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OATH OR AFFIRMATION

1, __Michelle A. Barry , swear (or affirm) that, to the best of
my knowledge and belief the accompanying financial statement and supporting schedules pertaining to the firm of

Hornor, Townsend & Kent, Inc. , &
of __December 31 ,20.15 | 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:

Notarial Seal
Marlanne C. Bethtel, Notary Puhlic

Horsham Twp., Montgomery County

My Commission Expires Dec. 26, 2017

Sig gnature

WM /// /&WM/
Ve

CEO { President
Title

Notary Public

This report ** contains {check all applicable boxes):

(a) Facing Page.

(b) Statement 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’ Capltal

(f) Statement of Changes in Liabilities Subordinated 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.

() 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.

OOR O OO0O0O00000dN

**For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).

(n) A report describing any material inadequacies found to exist or found to have existed since the date of the previous audit.
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The accompanying notes are an integral part of these financial statements.
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Report of Independent Registered Public Aéeounting Firm
To the Management of Hornor, Townsend & Kent, Inc.:

In our opinion, the accompanying statement of financial condition presents fairly, in all material respects,
the financial position of Hornor, Townsend & Kent, Inc. at December 31, 2015, in conformity with
accounting principles generally accepted in the United States of America. This financial statement is the
responsibility of the Company’s management. Qur responsibility is to express an opinion on this financial
statement based on our audit. We conducted our audit of this statement in accordance with the standards
of the Public Company Accounting Oversight Board (United States). Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statement is free of
material misstatement. An audit 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, and evaluating the overall financial statement presentation. We believe
that our audit provide a reasonable basis for our opinion.

MM&@W FEN

February 24, 2016

PricewaterhouseCoopers LLP, Two Commerce Square, Suite 1800, 2001 Market Street, Philadelphia, PA 19103-7042
T: (267) 330-3000, F: (267) 330-3300, www.pwe.com/us




Hornor, Townsend & Kent, Inc.
Statement of Financial Condition

As of December 31, 2015
Assets
Cash and cash equivalents $§ 7,819,643
Segregated cash 250,000
Deposits with clearing organizations 120,029
Recelvables from brokers/dealers and clearing organizations 1,604,794
Commissions recehvable 1,428,452
Equipment and capitalized software, at cost (net of accumulated i
depreciation and amortization of $ 655,328) 1,338,778
Prepaid expenses 730,774 .
Recelvable from Parent 66,628
Deferred tax asset, net 178,737
Other assets _ 361,755
Total assets $ 13,887,588
Liabilities and Stockholder's Equity
Liabilities
Commissions payable $ 3,226,042
‘Accounts payable and accrued expenses 830,313
Payable to Parent 408,202
Total liabilities 4,462,557
Stockholder's Equity
Common stock, $1.00 par value; 1,000 shares authorized,
Issued and outstanding 1,000
'Additional paid-in capital 33,158,264
Accumulated deficit (23,734,233)
Total steckholder's equity 9,425,031
Total fiabilities and stockholder's equity $ 13,887,588

The accompanying notes are an integral part of these financial statements.




Hornor, Townsend & Kent, Inc.
Notes to Consolidated Statement of Financial Condition
As of December 31, 2015

1. Organization and Basis of Presentation

Homor, Townsend & Kent, Inc. (the *Company”) is an introducing broker-dealer registered with the
Securities and Exchange Commission ("SEC"), a member of the Financial Industry Regufatory
Authority, the Depository Trust Clearing Corporation and the National Securities Clearing
Corporation. The Company is a wholly owned subsidiary of The Penn Mutual Life Insurance
Company (*Penn Mutual” or “Parent”). The Company has one wholly owned subsidiary, HTK
Insurance Agency, Inc. that is inactive. The Company selects, trains, and supervises personnel of
Penn Mutual and independent registered representatives in connection with the sale of registered
products.

As of December 31, 2015, the Company had an accumulated deficit of $23,734,233. To the extent
that sufficient capital is not generated through the Company's normal operating activities, Penn
Mutual would provide any incremental capital to fund the Company’s ongoing business. Penn
Mutual has provided the Company with an ongoing support ietter through March 31, 2017,

2. Summary of Significant Accounting Policies
Basis of Presentation

The financial statements are prepared in conformity with accounting principles generally accepted
in the Unlted States.

Use of Estimates

The preparation of financial statements requires management to make estimates and assumptions
that affect the amounts reported in the financial statements and the disclosure of contingent assets
and liabilities at the date of the financial statements. Actual results could differ from those
estimates.

Cash and Cash Equivalents
Cash and cash equivalents include cash and money market instruments with original maturities of
three months or less.

