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Independent Auditor’s Report

To the Shareholder of
Manning & Napier Investor Services, Inc.

We have audited the accompanying financial statements of Manning & Napier Investor Services, Inc.
(the “Company”), which comprise the statement of financial condition as of December 31, 2012, and
the related statements of income, changes in shareholder's equity and cash flows for the year then
ended.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditor's Responsibility

Our responsibility is to express an opinion on the 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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on our judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In
making those risk assessments, we consider internal control relevant to the Company's preparation
and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the Company's internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements. We believe that the audit evidence we have obtained is sufficient and appropriate
to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Company at December 31, 2012, and the results of its operations and its cash
flows for the year then ended in accordance with accounting principles generally accepted in the United
States of America.
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Other Matter

Our audit was conducted for the purpose of forming an opinion on the financial statements taken as a
whole. The supplemental information included on page 13 is presented for purposes of additional
analysis and is not a required part of the financial statements, but is supplementary information
required by Rule 17a-5 under the Securities Exchange Act of 1934. The information is the
responsibility of management and was derived from and relates directly to the underlying accounting
and other records used to prepare the financial statements. The information has been subjected to the
auditing procedures applied in the audit of the financial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the financial statements themselves and other
additional procedures, in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the information is fairly stated, in all material respects, in relation to the
financial statements taken as a whole.

March 1, 2013



Manning & Napier Investor Services, Inc.

Statement of Financial Condition
December 31, 2012

Assets

Cash

Receivables
12b-1 fees receivable
From affiliates

Prepaid expenses and other assets
Total assets

Liabilities

12b-1 fees payable

Accounts payable to affiliates

Accounts payable and accrued liabilities
Total liabilities

Shareholder's Equity

Common stock, $0.01 par value - 10,000,000 shares authorized with 7,789,372

issued and outstanding
Additional paid-in capital
Accumulated deficit
Total shareholder's equity
Total liabilities and shareholder's equity

$

$

$

$

$

714,250

386,928
2,582
258,168

1,361,928

385,329
864
74,934

461,127

77,894
875,531
52,624
900,801

1,361,928



Manning & Napier Investor Services, Inc.
Statement of Income
Year Ended December 31, 2012

Revenues
12b-1 fee revenue $ 3,953,330
Administrative fees from affiliate 400,000
Gross dealer concession revenue 161,966
Total revenues 4,515,296
Expenses
12b-1 fee expense 3,919,809
Registration fees 173,637
Administrative services - affiliate 162,104
General and administrative 151,207
Total expenses 4,406,657
Income before provision for income taxes 108,639
Provision for income taxes 50,155
Net income $ 58,484



Manning & Napier Investor Services, Inc.

Statement of Changes in Shareholder’s Equity
Year Ended December 31, 2012

Additional Total
Common Stock Paid-In Accumulated Shareholder's

Shares Amount Capital Deficit Equity
Balance - December 31, 2011 7,789,372 77,894 875,531 (111,108) 842,317
Net income 58,484 58,484
Balance - December 31, 2012 7,789,372 $ 77,894 $ 875531 § (52,624) $ 900,801

The accompanying notes are an integral part of these financial statements.
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Manning & Napier Investor Services, Inc.
Statement of Cash Flows
Year Ended December 31, 2012

Cash flows from operating activities
Net income $ 58,484
Adjustments to reconcile net income to net cash used by
operating activities
(Increase) decrease in operating assets and increase (decrease) in operating liabilities

Accounts receivable (121,408)
Prepaid and other assets (101,109)
12b-1 fees payable 125,073
Accounts Payable and accrued expenses (114,839)
Net cash used by operating activities (153,799)
Net decrease in cash (1563,799)
Cash - beginning of year $ 868,049
Cash - end of year $ 714,250
Supplemental disclosure of cash flow information
Cash paid for taxes $ 163,242

The accompanying notes are an integral part of these financial statements.
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Manning & Napier Investor Services, Inc.
Notes to Financial Statements
December 31, 2012

1. The Company

Manning & Napier Investor Services, Inc. (the“Company”) was incorporated in 1990 and is a
wholly-owned subsidiary of Manning & Napier Group, LLC (the “Parent”). The Company is the
distributor for the Manning & Napier Fund, Inc. (The “Funds”), registered investment companies
under the Investment Company Act of 1940, as amended, which are managed by Manning &
Napier Advisors, LLC (the “affiliate”), a registered investment advisor.

