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OATH OR AFFIRMATION

I, _John Sanford : , swear (or affirm) that, to the
best of my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the
firm of Challenger Capital Group, Ltd. | , as of December 31 , 2005, are
true and correct. I further swear (or affirth) 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:

[

Notary Public NOTARY PUBLIC STATE OF TEXAS

Q MY COMMISSION EXPIRES  §
1\ MARCH 25,2009  §
1 kl‘JJJ//JI/JJ//J/J/I/J‘/J‘/J‘A
This report®* contains (check all applicable boxes):
X| (a) Facing page.
X| (b) Statement of Financial Condmon
X! (¢) Statement of Income (Loss).
X] (d) Statement of Cash Flows
X| (¢) Statement of Changes in Stockhj‘olders’ Equity or partners’ or Sole Proprietor’s Capital.
X| (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.
X (%) Computation of Net Capital. H
X (]?) Computation for Determinationiof Reserve Requirements Pursuant to Rule 15¢3-3.
X| () Information Relating to the Posgessmn or control Requirements Under Rule 15¢3-3.
Xl (@ A Reconciliation, including approprlate 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.
D (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to methods of con-
solidation. ;
E (h  An Oath or Affirmation. f
(m) A copy of the SIPC Suppl emental Report.
(n) A report describing any matenal inadequacies found to exist or found to have existed since the date of the previous audit.
(0) Independent auditor’s report onijintemal control
It
**For{conditions of confidential treatmen?t1 of certain portions of this filing, see section 240.17a-5(e)(3).
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CERTIFIED PUBLIC ACCOUNTANTS
& CONSULTANTS

4@" CT& 60., LLP

INDEPENDENT AUDITOR'S REPORT

Board of Directors

Challengc‘,r Corporation, general partner of
Challenger Capital Group, Ltd.

We have audited the accompanying statement of financial condition of Challenger Capital Group, Ltd.,

(a develo‘pment stage partnership) as of December 31, 2005, and the related statements of income,
changes in partners’ capital, changes in liabilities subordinated to claims of general creditors, and cash

flows for‘ the period from inception (May 1, 2003) to December 31, 2005. These financial statements

are the re‘sponsibility of the Partnership's management. Our responsibility is to express an opinion on
these financial statements based on our audit.

We cond‘ucted our audit in accordance with auditing standards generally accepted in the United States
of Amenca Those standards require that we plan and perform the audit to obtain reasonable assurance

about wh‘ether the financial statements are free of material misstatement. An audit includes examining,
on a test ‘basxs, 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 a}s 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 1position of Challenger Capital Group, Ltd., (a development stage partnership) as of December
31, 2005 ‘and the results of its operations and its cash flows for the period from inception (May 1, 2003)
to December 31, 2005 in conformity with accounting principles generally accepted in the United States

of Amerii:a.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as a

whole. "l"he information contained in the Schedules I and II 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 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

CF76-20P

CF & Co.,L.L.P.
Dallas, Texas
February 22, 2006

4175 Proton Road * Dallas, Texas 75244-3604 + Phone: 972-387-4300 « 800-834-8586 « Fax 972-960-2810 « www.cfllp.com
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CHALLENGER CAPITAL GROUP, LTD.
(A Development Stage Partnership)

Sta{jtement of Financial Condition
December 31, 2005

ASSETS
Cash and cash equivalents | $ 300,077
Ceﬁiﬁcaie of deposits — pledged 100,000
Fees rec%ivable 138,752
Propertyéand equipment, net of accumulated depreciation 416,452
Other receivables and advances 40,575
Other asgets ‘ 35,226
| $1.031,082
LIABILIjFIES AND PARTNERS’ CAPITAL

Liabilities 3
Accounts payable and accrued expenses § 55258
Disclretionary incentive bonuses ‘Qpayable __498.000
| __ 553,258
Partners’1 capital H __477.824
$1,031,082

