholders’ equity, and cash flows for the year then ended that you are filing
pursuant to rule 17a-5 under the Securities and 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 generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain a 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 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 Intercoastal Financial Services, Corp. as of December 31,
2005, and the results of its operations and cash flows for the year then ended in conformity
with United States generally accepted accounting principles.

The accompanying financial statements have been prepared assuming that Intercoastal
Financial Services, Corp will continue as a going concern. As discussed in Note 1 to the
financial statements, Intercoastal Financial Services, Corp has suffered recurring losses
from operations and has a stockholder's deficit that raises substantial doubt about the
entity's ability to continue as a going concern. Management's plans in regard to these
matters are also described in Note 1. The financial statements do not include any
adjustments that might result from the outcome of this uncertainty.

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 |, II, and Il is
presented for the 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 and 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.

P Lo Lo a0, 2.0

P. JASON LING, CPA/P A.

Boca Raton, Florida
February 25, 2006




INTERCOASTAL FINANCIAL SERVICES CORP.
STATEMENT OF FINANCIAL CONDITION
FOR THE YEAR ENDED DECEMBER 31, 2005

ASSETS

Current assets
Cash and cash equivalents $ 48,891
Due from clearing broker 373,479
Securities owned, at market value 104,550
Prepaid expenses 15,309
Deposits 4,040
Furniture, fixtures, and equipment, net 59,580

Total Assets 605,849

. LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities

Accounts payable and accrued expenses 87,060
Commissions payable 49,386
Due to clearing broker 132,790
Securities sold, not yet purchased, at market value 13,835
Note Payable 15,587
298,658
Other long-term liabilities
Liabilities subordinated to claims of general creditors 1,004,371
Note Payable 20,413
1,024,784
Total Liabilities 1,323,442

Shareholders’ Equity:
Common stock, $.01 par value, 1,000,000 shares authorized

issued and outstanding 10,000
Accumulated deficit (727,593)
Total Shareholders' Equity (717,593)
Total Liabilities & Shareholders' Equity $ 605,849

The accompanying notes are an integral part of these financial statements




INTERCOASTAL FINANCIAL SERVICES CORP.
STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2005

REVENUES
Principal transactions
Agency commissions
Interest
Total Revenue

EXPENSES
Employee compensation and benefits
Clearance fees
Occupancy
Quotations and research
Professional fees
Licenses & registrations
Interest expense
Communication and data processing
Depreciation
Dues and subscriptions
Management fees
Bank fees
Total Expenses

Net Income (Loss) Before Taxes
Provision For Income Taxes

Net Income (Loss) After Tax

The accompanying notes are an integral part of these financial statements

$ 573,912
320,489
9,751
904,152

726,684
142,570
88,106
80,779
68,284
66,697
52,877
15,975
12,035
7,746
2,740
1,471
1,265,964

(361,812)

$ (361,812)




INTERCOASTAL FINANCIAL SERVICES CORP.
STATEMENT OF CHANGES IN SHAREHOLDERS' EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2005

Additional
Common Stock Paid-in Accumulated
Shares Amount Capital Deficit Totals

BALANCES, January 1, 2005 1,000,000 $ 10,000 $ - $ (365781) $ (355,781)

Net loss for the year ended

December 31, 2005 (361,812) (361,812)

BALANCES, December 31, 2005 1,000,000 $ 10,000 $ - $ (727,593) § (717,593)

The accompanying notes are an integral part of these financial statements 4




INTERCOASTAL FINANCIAL SERVICES CORP.
STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2005

Cash Flows From Operating Activities
Net income $ (361,812)

Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation 12,037

Change in Assets and Liabilities:
Due to clearing broker (106,684)
Marketable securities 137,440
Prepaid expenses 3,685
Deposits (140)
Due from clearing broker 295,514
Accounts payable & accrued expenses 74,592
Commissions payable (98,091)
Securities sold, not yet purchased (28,880)

Net Cash Used In Operating Activities (72,339)

Cash Flows From Investing Activities
Purchases of furniture, fixtures, and equipment (10,258)

Cash Flows From Financing Activities

Interest accrual on subordinated loans 52,875
Note payable 36,000
88,875

Net increase in cash 6,278
Cash & cash equivalents - Beginning of Period 42,613
Cash &cash equivalents - End of Period $ 48,891

Supplemental Cash Flows Disclosure
Cash paid for interest $ 23

Cash paid for taxes $ 469

The accompanying notes are an integral part of these financial statements



INTERCOASTAL FINANCIAL SERVICES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

1. GENERAL

Organization and Nature of Business

Intercoastal Financial Services, Corp. (the “Company”) was incorporated on December 24,
1997 pursuant to the laws of the state of Florida. The Company is a broker-dealer registered
with the Securities and Exchange Commission and the National Association of Securities
Dealers. The Company is a wholly owned subsidiary of Intercoastal Holdings, L.L.C. (the
“Parent”).

