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OATH OR AFFIRMATION

;,_Christopher H. Covington : , swear (or affirm) that, to the best of

my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of
Covington Associates LLC

, as
of December 31 ,2005 | aretrue 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:

None

Si re
Member
Title

/@ZZE’W

Notary blic

This report ** contains (check all applicable boxes):

B (a) Facing Page.

B (b) Statement of Financial Condition.

B (c) Statement of Income (Loss).

B (d) Statement of ERRRYeS AKX KKMERKEORYNEX Cash Flows

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

O (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors. N/A

@ (g) Computation of Net Capital.

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

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

@ () 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.

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

B (1) An Oath or Affirmation.

0 (m) A copy of the SIPC Supplemental Report. N/A

[0 (n) Areportdescribing any material inadequacies found to exist or found to have existed since the date of the previous audit.

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



4)

!
'TABLE OF CONTENTS

|
r
|
‘
‘
\
|

Page
FINANCIAL STATEMENTS: |
Independent auditor's report \ 1
Statements of financial condition “ 2
Statements of income | 3
Statements of changes in members' equity ‘ 4
 Statements of cash flows | 5
Notes to financial statements | 6-8
INDEPENDENT AUDITOR’S REPORT ON SUPPEENIENTARY INFORMATION
REQUIRED BY RULE 17a-5 OF THE SECURITIES AND EXCHANGE ‘
COMMISSION ‘ 9
. \
SUPPLEMENTARY INFORMATION TO F INANCLAL STATEMENTS:
Computation of net capital l 10
Computation of aggregate indebtedness ‘ 10
Computation of basic net capital requirement ‘ 10
|
Reconciliation of net capital 1 10
Exemptive provision under Rule 15¢3-3 i 11
INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL
REQUIRED BY SEC RULE 17a-5 \ 12-13
}
|
i
\
l‘
|
|
| TR AR
| =-rermy



i
i
{

INDEPENDENT AUDITOR'S REPORT

TO THE MEMBERS 1
COVINGTON ASSOCIATES LLC !
Boston, Massachusetts |

\ .
We have audited the accompanying statements of financial condition of Covington Associates LLC as of
December 31, 2005 and 2004, and the related statements of income, changes in members' equity, and cash flows
for the year ended December 31, 2005 and 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 audits.

We conducted our audits 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 audits provide 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 Decembier 31,2005 and 2004, and the results of its operations and its
cash flows for the year ended December 31, 2005 and the period from November 25, 2003 through December 31,
2004, in conformity with accounting principles gen@rally accepted in the United States of America.

i, B Bl P

Certified Public Accountants

January 24, 2006 |
|
i
!
|
|
|
|
—
Parent, McLaughlin & Nangle
Certified Public Accountants, Inc.
160 Federal Street v 100 Cummings Center i 85 Raj
‘ | ngeway Road Ten Commerce Wa
Boston, MA 02110-1713 Suite 335G ! Forest Ridge Office Park, Bldg #1 Raynham, MA 02767—1,089
617/426-9440 . Beverly, MA 01915-6106 i Billerica , MA 01862-2105 508/880-4955
Fax No. 617/423-3955 978/921-0005 i 978/663-9750 Fax No. 508/823-6976

Fax No. 978/927-3428 : Fax No. 978/663-5151
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COVINGTON ASSOCIATES LLC

STATEMENTS OE FINANCIAL CONDITION

|
|
|
L

‘ December 31
| 2005 2004
ASSETS
Cash and cash equivalents | $ 53,058  § 71,892
Accounts receivable ‘ : 318,294 - 183,071
" Other assets ' 44 427 32,527
Office furniture and equipment, net of accumulated |
depreciation of $19,401 in 2005 and $13,585 in 2002} - 34,588 16,007

% ' § = 450,367 3 303,497

\

LIABILITIES AND MEMBERS' EQUITY

|

Liabilities:
Accounts payable , $ 20,524 30,702
Accrued expenses 10,325 - 21,716
30,349 52,418
Members' equity - 419,518 251,079

$ 450,367 5 303,497

See notes to financial statements.
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COVINGTON ASSOCIATES LLC

STATEI\/IENTS OF INCOME

FOR THE YEAR ENDED DECEMBER 3 1, 2005
AND THE PERIOD FROM NOVEMBER 25, 2003 THROUGH DECEMBER 31, 2004

2005 2004
REVENUE: ‘
Placement fee | - 8 4,412,705 $ 5,029,476
Consulting income ! 1,503,740 936,256
Seminar income , : - 21,705
Other income | 149,504 55,507
| .
| 6,065,949 6,042,944
EXPENSES: i
Salaries, wages and payroll taxes ‘ 2,002,641 1,087,909
Occupancy costs | 137,747 154,617
General & administrative expenses l 439,044 443,126
Other operating expenses | 372,578 443,872
Bad debt expense | 120,000 -
| 3,072,010 2,129,524
NET INCOME $ 2993939 § 3,913,420