The accompanying notjes are an integral part of these financial statements.
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CHALLENGER CAPITAL GROUP, LTD.
(A Development Stage Partnership)
| Statement of Income
For the Period from Inception (May 1, 2003)

to December 31, 2005

Revenuejs
Fee z;md reimbursement income | $ 2,865,763
Interest income : 6,055

| !
Other income ‘
i

21.891

| __2.893.709
\ ‘
Expenses :
Compensation and benefits : 3,900,219
Comimunications | 97,674
Oc01‘1pancy and equipment costs; 287,495
Promotional costs 154,505
Regt;llatory fees and expenses 88,244
Other expenses ” _1,363.296
_5.891.433
Net loss ” $ (2.997,724)

The accompanying notes are an integral part of these financial statements.
|
|
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CHALLENGER CAPITAL GROUP, LTD.
(A Development Stage Partnership)
Statement of Changes in Partners’ Capital
For the P;eriod from Inception (May 1, 2003)

- to December 31, 2005

General Limited
Partner Partners Total
Balances|at ‘

May 1, 2003 | $ -0- $ 0- $ -0-
Contributions | 1,000 4,000,000 4,001,000
Distributions I (525,452)  (525,452)
Net loss accumulated during :

the development stage (864) (2.996.860) (2.,997.724)
Balances‘ at ‘

December 31, 2005 ‘f $ 136 $ 477688 § 477824

:

w

|
The accompanying notfss are an integral part of these financial statements.
i
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Balance at May 1, 2003

Increases

Decreases

CHALLENGER CAPITAL GROUP, LTD.
(A Ijevelopment Stage Partnership)
Statement of Changes in Liabilities Subordinated
to Claims of General Creditors
For the Period from Inception (May 1, 2003)
to December 31, 2005

Balance at December 31, 2005

The accompanying notf;as are an integral part of these financial statements.
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CHALLENGER CAPITAL GROUP, LTD.

(A Development Stage Partnership)

| Statement of Cash Flows

For the ?eriod from Inception (May 1, 2003)

to December 31, 2005

Cash flows from operating activities

Net I‘OSS |

Adjustments to reconcile net loss to net cash

provided (used) by operating activities:

Depreciation

Change in operating assets and liabilities:

Increase in fees receivable

Increase in other receivables and advances
Increase in other assets

Increase in accounts payable and accrued liabilities
Increase in dlscretlonary incentive bonuses

Net cash provided (used) by operatlpg activities

Cash flows from investing activities
Purchase of certificate of deposit — pledged
Purchase of property and equipment

Net cash provided (used) by investiﬁg activities

e ——

Cash ﬂo‘ws from financing activities
Capi‘tal contributions

Capital distributions

Net cash provided (used) by ﬁnanci?g activities

Net increase (decrease) in cash and %:ash equivalents

Cash and cash equivalents at beginn‘f-ing of period

Cash and cash equivalents at end of period

Cash paid during the period for:
Interest

Inco

me taxes

Page 6
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Supplemen“tal schedule of cash flow information

$ (2,997,724)

85,708

(138,752)
(40,575)
(35,226)

55,258
498,000

(2.573.311)

(100,000)
_ (502.160)
_(602.160)

4,001,000
_(525.452)

__3.475548

300,077

[

$ -0

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




Note 1 -

CHALLENGER CAPITAL GROUP, LTD.
(A Development Stage Partnership)
Notes to Financial Statements

" December 31, 2005

Summary of Significant Accounting Policies

Challenger Capital Group, Ltd. (a development stage partnership), (the
“Partnership”) was formed under the laws of the State of Texas on May 1, 2003,
commenced business on May 7, 2004, and will continue indefinitely until
termination at the discretion of the general partner. The Partnership consists of a
managing general partner and various limited partners. The Partnership agreement
provides for certain contnbutlons of capital by the partners. Profits and losses of the
Partnership will be "allocated as determined by the general partner. As well, the
general partner will ‘idetermlne the amounts and the times any distributions will be
made. Limited partners are not personally liable for any obligations of the
Partnership. Their capltal accounts cannot be reduced below $0. Offices of the
Partnership are locat”ed in Dallas, Texas.