The Company’s primary sources of revenue are principal trading and market making in over-
the counter equities. In connection with its activities as a broker-dealer, the Company clears
its securities transactions on a fully disclosed basis through Penson Financial Services Inc.
(Penson). Penson provides services, handles the Company’'s customers’ funds, holds
securities, and remits monthly activity statements to the customers on behalf of the Company.
The amount receivable from brokers and dealers relates to commissions and trading gains
earned by the company for trades executed by the other broker/dealer on behalf of the
company.

Going Concern
The accompanying financial statements have been prepared on a going concern basis, which

contemplates the realization of assets and the satisfaction of liabilities in the normal course of
business.

The Company has losses from continuing operations during 2004 and 2005 and had
stockholders’ deficit of $717,593 as of December 31, 2005. Revenues have decreased 34.4%
and 49.9% from December 31, 2004 and December 31, 2003 respectively. To remain in
compliance with SEC Rule 15¢3-1 the Company must maintain minimum net capital of at
least $100,000, as of December 31, 2005 the Company had $88,065 in excess of this
amount. In 2005, the Company and one of the Company's principals signed letters of
acceptance, waiver and consent, without admitting or denying the claims and allegations, with
the National Association of Securities Dealers (NASD) and agreed to a fine of $48,000. In
February, 2008, the Company received an administrative complaint filed by the Department of
Enforcement of the NASD (see Note 13), the outcome of which is uncertain. These factors
raise substantial doubt about the Company's ability to continue as a going concern.

The Company's continued existence is dependent upon its ability to return to profitability and
to generate cash either from operations or from new financings. Management is currently
seeking additional capital and/or subordinated loans to increase the Company’s net capital
and provide additional liquidity. Management is also implementing a plan to hire additional
brokers to increase revenue and is in the process of hiring consuitants to review and improve
the Company's compliance functions. There can be no assurance, however, that
Management's efforts will ultimately be successful. The financial statements do not include
any adjustments that might result from the outcome of these uncertainties.




INTERCOASTAL FINANCIAL SERVICES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The Company prepares its financial statements in accordance with accounting principles
generally accepted in the United States of America ("GAAP”). The preparation of financial
statements in conformity with GAAP 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 financia! statements and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ from
those estimates.

Securities Transactions

Proprietary securities transactions in regular-way trades are recorded on the trade date as if
settled. Profit and loss from all securities transactions entered into for the account and risk of
the Company are recorded on a trade date basis. Customers’ security transactions are
reported on a settlement date basis to the customer with the related commission income and
expenses recorded on a trade date basis.

Marketable Securities

Marketable securities are valued at market value. Securities not readily marketable (if any)
are valued by the board of directors. The resulting difference between cost and market (or fair
value) is included in the statement of operations.

Furniture, Fixtures, and Equipment

Furniture, fixtures, and equipment, are recorded at cost and depreciated over the useful lives
of those assets using straight-line and accelerated methods. Expenditure for routine
maintenance and repairs are charged to expenses as incurred.

Cash and Cash Equivalents

Cash equivalents include all highly liquid investments, if any, purchased with an original
maturity. of three months or less. The Company periodically maintains cash balances with
financial institutions that are in excess of the insured limit.

Fair Value of Financial Instruments

Cash, commissions receivable, accounts payable and accrued expenses are recorded in the
financial statements at cost, which approximates fair value because of the short-term maturity
of those instruments.

Statement of Comprehensive Income

A statement of comprehensive income is not presented since the Company had no items of
other comprehensive income. Comprehensive income is the same as net income to the
period presented herein.




INTERCOASTAL FINANCIAL SERVICES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

3. RELATED PARTY TRANSACTIONS

As discussed in Note 1, the Parent wholly owns the Company. Management fees paid by the
Company to its Parent totaled approximately $2,740 for fiscal year 2005. The management
fees are paid for financial and administrative services. The management fee is a mutually
agreed upon amount and may not represent the cost of obtaining the aforementioned items
from an unrelated party. The Company alsc has three approved subordinated loans from the

Parent, during 2005 interest expense accrued and payable to the Parent totaled $52,875 (see
Note 8).

