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A. REGISTRANT IDENTIFICATION

NAME OF BROKER-DEALER: Hartfield, Titus & Donnelly, LLC OFFICIAL USE ONLY

ADDRESS OF PRINCIPAL PLACE OF BUSINESS: (Do not use P.O. Box No.) FIRM 1.D. NO.
111 Pavonia Avenue, Suite 1430

{No, and Street)

Jersey City NJ 07310

(City) ) : (State) (Zip Code)

NAME AND TELEPHONE NUMBER OF PERSON TO CONTACT IN REGARD TO THIS REPORT
John J. Lynch, Jr. ‘ 201-217-8045

{Area Code — Telephone Number)

B. ACCOUNTANT IDENTIFICATION

INDEPENDENT PUBLIC ACCOUNTANT whaose opinion is contained in this Report*
Citrin Cooperman & Company, LLP

(Name = if individual, state last, first, iniddie name)

530 Morris Avenue Springfield NJ - 07081
(Address) (Ciy) (Slate) - : (Zip Code)
CHECK ONE: PROCESSED
X Certificd Public Accountant )
1 Public Accountant ‘ JUN 08 m
THOMSON

{1 Accountant not resident in United States or any of its possessions. FINANCIAL
FOR OFFICIAL USE ONLY .

*Cluims for exemption from the reguirement that the 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. Sec Section 240.170-5(e)(2)
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OATH OR AFFIRMATION

1, Mark J. Epstein , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statcment and supporting schedules pertaining to the firm of
Hartfield, Titus & Donnelly, LLC , as
of  December 31 , 2005, are true and correct. I further swear (or affirm) that
neither the company nor any partner, proprietor, principal officer or director has any proprietary inlerest in any account
classified solely as thal of a customer, except as follows: '

e
MICHAEL T. GEORGE ' W {/ %//@

NOTARY PUBLIC, State of New i lgn-lture
No. 01GE4888830
Qualified in Suffoik County Presndent
Commission Expires July 31, 2003 Title

P tnr! 7=

Notary Public Z

>—]

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

(a) Facing Page. ‘

(b) Statcment of Financial Condition.

(c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition.

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

(0 Slatement of Changes in Liabilities Subordmatcd to Claims of Creditors.

(g) Computation of Net Capital.

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

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

(i) A Reconciliation, incleding appropriate explanation of the Computation of Net Capilal Under Rule 15¢3-3 and the
Computation for Determination of the Reserve Requirements Under Exhibit A of Rule 15¢3-3.

(k) A Reconciliation between the audited and vnaudited Statements of Financial Condition with respect to methods of
consolidalion.

(I} An Oath or Affirmation.

{m) A copy of the SIPC Supplemental Report.

{n) Areportdescribing any material inadequacies found to exist or found to have exisied since the date of the previous audit.
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**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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Citrin Cooperman & Company, LLP
CERTIFIED PUBLIC ACCQOUNTANTS

INDEPENDENT AUDITORS' REPORT

To the Members
Hartfield, Titus & Donnelly, LLC
Jersey City, New Jersey

We have audited the accompanying statement of financial condition of Hartfield, Titus & Donnelly,
LLC (a limited liability company) as of December 31, 2005, and the related statements of income,
changes in members' equity 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 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 musstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion of the
effectiveness of the Company's internal control over financial reporting. Accordingly, we express no
such opinion. An audit also 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, 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 Hartfield, Titus & Donnelly, LLC as of December 31, 2005, and the results 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.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken
as 2 whole. The information contained in the supplementary schedule on page 12 is presented for
purposes of additional analysis and is not required as 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, 1n our opinion, 1s fairly stated, in all material respects, in relation to the basic financial
statements taken as a whole.

%@WFM,LLID

CERTIFIED PUBLIC ACCOUNTANTS

Febraary 7, 2006

530 MORRIS AVENUE, SPRINGFIELD, NJ 07081 » (973) 218-0500 » FAX (973) 218-0511
e-mail: info@citincooperman



HARTFIELD, TITUS & DONNELLY, LLC
(A Limited Liabdity Company)
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2005

ASSETS

Cash

Deposits with clearing houses

Receivables from broker-dealers and dealer banks

Loan receivable - affiliate

Prepaid expenses

Property and equipment, net

Cash surrender value - officers' life insurance, net of loans of $§318,653
Investment in securities

Loans receivable

TOTAL ASSETS

LIABILITIES AND MEMBERS' EQUITY

Liabilities:
Payables to broker-dealers and dealer banks
Accrued expenses
Other taxes payable
Deferred rent
Distributions payable
Orther liabilities

Total liabilities
Commitments and contingencies (Note 7)
Members' equity
TOTAL LIABILITIES AND MEMBERS' EQUITY

See accompanying notes to financial statements.

