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OATH OR AFFIRMATION

I, _Christopher H. Covington , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaihing to the firm of

Covington Associates LLC , as
of December 31 ,2006 , are true 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:

N e,

( { Notary Public\k)
This feporf ** contains (check all applicable boxes):

(aj~Facing Page.

(b) Statement of Financial Condition.

{c) Statement of Income (Loss).

(d) Statement of KMENERAKKNAMKMKEMNAKHEK Cash Flows

(¢) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietors’ Capital.
(f) Statemment of Changes in Liabilities Subordinated to Claims of Creditors.

[
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O
g (g) Computation of Net Capital,
X
O
X
O

(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, including appropriate 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.

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

(1) An Oath or Affirmation,

(m) A copy of the SIPC Supplemental Report.

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

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(ej(3).
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INDEPENDENT AUDITOR'S REPORT
o
TO THE MEMBERS
® COVINGTON ASSOCIATES LLC

Boston, Massachusetts

We have audited the accompanying statements of financial condition of Covington Associates LLC as of
December 31, 2006 and 20035, and the related statements of income, changes in members' equity, and cash flows

® for the years then ended. 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 December 31, 2006 and 2005, and the results of its operations and its
cash flows for the years then ended, in conformity with accounting principles generally accepted in the United
States of America.
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Certified Public Accountants
0 February 28, 2007
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COVINGTON ASSOCIATES LLC

STATEMENTS OF FINANCIAL CONDITION

December 31

2006 2005
ASSETS
Cash and cash equivalents b3 49,153 $ 53,058
Accounts receivable 172,834 318,294
Other assets 41,718 44,427
Office furniture and equipment, net of accumulated
depreciation of $29,076 in 2006 and $19,401 in 2005 44,494 34,588
$ 308,199 $ 450,367
LIABILITIES AND MEMBERS' EQUITY
Liabilities:
Accounts payable $ 30,337 $ 20,524
Accrued expenses 9.000 10,325
39.337 30,849
Members' equity 268,862 419,518
) 308,199 $ 450,367
See notes to financial statements. ™A AA]
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COVINGTON ASSOCIATES LLC

STATEMENTS OF INCOME

®
Year Ended December 31
® 2006 2005
REVENUE:
Placement fees $ 9,019,245 $ 4,412,705
Consulting income 1,050,937 1,503,740
® Other income 105,344 149,504
10,175,526 6,065,949
EXPENSES:
L Salaries, wages and payroll taxes 2,254,496 2,002,641
Occupancy costs 154,779 137,747
General and administrative expenses 682,888 439,044
Other operating expenses 374,019 372,578
Bad debt expense - 120,000
L
3,466,182 3,072,010
NET INCOME $ 6,709,344 ) 2,993,939
®
[
¢
o

See notes to financial statements.
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COVINGTON ASSOCIATES LLC
STATEMENTS OF CHANGES IN MEMBERS' EQUITY
o
YEARS ENDED DECEMBER 31, 2006 AND 2005
L
MEMBERS' EQUITY, December 31, 2004 $ 251,079
Net income 2,993,939
o
Distributions to members ( 2,825,500 )
MEMBERS' EQUITY, December 31, 2005 419,518
o Net income 6,709,344
Distributions to members { 6,860,000 )
MEMBERS' EQUITY, December 31, 2006 3 268,862
o
9
|
0
0
See notes to financial statements. T™AAA]




COVINGTON ASSOCIATES LLC

STATEMENTS OF CASH FLOWS

Year Ended December 31
2006 2005

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income 3 6,709,344 $ 2,993,939

Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation 9,676 5816
Bad dcbt expense - 120,000
Decrease {increase) in accounts receivable 145,460 ( 255,223)
Decrease (increase) in other assets 2,709 ( 11,900 )
Increase (decrease) in accounts payable 9813 ( 10,178 )
Decrease in accrued expenses { 1,325 ) ( 11,391 )
Total adjustments 166,333 ( 162,876 )
Net cash provided by operating activities 6,875,677 2,831,063

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of office furniture and equipment ( 19,582 ) ( 24,397)

Net cash vused by investing activities ( 19,582 ) ( 24,397 )

CASH FLOWS FROM FINANCING ACTIVITIES:

Distributions to members ( 6,860,000 ) ( 2,825,500)

Net cash used by financing activities ( 0,860,000 ( 2,825,500)
NET DECREASE IN CASH AND CASH EQUIVALENTS ( 3.905) ( 18.834 )
CASH AND CASH EQUIVALENTS, beginning of the year 53,058 71,892
CASH AND CASH EQUIVALENTS, end of the year $ 49,153 $ 53,058
See notes to financial statements. .‘ n
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COVINGTON ASSOCIATES LLC

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31. 2006 AND 2005

Orsanization 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
ofterings. 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 Stenificant 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 mutual 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.

Accounts receivable:

Accounts receivable are stated at the amount management expects to collect from outstanding
balances. Management provides for probable uncollectible amounts through a charge to eamings and
a credit to a valuation allowance based on its assessiment of the current status of individual accounts.
Balances that are still outstanding after management has used reasonable collection efforts are written
oft through a charge to the valuation allowance and a credit to accounts receivable.




