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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: DONEGAL SECURITIES, INC.
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FIRM1.D. NO.
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NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT

GIL MOREIRA

781-431-1003

{Area Code ~ Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whose opinion is contained in this Report*

PECK ASSOCIATES, P.C.

H (Name ~ if individual, state last, first, middie name)

PROCESSEE: 2104

20 WALNUT STREET, SUITE 210 WELLESLEY HILLS MA
(Address) Cy) (Staie) {Zip Code)
ar 0 g 273
CHECK ONE: AL U g 4l
X Certified Public Accountant
[J Public Accountant ;};@%SON
[J Accountant not resident in United States or any of its possessions. ClAL
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*Claims for exemption from the requirement that Jthe annual report be covered by the opinion of an independent public accountant
must be supported by a statement of facts and circumstances relied on as the basis for the exemption. See section 240.17a-5(e)(2).
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OATH OR AFFIRMATION

I GIL MOREIRA , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

DONEGAL SECURITIES. INC. ,as
of __ DECEMBER 31 ,20_05 ,aretrue and correct. I further swear (or affirm) that neither the company nor any partner,

proprietor, principal officer or director has any
as follows:

NONE

proprietary interest in any account classified soley as that of a customer, except

Do

Signatur
—
bl XY &MCI'Q/ ﬂ/j}fy//vv.; PNC//)J/
Title

UNotary Public

This report** contains (check all applicable bo

(n) A report describing any material inad

**For conditions of confidential treatment of ¢

o~

Xes):

X (a) Facing page.

B (b) Statement of Financial Condition.

DJd (c) Statement of Income (Loss).

Xl (d) Statement of Changes in Financial Ch)ndition.

XJ (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

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

(XI (g) Computation of Net Capital.

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

0 () Information Relating to the Possessm%n or control Requirements Under Rule 15¢3-3.

™ (j) A Reconciliation, including approprxate 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. ATTACHED

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

(0 (1) AnOath of Affirmation.

[J (m) A copy of the SIPC Supplemental Report.

l

equacies found to exist or found to have existed since the date of the previous audit.

ertain portions of this filing, see section 240.17a-5(e)(3).
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COMPUTATION OF 15¢3-3 RE!
CORRESPONDING UNAUD)]

We have determined that there is no 1

Computation of 15¢3-3 reserve requir\

I FOCUS Report.

INEGAL SECURITIES, INC.

SERVE REQUIREMENTS AND THE BROKER-DEALER’S

[TED PART II FOCUS REPORT UNDER SEC RULE 17a-
5(d)4)

DECEMBER 31, 2005

material difference in the Audited Computation of Net Capital and
ements and Donegal Securities, Inc. corresponding Unaudited Part
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PEeck

ASSOCIATES, PC.
ERTIFIED PUBLIC ACCOUNTA

NTS

20 Walnut Street, Suite 210
Wellesley Hilis, MA 02481-2104
PHONE: (781) 235-7517

FAX: (781) 235-3147

INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of n
Donegal Securities, Inc. |
Wellesley, Massachusetts

We have audited the accompanying statement of financial condition of Donegal Securities, Inc. as of
December 31, 2005, and the related statements of income, changes in stockholder’s equity and changes in
subordinated liabilities, 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 accordanFe with auditing standards generally accepted in the United States of
America. Those standards require :}hat we plan and perform the audits 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 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 Donegal Securities, Inc. as of December 31, 2005 and the results of its operations
and it’s cash flows for the year then ended in conformity with accounting principles generally accepted in

the United States of America.

Pack Oumacsta,, P.Q.

February 14, 2006
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DONEGAL SECURITIES, INC.
STATEMENT OF FINANCIAL CONDITION

Current assets
Cash
Commissions receivable

DECEMBER 31, 2005

ASSETS

LIABIL]‘TIES AND STOCKHOLDER'’S EQUITY

Liabilities
Commissions payable
Stockholder’s equity

Common stock, no par value,
Authorized 200,000 shares

Issued and outstanding 10,000 shares $ 1,000

Additional paid-in capital
Retained earnings

Total stockholder’s equity

The accompanying

PECK ASSQ

10,000

24,426

notes are an integral part of the financial statements.