4. DUE TO/FROM CLEARING BROKER

The Company has a clearing agreement with one principal clearing broker, Penson Financial
Services Inc. (Penson). The clearing and depository operations for the Company’'s securities
transactions are provided by Penson pursuant to a clearing agreement. At December 31,
2005 the due from the ciearing broker represents cash maintained at the clearing broker and
commissions earned ($74,546) as an introducing broker for the transactions of its customers.
The amount due from broker is partially restricted in an amount equal to the market value of
marketable securities sold, not yet purchased and $250,000, the minimum deposit required by
the Company’s clearing broker.

Due to clearing broker represents amounts owed to the clearing broker equivalent to the cost
basis of securities inventory purchased and held at the clearing broker. The Company earns
interest income and/or incurs interest expense on balances due from/to the clearing broker.

5. NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Act of 1934 uniform net capital rule,
which requires the maintenance of a minimum net capital (as defined) and requires that the
ratio of aggregate indebtedness to net capital not exceed 15 to 1. As of December 31, 2005,
the Company had net capital of $188,065, which was $88,065 in excess of its minimum
required net capital of $100,000 pursuant SEC Rule 15¢3-1. The Company's ratio of
aggregate indebtedness to net capital was 1.07 to1, based on aggregate indebtedness of
$200,887 as of December 31, 2005.

6. CONTRACTUAL COMMITMENTS

Clearing Agreement

The Company’s has a clearing agreement with Penson Financial Services, Inc. The original
term of the agreement was two years and expires in March 2007. The agreement cancelable
with 45 days written notice. The clearing agreement requires the Company to maintain a
$250,000 clearing deposit. The company has agreed to indemnify its clearing broker for
losses that the clearing broker may sustain from customer and proprietary accounts
introduced by the Company.




INTERCOASTAL FINANCIAL SERVICES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

6. CONTRACTUAL COMMITMENTS-continued

Licenses

The Company currently leases various licenses and other intangible products to provide
access to trading platforms and other communications and data processing portals and
market quotes. These lease agreements are primarily for a two year term and automatically
renew for additional two year terms. Total lease expense for communications and data
processing portals totaled $80,779 for the year ended December 31, 2005.

Office Lease

The Company is obligated under a non-cancelable operating lease for approximately 1,600
square feet of office space in Jupiter, Florida that expires on October 18, 2009. The future
minimum annual rental payments for the non-cancelable lease are approximately:

2006 54,007
2007 55,504
2008 57,124
2009 48,704

215,429

7. INCOME TAXES

The Company accounts for income taxes in accordance with the Statement of Financial
Accounting Standards No. 109, *Accounting for Income Taxes,” which requires the
recognition of deferred tax liabilities and assets at currently enacted tax rates for the expected
future tax consequences of events that have been included in the financial statements and tax
returns. As of December 31, 2005, the Company had no material temporary differences.

FASB 109 requires a valuation allowance to reduce the deferred tax assets reported if, based
on the weight of the evidence, it is more likely than not that some portion or all of the deferred
tax assets will not be realized. At December 31, 2005 the Company had no deferred tax
assets or liabilities. The components of the income tax provision (benefit) are as follows:

Year ended
December 31, 2005
Deferred tax asset $273,300
Valuation Allowance (273,000)
Deferred Tax Asset 0

The effective tax rate differs from the federal tax rate of 34% primarily due to state taxes, the
effect of federal tax brackets, and permanent differences.

10




INTERCOASTAL FINANCIAL SERVICES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

8. NOTES PAYABLE

On December 5, 2005, the Company executed a promissory note payable to the National
Association of Securities Dealers (NASD) in the amount of $36,000 to satisfy monetary
sanctions imposed in conjunction with a letter of acceptance, waiver and consent with the
NASD. Interest on the note begins on January 23, 2008, bearing interest at 10.25%.
Payments begin on February 23, 2006, principal and interest are payable in equal monthly
installments through January 23, 2008. Scheduled principal payments are as follows: 2006
($15,587); 2007 ($18,752); and 2008 ($1,661).