$ 886,329
1,625,968
234,345

75,000

3,471

75,264

83,492

5,025

1,000,190

$ 3.989 084

p = =

$ 237,697
1,389,924
19,000

66,508

145,246

2761

———————tetr

1,861,136

2,127948
b 3.989.084
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NOTE 1.

HARTFIELD, TITUS & DONNELLY, LLC
(A Limited Liability Company)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization

Hartfield, Titus & Donnelly, LLC (the "Company") was formed as a limited hability
company in the State of New Jersey. The Company setves the investment community
principally as a broker of municipal securities in the Northeast, Mid-Atlantic, Midwest,
Southern, and Pacific regions of the United States. The Company i1s registered with the
Securities and Exchange Commission ("SEC") and is a member of the National
Association of Securites Dealers ("NASD"), the Municipal Securities Rulemaking Board
("MSRB"), and the Securities Investors Protection Corporation. Since the Company is a
limited liability company, the members are not lable for the debts, obligations, or
habilives of the Company, whether atising in contract, tort or otherwise unless the
members have signed a specific guarantee.

Use.of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted 1n the United States of America 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 revenue and expenses during the reporting period. Actual
results could differ from those estimates.

Securities Transactions

Purchases and sales of secunties are recorded on a settlement-date basis (generally the
third business day following the transaction date), with related commission income and
expenses reported on a trade-date basts. )

Income Taxes

The Company, with the consent of its members, has elected under the Internal Revenue
Code and the tax laws in the various states in which it does business to be treated as a
partnership for income tax purposes. In lieu of corporate income taxes, the membets of a
limited liability company are taxed on their proportionate share of the Company's taxable
income. Therefore, no provision or hability for federal or state income tax has been
included in the financial statements. Certain states impose an LLC franchise fee; these
amounts have been accrued.

Property and Equipment

Property and equipment are carried at cost. Depreciation is provided on straight-line and
double-dechning methods over the estimated useful lives of the various classes of assets,
ranging from 5 to 7 years. For leasehold improvements, depreciation is provided over
the lesser of the economic use of the improvement or the term of the lease.

Expenditures for maintenance and repairs are expensed currently, while renewals and
betterments that maternally extend the life of an asset are capitalized. The cost of assets
sold, reured, or otherwise dispused of, and the related allowance for deprecraiion, arc

chminated from the accounts and any resulung gain or loss 1s recognized.




NOTE 1.

NOTE 2

NOTE 3.

NOTE 4.

NOTE 5.

HARTFIELD, TITUS & DONNELLY, LLC
(A Limited Liability Company)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

‘Advertising

Advertising costs, which are included in promotion expense mn the accompanying
statement of income, are expensed as incurred and aggregated $118,544 for the year

ended December 31, 2005.
CONCENTRATIONS OF CREDIT RISK

At December 31, 2005, and periodically during the year, the Company maintained
deposits with financial institutions that exceeded the insurance coverage provided by
the Federal Deposit Insurance Corporation. The Company has not experienced any
losses 1n the accounts and does not believe there 1s any significant credit risk.

DEPOSITS WITH CLEARING HOUSES

The Company, as a participant in the National Securities Clearing Corporation
("NSCC"), 1s required to maintain an Interest-beanng deposit with NSCC. At
December 31, 2005, the required amount was approximately $621 000. The Company
actually had $1 480,006 on deposit with NSCC.

In addition at December 31, 2005, the Company maintained a noninterest-bearing
deposit with its clearing agent in the amount of $52,910, an interest-bearing deposit with
the Depository Trust Company in the amount of $50,000, and various other security
deposits totaling $43,052.

PROPERTY AND EQUIPMENT

Property and equipment at December 31, 2005, consist of the following:

2005
Computer equipment $ 155,292
Leasehold improvements 173,292
Furniture and fixtures 49 006
377,590
Less: accumulated depreciation (302.326)
Property and equipment, net $ 75,264

Depreciation expense for the year ended December 31, 2005, amounted to $36,199.
RECEIVABLES AND PAYABLES - BROKER-DEALERS AND DEALER BANKS

These balances represent the contract value of secunties not delivered or received on
the settlement date.




NOTE 6.

NOTE 7.

HARTFIELD, TITUS & DONNELLY, LLC
(A Limited Liability Company)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

LOANS RECEIVABLE

The Company has, from time to time, advanced funds to its officers. These unsecured
loans are due on demand. Interestis charged monthly at the prime rate. Interest income
on these loans for the year ended December 31, 2005, aggregated §53,745.