Segregated Cash
Segregated Cash represents cash in a bank account established for the benefit of customers.

Deposits with Clearing Organizations
Deposits with clearing organizations include $100,000 in deposits with Pershing LLC, the
Company's clearing organization and $20,028 with the Depository Trust Clearing Corporation.

Recelvable from Broker/Dealers and Clearing Organization

Recelvable from broker/dealers and clearing organization contains a receivable from Pershing, LLC
In the amount of $769,809 at December 31, 2015. The Company clears certain of its customer
transactions through Pershing, LLC on a fully disclosed basis. The amount receivable from the
clearing broker reiates to commissions and other fees eamed for the aforementioned transactions.
It slso contalns a 12b-1 receivable related to various mutual fund carriers for $855,380 for business
processed directly with those carriers.




Hornor, Townsend & Kent, Inc.
Notes to Consolidated Statement of Financial Condition
As of December 31, 2015

Equipment and Capitalized Software

Equipment and capitalized software Is carried at depreciated or amortized cost. Equipment is
depreciated on a straight line basis over a three year period. Capitalized software consists
primarily of costs related to the firm's implementation of certain operational and financial systems.
Costs related {o planning and analysls have been expensed. Development costs incumred during
the deslgn, construct and testing phases have been capitalized and are amortized over the lesser
of the estimated useful life or five years on a straight line basis, once deployed.

3. Fair Value Measurements

The Company's financial instruments recorded at fair value have been categorized based upon a
fair value hierarchy in accordance with ASC 820.

ASC 820 defines fair value as the exchange price that would be received for an asset or paid to
transfer a liabllity (an exit price} in the principal or most advantageous market for the asset or
liability in an orderly transaction between market participants on the meesurement date. ASC 820
also establishes a fair value hierarchy which requires an entity to maximize the use of observable
inputs end minimize the use of unobservable inputs when measuring falr value. The standard
describes three levels of inputs that may be used by the Company to measure fair value:

Level 1— Quoted prices in active markets for identical assets or liabilities without adjustment.

Level 2 - Observable inputs other than Level 1 prices, such as quoted prices for similar assets,
quoted prices in markets that are not active, or other inputs that are observable or can be
corroborated by observabls market dala for substantially the full term of the assets or liebilities. The
Company does not hoid any assets carried at fair value In Level 2 assels.

Level 3~ Unobservabie inpuls that are supported by littie or no market ectivity and that are
significant to the fair value of the assets or liabilities. Level 3 assefs and liabilities include financial
instruments whose value is determinsd using pricing models, or similar techniques, as well as
instruments for which the determination of fair value requires significant judgment by management.
The Company does not hold any assets carried at fair value in Level 3.

The Company had no transfers of financial instruments between Levels during the fiscal year
ended December 31, 2015.

Money Market - The fair value of money market funds, which are included in Cash and cash
equivalents, is based upon dally quoted net asset values of shares held at the reporting date.




Hornor, Townsend & Kent, Inc.
Notes to Consolidated Statement of Financial Condition
As of December 31, 2015

The following table presents information about the Company’s financial instruments measured at
Fair Value on a recurring basis as of December 31, 2015:

Quoted Prices in  Significant Other u‘s‘g:'ﬂ“’:l

Active Markets  Observable Inputs °ln:u';° e Totals
Financial Assete (Level 1) (Lovel2) (Lovel 3)
Cash equivalents
Money Market s 5253044 § - s - § 5253944
Total $ 5253844 § - . S 5253944

The following instruments are not carried at fair value on our Statement of Financial Condition.

Cash, Restricted cash, Deposits with clearing organizations, Receivables from brokers/dealers and
clearing organizations and Other assets - These assets are generally short-term in nature,
therefors, carrying value approximates fair value.

Commissions Receivable - These assets are generally short-term in nature, therefore, carrying
value approximates fair value.

Commissions Payable, Accounts payable and accrued expenses and Other liabilities - These
liabilities are generally short-term in nature, therefore, ¢arrying value approximates fair value.

