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OATH OR AFFIRMATION

I Steven A. Lonsdorf , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Nighthawk Partners, Inc.

of December 31, ,20 95

, as

, 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:

(4

DANIELLE D'ORAZ; ‘ e
NOTARY PuBLIC O Ew JE%&
Commissipn Expires 2/97 /%009

President

Title

This report ** contains (check all applicable boxes):
&) (a) Facing Page.

K1 (b) Statement of Financial Condition.

Kl (c) Statement of Income (Loss).

Kl (d) Statement of Changes in Financial Condition.

Kl (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.

[0 (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

K] (g) Computation of Net Capital.

O (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

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

Kl () 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¢3-3.

Kl
a

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

(1) An Oath or Affirmation.
(m) A copy of the SIPC Supplemental Report.
(n) Areportdescribing 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-5(e)(3).
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INDEPENDENT AUDITOR’S REPORT

Board of Directors
Nighthawk Partners, Inc. and Subsidiary

We have audited the accompanying consolidated statement of financial condition of Nighthawk
Partners, Inc. (an “S” Corporation) and Subsidiary as of December 31, 2005, and the related
consolidated statement of income and changes in stockholder’s equity 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
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 consolidated financial position of Nighthawk Partners, Inc. and Subsidiary as of December 31, 2005,
and the results of their operations and their 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 computation of net capital is presented for purposes of additional analysis and 1s
not a required part of the basic financial statements, but is supplementary information required by rule
17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

Pepues, Wirtacher «firaun, P.C.

February 10, 2006




NIGHTHAWK PARTNERS, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION

December 31, 2005
ASSETS

Cash (Note 3) $2,409,970
Accounts Receivable, Less Allowance

for Doubtful Accounts of $0 6,266,332

Prepaid Expenses 213
Property and Equipment, at cost

Less Accumulated Depreciation

of $57,691 (Note 4) 142,089
Other Assets _ 245,893

$9.064,497

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

2-
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NIGHTHAWK PARTNERS, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENT OF FINANCIAL CONDITION
December 31, 2005

LIABILITIES AND STOCKHOLDER’S EQUITY

Liabilities:
Accounts Payable and Accrued Expenses $ 184,576
Due to Stockholder -
_ 184,576
Commitments and Contingent Liabilities
(Notes 5,8 & 9) -
Stockholder’s Equity:
Common Stock (No Par Value,
2,500 Shares Authorized,
and 350 Shares Outstanding) 47,797
Retained Earnings ' _8.832,124
Total Stockholder’s Equity _8.879.921
$9.064.497

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

3
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NIGHTHAWK PARTNERS, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENT OF INCOME
For the Year Ended December 31, 2005

REVENUES $19.661.944
OPERATING EXPENSES
Compensation and Benefits 4,424,563
Occupancy and Equipment Rentals 137,318
Other Operating Expenses 996.686
TOTAL OPERATING EXPENSES 558,567
INCOME FROM OPERATIONS 14,103.377
OTHER INCOME
Dividend & Interest Income 104,478
Other Income (Expense) . (4,785)
TOTAL OTHER INCOME 99.693
INCOME BEFORE INCOME TAXES 14,203,070

INCOME TAX PROVISION (Note 2) .

NET INCOME $14,203,070

The accompanying notes are an integral part of these financial statements

-4-
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NIGHTHAWK PARTNERS, INC. AN D SUBSIDIARY
CONSOLIDATED STATEMENT OF CHANGES IN STOCKHOLDER’S EQUITY
For the Year Ended December 31, 2005

Common Retained
Stock Earnings Total
Balance, January 1, 2005 $ 47,797 $ 8,929,054 $ 8,976,851
Net Income for Year - 14,203,070 14,203,070
Distributions to Stockholder - (14.300.000) (14.300.000)

Balance, December 31, 2005 $ 47,797 8,832,124 $ 8.879,921

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

-5-
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NIGHTHAWK PARTNERS, INC. AND SUBSIDIARY
CONSOLIDATED STATEMENT OF CASH FLOWS
For the Year Ended December 31, 2005

Cash Flows from Operating Activities:

Cash Received from Customers
Cash Paid to Suppliers and Employees

$ 18,883,112
(5,995,455)

