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INDEPENDENT AUDITOR'S REPORT

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, 2008 and 2007, and the related statements of income, changes in members' equity, and cash flows
for the years then ended that you are filing pursuant to Rule 172-5 under the Securities and Exchange Act of
1934. These financial statements are the responsibility of the Company’s management. Our responsibilityisto
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, 2008 and 2007, 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.

Our audits were 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.

VM%%fy.q&.

Certified Public Accountants
February 24, 2009

Parent, McLaughlin & Nangle

Certified Public Accountants, Inc.

160 Federal Street 100 Cummings Center 85 Rangeway Road Ten Cotnmerce Way
Boston, MA 02110-1713 Suite 335G Forest Ridge Office Park, Bldg #1 Raynham, MA 02767-1071
G17/426-9440 Beverly, MA 01915-6106 Billerica, MA 01862-2105 508/680-4955
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
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COVINGTON ASSOCIATES LLC

STATEMENTS OF FINANCIAL CONDITION

¢
December 31
2008 2007
o ASSETS
Cash and cash equivalents 280,061 LY 191,441
Accounts receivable 2,017,830 3,620,417
Other assets 64,340 62,868
Office furniture and equipment, net of accumulated
o depreciation of $59,209 in 2008 and $43,440 in 2007 28,382 36,782
2,390,613 % 3,911,508
LIABILITIES AND MEMBERS' EQUITY
Liabilities:
® Accounts payable 44,327 % -
Accrued expenses 21,085 6,000
65,412 6,000
Members' equity 2,325,201 3,905,508
® $ 2,390,613 % 3,911,508
®
®
L
See notes to financial statements. “ n'
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COVINGTON ASSOCIATES LLC

STATEMENTS OF INCOME

REVENUE:
Placement fees
Consulting income
Other income

EXPENSES:
Salaries, wages and payroll taxes
Occupancy costs
General and administrative expenses
Other operating expenses
Provision for doubtful accounts

NET INCOME

See notes to financial statements.

Year ended December 31

2008 2007
9319290 § 5,534,018
1,266,767 7,986,125
104,547 188,317
10,690,604 13,708,460
2,421,373 1,946,234
154,128 155,597
665,888 620,282
718,303 580,954
68,219 128,747
4,027,911 3,431,814
6,662,693  $ 10,276,646
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COVINGTON ASSOCIATES LLC

STATEMENTS OF CHANGES IN MEMBERS' EQUITY

YEARS ENDED DECEMBER 31, 2008 AND 2007

'."“-—\

MEMBERS' EQUITY, December 31, 2006 268,862
Net income 10,276,646
Distributions to members {6,640,000)
MEMBERS' EQUITY, December 31, 2007 3,905,508
Net income 6,662,693
Contibutions from members 60,000
Distributions to members (8,303,000)
MEMBERS' EQUITY, December 31, 2008 2,325,201
See notes to financial statements. TR A
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COVINGTON ASSOCIATES LLC

STATEMENTS OF CASH FLOWS

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation
Provision for doubtful accounts
(Increase) decrease in:
Accounts receivable
Other assets
Increase (decrease) in:
Accounts payable
Accrued expenses

Total adjustments

Net cash provided by operating activities

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

Net cash used by investing activities
CASH FLOWS FROM FINANCING ACTIVITIES:

Contributions from members
Distributions to members

Net cash used by financing activities
NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, beginning of year

CASH AND CASH EQUIVALENTS, end of year

See notes to financial statements.

Year ended December 31

2008 2007
6,662,693 10,276,646
15,769 14,364
68,219 128,747
1,534,368 (3,576,330)
(1,472) (21,150)
44327 (30,337)
15,085 (3,000)
1,676,296 (3,487,706)
8,338,989 6,788,940
(7,369) (6,652)
(1,369) (6,652)
60,000 .
(8,303,000) (6,640,000)
(8,243,000) (6,640,000)
88,620 142,288
191,441 49,153
280,061 191,441
T A
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COVINGTON ASSOCIATES LLC

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2008 AND 2007

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 Financial Industry Regulatory
Authority, Inc. (FINRA). 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 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 earnings
and a credit to a valuation allowance based on its assessment of the current status of individual
accounts. Balances that are still outstanding after management has used reasonable collection
efforts are  written off through a charge to the valuation allowance and a credit to accounts
receivable.
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COVINGTON ASSOCIATES LLC

NOTES TO FINANCIAL STATEMENTS

® YEARS ENDED DECEMBER 31, 2008 AND 2007
(continued)
Py B. Summary of Significant Accounting Policies - (continued):

Use of estimates:

The preparation of the Company's financial statements in conformity with accounting principles
generally accepted in the United States of America requires management to make estimates and

® assumptions that affect the reported amounts of assets and liabilities at the date of the financial
statements, and the reported amounts of revenue and expenses during the reporting period.
Management believes that the estimates utilized in the preparation of the financial statements are
prudent and reasonable. Actual results could differ materially 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.