The Company is a broker-dealer registered with the Securities and Exchange Commission (“SEC”)
and is a member of the Financial Industry Regulatory Authority (“FINRA”), and the Securities
Investor Protection Corporation.

2. Summary of Significant Accounting Policies

Basis of Presentation

The accompanying financial statements were prepared in accordance with accounting principles
generally accepted in the United States of America (“U.S. GAAP”). The preparation of financial
statements in conformity with U.S. GAAP requires management to make estimates and
assumptions that affect the reported amounts and disclosures in the financial statements. Actual
results could differ from these estimates or assumptions.

Cash

The Company considers all highly liquid short-term investments with an original maturity of

three months or less as cash. Cash is stated at cost, which approximates fair market value and is
classified as a level 1 financial asset.

Prepaid Expenses and Other Assets
Prepaid expenses and other assets are comprised of prepaid registration fees, insurance and
current deferred tax assets.

Fair Value Measurements

The Company categorizes the financial assets and liabilities carried at fair value in its statement of
financial condition based upon a three-level valuation hierarchy. The hierarchy gives the highest
priority to quoted prices in active markets for identical assets or liabilities (Level 1) and the lowest
priority to unobservable valuation inputs (Level 3). If the inputs used to measure a financial asset
or liability cross different levels of the hierarchy, categorization is based on the lowest level input
that is significant to the fair value measurement. Management’s assessment of the significance of
a particular input to the overall fair value measurement of a financial asset or liability requires
judgment, and considers factors specific to the asset or liability. The three levels are described
below:

e Level 1 -Financial assets and liabilities whose values are based on unadjusted quoted
prices for identical assets and liabilities in an active market.

e Level 2 - Financial assets and liabilities whose values are based on quoted prices for similar
assets and liabilities in active markets, and inputs that are observable for the asset or
liability, either directly or indirectly, for substantially the full term of the asset or liability.

e Level 3 - Financial assets and liabilities whose values are based on prices or valuation
techniques that require inputs that are both unobservable in the market and significant to the
overall fair value measurement. These inputs reflect management’s judgment about the



Manning & Napier Investor Services, Inc.
Notes to Financial Statements
December 31, 2012

assumptions that a market participant would use in pricing the asset or liability, and are
based on the best available information, some of which is internally developed.

The carrying amounts of non-cash financial assets and liabilities are considered to be a reasonable
estimate of fair value due to their short term nature and classified as level 2.

Revenue

The Company receives distribution and servicing fees for providing certain services for designated
classes of the Funds’ 12b-1 shares. These fees are based upon a percentage of the average net
assets of the Funds and are recognized in the period earned.

The Company also operates under a service agreement with an affiliate and earns revenue for
broker-dealer administration services. Additionally, the Company, together with an affiliate, has an
agreement with a non-affiliated broker-dealer to provide certain marketing assistance. Revenues
for these services are recognized as earned (Note 3).

12b-1 Fee Expense
12b-1 fees represent distribution and servicing fees remitted to third party intermediaries for
providing certain services for designated classes of the Funds’ shares. Such fees are recognized in

the period incurred.

Registration Fees

The Company pays registration fees to FINRA. By doing so, the Company is licensed to transact
business as a limited-purpose broker dealer in various states. Additionally, the Company incurs
expenses related to the registration of sales representatives of the Company's affiliates.