The Partnership mtends to provide investment banking services related to the
corporate finance needs of middle-market growth companies including the private
placement of equlty, mezzanine and debt securities as well as advisory services
related to mergers ahd acquisitions, divestitures, corporate real estate and business
strategy.

The Partnership became effective November 18, 2004 as a broker-dealer in
securities reglstered‘ with the Securities and Exchange Commission (SEC) and
operates under (SEQ) Rule 15¢3-3(k)(2)(1). The Partnership is also a member of the
National Association of Securities Dealers (“NASD”).

Approximately 21% of revenue for the period from inception (May 1, 2003) to
December 31, 2005\} was derived from entities which, at the time of engagement,
were affiliates of ;‘a limited partner which owned approximately 2% of the
Partnership. In addition, in the normal course of raising capital for client
companies, the Partnershlp has presented opportunities to invest in these clients to
the Partnership’s lrrrllted partners, and some of the Partnership’s limited partners
have made investme;‘nts in these clients.
u

The preparation of Mﬁnamcial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities
and disclosure of lcontmgent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting

period. Actual results could differ from those estimates.

!
| Page 7
|




Note 1 -

Note 2 -

Note 3 -

|
CHALLﬂENGER CAPITAL GROUP, LTD.
(A ]jevelopment Stage Partnership)
Notes to Financial Statements
' December 31, 2005

Summary of Significant Accounting Policies, continued
I

For purposes of repc‘>rting cash flows, the Partnership has defined cash equivalents
as highly liquid 1nvestments that are not held for sale in the ordinary course of
business.
Property and equlpment are stated at cost. Depreciation on office equipment and
furniture is computed using an accelerated method over the estimated useful lives of
the assets. Depreciation expense for the period from inception (May 1, 2003) to
December 31, 2005 was $85,708, and is reflected in occupancy and equipment cost.

‘\
Compensated absences have not been accrued because the amount cannot be
reasonably estlmated.

Net Capital Requirelhents

Pursuant to the net cap1ta1 provisions of Rule 15¢3-1 of the Securities Exchange Act
of 1934, the Partner%hm is required to maintain a minimum net capital, as defined
under such prov1510ns Net capital and the related net capital ratio may fluctuate on
a daily basis. At December 31, 2005, the Partnership had net capital of
approximately $241 ‘152 and net capltal requirements of $5,000. The Partnership's
ratio of aggregated indebtedness to net capital was .23 to 1. The Securities and

Exchange Commission permits a ratio of no greater than 15 to 1.

In compliance with NASD’s Interpretations of Financial & Operational Rules, the
Partnership has de‘termmed net capital by excluding amounts accrued for
discretionary incentive bonuses from aggregate indebtedness and adding such
amounts back to net ‘Iworth

. ! )
Possession or Control Requirements

h
The Partnership does not have any possession or control of customer funds or

securities. There were no material inadequacies in the procedures followed in
adhering to the exemptlve provisions of (SEC) Rule 15¢3-3(k)(2)(1) by not
holding customer funds or safekeeping customer securities.

Page 8




Note 5 -,

Note 6 -

Note 7 -

CHALLENGER CAPITAL GROUP, LTD.
(A Development Stage Partnership)
Notes to Financial Statements
December 31, 2005

Federal Income Taxes

The Partnership’s net income is passed through to the partners and reported on their
Federal income tax returns; therefore, no provision for Federal income taxes has
been made in the accompanying financial statements.

Preferred Distributions

Pursuant to the Agreement of Limited Partnership of Challenger Capital Group,
Ltd., distributions of the Preferred Return shall be made to the Preferred Limited
Partners on December 31 of each year commencing on December 31, 2004.
Preferred Return distributions totaling $525,452 were made for the penod from
inception (May 1, 2003) to December 31, 2005.