Dividend & Interest Income Received 104,478
Interest Expense Paid -
Income Taxes (Paid) Refund _ -
Net Cash Provided by (Used in)
Operating Activities 12,992,135
Cash Flows from Investing Activities:
Equipment Purchases _(99.892)
Net Cash Provided by (Used in)
Investing Activities __(99.892)
Cash Flows from Financing Activities:
Reduction — Stockholder Loan (644)
Distributions to Stockholder (14.300.00)
Net Cash Provided by (Used in)
Financing Activities 14.300.,644)
Net Increase (Decrease) in Cash (1.408.401)
Cash — Beginning 3,818,371

Cash — Ending $ 2,409,970

Reconciliation of Net Income to Net Cash
Provided by Operating Activities:
Net Income $14,203,070

Adjustments to Reconcile Net Income to Net Cash
Provided by (Used in) Operating Activities:

Depreciation 28,228
Decrease (Increase) in Accounts Receivable (778,832)
Decrease (Increase) in Prepaid Expenses 15,880
Decrease (Increase) in Other Assets (86,534)
Increase (Decrease) in Accounts Payable and Accrued Expenses __(389.677)
Net Cash Provided by (Used in)
Operating Activities $12.992,135

The accompanying notes are an integral part of these financial statements.
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NIGHTHAWK PARTNERS, INC. AND SUBSIDIARY
CONSOLIDATED NOTES TO FINANCIAL STATEMENTS
December 31, 2005

Note 1 — Organization and Nature of Business

Nighthawk Partners, Inc. (the “Company”) was incorporated under the laws of the State of New
Jersey on January 23, 1997. The Company provides finder or introducer services to private investment
funds (i.e., hedge funds) and their managers. The Company is a broker-dealer registered with Securities
and Exchange Commission (SEC) and is a member of NASD Inc. (NASD). The Company also is an
introducing broker registered with the Commodity Futures Trading Commission (CFTC) and is a
member of the National Futures Association (NFA). The Company’s subsidiary, Nighthawk Strategic
Advisors LLC (NHSA), was incorporated under the laws of the State of Delaware on July 23, 2004,

NHSA is a disregarded entity for income tax purposes and serves as an investment manager of a private
investment fund.

Note 2 — Summary of Significant Accounting Policies

Basis of Presentation

These consolidated financial statements include the accounts of the Company and its wholly-
owned subsidiary. All significant inter-company balances have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting
principles requires management to make estimates and assumptions that affect the amounts reported in
the financial statements and accompanying notes. Actual results inevitably will differ from those
estimates, and such differences may be material to the financial statements.

Property. Equipment and Depreciation

Property and equipment are stated at cost. Expenditures for maintenance and repairs are charged
to operating expenses. Additions to property and equipment or expenditures, which increase the useful
lives of the assets are capitalized. Depreciation is being provided primarily by the straight-line method
over the estimated useful lives of the assets.

Cash Equivalents

For purposes of the statement of cash flows, the Company considers all highly liquid debt
instruments purchased with an original maturity of three months or less to be cash equivalents.

FLYNN, HORLACHER & PARKER, P.C. + CERTIFIED PUBLIC ACCOUNTANTS



NIGHTHAWK PARTNERS, INC. AND SUBSIDIARY
CONSOLIDATED NOTES TO FINANCIAL STATEMENTS
December 31, 2005

Note 2 — Summary of Significant Accounting Policies (Continued)

Income Taxes

The Company’s stockholder elected under the Internal Revenue Code, New Jersey state law and
New York state law to be taxed as an S Corporation. In lieu of corporate income taxes, the stockholder
1s taxed on his proportionate share of the Company’s net income. Accordingly, no provision or liability
for income taxes has been made in the accompanying financial statements.

Revenue Recognition

Consulting revenue is recorded when earned. Incentive revenue is recorded at such time that it
can be determined by the Company to be a bona fide receivable.

Note 3 - Cash

Cash consists of the following:

Bank Checking and Savings Accounts $ 508,320
Prime Obligation Money Market Account 1,901,650
2,409,970

Note 4 — Propertv and Equipment

The following is a summary of property and equipment.