Income Taxes

The Company provides for income taxes on transactions that have been recognized in the
financial statements in accordance with ASC 740 Income Taxes (“Income Tax Accounting”).
Accordingly, deferred taxes are adjusted to reflect the tax rates at which future taxable
amounts will likely be settled or realized. The effects of tax rate changes on future deferred
tax liabilities and deferred tax assets, as well as other changes in income tax laws, are
recognized in net earnings in the period during which such changes are enacted.

The Company recognizes tax benefits from uncertain tax positions only if it is more likely than
not that the tax position will be sustained on examination by the taxing authorities, based on
the technical merits of the position. The tax benefits recognized in the financial statements
from such positions are then measured based on the largest benefit that has a greater than
50% likelihood of being realized upon ultimate settlement.

3. Related Party Transactions

12b-1 fee revenue from mutual funds managed by the affiliate totaled $3,953,330 for 2012. The
related 12b-1 fees receivable were $386,928 at December 31, 2012 and are expected to be settled
in the normal course of business.

The Company operates under a service agreement with the affiliate. The affiliate is charged an
administrative fee for the Company'’s broker-dealer services. During the year ended December 31,
2012, the annual administrative fee was $400,000.

The Company incurred expenses of $162,104 for the year ended December 31, 2012 from the
affiliate for various office administrative functions performed, including allocated payroll charges
and office space used on the Company’s behalf.

8



Manning & Napier Investor Services, Inc.
Notes to Financial Statements
December 31, 2012

The Company, together with the affiliate have an agreement with a non-affiliated broker-dealer to
provide marketing assistance by which gross dealer concession revenue of $161,966 was earned
by the Company during 2012.

4. Net Capital Requirements

The Company is subject to the requirements of Rule 15¢3-1 (the “net capital rule”) under the
Securities Exchange Act of 1934 which requires the maintenance of minimum net capital and
requires that the ratio of aggregate indebtedness to net capital shall not exceed 15to 1. The
Company had net capital (as defined) of $638,452 for the year ended December 31, 2012 against
net capital requirements (as defined) of $30,742 The Company’s aggregate indebtedness to net
capital ratio was 0.72 to 1 at December 31, 2012.

5. Income Taxes

The Company's status as an “S-Corporation” changed to a “C-Corporation” on October 28, 2011,
as a result of changes in ownership. Thus, the Company is liable for federal and state income
taxes on its earnings from the date of change. Prior to the change, the Company was not liable for
federal and most state income taxes on its earnings; as such earnings were included in the
personal income tax returns of its shareholders and unit holders.

Components of the provision for income taxes consist of the following:

2012

Current

Federal $ 12,475

State & Local (2,588)
Deferred

Federal 37,655

State & Local 2,613
Provision for income tax expense $ 50,155

The differences between income taxes computed using the U.S. federal income tax rate and the
provision for income taxes were as follows:



Manning & Napier Investor Services, Inc.
Notes to Financial Statements
December 31, 2012

2012
Amount computed using the statutory rate $ 38,024
Increase in taxes resulting from:
State and local taxes, including settlements
and adjustments, net of federal benefit 16
Deferred benefit upon conversion to C-Corp 12,115
Provision for income taxes $ 50,155

Deferred Tax Assets and Liabilities

Deferred tax expense is determined by the change in the deferred tax asset or liability between
periods. As of December 31, 2012, the Company had a net deferred tax asset of $5,414 which is
primarily comprised of differences between the financial and tax accounting treatment of
professional fees.

The Company’s current federal income tax liability is determined as if the Company filed on a
separate company method, taking into account tax planning strategies and the tax position of the
consolidated group. State income taxes are generally accrued based on a separate company
return basis reflecting Uniform Commercial Code factors where applicable. Current taxes
receivable of $135,286 are included in the accompanying statement of financial condition as of
December 31, 2012.

The Company has assessed the recoverability of the deferred tax assets and believes it is more
likely than not that the assets will be realized. The Company has not recorded a valuation
allowance as of December 31, 2012.

