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INDEPENDENT AUDITOR'S REPORT

TO THE MEMBERS
COVINGTON ASSOCIATES LLC
BOSTON, MASSACHUSETTS

We have audited the accompanying statement of financial condition of Covington Associates LLC as of
December 31, 2004, and the related statements of income, changes in members' equity, and cash flows for the
period from November 25, 2003 through December 31,2004. 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 financial
position of Covington Associates LLC as of December 31, 2004, and the results of its operations and its cash

flows for the period from November 25, 2003 through December 31, 2004, in conformity with accounting
principles generally accepted in the United States of America.

fot gty

Certified Public Accountants

March 1, 2005
Parent, McLaughlin & Nangle
Certified Public Accountants, Inc.
160 Federal Street 100 Cummings Center 85 Rangeway Road Ten Commerce Way
Boston, MA 02110-1713 Suite 335G Forest Ridge Office Park, Bldg #1 Raynham, MA 02767-1089
617/426-9440 Beverly, MA 01915-6106 Billerica , MA 01862-2105 508/880-4955
Fax No. 617/423-3955 978/921-0005 978/663-9750 Fax No. 508/823-6976

Fax No. 978/927-3428 Fax No. 978/663-5151

www.pmn.cam




COVINGTON ASSOCIATES LLC

STATEMENT OF FINANCIAL CONDITION

DECEMBER 31, 2004

ASSETS

Cash and cash equivalents
Accounts receivable
Other assets

Office furniture and equipment, net of accumulated
depreciation of $13,585

LIABILITIES AND MEMBERS' EQUITY

Liabilities:
Accounts payable
Accrued expenses

Members' equity

See notes to financial statements.

22

71,892
183,071
32,627

16,007

303,497

30,702

21,716

52,418

251,079
303,497
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COVINGTON ASSOCIATES LLC

STATEMENT OF INCOME

FOR THE PERIOD FROM NOVEMBER 25, 2003

THROUGH DECEMBER 31, 2004

REVENUE:
Placement fee
Consulting income
Seminar income
Other income

EXPENSES:
Salaries, wages and payroll taxes
Occupancy costs
General & administrative expenses
Other operating expenses

NET INCOME

See notes to financial statements.

$ 5,029,476
936,256
21,705
55,507

6,042,944

1,087,909
154,617
443,126

443,872

2,129,524
$ 3913420
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COVINGTON ASSOCIATES LLC

STATEMENT OF CHANGES IN MEMBERS' EQUITY

FOR THE PERIOD FROM NOVEMBER 25, 2003
THROUGH DECEMBER 31, 2004

MEMBERS' EQUITY, beginning of the period $ 272,659
Net income 3,913,420
Distributions to members (3,935,000)

MEMBERS' EQUITY, end of the period $ 251,079

See notes to financial statements
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COVINGTON ASSOCIATES LLC

STATEMENT OF CASH FLOWS

FOR THE PERIOD FROM NOVEMBER 25. 2003

THROUGH DECEMBER 31, 2004

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income

Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation
Decrease in accounts receivable
Increase in other assets
Increase in accounts payable
Increase in accrued expenses

3,913,420

1,755
27,122
(3,000)
19,266
21,716

Total adjustments

66,859

Net cash provided by operating activities

3,980,279

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of office furniture and equipment

(17,708)

Net cash used by investing activities

(17,706)

CASH FLOWS FROM FINANCING ACTIVITIES:
Distributions to members

(3,935,000)

Net cash used by financing activities

(3,935,000)

NET INCREASE IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, beginning of the period

27,573

44,319

CASH AND CASH EQUIVALENTS, end of the period

71,892

See notes to financial statements
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COVINGTON ASSOCIATES LLC

NOTES TO FINANCIAL STATEMENTS

FOR THE PERIOD FROM NOVEMBER 25, 2003
THROUGH DECEMBER 31, 2004

Organization and Nature of Business:

Covington Associates LLC (the Company) was approved on November 25, 2003 as a broker-dealer
with the Securities and Exchange Commission and is a member of the National Association of
Securities Dealers, Inc. The Company’s revenue is primarily derived from providing investment
banking services which includes investment advisory services and participation in private placement
offerings. The Company operates under the exemptive provisions of paragraph (k)(2)(i) of rule 15¢3-3
of the Securities and Exchange Commission which provides that the Company carries no margin
accounts, promptly transmits all customer funds and delivers all securities received in connection with
its activities as a broker or dealer, does not otherwise hold funds or securities for, or owe money or
securities to, customers.

Summary of Significant Accounting Policies:

Revenue recognition:

The Company recognizes revenue from placement fees upon completion of the private
placement offering. Investment banking and advisory fees are recognized when earned.

Cash equivalents:

For purposes of the statement of cash flows, the Company considers money market mutua! funds and
all highly liquid debt instruments with a maturity of three months or less, when purchased, to be cash
equivalents.

Office furniture and equipment:

The Company records office furniture and equipment at cost and provides for depreciation on a
straight-line basis over the estimated useful lives of the respective assets.
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COVINGTON ASSOCIATES LLC

NOTES TO FINANCIAL STATEMENTS

FOR THE PERIOD FROM NOVEMBER 25, 2003
THROUGH DECEMBER 31. 2004

(Continued)

Summary of Significant Accounting Policies - (continued):

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 reported amounts of assets and liabilities and
disclosure of contingent 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.

Income taxes:

The Company is classified as a partnership for federal income purposes and, therefore, the financial statements
do not include a provision for income taxes.

