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B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report¥ |
Darilek, Butler & Co., P.C. |

(Name - if individual, state last, first, middie name)
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- OATH OR AFFIRMATION ‘

L C. David Gartley , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of | ‘
The Champion Group, Inc. ﬁ , as

of June 30 ,20 05 | are true and correct. T further swear (or affirfn) that

neither the company nor any partner, proprieter, principal officer or director has any proprietary interest in any account

classified solely as that of a customer, except as follows: |

JESSICA LYNNE WHITE -
MY COMMISSION EXPJRES
Apri 24,

1s 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 Under Rule 15¢3-3. 3

(j) 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 Condition with respect to methods of
consolidation. |

() An Oath or Affirmation. » \

(m) A copy of the SIPC Supplemental Report. 3

(n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the prev‘lous audit.
(0) Independent Auditors' Report on Internal Accounting Control Reguired
*For conditions of confidential treatment of certain portions of this filing, see section 240.17a- 5(6)%) by SEC
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DARILEKBUTLER ~

CERTIFIED PUBLIC ACCOUNTANTS STEVEN;H.BUTLER,C.P.A.

D3

2702 N. Loop 1éjt)4 Eost, Suite 202
San Ankj:nio, Texas 78232

Phone (210) 979-0055

Fax (210] 9790058

INDEPENDENT AUDITORS' REPORT

The Board of Directors

The Champion Group, Inc.
San Antonio, Texas ‘
i

We have audited the accompanying statement of financial condition of The Champion dfoup,
Inc., as of June 30, 2005, and the related statements of income, changes in stockholders' equity,
and cash flows for the year then ended. These financial statements are the responsibility of the
Company's management. Our responsibility 1s 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 obtam
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 usea 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 The Champion Group, Inc. as of June 30, 2005, and the results‘ of its
operations and cash flows for the year then ended in conformity with accounting pr1n01ples
generally accepted in the United States of America. |

st e

San Antonio, Texas
August 12, 2005

A Professional Corporation ® Members AICPA PCPS and TSCPA }




THE CHAMPION GROUP, INC.

Statement of Financial Condition
June 30, 2005

ASSETS

Current Assets:
Cash
Accounts Receivable - Commuissions
Accounts Receivable - Employees
Prepaid Expenses
Total Current Assets

Fixed Assets:
Office Equipment
Furniture & Fixtures
Leasehold Improvements
Total Fixed Assets
Accumulated Depreciation

Other Assets:
Security Deposits
Investments
Deferred Tax Asset

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabailities:
Accounts Payable - Trade
Accrued Liabilities
Total Current Liabilities

Stockholders' Equity:

Common Stock, $0.01 Par Value, 1,000,000 Shares Authorized,

350,000 Issued and Outstanding
Additional Paid-In Capital
Retained Eamnings

Total Stockholders' Equity

The Accompanying Notes are an Integral Part of These Financial Statements.

|

|
82,212
537
5,807
25,026

113,582

66,235
12,710
26,098

105,043
(96,019)

9,024

|
10,540
|
3,370
1,571

138,087

120,887
138,087



THE CHAMPION GROUP, INC.

Statement of Income
Year Ended June 30, 2005

Revenues
Commission Income
Interest Income

Expenses
Advertising
Business Promotion
Commissions
Contract Labor
Depreciation
Donations
Dues and Subscriptions
Other Taxes
Insurance - Medical
Insurance - Liability
Licenses and Examination Fees
Office
Payroll Taxes
Postage and Shipping
Professional Fees
Repairs and Maintenance
Salaries
Stock Exchange Fees
Storage and Equipment Rental
Training and Education
Travel and Entertainment

Income (Loss) Before Provision for Federal Income Taxes

Provision for Federal Income Taxes
Deferred Federal Income Tax Expense

Net Income (Loss)

4,595,696 |

4,595,461
235 |

5,889
28,405
3,842,496 |
2,682
4,466 |
1,000 |
3,306 |
6,446
24,858
8,781
30,828
33,909
132,507 |
7,695
275,060
107 |
79,065
141
80,741
3,546
13,884 |

4,585,812

9,884

5.005

4,879

|
|

The Accompanying Notes are an Integral Part of These Financial Statements.