Accounting for Uncertainty in Income Taxes

The Company does not have a liability for income taxes associated with unrecognized tax benefits
as of December 31, 2012. The Company’s policy regarding interest and penailties related to
uncertain tax positions is to recognize such items as a component of the provision (benefit) for
income taxes.

The Company does not expect that changes in the liability for unrecognized tax benefits during the
next twelve months will have a significant impact on the Company's financial position or results of
operations. The Company’s U.S. Federal and state tax matters for the years 2008 through 2011
remain subject to examination by the respective tax authorities.

6. Commitments and Contingencies

The Company may enter into agreements that contain certain representations and warranties and
which provide general indemnifications. The Company serves as a guarantor of such obligations.
The Company’s maximum exposure under these arrangements is unknown, as this would involve
future claims that may be made against the Company that have not yet occurred. The Company
expects any risk of liability associated with such indemnifications to be remote.

In the ordinary course of business, the Company is also subject to regulatory examinations,

information gathering requests, inquiries and investigations. As a registered broker-dealer, the

Company is subject to regulation by the SEC, the FINRA, and state securities regulators. In

connection with formal and informal inquiries by those agencies, the Company receives numerous
10



Manning & Napier Investor Services, Inc.
Notes to Financial Statements
December 31, 2012

requests, subpoenas and orders for documents, testimony and information in connection with
various aspects of its regulated activities.

7. Subsequent Events

Subsequent events have been evaluated through March 1, 2013, the date these financial
statements were available to be issued, and it was determined that no subsequent events had
occurred that would require change or additional disclosures.

* %k * *k k K
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Manning & Napier Investor Services, Inc.

Computation of Net Capital for Brokers and Dealers Pursuant to
Rule 15¢3-1 Under the Securities Exchange Act of 1934
December 31, 2012

Total shareholder's equity $ 900,801
Nonallowable assets
12b-1 fees receivable (1,599)
Receivables from affiliates (2,582)
Prepaid and other assets (258,168)
Net capital before haircuts 638,452
Haircuts -
Net capital $ 638,452
Aggregate indebtedness
12b-1 fees payable 385,329
Accounts payable and accrued expenses 75,798
Total aggregate indebtedness $ 461,127
Minimum capital required (The greater of 6-2/3% of aggregate
indebtedness or $25,000) 30,742
Capital in excess of minimum requirement $ 607,710
Ratio of aggregate indebtedness to net capital 0.72

There are no material differences between the computation of net capital presented herein and that
reported by the Company in its unaudited amended Part |l of Form X-17A-5 filing as of the same date.

Exemption Under SEC Rule 15c3-3 Has Been Claimed

No computation of the reserve requirement is made as the Company operates pursuant to the exemption
under the provisions of Rule 15¢3-3 Section (k)(2)(i), as the Company is a Limited Purpose Broker-Dealer
whose activities are limited to investment company shares and direct participation program.

13
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PricewaterhouseCoopers LLP
1100 Bausch & Lomb Place
Rochester NY 14604-2705
Telephone (585) 232 4000
Facsimile (585) 454 6594

Report of Independent Auditors on Internal Control Required by SEC Rule 17a-5

To the Shareholder of
Manning & Napier Investor Services, Inc.

In planning and performing our audit of the financial statements of Manning & Napier Investor Services,
Inc. (the “Company”) as of and for the year ended December 31, 2012, 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 (the “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
following:

1. The periodic computations of aggregate indebtedness and net capital under Rule 17a-3(a)(11);
and
2. 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 the quarterly securities examinations, counts, verifications, and comparisons, and the
recordation of differences required by Rule 17a-13; and

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 previously-
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.

14
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Because of inherent limitations in internal control and 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 deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough to
merit attention by those charged with governance.

A material weakness is a deficiency, or combination of deficiencies, in internal control, such that there
is a reasonable possibility that a material misstatement of the Company's financial statements will not
be prevented or detected and corrected on a timely basis.

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 previously.

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, as described in the second paragraph of this report, were adequate at December 31, 2012
to meet the SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the
SEC, Financial Industry Regulatory Authority 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.