See notes to financial statements |
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COVINGTON ASSOCIATES LLC

STATEMENTS OF CHANGES IN MEMBERS' EQUITY
|
FOR THE YEAR ENDED DECEMBER 31, 2005
AND THE PERIOD FROM NOVEMBER 25, 2003 THROUGH DECEMBER 31, 2004

MEMBERS' EQUITY, November 25, 2003 o § 272,659
Net income - ‘ 3,913,420
Distributions to members | ( 3935000)

MEMBERS' EQUITY, December 31, 2004 251,079
Net income | . 2,993,939

Distributions to members (2,825,500 )

MEMBERS' EQUITY, December 31, 2005 ‘ $ 419,518

See notes to financial statements

|




COVINGTON ASSOCIATES LIC
|
STATEMENTS OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2005
AND THE PERIOD FROM NOVEMBER 25, 2003 THROUGH DECEMBER 31, 2004

‘
\
|
|

S 2005

| 2004
\
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income % ’ _ $ 2,993,939 $ 3,913,420
Adjustments to reconcile net income to net cashf
provided by operating activities: ‘ ‘
Depreciation ‘ 5,816 1,755
Bad debt expense | 120,000 -
(Increase) Decrease in accounts receivable i ( 255,223 ) 27,122
Increase in other assets ! ( 11,900) ( 3,000 )
(Decrease) Increase in accounts payable 1 ( 10,178 ) 19,266
(Decrease) Increase in accrued expenses | ( 11,391 ) 21,716
\
Total adjustments | ( 162,876 ) 66,859
Net cash provided by operating activities | 2,831,063 3,980,279
CASH FLOWS FROM INVESTING ACTIVIT]ES
Purchases of office furniture and equipment \ ( 24,397 ) ( 17,706 )
\
Net cash used by investing activities “ ( 24,397 ) ( 17,706 )
CASH FLOWS FROM FINANCING ACTIV lTIES‘
Distributions to members ( 2,825,500 ) ( 3,935,000 )
Net cash used by financing activities | ( 2,825,500 ) ( 3,935,000 )
| |
NET (DECREASE) INCREASE IN CASH AND |
CASH EQUIVALENTS _ ( 18,834 ) 27,573
| | |
CASH AND CASH EQUIVALENTS, beginning of the period 71,892 44,319
CASH AND CASH EQUIVALENTS, end of the peﬁod $ 53,058 § 71,892

|
|
I
i
I

See notes to financial statements
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COVINGTON ASSOCIATES LLC
: |

NOTES TO FlNANbIAL STATEMENTS

YEAR ENDED DECEMBER 31,2005
AND THE PERIOD FROM NOVEMBER 25,2003 THROUGH DECEMBER 31, 2004

|
\
\
\

Organization and Nature of Business: \
g |
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 exefnptive provisions of paragraph (k)(2)(i) of rule 15¢3-3
of the Securities and Exchange Commission Wthh 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 otherwwe hold funds or securities for, or owe money or
securities to, customers. o
Summary of Significant Accounting Policies: |
\

|

|

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

Revenue recognition:

|
I
|
\

Cash equivalents: |

For purposes of the statement of cash flows, tﬂe Company considers money market mutual funds and

all highly liquid debt instruments with a maturlty of three months or less, when purchased, to be cash
equivalents. 1

Office furniture and equipment:

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

\
I
|
|
|
|
I

|
1

|

|
\
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COVINGTQN ASSOCIATES LLC

|
NOTES TO FINANCIAL STATEMENTS

YEAR ENDE]P DECEMBER 31, 2005
AND THE PERIOD FROM NOVEMBER 25, 2003 THROUGH DECEMBER 31, 2004
(pontmued) :
\

\
i
B. Summary of Significant Accountmg Policies - (contmued)

Use of estimates: o }

L : .
The preparation of financial statements in cdnformity 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 berio_d. 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 prov1sxon for income taxes. }

i

C.  Commitments: : |
. i . ‘
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. ; 1

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

Year Ending Deé:ember 31:
2006 $ 131,904
2007‘} 133,704
2008 - 135,504

2009 | , 56,773

3 457,885

\
|
|
\
\

Rental expense charged to operatlons on this Iease amounted to $130,404 in the year ended December 31, 2005
and $149,171 in the penod from November 25, 2003 through December 31, 2004.