C. Commitments:

The Company occupies office space in Boston, Massachusetts under a lease agreement which expires in May,
2009. In addition to the base rent, the Company is obligated to pay a proportionate share of excess tax and
operating costs.

Future minimum lease payments required under the operating lease are as follows:

Year Ending December 31:

2005 $ 130,104
2006 131,004
2007 133,704
2008 135,504
2009 56,773

$ 587,989

Rental expense charged to operations on this lease amounted to $149,171 for the period from November 25,
2003 through December 31, 2004.
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COVINGTON ASSOCIATES LLC

NOTES TO FINANCIAL STATEMENTS

FOR THE PERIOD FROM NOVEMBER 25. 2003
THROUGH DECEMBER 31, 2004

(Continued)

C. Commitments - (continued):

The Company has noncancelable operating leases for equipment which expire between July, 2006 and April,
2007.

Future minimum lease payments required under the operating leases are as follows:

Year Ending December 31:

2005 $ 12,246
2006 9,746
2007 2,082

$ 24,074

Rental expense charged to operations on these leases amounted to $19,470 for the period from November 25,
2003 through December 31, 2004.

D. Pension Plan:

The Company had sponsored a non-contributory defined benefit pension plan for employees who had met
certain service requirements. During 2004, the Company terminated the plan and in May 2004, distributed the
plan assets to the participants of the plan.

E. Net Capital Requirement:

Under Rule 15¢3-1 of the Securities and Exchange Commission, the Company is required to maintain net
capital of the greater of 1/15th of aggregate indebtedness, or $5,000. At December 31, 2004, net capital and
required net capital, computed in accordance with the rules of the Commission, amounted to $19,474 and
$5,000, respectively.
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INDEPENDENT AUDITOR'S REPORT ON SUPPLEMENTARY INFORMATION
REQUIRED BY RULE 17a-5 OF THE
SECURITIES AND EXCHANGE COMMISSION
AS OF DECEMBER 31. 2004

TO THE MEMBERS
COVINGTON ASSOCIATES LLC
BOSTON, MASSACHUSETTS

We have audited the accompanying financial statements of Covington Associates LLC as of December 31, 2004, and
for the period from November 25, 2003 through December 31, 2004, and have issued our report thereon dated March
1,2005. Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained on Pages 10 and 11 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 of 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.
Zd/wf&Z; Wp«: %’—)24/740.

Certified Public Accountants

March 1, 2005
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COVINGTON ASSOCIATES LLC

COMPUTATION OF NET CAPITAL UNDER RULE 15¢3-1 OF THE

SECURITIES AND EXCHANGE COMMISSION

AS OF DECEMBER 31, 2004

NET CAPITAL:
Total Members' equity qualified for net capital

Deductions:
Non-allowable assets:
Accounts receivable
Other assets
Office furniture and equipment - net

NET CAPITAL

AGGREGATE INDEBTEDNESS:
items included in statement of financial condition:
Accounts payable and accrued expenses

TOTAL AGGREGATE INDEBTEDNESS

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT:

Minimum dollar net capital requirement of reporting
broker/dealer

Minimum net capital required (6.67% of aggregate
indebtedness)

Excess net capital
Excess net capital at 1,000%
Ratio: Aggregate indebtedness to net capital

RECONCILIATION OF NET CAPITAL:
Net capital per unaudited X-17A-5

Effect of audit adjustments on:
Net income
Allowable assets

Net capital, as above

-10 -

$ 251,079
(183,071)
(32,527)
(16,007)
(231,605)

$ 19,474
52,418

$ 52418
$ 5,000
$ 3495
$ 14,474
$ 14,232

27101

$ 19,374
16,051
(15,951)

$ 19,474
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COVINGTON ASSOCIATES LLC

EXEMPTIVE PRCVISION UNDER RULE 15¢3-3

Special account for the exclusive benefit of customers maintained.
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL

REQUIRED BY SEC RULE 17a-5

TO THE MEMBERS
COVINGTON ASSOCIATES LLC
BOSTON, MASSACHUSETTS

In planning and performing our audit of the financial statements of Covington Associates LLC (the Company) for the
period from November 25, 2003 through December 31, 2004, 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 the internal control.

Also, as required by Rule 17a-5(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 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 related to customer securities, we did not review the practices and procedures followed by
the Company in any of the following:

)] Making quarterly securities examinations, counts, verifications and comparisons;
2) Recordation of differences required by Rule 17a-13; and,
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 judgments by
management are required to assess the expected benefits and related costs of controls and 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.

Parent, McLaughlin & Nangle

Certified Public Accountants, Inc.

160 Federal Street 100 Cummings Center 85 Rangeway Road Ten Commerce Way
Boston, MA 02110-1713 Suite 335G Forest Ridge Office Park, Bldg #1 Raynham, MA 02767-1089
617/426-9440 Beverly, MA 01915-6106 Billerica , MA 01862-2105 508/880-4955
Fax No. 617/423-3955 978/921-0005 978/663-9750 Fax No. 508/823-6976
Fax No. 978/927-3428 -12 - Fax No. 978/663-5151

www.pmn.com



0

()

()

)

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 any 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 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 controls 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, 2004 to meet the SEC's objectives.

This report is intended solely for the information and use of the Members, management, the SEC, the National

Association of Security Dealers, Inc., 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 is not intended to be, and should not

be, used by anyone other than these specified parties.
ZM W %)}4,7&.

Certified Public Accountants

March 1, 2005
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