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OATH OR AFFIRMATION
1, Donald S. Rumery , swcar.(o'r affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining o the firm of
anagers Distributors, Inc.

, A5

of December 31, ,20.05 , are true and correct, 1 further swear (or affirm) that
neither the company nor any pariner, proprictor, principal officer or dircctor has any proprietary interest in any account
classified solely as that of a customer, except ns follows:

Signature

Treasurer
(’ Title
Notary Public
This report ** contains {check all applicable boxes):
& (a) Facing Page.
X (b) Statement of Financial Condition,
(c) Statement of Income (Loss).
B (d) Statement of Changes in Financial Condition.
® (c) Statewent of Changes in Stockholders® Equity or Partners' or Sole Proprictors® Capital.
) (H Statement of Changes in Liabilitics Subordinated to Claims of Creditors.
{g) Compulation of Net Capitnl.
£ (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.
0 .¢) Information Relating to the Possession or Centrol Requirements Under Rule 15¢3-3.
O () AReconciliation, including nppropriate explanation of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requireinents Under Exhibit A of Rule 15¢3-3.
[0 (k) A Reconcilintion between the audited and unaudited Statements of Financial Condition with respect to methods of
consolidation,
B (1) An Oath or Affirmation,
8 (m) A copy of the SIPC Supplemental Reporl.
3 (n) Arcportdescribing any material inadequacies found to exist or found to have existed since the date of the previous oudit.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).

B (o) Auditor's report on the study and evaluation of internal control.
® (p) Exemptive provision under rule 15c3-3.

MARIE C. BLACKWOOD
Notary Public
My Commigsion Expires 07/31/10
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PricowaterhouseCoopers LLP
Two Commerce Square, Suite 1700
2001 Market Street

Philadclphia PA 19103-7042
Telephoae (267) 330 3000
Facsimile (267) 330 3300

Report of Independent Auditors

To the Board of Directors of
Managers Distributors, Inc.

In our opinion, the accompanying balance sheet and the related Statement of Operations, of Changes in
Shareholder's Equity and Cash Flows present fairly, in all material respects, the financial position of
Managers Distributors at December 31, 2005, and the resul{s of its operations and its cash flows for the
year then ended in conformity with accounting principles generally accepted in the United States of
America. 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 of these statements in accordance with auditing standards generally accepted in the United
States of America, which 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, assessing
the accounting principles used and significant estimates made by management, and evaluating the

- gverall financial statement presentation. We believe that our audit provides a reasonable basis for our

opinion. The financial statements of the Company as of December 31, 2004 and for the year then ended
were audited by other auditors whose report dated January 27, 2005 expressed an unqualified opinion
on those statements. « :

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as a whale. The information contained in Schedule I is presented for 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 Exchange Aot 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.

February 21, 2006



Managers Distributors, Inc.

{a wholly-owned subsidiary of Managers Investment Group LLC)
Balance Sheets .

December 31, 2005 and 2004

2005 2004
Assets .
Cash and cash equivalents ) $1,107,313 $ 1,000,656
Due from related parties (Note 6) 152,840 289,990
Prepaid expenses and other current assets A 90,900 41,137
Total assets $1,351,053 $ 1,331,783
Liabilities and Shareholder's Equity
Liabilities
Distribution fee payable $ 143,036 $ 141,174
Broker dealer fee payable . 140,300 128,260
Other 38,607 61,518
Accrued income taxes 75,764 283,455
Total liabilities 397,707 614,407
Sharcholder's Equity
Common stock (50,000 shares authorized, 1,000 shares issued
and outstanding; par value $.01 share in 2005 and 2004) 10 10
Paid-in capital 129,990 129,990
Retained earnings 823,346 587,376
Total shareholder's equity 953,346 717,376
Total liabilities and sharcholder's equity $1,351,053 $1,331,783

The accompanying notes are an integral part of these financial statements.
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Managers Distributors, Inc.

{a wholly-owned subsidiary of Managers Investment Group LLC)

Statements of Operations

Years Ended December 31, 2005 and 2004

Revenue {see Note 6)
Cost of revenue

Total net revenue
Expenses
Compensation
Employee benefits and payroll taxes
Allocable cost from Parent
Office general and administrative
NASD fees
Advertising, promotion and printing
Professional fees

Total general and administrative expenses

Income from operations
Investment income

Income before income taxes
Provision for income taxes
Net income

- The accompanying notes are an integral part of these financial statements,
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2005 2004
$2,033,500  $2,863,201
(1,348,173) (1,104,250
685,327 1,758,951
- 694,167
- 114,780
117,808 ;
31,484 120,131
44,408 47,628
. 6,196
84,489 8,078
278,189 990,980
407,138 767,971
25,585 5,994
432,723 773,965
(196,753) (304,746)
$ 235970 $ 469,219




Managers Distributors, Inc.