Estimated Useful
Lives in Years

Furniture and Fixtures 5 $ 44,089
Machinery and Equipment 5 - 126,046
Leasehold Improvements 3 20,645
199,780
Less: Accumulated Depreciation 57,691
TOTAL $142.089

Depreciation expense was $28,228 for the year ended December 31, 2005.
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NIGHTHAWK PARTNERS, INC. AND SUBSIDIARY
CONSOLIDATED NOTES TO FINANCIAL STATEMENTS
December 31, 2005

Note 5 — Leases

The Company leases office space and one vehicle under separate noncancelable operating leases.
The leases expire in various periods through October 2008. The following is a schedule of future
minimum lease payments required under the above noncancelable operating leases:

Year Ending December 31:
2006 $ 64,575
2007 64,575

2008 47,363
2009 -

2010 -
Thereafter -

$176,513
Net lease expense charged to operations for the year was § 73,396.

Note 6 — Defined Benefit Pension Plan

Effective February 1, 2002, the Company adopted a qualified noncontributory defined benefit
pension plan covering substantially all employees. The benefits are based on minimum age and service
requirements. The Company’s funding policy is to contribute annually the maximum amount that can
be deducted for federal income tax purposes. Contributions are intended to provide not only for benefits
attributed to service to date, but also for those expected to be earned in the future.

The following table sets forth the plan’s funded status and amounts recognized in the Company’s
financial statements:

Benefit obligation at December 31, 2005 $1,338,945
Fair value of plan assets at December 31, 2005 $.1.341,562
Funded status at December 31, 2005 $ 2,617

Prepaid (accrued) pension cost recognized in the
balance sheet at December 31, 2005 — other asset $ 169,154

FLYNN, HORLACHER & PARKER, P.C. + CERTIFIED PUBLIC ACCOUNTANTS



NIGHTHAWK PARTNERS, INC. AND SUBSIDIARY
CONSOLIDATED NOTES TO FINANCIAL STATEMENTS
December 31, 2005

Note 6 — Defined Benefit Pension Plan (Continued)

Year Ended
December 31, 2005
Other Comprehensive Income §0
Net periodic pension cost $ 262,005
Employer contributions $325,000
Plan participants’ contributions $0
Benefits paid §0

The weighted-average discount rate and rate of increase in future compensation levels used in
determining the actuarial present value of the projected benefit obligation were 6.75% and 0%,
respectively. The expected long-term rate of return on assets was 7.50%.

The accumulated benefit obligation for the defined benefit pension plan was § 1,338,945 at
December 31, 2005.

The Company’s pension plan weighted-average asset allocations at December 31, 2005 by asset
category are as follows:

Plan Assets at December 31, 2005

Asset Category

Equity Securities 96.0%

Debt Securities 0%

Real Estate 0%

Other _4.0%

Total _100%
-10-
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NIGHTHAWK PARTNERS, INC. AND SUBSIDIARY
CONSOLIDATED NOTES TO FINANCIAL STATEMENTS
December 31, 2005

Note 6 — Defined Benefit Pension Plan (Continued)

The Company’s target asset allocation as of December 31, 2005 by asset category, is as follows:

Asset Category

Equity Securities 70-100%
Debt Securities 0-20%
Real Estate 0-20%
Other 0-20%

The Company’s investment policy includes various guidelines and procedures designed to ensure
assets are invested in a manner necessary to meet expected future benefits earned by participants. The
investment guidelines consider a broad range of economic conditions. Central to the policy are target
allocation ranges (shown above) by major asset categories.

The objectives of the target allocations are to maintain investment portfolios that diversify risk
through prudent asset allocation parameters, achieve asset returns that meet or exceed the plans’
actuarial assumptions, and achieve asset returns that are competitive with like institutions employing
similar investment strategies.

The Investment policy is periodically reviewed by the Company and a designated third-party
fiduciary for investment matters. The policy is established and administered in a manner so as to
comply at all times with applicable government regulations.

The Company expects to contribute approximately $0 to its pension plan in 2006.