C. Commitments - (conﬁnued):

E. Net Capital Requirement: "

COVINGTON ASSOCIATES LLC

|
Lo .
- NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 2005 '
AND THE PERIOD FROM NOVEMBER 25, 2003 THROUGH DECEMBER 31, 2004
(Contmued)

|

\

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

t

Future minimum lease payments required undEr the operating leases are as follows:
1 B

Year Ending December 31:
2006 | $ 9,746
2007 | 2,082

| $ 11,828

| . .
Rental expense charged to operations on these leases amounted to $13,136 in the year ended December 31,
2005 and $19,470 in the period from November 25, 2003 through December 31, 2004.

» \

Employee Benefits: |

The Company had sponsored a non—contributoiry defined benefit pension plan for employees who had met

certain service requirements. During 2005, the Company froze the plan and no further contributions will be

made to that plan. During 2005, the Company sponsored a401(K) Plan. The 401(K) Plan entitles all full-time
employees who meet age and service eligibility requirements to make voluntary contributions to the Plan.

Contributions cannot exceed the maximum amount under applicable provisions of the Internal Revenue Code.

The Company, at its discretion, may contribute to the Plan. Company contributions amounted to $16,260
during the year ended December 31, 2005. !

l

Under Rule 15¢3-1 of the Securities and Exchange Commlsswn the Company is required to maintain net
capital of the greater of 1/15th of aggregate mdebtedness, or $5,000. At December 31, 2005, net capital and

required net capital, computed in accordance w1th the rules of the Commission, amounted to $22,209 and
$5 000, respectively.

1 |
Iy

i |
;
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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, 2005

TO THE MEMBERS ‘
COVINGTON ASSOCIATES LLC |
Boston, Massachusetts ;‘

|

We have audited the accompanying financial statements of Covington Associates LLC as of December 31, 2005, and
for the year then ended, and have issued our report thefeon dated January 24, 2006. 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.

VoS Ryl Yot

Certified Public Accountants

January 24, 2006 1
|
|
|
i
{
i
T
|
\
T
Parent, McLaughlin & Nangle
Certified Public Accountants, Inc.

160 Federal Screet 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 LQ . Fax No, 978/663-5151



COVINGTON ASSOCIATES LLC.

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

SECURITIES AND EXCHANGE COMMISSION AS OF DECEMBER 31, 2005

NET CAPITAL:
Total Members' equity qualified for net capital
Deductions: ) "
Non-allowable assets: S
Accounts receivable
Other assets : ]
Office furniture and equipment - net |

e~ I~ S~

NET CAPITAL

AGGREGATE INDEBTEDNESS: ‘
Items included in statement of financial conditioh:
Accounts payable and accrued expenses $

TOTAL AGGREGATE lI\IDEBTEDNESS _ $

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT

Minimum dollar net capital requirement of reportmg
broker/dealer = 3 ,‘ $

Minimum net capital required (6.67% of aggregate .

indebtedness) l‘ $
Excess net capital o
Excess net capital at 1,000% $

Ratio: Aggregate indebtedness to net capital

RECONCILIATION OF NET CAPITAL:
Net capital per unaudited X-17A-5 o : $
Correction of grouping error | ‘

Net capital, as above . 1 $

419,518

318,294 )
44,427 )

34,588 )
397,309 )
22,209

30,849

30,849

5,000

2,057

17,209

19,124
l4tol

22,009
200

22,209
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COVINGTON ASSOCIATES LLC

|
EXEMPTIVE PROVISION UNDER RULE 15¢3-3

1171 -
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INDEPENDENT éUDITOR’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
year ended December 31, 2005, we considered its mtemal 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 Securltles 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 ob_]ectlves 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 securltxes we did not review the practices and procedures followed by
the Company in any of the following:

D) 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 e$tablishing 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 beneﬁ‘ts 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. 1

Parent, Mcﬂaughlin & Nangle

Certified Pubilic 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 S08/880-4955
Fax No. 617/423-3955 978/921-0005 % 978/663-9750 Fax No. 508/823-6976
1

Fax No. 978/927-3428 12 . Fax No. 978/663-5151




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 obJ ectives of the practices and procedures listed in the preceding
paragraph. 1

» |
Because of inherent limitations in any internal contrtol 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 contro] would not necessanly 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 arelatively 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 rioted no matters involving internal control, including control
activities for safeguarding securities, that we considef to be material weaknesses as defined above.

We understand that practices and procedures that accomphsh the Obj ectives 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 purpqses Based on this understanding and on our study, we believe
that the Company's practices and procedures were adé\quate at December 31, 2005 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. |
|

|
i

fan, Wbl Pomil

| Certified Public Accountants

January 24, 2006 \
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