(a wholly-owned subsidiary of Managers Investment Group L1.C)
Statements of Changes in Shareholder’s Equity
Years Ended December 31, 2005 and 2004

Common  Paid-in Retained
Stock Capital Earnings Total
Balance, December 31, 2003 10 $ 129,990 $ 118,157 248,157
Net income . - .- 469,219 469,219
Balance, December 31, 2004 10 129,990 587,376 717,376
Net income - - 235970 235,970
Balance, December 31,.2005 10 $ 129,990 3 823,346 953,346

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

4 .



Managers Distributors, Inc.

(a wholly-owned subsidiary of Managers Investment Group LLC)

Statements of Cash Flows -
Years Ended December 31, 2005 and 2004

Cash fiows provided by operating activities
Net income
Adjustments to reconcile net income to net cash provided by
operating activities
Increase (decrease) in amounts payable and other liabilities
Increase (decrease) in accrued income taxes
(Increase) decrease in accounts receivable
Increase in prepaid expenses and other current assets

Net cash provided by operating activities
Cash flows used in investing activities
Cash flows used in financing activities
Net increase in cash and cash equivalents

Cash and cash equivalents
Beginning of year
End of year

Supplemental disclosures of cash flow information
Income taxes paid
Interest paid

The accompanying notes are an integral part of these financial statements.
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2005 2004
$ 235970 § 469,219
(3,009) 296,159
(207,691) 283,455
137,150 (266,541)
(49,763) (11,286)
106,657 771,006
106,657 771,006
1,000,656 229,650
$1,107,313  $1,000,656

$ 125,990

§ 20454



Managers Distributors, Inc.

{a wholly-owned subsidiary of Managers Investment Group LLC)
Notes to Financial Statements

December 31, 2005 and 2004

1.  Organization and Nature of Business

Managers Distributors, Inc. {the “Company") is 2 broker-dealer registered with the Securities and
Exchange Commission pursuant 1o Section 15 trader the Securities Exchange Act of 1934, is 2
member of the National Association of Securities Dealers, Inc. (“NASD”), and is incorporated
under the Laws of Delaware. The Company’s principal business activity is to act as a distributor of
mutual fund shares for a family of funds known as Managers.

The Company is a wholly owned subsidiary of Managers Investment Group LLC (the “LLC"),
(formerly The Managers Funds LLC), 2 wholly owned subsidiary of Affiliated Managers Group
(“AMG"), an asset management holding company whose stock is listed on the New York Stock
Exchange.

2. Summary of Significant Accounting Policies

The financial statements are prepared in accordance with accounting principles generally accepted
in the United States of America. 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 included in the financial
statements and disclosure of contingent assets and contingent liabilities at the date of the financial
statements. Actual results could differ from those estimates,

Revenue

The Company earns its revenue from the distribution of mutual funds. The distribution revenue is
earned from the LLC. The Company earns 12b-1 fees, underwriter’s commissions and contingent
deferred sales charges. The 12b-1 fees are calculated based on various rates depending on the
assets of a particular class of mutual fund shares. Contingent deferred sales charges are earned
from mutual fund shareholders at varying rates ranging from 1% to 5%, depending on the class of
mutual fund shares, determined at the shareholder’s redemption date.

Cash and Cash Equivalents
The Company considers all highly liquid investments purchased with a maturity of three months or
less, including money market funds, to be cash equivalents.

. Concentrations
Financial instruments, which potentially subject the Company to concentrations of credit risk,
consist principally of bank deposits and money market funds. The Company maintains cash
balances with financial institutions, which exceed the federally insured limit of $100,000 per
institution, The Company also maintains investments in money market funds, which are not
federally insured.



Managers Distributors, Inc.

{a wholly-owned subsidiary of Managers Investment Group LLC)
Notes to Financial Statements

December 31, 2005 and 2004

3.

Income Taxes

A summary of the provision for income taxes is as follows:

2005 2004
Current .
Federal $ 151,453 $ 245,123
State : 45300 59,623
Deferred - .

5 196,753 § 304,746

Net Capital Requirements

As a registered broker-dealer, the Company is subject to the Uniform Net Capital Rule 15¢3-1 of
the Securities and Exchange Commission. This rule 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. As of December 31, 2005, the Company had net capital of $693,855 of which
$667,342 was in excess of the minimum net capital required of $26,513. As of December 31, 2004,
the Company had net capital of $370,625, of which $329,665 was in excess of the minimum net
capital required of $5,000. The Company’s ratio of aggregate indebtedness to net capital was

0.57 to | as of December 31, 2005, and was 1.66 to | as of December 31, 2004.

Employee Benefit Plan

AMG maintains a 401(k} savings and profit sharing plan (the “Plan”) covering employees of the
LLC and the Company. The Company's contributions to the Plan are based upon a percentage of
the employee’s eligible annual compensation. Contributions to the plan by the Company were $0
and $43,163 for the years ended December 31, 2005 and 2004, respectively.