COVINGTON ASSQCIATES LLC

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2006 AND 2005

{Continued)

B. 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 taxcs.

C. Commitments:

The Company occupies office space in Boston, Massachusetts under a lease agreement which expires in May,
2009. [n 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:

2007 3 133,704
2008 135,504
2009 36,773

$ 325,981

Rental expense charged to operations on this lease amounted to $145,121 and $130,404 for the years ended
December 31, 2006 and 2005, respectively.
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COVINGTON ASSOCIATES LLC

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2006 AND 2005

{Continued)

C. Commitments - {continued):

The Company has a noncancelable operating lease for equipment which will expire in April, 2007. Future
minimum lease payments required under the operating lease are $2,082 for 2007,

Rental expense charged to operations on this lease amounted to $10,553 and $13,136 for the years ended
December 31, 2006 and 2005, respectively.

D. Emplovee Benefits:

The Company had sponsored a non-contributory defined benefit pension plan for employees who had et 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 a 401(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 $16,564 and $16,260 during
the years ended December 31, 2006 and 2005, respectively.

E. Net Capital Requirement:

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC Rule [ 5¢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 |. At December 31, 2006, the Company had net capital of
$9.816. which was $4,816 in excess of its required net capital of $5,000. The Company's net capital ratio was 4.0
to 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, 2006
0o
o
TO THE MEMBERS
COVINGTON ASSOCIATES LLC
Boston, Massachusetts
o

We have audited the accompanying financial statements of Covington Associates LLC as of and for the year ended
December 31, 2006, and have issued our report thereon dated February 28, 2007. 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 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

whole.
®
Rt e M-\ ¢ %&.
® Certified Public Accountants
February 28, 2007
®
®

]
1)
o
1)
[[]] ]
\
| |
it
[
1] |
all




COVINGTON ASSOCIATES LLC

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

0 SECURITIES AND EXCHANGE COMMISSION AS OF DECEMBER 31, 2006
NET CAPITAL:
P Total Members' equity qualified for net capital $ 268,362
Deductions:

Non-allowable assets:

Accounts receivable { 172,834 )
Other assets { 41,718 )
o OfTice furniture and equipment - net ( 44,494 )
( 259,046 )
NET CAPITAL $ 9816
o
AGGREGATE INDEBTEDNESS:
ftems included in statement of financial condition:
Accounts payable and accrued expenses $ 39,337
TOTAL AGGREGATE INDEBTEDNESS h 39337
o
COMPUTATION OF BASIC NET CAPITAL REQUIREMENT:
Minimum dollar net capital requirement of reporting
® broker/dealer $ 5,000
Minimum net capital required (6 2/3% of aggregate
indebtedness) $ 2,622
Excess net capital $ 4,816
® Excess net capital at 1,000% $ 5,882
Ratio: Aggregate indebtedness to net capital 4.0to 1
° :
RECONCILIATION WITH COMPANY’S COMPUTATION:
There are no differences between the amounts reported by the Company in Part Il of the unaudited Form X-17A-
5 as of December 31, 2006 and the amounts above.
®
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COVINGTON ASSOCIATES LLC

0 EXEMPTIVE PROVISION UNDER RULE 15¢3-3

PS 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 LI.C
Boston, Massachusetts

In planning and performing our audit of the financial statements of Covington Associates LLC (the Company), as of
and for the year ended December 31, 2006, in accordance with auditing standards generally accepted in the United
States of America, we considered the Company's internal control over financial reporting (internal control) as a basis
for designing our auditing procedures for the purpose of expressing our opinion on the financial statements, but not
for the purpose of expressing an opinion on the effectiveness of the Company's internal control. Accordingly, we do
not express an opinion on the effectiveness of the Company's internal control.

Also, as required by rule 1 7a-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 consideration of control activities for safeguarding
securities. This study included 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 (or aggregate debits) 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 relating to
customer securities, we did not review the practices and procedures followed by the Company in any of the following:

1) Making quarterly securities examinations, counts, verifications, and comparisons and recordation of
differences required by rule 17a-13

2) 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 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.

Parent, McLaughlin & Nangle

Certified Public Accouneants, Inc.

160 Fedural Surect 100 Cummings Center 85 Rangeway Road Ten Commerce Way
Boston, MA 02110-1713 Suite 335G Farest Ridge Office Park, Bldg #1 Raynham, MA 02767-1017
617/426-9440 Beverly, MA (H915-6106 Billerica , MA 01862-2105 SO8/880-4955
Fax No. 617/423-3955 978/921-0005 H78/663-9750 Fax No. 508/823-6976
Fax No. 978/927-3428 -12- Fax No. 978/663-5151

ww. pmin.cor




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 conformity 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 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 conditions or that the effectiveness of their design and operation
may deteriorate.

A control deficiency exists when the design or operation of a control does not allow management or employees, in the
normal course of performing their assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deficiency, or combination of control deficiencies, that adversely affects the entity's
ability to initiate, authorize, record, process, or report financial data reliably in accordance with generally accepted
accounting principles such that there is more than a remote likelihood that a misstatement of the entity's financial
statements that is more than inconsequential will not be prevented or detected by the entity's internal control.

A material weakness is a significant deficiency, or combination of significant deficiencies, that results in more than a
remote likelihood that a material misstatement of the financial statements will not be prevented or detected by the
entity's internal control.

Our consideration of internal control was for the limited purpose described in the first and second paragraphs and
would not necessarily identify all deficiencies in internal control that might be material weaknesses. We did not
identify any deficiencies in internal control and 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, 2006, 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 of Securities Dealers, Inc., and other regulatory agencies that rely on rule 17a-5(g) under the
Securitics 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.
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Certified Public Accountants

February 28, 2007
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