The Financial Accounting Standards Board has deferred, in FSP FIN 48-3, the effective date of

® FIN 48, Accounting for Uncertainty in Income Taxes, for non-public enterprises, to the annual
financial statements for fiscal years beginning after December 15, 2008. The Company has
elected to defer the application of FIN 48 in accordance with the FSP. In evaluating uncertain tax
positions, the Company will only recognize in the financial statements tax benefits or liabilities
for tax positions that are more likely than not to be sustained upon examination by taxing
authorities.

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

PY tax and operating costs.

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

Year ending December 31:

2009 $ 57,633
L
Rental expense charged to operations on this lease amounted to $143,749 and $147,636 for the years
ended December 31, 2008 and 2007, respectively.
®
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COVINGTON ASSOCIATES LLC

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2008 AND 2007

{(continued)

Employee Benefits:

The Company had sponsored a non-contributory 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.

The Company sponsors 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 $19,864 and $19,279 during
the years ended December 31, 2008 and 2007, respectively.

Net Capital Requirement:

The Company is subject to the Securities and Exchange Commission Uniform Net Capital Rule (SEC
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. At December 31, 2008,
the Company had net capital of $214,649 which was $209,649 in excess of its required net capital of
$5,000. The Company's percentage of aggregate indebtedness to net capital at December 31, 2008 was
25%.

Concentration of Credit Risk:

The Company maintains cash deposits at a national bank. Deposits at the bank are insured by the Federal
Deposit Insurance Corporation, up to $250,000. At various times throughout the year, the Company’s
balances may have exceeded the federally insured limits.

Major Customer:

During the years ended December 31, 2008 and 2007, the Company derived gross revenues of
approximately $3,080,000 (29%) and $7,130,000 (52%) from one customer, respectively. Accounts
receivable from this customer amounted to approximately $1,500,000 and $3,500,000 at December 31,
2008 and 2007, respectively.

Litigation:

The Company is listed as one of several defendants in a purported class action complaint arising in the
ordinary course of business. All defendants have filed a motion to dismiss for which a hearing has been
scheduled during 2009. The litigation is in its early stages and thus, the likelihood of its outcome and its
effect on the Company's financial statements, if any, has not yet been determined.
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COVINGTON ASSOCIATES LLC

COMPUTATION OF NET CAPITAL UNDER RULE 135¢3-}

AS OF DECEMBER 31,2008

NET CAPITAL:
Total members' equity qualified for net capital

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

Total non-allowable assets

TOTAL NET CAPITAL

AGGREGATE INDEBTEDNESS:

ltems included in statement of financial condition:
Accounts payable and accrued expenses

TOTAL AGGREGATE INDEBTEDNESS

COMPUTATION OF BASIC NET CAPITAL REQUIREMENT:
Minimum net capital required (6-2/3% of aggregate indebtedness)
Minimum dollar net capital requirement of reporting broker/dealer
Net capital requirement (greater of minimum net capital requirement of

reporting broker/dealer or minimum net capital required)
Excess net capital

Excess net capital at 1,000%

Percentage of aggregate indebtedness to net capital

RECONCILIATION WITH COMPANY'S COMPUTATION:
Net capital per unaudited Form X-17A-5

Effect of audit adjustments (Dr)Cr:
Decrease in non-allowable assets
Decrease in members' equity

Net capital, as above

210 -

2,325,201

(2,017,830)
(64,340)
(28,382)

(2,110,552)

214,649

65,412

65,412

4,360

5,000

5,000

209,649

208,107

30%

214,649

47,938
(47,938)

214,649

|

I



COVINGTON ASSOCIATES LLC

EXEMPTIVE PROVISION UNDER RULE {5¢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),
as of and for the year ended December 31, 2008, 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 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 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 rute 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. 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.

-12-

Parent, McLaughlin & Nangle
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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 contro! 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, 2008, 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
Financial Industry Regulatory Authority, Inc., and other regulatory agencies that 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.

Fasirs, Yefhnghlin + Pongb
Certified Public Accountants

February 24, 2009

END

1

\

[ ]
.|I|I
1t

I

-13-

i
IHT