Operating Leases

The following is a sehedule by years of future minimum rental payments required

under various operatlng leases that have initial or remaining noncancelable lease
terms in excess of one year.

it
|

Year Ending

December 31
2006 1 $ 178,605
2007 ‘ 237,981
2008 246,604
2009 256,951
2010 43,113

S 963254

Rental expense for the period from inception (May 1, 2003) to December 31, 2005
was $133,119 and islreflected in occupancy and equipment costs.

Certificates of depois:it owned by the Company are pledged to the landlord under
the terms of the lease agreement.

Employee Benefits

The Partnership hasf? a 401(k) savings plan for all eligible employees. The plan
allows the Partnership to make discretionary matching contributions, as well as

] Page 9



Note 7 -

Note 8§ - |

Note 11 -

CHALLENGER CAPITAL GROUP, LTD.
(A Development Stage Partnership)
Notes to Financial Statements
December 31, 2005

Employee Benefits, continued

additional discretionary contributions. ~ The Partnership made $58,966 in
contributions to the plan for the period from inception (May 1, 2003) to December
31, 2005.

Property and Equipment

The classes of propeﬁy and equipment are as follows:

Furniture and fixtures $ 260,272
Equipment and software 168,720
Leasehold improvements 73,168

} 502,160
Less: accumulated depreciation (85,708)

$§ 416452

Depreciation expens;e for the period from inception (May 1, 2003) to December
31, 2005 was $85,708 and is reflected in occupancy and equipment costs and

other expenses.

Concentration Risk |

At December 31, ?005, and at various other times during the period from
inception (May 1, 2003), the Company had cash balances in excess of federally
insured limits of $100,000.

Subsequent Event

The Board of D1rectors of the general partner of the Partnership approved an
additional capital call of $1,000,000.

Development Stage jQperations

|

[
The Partnership is a development stage partnership. The Partnership’s activities
during the period from inception (May 1, 2003) to December 31, 2005 were
directed toward obtammg its status as a reglstered broker-dealer and commencing
operations. The Partnershlp intends to increase revenue in 2006. There are no
assurances the Partn‘lershlp will be able to sufficiently increase revenue in amounts
necessary to meet it,é‘ operating requirements.

]
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Supplementary Info\rmation
fursuant to Rule 17a-5 of the
Sélcurities Exchange Act of 1934
as of

December 31, 2005



Schedule I

CHALLENGER CAPITAL GROUP, LTD.
(A Development Stage Partnership)
Computation of Net Capital Under Rule 15¢3-1
of the Securities and Exchange Commission

" As of December 31, 2005

COMPUTATION OF NET CAPITAL

Total ownership equity qualified for net capital $ 477,824
| ‘
Add:
Other deductions or allowable credits
Discretionary incentive bonuses payable 498,000
|
Total capital and allowable subordinated liabilities 975,824

Deductions and/or charges

Non-allowable assets:

Certlﬁcate of deposits — pledged $100,000
Propelty and equipment, net 416,452
‘Fees receivable 138,752
Other receivables and advances 40,575
Other assets ‘ 35,226 _(731.005)
‘ ‘
Net capital before haircuts on securities positions 244,819

|
|

Haircuts‘ on securities (computed, where applicable,

pursuant to rule 15¢3-1(f)) ‘ _ (3.667)
|
Net capital ‘ S 241,152
\
AGGREGATE INDEBTEDNESS
Items 1nLluded in statement of ﬁnanc:lal condition
Llab‘lhtles ‘
Accounts payable and accrued expenses $ 55258
Total aggregate indebtedness § 55258
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Schedule I (continued)
CHALQENGER CAPITAL GROUP, LTD.
(A lf?evelonment Stage Partnership)
Computation of Net Capital Under Rule 15¢3-1

of the Sécurities and Exchange Commission
" As of December 31, 2005

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT
Minimum net capital required (6-2/3% of total
aggregate indebtedness)

Minimum dollar net capital requirement of
reporting broker or dealer

Net capital requirement (greater of above two
minimum requirement amounts)