9. SUBORDINATED BORROWINGS
Since inception, the Company has entered into three subordinated equity loans with the
Parent. All the loans are unsecured and have been approved by the NASD. Under the terms

of the loans, the interest payable on the loans is treated as subordinated debt.

The borrowings under subordinated agreements as of December 31, 2005 are as follows:

Amount Interest Rate Effective Date Maturity Date
$140,000 8.57 % 08/07/1998 12/31/2007
150,000 8.00 % 12/08/1999 01/31/2009
350,000 8.25 % 01/04/1999 01/31/2008
640,000
364,371 Accrued interest payable classified as subordinated debt
$1,004,371

The subordinated borrowings are available in computing net capital under the SEC’s uniform
net capital rule. To the extent that such borrowings are required for the Company’s continued
compliance with minimum net capital requirements, they may not be repaid

10. SECURITIES OWNED AND SOLD, NOT YET PURCHASED

Securities are valued at market value. The resulting difference between cost and market
value is included in the statement of operations. Securities owned and securities sold, not yet
purchased, consist of the following as of December 31, 2005

Sold, not yet
Owned Purchased
Corporate equities $ 104,550 $ 13,835

Securities sold, not yet purchased represent obligations of the Company to purchase the
securities at prevailing market prices. The ultimate gains or losses recognized are dependent
upon the prices at which these securities are purchased to settle the obligation under the
sales commitments. Accordingly, these transactions result in off-balance-sheet market risk as
the Company's ultimate obligation may exceed the amount recognized in the financial
statements.

11




INTERCOASTAL FINANCIAL SERVICES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

11. FURNITURE, EQUIPMENT AND LEASEHOLD IMPROVEMENTS
Furniture, Equipment and Leasehold Improvements, net consists of the following:

December 31, 2004

Furniture and Fixtures 51,718
Computer and office equipment 21,890
73,608
Less: Accumulated depreciation 14,028
59,580

12. CONCENTRATIONS AND CREDIT RISKS

Financial Instruments with Off-Balance Sheet Risk

The Company will periodically sell securities that it does not currently own and will therefore
be obligated to purchase such securities at a future date. The Company has recorded these
obligations in the financial statements at market values of the related securities and will incur
a loss if the market value of the securities increases subsequent to December 31, 2005.

In the normal course of business, the Company’s customer securities activities involve the
execution, settlement, and financing of various customer securities transactions. These
activities may expose the Company to off-balance-sheet risk in the event the customer or
other broker is unable to fulfill its contracted obligations and the Company has to purchase or
sell the financial instrument underlying the contract at a loss.

The Company’s customer securities activities are transacted on either a cash or margin basis.
In margin transactions, the Company extends credit to its customers, subject to various
regulatory and internal margin requirements, collateralized by cash and securities in the
customers’ accounts. In connection with these activities, the Company executes and clears
customer transactions involving the sale of securities not yet purchased, substantially all of
which are transacted on a margin basis subject to individual exchange regulations. Such
transactions may expose the Company to significant off-balance-sheet risk in the event
margin requirements are not sufficient to fully cover losses that customers may incur.

in the event the customer fails to satisfy its obligation, the Company may be required to
purchase or sell financial instruments at prevailing market prices to fulfill the customer’s
obligations. The Company seeks to control the risks associated with its customer activities by
requiring customers to maintain margin collateral in compliance with various regulatory and
internal guidelines. The Company and its clearing broker monitor required margin levels and,
pursuant to regulatory guidelines, require the customer to deposit additional collateral or to
reduce positions when necessary.

Concentration of Credit Risk
The Company is engaged in various trading, and brokerage activities in which counter-parties
include broker-dealers, individuals, and other financial institutions. In the event counter-

12



INTERCOASTAL FINANCIAL SERVICES CORP.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

12. CONCENTRATIONS AND CREDIT RISKS

parties do not fulfill their obligations, the Company may be exposed to risk. The risk of default
depends on the creditworthiness of the counter-party or issuer of the instrument. It is the
Company'’s policy to review, as necessary, the credit standing for each counter-party.

Indemnifications

In the normal course of business, the Company indemnifies and guarantees certain service
providers, such as clearing and custody agents, trustees and administrators, against specified
potential losses in connection with their acting as an agent of, or providing services to, the
Company. The Company also indemnifies some clients against potential losses incurred in
the event specified third-party service providers, including sub custodians and third-party
brokers, improperly execute transactions. The maximum potential amount of future payments
that the Company could be required to make under these indemnifications cannot be
estimated. However, the Company believes that it is unlikely it will have to make material
payments under these arrangements and has not recorded any contingent liability in the
financial statements for these indemnifications.