THE CHAMPION GROUP, INC.

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

Additional
Common Paid-in Retained |
Stock Capital Earnings Total |
1
|
Balance - June 30, 2004 $ 3,500 % 81,500 § 31,008 § 116,008
Net Income (Loss) - - 4,879 4,879;3
Balance - June 30, 2005 $ 3,500 % 81,500 § 35,887 §$ 120,8873

The Accompanying Notes are an Integral Part of These Financial Statements.



THE CHAMPION GROUP, INC. |
. |

Statement of Cash Flows
Year Ended June 30, 2005 !

Cash Flows from Operating Activities: |

Net Income (Loss) $ 4,879
Adjustments to Reconcile Net Income to Cash Provided (Used) by Operating Activities:
Depreciation 4,46;6
(Increase) Decrease in:
Accounts Receivable - Commission 31;7
Accounts Receivable - Employees (4,572)
Federal Income Tax Receivable 3(>9
Security Deposits 7$4
Prepaid Expenses (7,0$7)
Deferred Income Taxes 4,696
Increase (Decrease) in: ’
Accounts Payable (4,666)
Accrued Liabilities (1,145)
Net Cash Provided (Used) by Operating Activities (2,0;49)
!
Cash Flows from Investing Activities: ;
Purchase of Fixed Assets | -
Net Cash Provided (Used) by Investing Activities [ -
Net Increase (Decrease) in Cash (2,(?)49)
|
Cash Balance - June 30, 2004 84,261
]
|
Cash Balance - June 30, 2005 $ 82212
I

Supplemental Disclosures For Statement of Cash Flows:

None

The Accompanying Notes are an Integral Part of These Financial Statements.



THE CHAMPION GROUP, INC. |

Notes to Financial Statements
June 30, 2005

i
!
i

Note A - Organization and Summary of Significant Accounting Policies

|
I
|
|
|
|
|
{

The Champion Group, Inc. (the Company) was incorporated under the laws of the State of
Delaware on October 7, 1988 to engage in the broker/dealership of direct participation progréms

The Company is also registered to sell mutual funds, stocks, and fully disclosed general securmes
on a commission basis. 1

The following is a summary of significant accounting policies of the Company. These accouﬂting
policies conform to generally accepted accounting principles (GAAP) and were ut1hzed n
preparing the accompanying financial statements.

Fixed Assets

Fixed assets are recorded at cost and depreciated over the estimated useful lives of the re“lated
assets. Depreciation is computed using the Modified Accelerated Cost Recovery System
(MACRS) method of depreciation prescribed by the Internal Revenue Service for both financial
and income tax reporting purposes; this method, which prescribes useful lives for the assets, does
not materially differ from GAAP. (

|

Commission Income 1

The Company recognizes commission income when earned under the terms of the oﬁfering
memorandums for the programs sold. Under these terms, commissions are earned when available
for distribution from escrow or upon the completion of significant events as specified m the
offering memorandum. ‘

Accounts Receivable

Uncollectible accounts receivable are written off and charged to operations at the time am{ounts
are determined to be a loss to the Company. Actual amounts charged off are reported for income
tax purposes. Management's judgment in determining the adequacy of, or need for, a resérve 18
based on their evaluations of the collectibility of accounts receivable on an account by account
basis. |



1
THE CHAMPION GROUP, INC. |

Notes to Financial Statements
June 30, 2005

Note A - Organization and Summary of Significant Accounting Policies (Continued)

|
Income Taxes |
|

Deferred income tax assets and liabilities are computed annually for differences betweenjthe'
financial statements and tax bases 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. Income‘tax
expense is the tax payable or refundable for the period plus or minus the change during the penod
in deferred tax assets or liabilities. |
|
Use of Estimates
The process of preparing financial statements in conformity with generally accepted accourﬂting
principles requires the use of estimates and assumptions regarding certain types of aséets,
liabilities, revenues, and expenses. Such estimates primarily relate to depreciable lives of fixed
assets and bad debt estimates. Accordingly, upon settlement, actual results may differ from
estimated amounts. |

Advertising Costs

Advertising costs are expensed as incurred and were $5,889 during the year.