Related Party Transactions

The Company provides distribution services for mutual fund shares in the Managers Funds,
Managers AMG Funds, Managers Trust I and Managers Trust II. The distribution fee is based on a
percentage of certain Company overhead expenses. The LLC provided approximately $766,000
and $690,000 of revenue to the Company for the years ended December 31, 2005 and 2004,
respectively.

The LLC assumes certain of the Company's direct and indirect expenses such as occupancy,
telephone, administrative and certain personnel costs. Pursuant to a services agreement between the
Company and the LLC, the LL.C pays the Company a fee equal to 105% of certain service costs ag
defined in the agreement. During 20035, the fee totaled approximately $212,000. The officers of the
Company serve as officers to related conipanies, including the LLC.



Managers Distributors, inc.

(a wholly-owned subsidiary of Managers Investment Group LLC)
Notes to Financial Statements

December 31, 2005 and 2004

On December 31, 2004, all of the employees of the Company were terminated from the Company
and on January i, 2005 were hired by the LLC. Beginning on January 1, 2005, the LLC assumed
all of the costs of these employees from the Company.

As of December 31, 2005 and 2004, the company had accounts receivable of $28,988 and
$113,727, respectively, from the LLC for services rendered.

The Company maintains cash in the Managers Money Market Fund, to which the LLC.provides
administrative and sharcholder services, The Company had approximately $685,000 and $781,000
in the Managers Money Market Fund at December 31, 2005 and 2004, respectively.
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Managers Distributors, Inc. Schedule |

(a wholly-owned subsidiary of Managers Investment Group LLC)

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

Securities and Exchange Commission

December 31, 2005

Computation of Net Capital

Total shareholder's equity $ 953,346

Deduct non-allowable assets for net capital 243,740

Other deductions and/or charges -

Net capital before haircuts on securities positions 1,197,086

Haircuts on securities positions 15,751
Net capital 51,212,837

Computation of Aggregate Indebtedness ‘

Total liabilities from Statement of Financial Condition $ 397,707
Total aggregate indebtedness $ 397,707

Computation of Basic Net Capital Requirement

Net capital requirement 26,513

Net capital in excess of requirement 667,342
Net capital $ 693,855

Excess net capital at 1000% 3 654,084

Ratio of aggregate indebtedness to net capital

0.57t01

There are no differences between the computation of basic capital under Rule 15¢3-1 of the Securities and
Exchange Commission above and as contained in the unaudited FOCUS Report dated January 18, 2006.



Managers Distributors, Inc. Schedule Il
(a wholly-owned subsidiary of Managers Investment Group LLC}

Computation for Determination of Reserve Requirements

Under Rule 15¢3-3 of the Securities and Exchange Commission

December 31, 2005

The aperations of the Corporation are limited to the purchase, sale, and redemption of redeecmable
securities of registered investment companies. Accordingly, the reserve and possession or control
provisions of Rule 15¢3-3 under the Securities Exchange Act of 1934 do not apply under the exception
followed by Paragraph (k)(1)(3) of that Rule.
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PRICEAVATERHOUSE( QOPERS

PricewaterhiouseCoopers LLP
Twao Commerce Square, Suite 1700
200! Market Strect

Philadelplio PA 19103-7042
Telephone (267) 330 3000
Facsimile (267) 330 3300

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

To the Board of Directors of
Managers Distributors, Inc.

In planning and performing our audit of the financial statements and supplemental schedules of
Managers Distributors, Inc. (the “Company™) for the year ended December 31, 2005, we considered its
internal control 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 intermal control.

Also, as required by Rule 17a-53(g)(1) of the Securities and Exchange Commission (the “SEC"), we
have made a study of the practices and procedures followed by the Company, including tests of
compliance with such practices and procedures, that we considered relevant to the objectives stated in
Rule 17a-5(g), in the following:

1. Making the periodic computations of aggregate indebtedness and net capital under Rule 17a-
3(a)(11); and
2. Determining compliance with the exemptive pravisions of Rule 15¢3-3.

Because the Company does not carry securities accounts for customers or perform custodial functions
relating to customer securities, we did not review the practices and procedures followed by the
Company in any of the following:

1. Making the quarterly sccurities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13;

2. 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; and

3. Obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3;

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 control and of the practices and procedures referred to in the preceding paragraph, and to assess



PRICEAVATERHOUSE(COPERS

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 safegiarded against loss from vpanthorized 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,
errors or fraud may occur and not be detected. Also, projection of any evaluation of internal control to
future periods is subject to the risk that controls 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 one or more of the
specific internal control components does not reduce to a relatively low level the risk that error or fraud
in atgounts 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 procedures 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 accornplish 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 information and use of the Board of Directors, management, the
SEC, 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.

Ciiadwne i 225

February 21, 2006
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