March 1, 2013
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Report of Independent Accountants
To Manning & Napier Investor Services, Inc.

In accordance with Rule 17a-5(e)(4) of the Securities Exchange Act of 1934, we have performed the
procedures enumerated below with respect to the accompanying General Assessment Reconciliation
(Form SIPC-7) of the Securities Investor Protection Corporation (SIPC) of Manning & Napier Investor
Services, Inc. for the year ended December 31, 2012, which were agreed to by Manning & Napier
Investor Services, Inc., the Securities and Exchange Commission, Financial Industry Regulatory
Authority, Inc., and the Securities Investor Protection Corporation (collectively, the "specified parties")
solely to assist the specified parties in evaluating Manning & Napier Investor Services, Inc.'s
compliance with the applicable instructions of Form SIPC-7 during the year ended December 31, 2012.
Management is responsible for Manning & Napier Investor Services, Inc.'s compliance with those
requirements. This agreed-upon procedures engagement was conducted in accordance with attestation
standards established by the American Institute of Certified Public Accountants. The sufficiency of
these procedures is solely the responsibility of those parties specified in this report. Consequently, we
make no representation regarding the sufficiency of the procedures described below either for the
purpose for which this report has been requested or for any other purpose.

The procedures we performed and our findings are as follows:

1. Compared the listed assessment payments on page 1, items 2B and 2F of Form SIPC-7 with the
respective cash disbursement records entries, as follows: Two separate payments were made in
relation to 2012. The first payment was for the six months ended June 30, 2012 in the amount
of $5,225.91. The July 2012 M&T bank statement was obtained and inspected, observing that
an electronic payment cleared on July 18, 2012 in that amount. The second payment of
$6,062.33 was paid on February 20, 2013 for the year ended December 31, 2012, net of the first
payment made on July 18, 2012 in the amount of $5,225,91. This payment was agreed to check
number 100099. Total 2012-related payments amounted to $11,288.24. No differences were
noted.

2. Compared the Total Revenue amount reported on page 5, line 9 of the audited Form X-17A-5
part IIA for the periods ended March 31, 2012, June 30, 2012, September 30, 2012, and
December 31, 2012 to the Total revenue amount of $4,515,296 reported on page 2, item 2a of
Form SIPC-7 for the year ended December 31, 2012. No differences were noted.

3. Compared any adjustments reported on page 2, items 2b and 2¢ of Form SIPC-7 with the
supporting schedules and working papers. No such adjustments were listed on the Form
SIPC-7.

4. Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related
schedules and working papers obtained in procedure 3, as follows: Recalculated the
mathematical accuracy of the SIPC Net Operating Revenues on page 2, line 2d and the General
Assessment @ .0025 on page 2, line 2e of $4,515,296 and $11,288.24, respectively, of the Form
SIPC-7. No differences were noted.

PricewaterhouseCoopers LLP, 1100 Bausch & Lomb Place, Rochester, NY 14604
T: (585) 232-4000, F: (585)454-6594, www.pwec.com/us



5. Compared the amount of any overpayment applied to the current assessment on page 1, item
2C of Form SIPC-7 with page 1, item 2H of the Form SIPC-7 filed for the prior period ended
December 31, 2011 on which it was originally computed. No such overpayments were noted nor
were any such overpayments applied on Form SIPC-7.

We were not engaged to and did not conduct an examination, the objective of which would be the
expression of an opinion on Manning & Napier Investor Services, Inc.'s preparation of Form SIPC-7 in
accordance with the applicable instructions. Accordingly, we do not express such an opinion. Had we
performed additional procedures, other matters might have come to our attention that would have
been reported to you.

This report is intended solely for the information and use of management and the board of directors of
Manning & Napier Investor Services, Inc., the Securities and Exchange Commission, Financial Industry
Regulatory Authority, Inc., and the Securities Investor Protection Corporation and is not intended to be
and should not be used by anyone other than these specified parties.
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