Significant
Quioted Prices Other Significant
in Active Observable Unobservable
Markets Inputs Inputs Carrying
(Level 1) {Lovel 2) {Level 3) Amount
Financlal Assets
Cash $ 2565699 $ - $ - $ 2,565,699
Restricted cash for the exclusiva
benefit of customers 250,000 - - 250,000
Deposits w ith clearing arganizations - 120,028 - . 120,028
Receivables from brokers/dealers and
clearing organizations - 1,604,794 - 1,604,784
Comrissions receivable . - 1,428,452 1,428,452
Other Assets - - 595,120 695,120
Total $ 2815699 $ 1,724,823 $ 2,023572 § 6,564,094
Financlal Liabllities
Commissions payable $ ~' $ - $ 3,226,042 § 3,226,042
Other Liabiities 1,238,515 1,236,515
Total $ - $ - $ 4,462,557 § 4,462,557




Hornor, Townsend & Kent, Inc.
Notes to Consolidated Statement of Financial Condition
As of December 31, 2015

4. Related Party Transactions

The Company supports Penn Mutual's professional agents and financial advisors and sells Penn
Mutual Variable Life and Variable Annuity Products.

Under the terms of an expense allocation agreement, the Company reimbursed Penn Mutual for
services provided on behalf of the Company, including direct and allocated expenses.

As a marketing allowance, the Company pays an 87% ratio of commission expense on commission
revenue. Commission Revenue is defined as Commissions from sale of investment company
shares, variable insurance products and securities and fee income from investment advisory and
asset management. After commissions are paid to registered representatives the residual amount
is paid to Penn Mutual.

As of December 31, 2015, the Company had a payable of $406,202 to Penn Mutual resulting from
related party transactions.

8.  Credit Risk

The Company clears approximately 22% of their securities transactions through a clearing broker,
who the Company maintains a Proprietary Accounts for Introducing Brokers ("PAB”) agreement
with. Accordingly, a substantial portion of the Company’s credit exposures are concentrated with
their clearing broker. In accordance with industry practice, the clearing agent records customer
fransactions on a settlement-date basis, which is generally three business days after trade date.
The clearing agent is therefore exposed to risk of loss on these transactions in the event of a
customer's inability to meet the terms of their contracts, in which case the clearing agent may have
to purchase or sell the underlying financlal instruments at prevailing market prices. Any loss
incurred by the clearing agent, on behalf of a customer of the Company, is charged to the
Company.

The Company seeks to control the risk of loss by requiring customers to maintain margin collateral
in compliance with varlous guidelines. The Company monitors required margin levels daily and,
pursuant to such guidelines, require the customer to deposit additional collateral or to reduce
positions when necessary. At December 31, 2014, total margin debt extended by the clearing
broker was $10,189,259. Collateral held at clearing broker in connection with these transactions
was $28,260,845 at December 31, 2015.

6. Income Taxes

Deferred income taxes reflect the impact for financlal statement reporting purposes of temporary
differences between the financial statement carrying values and tax basis of assets and llabilitles.
The tax effects of temporary differences and carryforwards that give rise to the deferred tax asset
are the following as of December 31, 2015:




Hornor, Townsend & Kent, Inc.
Notes to Consolidated Statement of Financial Condition

As of December 31, 2015
Deferred tax assets:
Net Operating Losses $ 235,560
Cther 75,036
Total Deferred Tax Assets ’ 310,596

Deferred tax liabilities:

Capitalized Software (133.859)
Total Deferred Tax Liabilities (133,859)
Deferred tax assets, net $ 176737

The Company files a consolidated federal income tax retum with its parent, Penn Mutual. Based on
the inter-company tax allocation agreements, each subsidiary's tax expense or benefit is accrued
on a benefits for loss basis. As of December 31, 2015, the Company has a current tax receivable of
$66,628 from Penn Mutual.

The Company is required to evaluate the recoverability of deferred tax assets and to establish a
valuation allowance if necessary to reduce the deferred tax asset to an amount which Is more likely
than not to be realized. Considerable judgment is required in determining whether a valuation
allowance Is necessary, and if so, the amount of such valuation allowance. In evaluating the need
for a valuation allowance, the Company considers many factors, including: (1) the nature of the
deferred tax assets and liabllities; (2) whether they are ordinary or capital; (3} the timing of thelr
reversal; (4) taxable income in prior carryback years as well s projected taxable income exclusive
of reversing temporary differences and carryforwards; (5) the length of time that carryovers can be
utilized; (6) unique tax rules that would impact the utilization of the deferred tax assets; and (7) any
tax planning strategies that the Company would employ to avoid a tax benefit from expiring
unused.

For the 2015 tax year, the Company Is in a Net Operating .oss ("NOL") position. Under the benefits
for loss approach, NOLs or other tax attributes are characterized as realized by a standalone entity
when those tax attributes are expected to be utilized in a consolidated tax retum. As such, when
such tax attributes are utilized by other members of the consolidated group, a tax recgivable from
the parent is generated in lieu of a deferred tax asset.