COMMITMENTS AND CONTINGENCIES

Regulatory action

On or about December 20, 2005, the Company received notification from the NASD
that it is currently conducting an investigation into certain practices of the Company as a
broker’s broker of municipal securites. In addition, on or about that same date, the
Company received a Wells notice from the NASD seeking a response to alleged violation
of MSRB G Rules 17, 18 and 27. The Company, with the assistance of its outside
counsel, 1s currently examining various internal records in accordance with the NASD’s
guidance. Based on the preliminary nature of the matter, the Company is unable to
estimate the amount or range of any possible losses that may result from this
contingency.

Leases

The Company has several leases for equipment and office facilites under noncancelable
operating leases expiring in various years through 2015. Future minimum lease payments
for the remaining hives of the leases are as follows:

Years ending December 31: Equipment Offices

2006 $ 122,454 § - 417764

2007 122,454 419,533

2008 119,213 383,307

2009 114,366 348,216

2010 40,979 321,814

Thereafter - 1.222.202

g 519466 $ 3,112,836

Minimum rentals are exclusive of lease provisions requiring periodic adjustments for real
estate taxes, electricity and other costs. Rent expense, including real estate taxes, for the
year ended December 31, 2005, amounted to $475,357. Equipment rental expense which
is included in communications expense in the accompanying statement of income, was

$104,690 for the year ended December 31, 2005.

One of the Company's leases provided a free rent period of two months during its term,
while a second lease provided a free rent period of four months. Pursuant to Statement
of Financial Accounting Standards No. 13, "Accounting for Leases,” the aggregate of the
total minimum lease paymenrts under the lease is being amordzed on the straight-line
basis over the lease term. The difference between rent expense calculated on the straight-
line basis and amounts paid in accordance with the terms of the leasce (deferred rent)
amounted to $66,508 ar December 31, 2005.




NOTE 8.

NOTE 9.

NOTE 10.

NOTE 11.

NOTE 12.

NOTE 13.

HARTFIELD, TITUS & DONNELLY, L.LLC
(A Limited Liability Company)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

LEGAL SETTLEMENT

During 2005, the Company settled two lawsuits resulting in litigation settlements totaling
$141,083 of which $76,200 was paid by the Company. The remaining balance of $64,883
was the uncollectible note recervable held by the plainuaff.

RELATED-PARTY TRANSACTIONS

The Company leases office space, rents equipment, and receives certain administrative
services from a member. These expenses amounted to $323,275 for the year ended
December 31, 2005.

In addition, the Company pays a monthly fee to a member for maintaining the
Company's electronic computer trading systems. These expenses amounted to
approximately $600,000, of which $50,000 1s included 1n accrued expenses at December
31, 2005.

NET CAPITAL REQUIREMENTS

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (Rule 15¢3-1), which 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 was in compliance with these
requirements. At December 31, 2005, the Company had regulatory net capital of
$925,946, which exceeds the C “ompany's minimum net capital of $100,000. The
Company's regulatory ratio of aggregate indebtedness to net capital was 2.1 to 1 as of
December 31, 2005.

OFFICERS' LIFE INSURANCE

The Company is the owner and beneficiary of insurance policies on the lives of its two
officers in the amount of §200,000 each. At December 31, 2005, loans payable to the
insurance company in the amount of $318,653, bearing interest at a rate of 7% annum,
are collateralized by the cash value of the policies.

EMPLOYEE BENEFIT PLAN

The Company maintains a 401(k) savings plan covering substantially all of its full-time
eligible employees. Employee contributions are voluntary and are subject to Internal
Revenue Service limitations. The Company's matching contributions are at the discretion
of management. The Company made no matching contributions during 2005.

FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET CREDIT RISK

As a municipal securites broker's broker, the Company is engaged in buying and selling
securities for broker-dealers registered with the SEC and some mnstitutional investors. The
Company's transactions are collateralized and are executed with and on behalf of banks,
brokers and dealers, and other financial institutions.

The Company's exposure to credit nisk associated with non-pertormance of registered
broker-dealers n fulfilling their conwactual obligations 1s minimal. A majority of the
securities transactions clear through NSCC which are guaranteed and the remaining




NOTE 13.

HARTFIELD, TITUS & DONNELLY, LLC
(A Limited Liabihty Company)
NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2005

FINANCIAL INSTRUMENTS WITH OFF-BAILANCE-SHEET CREDIT RISK
(CONTINUED)

securities transactions are compared with registered broker dealers under contractual
agreements. In the unlikely event that the counterparties do not fulfill their oblhgations,
the Company may be exposed to risk. The risk of default depends on the
creditworthiness of the counterparty. It is the Company's policy to review, as necessary,
the credit standing of each counterparty with which it conducts business. The Company
does not require collateral to support such obligations.