13. SUBSEQUENT EVENTS

The Company received an administrative complaint dated February 8, 2006 filed by the
Department of Enforcement of the National Association of Securities Dealers. The complaint
names the Company and one of its associated persons as respondents. The complaint
alleges six violations of the of various NASD rules by the Company and associated person.
The Company and associated person deny the claims being asserted and have retained legal
counsel to enter a defense of the claims asserted. Both respondents are seeking a full
hearing on the matters charged.

13



INTERCOASTAL FINANCIAL SERVICES CORP.
COMPUTATION OF NET CAPITAL PURSUANT TO SEC RULE 15¢3-1
FOR THE YEAR ENDED DECEMBER 31, 2005

Shareholders Equity: $ (717,593)
Subordinated borrowings allowable in computation
of net capital 1,004,371
Total net capital and allowablr subordinated borrowings 286,778
Deductions and/or Charges
Non-allowable assets:
Deposits 4,040
Furniture, fixtures, and equipment, net 59,580
Prepaid expenses 15,309 78,929
Blockage:
trading and investment securities 200
Net Capital before haircuts on Securities Positions 207,649
Haircuts on securities [computed, where applicable, pursuant
to rule 15¢3-1(f) 19,584
Net Capital $ 188,065
Aggregate Indebtedness
ltems included in the Statement of Financial Condition
Accounts payable and accrued expenses 87,060
Commissions payable 49,386
Note Payable 36,000
Due to clearing broker 28,441
Total Aggregate Indebtedness $ 200,887
Computation of Basic Net Capittal Requirement
The greater of:
Minimum net capital required 100,000
6 2/3% of total aggregate indebtedness 13,393
Net Capital Requirement 100,000
Net Capital 188,065
Excess Net Capital 88,065
Ratio: aggregate Indebtedness to Net Capital 107%
'Reconciliation with company's calculation as reported on
December 31, 2005 FOCUS report
Net Capital as reported in December 31, 2005 Form X-17A-5, Part lIA
(unaudited) FOCUS report 188,064
Net Capital, Per Above 188,064
The accompanying notes are an integral part of these financial statements 14




’INTERCOASTAL FINANCIAL SERVICES, CORP.
INFORMATION RELATING TO THE POSSESSION OR CONTROL REQUIREMENTS
UNDER SEC RULE 15c¢3-3 AS OF DECEMBER 31, 2005

In the opinoin of management, the Company has complled with the exemptive provisions
under Rule 153-3.

The Company is exempt from Rule 15¢3-3 under Section (k)(2)(ii) of the rule.

15




INTERCOASTAL FINANC!AL SERVICES CORP.
STATEMENT OF CHANGES IN LIABILITIES SUBORDINATED TO CLAIMS OF CREDITORS
FOR THE YEAR ENDED DECEMBER 31, 2005

Balance, January 1, 2005 $ 951,496
Increases:
Accrued interest 52,875
Balance, December 31, 2005 ' ~§ 1,004,371

The accompanying notes are an integral part of these financial statements
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Jason Ling, 786 NW 6" Drive
Boca Raton, FL 33486
CPA, P.A.

Phone: (561) 361-9595; Fax: (866) 811-5224

INDEPENDENT AUDITORS' REPORT ON THE INTERNAL ACCQUNTING CONTROL

REQUIRED BY SEC RULE 17a-5

Board of Directors
Intercoastal Financial Services, Corp.:

In planning and performing our audit of the financial statements and supplemental
schedules of Intercoastal Financial Services, Corp. (the Company) for the year ended
December 31, 2005, we considered its internal control structure, including procedures 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 the
internal control structure.

Also, as required by rule 17a-5(g)(1) of the Securities 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 the procedures for determining compliance with the
exemptive provisions of rule 15c3-3. Because the Company does not carry security
accounts for customers or perform custodial function 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
Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsibie 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 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 generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

Because of inherent limitations in any internal control structure or the practices and
procedures referred to above, errors 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.
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Our 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 cof the specific internal control elements does
not reduce to a relatively low level the risk that errors or irregularities in the 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 structure
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 and 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, 2005, to meet the SEC’s objectives.

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

/%@w%@ 2L A,

P. JASONYING, CPA, PA

Boca Raton, Florida
February 25, 2006
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