Investments !
|

Investments represent equity securities in a publicly traded domestic company. The investment 18
recorded at its original cost which represents the estimated fair market value of the securmes

These securities are held as available for sale by the Company. }

Cash and Cash Equivalents |
|
For the purpose of the statement of cash flows, cash represents cash on hand, cash in clearmg
deposit accounts, and cash in bank depository accounts. ‘



THE CHAMPION GROUP, INC.

Notes to Financial Statements
June 30, 2005

Note B - Related Party Transactions

The Company operates under an arrangement with Venture Exploration Corp. d/b/a Comb}ned
Resources Group (“Combined") to provide marketing services for oil and gas ventures which
Combined has developed. As part of this arrangement, the Company is provided with office
facilities and long distance telephone service at no charge. During the year ended June 30, 2005,
the Company received commissions totaling $4,584,873 from the sale of joint venture interests
issued by Combined. ’

Note C - Federal Income Taxes

i

The Company's effective tax rate differs from the expected federal income tax rate as follows:

Tax expense at statutory rate $ 1,483 |
Adjustments 3,522 }
Net Deferred Tax Expense $ 5,005 f

The components of the deferred tax asset are as follows:

Deferred Tax Asset: (
NOL Carryforward A 1,571 |

The Company utilized net operating loss carryforwards totaling $18,189 during the year, fwhjch
resulted in a reduction of $2,728 in federal income taxes. The Company has remainiﬂg net
operating loss carryforwards totaling $10,475 that may be offset against future taxable income.
These tax carryforwards expire in the following years: j

2024 $ 9,225 |
2025 1,250 |
$ 10475

Note D - Major Customers ‘
|

|
A substantial portion of the investments sold by the Company are developed by Combined (see
Note B). During 2005, commissions from the sale of joint venture interests that Combmed[lssued
aggregated $4,584,873 or 99.7% of total commission income.



THE CHAMPION GROUP, INC.

Notes to Financial Statements
June 30, 2005

Note E - Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net Capital jRule
(Rule 15¢ 3-1), which requires the maintenance of minimum net capital of the greater of 6 2/3%
of aggregate indebtedness or $5,000. As of June 30, 2005, the Company had net capifal of
$65,549, which was $60,549 in excess of its required net capital of $5,000. The Companys net
capital ratio was .26 to 1.

Note F - Operating Leases

|
I

The Company leases office equipment accounted for under operating leases expiring in Vérious
years through 2009. For the year ended June 30, 2005, rental expense for those leaseé was
$77,839. |

Minimum future rental payments under non-cancelable operating leases having remaining terms in
excess of 1 year as of June 30, 2005 for each of the remaining years and in the aggregate are:

Year Ended June 30, Amount
2006 $ 41,148 |
2007 9,004 |
2008 2,821
2009 63
Total minimum future rental payments $ 53,036

Note G - Concentration of Credit Risk

The Company maintains cash balances at several banks. Accounts at each institution are msured
by the Federal Deposit Insurance Corporation (FDIC) up to $100,000. At June 30,[2005,
deposits at one bank exceeded FDIC coverage by $6,552. {
' \‘

Note H - Retirement Plan

The Company established a 401(k) retirement plan in July 2000. Eligible employees 'of the
Company may participate in the plan and make voluntary contributions pursuant to a? salary
reduction agreement. Employees who have completed one year of service with a minimum of
1,000 hours of service worked are eligible. Company contributions to the plan are dlscrenonary
The Company made no contributions to the plan for the fiscal year ended June 30, 2005.

11
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CERTIFIED PUBLIC ACCOUNTANTS STeveN H. Bumier, C.PA.