2
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§ 10,420

130,006

$ 140,426

$ 105,000

35,426

$ 140,426




FOR Tk

Revenues:
Commissions
Interest income
Other income

Total revenues
Expenses:
Registered representative commi
Broker-dealer registration fees
Consulting fees
Other expenses
Total expenses
Income before income taxes

Provision for income taxes

Net income

The accompanying

DONEGAL SECURITIES, INC.
STATEMENT OF INCOME

$

Ssions

3

1E YEAR ENDED DECEMBER 31, 2005

1,777,398
148

1,757,555
8,509
1,500

33

notes are an integral part of the financial statements.

PECK ASSOCIATES, P.C., Certified Public Accountants

§ 1,777,546
1,767,597
9,949

456

$ 9,493
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DONEGAL SECURITIES, INC.
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2005

INCREASE IN CASH

Cash flows from operating activities

Net income

$ 9,493
Adjustments to reconcile net i;mome to net
cash provided by operatlngw activities
Increase (decrease) in operﬁmng activities
Commissions receivable $ (24,195)
Commissions payable 3,000
Total adjustments (21,195 )
Net cash provided by operating activities (11,702)
Cash at beginning of year ‘ 22,122
|
Cash at end of year ] $ 10,420

The accompanying

PECK ASSC

notes are an integral part of the financial statements.
5
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Note 1.

Nature of business

Concentration of credit risk

Use of estimates

Commissions receivable

Income taxes

DONEGAL SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

Summary of significant accounting policies

Donegal Securities, Inc.|(the Company) is a closely held Massachusetts Corporation incorporated
on June 4, 2003. The Company is a broker-dealer registered with the Securities and Exchange
Commission (SEC) and|is a member of the National Association of Securities Dealers (NASD).
The Company is a service organization primarily engaged in providing advice and other services

with respect to employecﬂ retirement plans.

Financial instruments, which potentially subject the Company to concentrations of credit risk,
consist of temporary cash investments and commission receivables.

The Company invests itT; cash in deposits with a local bank. The Company has not experienced
any losses on its cash investments.

Concentrations of credit ‘lrisk with respect to commission receivables are limited as the Company’s
principal customers consist of various mutual fund companies.

The preparation of financial statements in conformity with generally accepted accounting
principles requires man}‘agement 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.

These amounts represenh commissions from mutual funds based on assets under investment. The
amounts due were received during January 2006.

The Company has elect‘Fd under the Internal Revenue Code to be taxed as an S Corporation,
which taxes shareholders on their proportionate share of the Company’s taxable income.

Therefore, no provision for income taxes has been included in these financial statements.

6
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Note 2.

Notes 3.

DONEGAL SECURITIES, INC.

NOTES TO FINANCIAL STATEMENTS

Net capital requirements

The Company is subject to

DECEMBER 31, 2005

the Securities and Exchange Commission Uniform Net Capital Rule (SEC

Rule 15¢3-1), which requirﬁ;:s the maintenance of minimum net capital and requires that the ratio of
aggregate indebtedness to net capital, both as defined, shall not exceed 8 to 1 in the first year and 15

to 1 in future years. At December 31, 2005, the Company had a net capital of $10,420 which was

$5,420 in excess of its requ

Commitments and continge

Related party transactions

ired net capital of $5,000. The Company’s net capital ratio was 10.77 to 1.

r‘cies

The majority of the commission and consulting fee income received by the Company is generated

through the assets unde

f management from clients of the Kraematon Group, Inc. of which the sole

shareholder has 70% interest. Also, the Company has a contract with its sole shareholder, a
registered sales representative, which requires it to pay substantially all commissions and
consulting fees received by the Corporation to the shareholder/registered representative.