The following pension benefit payments, which reflect expected future service, as appropriate,
are expected to be paid:

2006 $
2007
2008
2009
2010
Years 2011-2016

SO OO OO

-11-
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NIGHTHAWK PARTNERS, INC. AND SUBSIDIARY
CONSOLIDATED NOTES TO FINANCIAL STATEMENTS
December 31, 2005 '

Note 7 — Defined Contribution Pension Plan

Effective January 1, 2004, the Company adopted a qualified non-contributory defined
contribution pension plan covering all eligible non highly compensated employees. The contributions
are based on discretion of management. Employees are vested immediately. The Company’s 2005
contribution to the plan, charged to operations, was $129,000 .

Note 8 — Concentration of Credit Risk

Cash Balance

The Company maintains its cash accounts at various financial institutions. The balances, at
times, may exceed federally insured limits. At December 31, 2005, the Company had cash on deposit
not covered by FDIC insurance of approximately $ 2,209,970 .

Major Customer

Revenues for 2005 include revenues from one major customer. This customer accounted for
66% of total revenue for 2005. Accounts receivable from this customer totaled 48% of total accounts
receivable as of December 31, 2005.

Note 9 — Net Capital Requirements

The Company 1s subject to the SEC Uniform Net Capital Rule (SEC rule 15¢3-1), which requires
the maintenance of minimum net capital and requires that the ratio of aggregate indebtedness to net
capital, both as defined, shall not exceed 15 to 1. The Company is also subject to the NASD and NFA
minimum financial requirements which require that the Company maintain a minimum net capital. This
amount is defined by NASD and NFA as the greater of 6.67 % of aggregate indebtedness or $ 30,000 .
At December 31, 2005, the Company had net capital of $ 2,187,361 , which was $ 2,168,903 in excess
of its required net capital, for NASD and NFA. The Company’s net capital ratio was .8 to 1.

-12-

FLYNN, HORLACHER & PARKER, P.C. - CERTIFIED PUBLIC ACCOUNTANTS



SUPPLEMENTARY INFORMATION

FLYNN, HORLACHER & PARKER, P.C. . CERTIFIED PUBLIC ACCOUNTANTS




NIGHTHAWK PARTNERS, INC.

Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission

As of December 31, 2005
Net Capital

Total Consolidated Stockholder’s Equity
Deduct Stockholder’s Equity Not Allowable
for Net Capital

Total Stockholder’s Equity Qualified for Net Capital

Add:
Subordinated Borrowings Allowable in
Computation of Net Capital
Other (Deductions) or Allowable Credits-Deferred
Income Taxes Payable

Total Capital and Allowable Subordinated Borrowings

Deductions and/or Charges:
Nonallowable Assets:
Accounts Receivable
Prepaid Expenses
Fixed Assets (Net)
Other Assets

Net Capital Before Haircuts on Securities Positions

Haircuts on Securities:
Money Market

Net Capital

Aggregate Indebtedness

Items Included in Statement of Financial Condition;:
Due to Officers
Accrued Expenses

Total Aggregate Indebtedness

13-

$ 8,879,921

8,379,921

8,879,921

$(6,266,332)
(213)
(142,089)
(245.893)

(38,033)
$ 2,187,361

$ -
184.576

$ 184,576

FLYNN, HORLACHER & PARKER, P.C. + CERTIFIED PUBLIC ACCOUNTANTS




NIGHTHAWK PARTNERS, INC.,

Computation of Net Capital Under Rule 15¢3-1 of the
Securities and Exchange Commission

As of December 31, 2005

Computations of Basic Net Capital Requirements

Minimum Net Capital Required $ 12305
Excess Net Capital at 1,500 Percent 2,15 5
Excess Net Capital at 1,000 Percent 2.1 3
Ratio Aggregate Indebtedness to Net Capital 8 to 1

Reconciliation with Company’s Computation

Net Capital, as Reported in Company’s
(Unaudited) FOCUS Report $2,187,361

Audit Adjustments, Net -

Net Capital, Per Above 2,1 61

-14-
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Board of Directors
Nighthawk Partners, Inc.

In planning and performing our audit of the consolidated financial statements and
supplemental schedules of Nighthawk Partners, Inc. (the “Company”) for the year ended
December 31, 2005, we considered its internal control, including control activities for
safeguarding securities and firm assets, 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 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 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 judgements 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
accordance 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 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 December 31, 2003, 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 (NASD), 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.

Flynn, Horlacher & Parker, P.C. !; ! * !I P.C.

Yardley, Pennsylvania
February 10, 2006
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