2702 N. Loop 1<soj4 East, Suite 202
San Antojnio, Texos 78232

Phone [210) 9790055

Fax (210) 979-0058

[
i

INDEPENDENT AUDITORS' REPORT ON SUPPLEMENTARY INFORMATION ‘
REQUIRED BY RULE 17A-5 OF THE SECURITIES AND EXCHANGE COMMISSION‘1

The Board of Directors f
The Champion Group, Inc.
San Antonio, Texas |

We have audited the accompanying financial statements of The Champion Group, Inc. for thé year
ended June 30, 2005, and have issued our report thereon dated August 12, 2005. 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 I and II is presented for purposes of addi’;cional
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 ﬁnancxal
statements taken as a whole. |

San Antonio, Texas
August 12, 2005

A Professional Corporation ® Members AICPA PCPS and TSCPA




THE CHAMPION GROUP, INC.
Schedule I - Computation of Net Capital Under Rule 15¢3-1

of the Securities and Exchange Commission
June 30, 2005

Net Capital and Computation of Basic Net Capital Requirements

Total Stockholders' Equity

Less: Net Assets not Allowable for Net Capital

Net Capital

Less: Minimum Net Capital Requirements
(Greater of 6 2/3% of Aggregate Indebtedness or $5,000)

Excess Net Capital

Aggregate Indebtedness

Items Included in the Statement of Financial Condition:
Accounts Payable and Accrued Expenses
Total Aggregate Indebtedness

Ratio: Aggregate Indebtedness to Net Capital

120,887

55,338

65,549

5,000

60,549

17,200
17,200

26t01

13



THE CHAMPION GROUP, INC.

Schedule II - Other Reporting Requirements |
June 30, 2005

Computation for Determination of Reserve Requirements and the Disclosure of
Information Related to the Possession or Control Requirements Under Rule 15¢3-3. \

The computation for determination of reserve requirements and the information related td the
possession or control requirements under Rule 15¢3-3 are not applicable. The Company primarily
deals in direct participation programs, mutual funds, and general securities. Since the Company
does not hold customer securities or have customer accounts, all customer transactions: are
cleared through another broker dealer on a fully disclosed basis and therefore qualiﬁe$ for
exemption under Rule 15¢3-3 (k)(2)(ii). |

Reconciliation of the Computation of Net Capital Under Rule 15¢3-1. ‘

Net Capital, as Reported in Part II (Unaudited) Amended FOCUS Report $ 65,§49
Difference 0
Net Capital per Schedule 1 § 65,549

|
|
i

14
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL
REQUIRED BY SECURITIES AND EXCHANGE COMMISSION RULE 17A-5

The Board of Directors
The Champion Group, Inc. !
San Antonio, Texas [
In planning and performing our audit of the financial statements of The Champion Group,fInc.
(the Company) for the year ended June 30, 2005, we considered its internal control, 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. ’ 3’
Also, as required by rule 17a-5(g)(1) of the Securities and Exchange Commission (SEC), we Jihave:
made a study of the practices and procedures, including tests of compliance with 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 (or aggregate debits) and net capital under rule
17a-3(a)(11) and for determining compliance with the exemptive provisions of rule 15c3 3.
Because the Company does not carry securities 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
1. Making quarterly securities examinations, counts, verifications, and comparisons.
Recordation of differences required by rule 17a-13.
3. Complying with the requirements for prompt payment for securities under Sectlon 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 internal control structure policies and procedures and of the prafctices
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 6f the
objectives of internal control and the practices and procedures are to provide manaoement with
reasonable, but not absolute, assurance that assets for which the Company has responSJblhty 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. Rulé 17a-
5(g) lists additional objectives of the practices and procedures listed in the preceding paragraph.

A Professional Corporation ¢ Members AICPA PCPS and TSCPA



INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL |
REQUIRED BY SECURITIES AND EXCHANGE COMMISSION RULE 17A-5 |
(CONTINUED)

1
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 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'

objectives. |

This report is intended solely for the use of the Board of Directors, management, the SEC the
National Association of Security Dealers, and other regulatory agencies that rely on Rule 17 a-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 parties.

San Antonio, Texas ‘ _ C\;/é
August 12, 2005
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