Guarantor

The Company is guarantor for a demand revolving line of credit. This note is the obligation of

Kraematon Group, Inc
December 31, 2005, thi

4 in which the Company’s sole shareholder has a 70% interest. As of
s note amounted to $54,532.
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SUPPLEMENTARY INFORMATION
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PECK 20 Walnut Street, Suite 210

ASSOCIATES PC Wellesley Hills, MA 02481-2104

PHONE: (781) 235-7517
ERTIFIED PUBLIC ACCOUNTANTS FAX: (781) 235-3147

INDEPENDENT AUDITOR’S REPORT ON
SUPPLEMENTARY INFORMATION REQUIRED BY RULE 17a-5 OF THE
SECURITIES AND EXCHANGE COMMISSION

To the Board of Directors of
Donegal Securities, Inc.
Wellesley, Massachusetts

We have audited the accompanying financial statements of Donegal Securities, Inc. as of and for the year
ended December 31, 2005, and have issued our report thereon dated February 14, 2006. Our audit was
conducted for the purpose of forming an opinion on the basic financial statements taken as a whole.
\

The information contained in Sched‘ules I and Il is presented for purposes of additional analysis and is
not a required part of the basic ﬁnaHnmal 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.

Pk Oacuida,, P.CQ.

February 14, 2006
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DONEGAL SECURITIES, INC.

COMPUTA'DION OF NET CAPITAL UNDER RULE 15¢3-1
OF THE SE(“URITIES AND EXCHANGE COMMISSION
FOR THE YEAR ENDED DECEMBER 31, 2005

Net capital \
Total stockholder’s equity |
Deductions and/or charges: |

Nonallowable assets

Net capital before haircuts on secu
Haircuts on securities

Net capital

SCHEDULE I

$ 35,426
(25,006)

rities positions

Minimum dollar net capital requirement

Excess net capital
Excess net capital at 1,000%

Aggregate indebtedness

Percentage of aggregate indebtedness to net capital

The accompanying

PECK ASSO

notes are an integral part of the financial statements.
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10,420

10,420

5,000

5,420

(80)

105,000

1007.68%



PECK 20 Walnut Street, Suite 210

Wellesley Hills, MA 02481-2104
ASSOCIATES’ P.C. PHONE: (781) 235-7517

ERTIFIED PUBLIC ACCOUNTANTS FAX: (781) 235-3147

SCHEDULE 1I

INDE‘PENDENT AUDITOR’S REPORT ON
INTERNAL (i?ONTROL REQUIRED BY SEC RULE 17a-5
To the Board of Directors of !
Donegal Securities, Inc.

Wellesley, Massachusetts

In planning and performing our audit of the financial statements of Donegal Securities, Inc., for the year
ended 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 the internal control.

Also, as required by rule 17a-5(g)(1) of the Securities and 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 rele\“/ant to the objectives stated in rule 17a-5(g), in making the periodic
computations of aggregate mdebted?ess (or aggregate debits) and net capital under rule 17a-3(a)(11) and
for determining compliance with the” exceptive 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 proc”:edures followed by the Company in any of the following:

1. Making quarterly securities anminations counts verifications, and comparisons
2. Recordation of differences rHequlred by rule 17a-13
3. Complying with the requirements for prompt payment of 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 lin 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 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 unatthorized 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 proce‘dures listed in the preceding paragraph.

10




Donegal Securities, Inc.

To the Board of Directors of ‘\
Page 2 |

Because of inherent limitations in any internal control or the practices and procedures referred to above,
error or fraud may occur and not Pe 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 the internal control structure would not necessarily disclose all matters in the
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 the internal control, including control 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 arnxd 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, 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 brokers and d‘ealers, and is not intended to be and should not be used by anyone
other than these specified parties.

Pack Qureusts,, P.C.

February 14, 2006
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