Net capital in excess of required minimum
Excess net capital at 1000%

Ratio: Aggregate indebtedness to net capital

RECONCILIATION WITH PARTNERSHIP’S COMPUTATION

h 3,686

$ 5000

5,000

$ 236,152

$ 235626

__ 23t

The differences in the computatlon of net capital under Rule 15¢3-1 from the Partnership’s

computation is as follows:

Net capital per the Partnership’s 1;;‘1naudited Focus IIA
Decrease due to certificate of deposit being pledged

Decrease due to reduction in allowable receivables
Decrease due to cash adjustments
Increase due to reduction in ac‘counts

‘payable and accrued expenses

\
Other miscellaneous dlfferenc‘eS

- o

Net capital per audited report |
|

|

Page 13

$ 458,619
(100,000)
(118,018)

(3,167)

3,479
_ 239
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Schedule 11

CHALL“ENGER CAPITAL GROUP, LTD.
(A ljjevelopment Stage Partnership)
Computation for Determination of Reserve Requirements Under
Rule 15¢3-3 of the Securities and Exchange Commission
~ As of December 31, 2005

EXEMPTIVE PROVISIONS

The Partnership has claimed an exemption from Rule 15¢3-3 under section (k)(2)(i), in which the
Partnership is a direct participation broker-dealer.
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Iﬁldependent Auditor's Report
|

On Internal Control
i

Rjequired By SEC Rule 17a-5

Perioi‘d from Inception (May 1, 2003)
- to December 31, 2005



CERTIFIED PUBLIC ACCOUNTANTS
& CONSULTANTS

Q@F (Fe Co, LLP

INDEPENDENT AUDITOR’S REPORT ON INTERNAL
CONTROL REQUIRED BY SEC RULE 17a-5

Board of Directors
Challenger Capital Group, Ltd.

In planning and performing our audit of the financial statements and supplemental information of
Challenger Capital Group, Ltd., (a development stage partnership), (the “Partnership”), for the
period from inception (May 1, 2003) to December 31, 2005, we considered its internal control,
including control activities for safeguarding securities, in order to determine our auditing

procedures for the purpose of expressing our opinion on the financial statements and not to
provide assurance on internal control.

Also, as|required by rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), we have
made a study of the practices and procedures followed by the Partnership 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-
ﬁ(a)(l 1) and for determining compliance with the exemptive provisions of rule 15¢3-3. Because
the Partnership does not carry securities accounts for customers or perform custodial functions
relating t‘o customer securities, we did not review the practices and procedures followed by the
PartnersTp 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

f Federal Reserve Regulation T of the Board of Governors of the Federal Reserve
System

=}

The management of the Partnership is responsible for establishing and maintaining internal

control a!nd the practices and procedures referred to in the preceding paragraph. In fulfilling this

responsi$ility, estimates and judgments by management are required to assess the expected
benefits jand 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 Partnership 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

—

4175 Proton Road » Dallas, Texas 75244-3604 « Phone: 972-387-4300 « 800-834-8586 « Fax 972-960-2810 » www.cfllp.com
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i

to permit the preparation of financial statements in accordance with accounting principles
generally accepted in the United States of America. 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

COIIdl'(lOI"lS or that the effectiveness of their design and operation may deteriorate.

Our con51derat10n of internal control would not necessarily disclose all matters in internal control
that mlght 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 audlted may occur and not be detected within a timely period by employees in the normal
course of performing their a551gned functions. However, we noted no matters involving internal
control, mcludmg control act1v1t1es 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 p‘aragraph of this report are considered by the SEC to be adequate for its purposes in
accordan‘ce with the Securities Exchange Act of 1934 and related regulations, and that practices
and proc‘edures that do not accomphsh 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
Partnership’s practices and procedlfares 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, the National Association iof Securities Dealers, Inc., and other regulatory agencies that
rely on rule 17a-5(g) under the Sedhrities Exchange Act of 1934 in their regulation of registered
brokers and dealers, and is not 1ntended to be and should not be used by anyone other than these
specified parties. ‘

"L E 4207

CF & Co., L.L.P.
Dallas, Texas
February|22, 2006