Additionally, the benefits for loss approach also enables a standalone entity to consider certain
criteria of its consolideted parent when evaluating the realizabillty of its deferred tax assets. Given
this, a valuation allowance Is not required in a company's standalone financial statements if it is
determined that a valuation allowance was not required for its parent consolidated group. The
Company's parent consolidated group has not recorded a valuation allowance as of December 31,
2015 and 2014. As such, although the realization is not assured, management belleves it is more
likely than not that the deferred tax assets will be realized and, therefore, the Company has not
recorded a valuation allowance as of December 31, 2018.

The Intemal Revenue Servica ("IRS’) has completed their examination of the Company’s income
tax returns through the year 2010. A limited scope audit for the years 2006-2010 was completed in
2015. Management believes they have adequately presented all adjustments. The Company is
subject to taxation In the U.S. and various state Jurisdictions. The Company remains subject to




Hornor, Townsend & Kent, Inc.
Notes to Consolidated Statement of Financial Condition
As of December 31, 2015

examination by U.S. Federal and state tax authorities for the period from January 1, 2012 to
December 31, 2014.

7. Employee Benefit Plan

Pension Plan

Certain employees of the Company are covered under Penn Mutual’s funded defined benefit
pension plan. Penn Mutual's policy is to fund qualified pension costs in accordance with the
Employee Retirement Income Security Act of 1974. Penn Mutual may Increase its contribution
above the minimum based upon an evaluation of the Penn Mutual's tax and cash positions and the
plan’s funded status.

Penn Mutual approved the freezing of benefits under its qualified penslon plans affectlve
December 31, 2008. Therefore no further benefits are accrued for participants.

Other Retirement and Post Employment Benefits
The Company provides, through Penn Mutual, certain life insurance and health care benefits for its
retirement employees, their beneficiaries and covered dependents.

Defined Contribution Plan

Substantially all the employees of the Company are covered by Penn Mutual's defined contribution
plan. Designated contributions of up to 6% of annual compensation are eligible to be matched by
the Company. Payments are made regularly throughout the year.

8. Commitments and Contingencies

The Company leases its office from Penn Mutual under a non-cancelable operating lease expiring
March 31, 2016. The Company expects to renew the leass upon expiration.

At December 31, 2015, aggregate minimum rental commitments under all non-cancelable leases
through March 31, 2016 were $40,000.

The Company Is involved In litigation arising in and out of the normal course of business. In
addition, the regulators within the brokerage industry continus to focus on market conduct and
compliance issues. The Company would establish a provision for estimated losses from pending
complaints, legal actions, Investigations and proceedings when fully analyzed, indicates It Is both
probable that a liability has been incurred and the amount of loss can be reasonably

estimated. The ultimate costs of litigation-related charges can vary significantly from period to
period, depending on such factors as market conditions, the size and volume of customer
complaints and claims and recoveries from indemnification, contribution or insurance
reimbursements. As of December 31, 2015, the Company does not have a recorded liability related
1o these matters.




Hornor, Townsend & Kent, Inc.
Notes to Consolidated Statement of Financial Condition
As of December 31, 2015

1.

12.

Concentrations

Financial instruments that potentially subject the Company to concentrations of credit risk consist
principally of bank deposits and money market funds. The Company maintains cash balances with
one financial instltution that exceeds the federally insured limit of $250,000 per institution. The
Company also maintains money market funds that are not federally insured. Management of the
Company believes it has adequately mitigated this risk by only investing in or through major
financial institutions.

Equipment and Capitalized Software, at cost

Equipmenrt : $ 81,830
Capitallzed software 1,912,274
1,994,104
Less: Accumulated depreciation and amortization (6855,328)
Equipment and Capitalized Software, net ' 1,338,776

Net Capital Requirements

As a registered broker-dealer, the Company is subject to the Uniform Net Capital Rule under
Rule 15¢3-1 of Securities Exchange Act of 1934, The Company computes its net capltal
requirement using the basic methed of computation. Under this method, the Company’s
requirement may not be less than 634% of aggregate indebtedness or $250,000 whichever is
greater. The regulations also require that the ratlo of aggregate indebtedness o net capital not to
exceed 15 to 1. At December 31, 2015, the Company had net capital of $6,231,667 which was
$5,933,987 in excess of its requirement of $297,680. The Company’s aggregate indebtedness to
Net Capital Ratio was .72 to 1. The Company claims the exemption provision of SEC Rule 15¢3-

3(kK2)(ii).
Subsequent Events
Management has evaluated the events and transactions that have occurred through February 24,

2015, the date the financlai statements were issued, and noted no items requiring adjustment of the
financial statements or additional disclosures.




