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This brochure provides information about the quadiions and business practices of Pacifica
Capital Investors, LLC (“PCI” or the “Company”)f you have any questions about the contents
of this brochure, please contact us at 858-759-@80@wv.pacificacapital.net. The information
contained in this brochure has not been approveetigiied by the United States Securities and
Exchange Commission (“SEC”) or by any state seegrauthority.

PCl is registered as an investment adviser wittSB€. The firm’s registration does not imply a
certain level of skill or training.

Additional information about PCI also is availablt www.adviserinfo.sec.gov. Select
“Investment Adviser Search” on the left navigatjemel and select “Investment Adviser Firm”
on the Investment Adviser Search page to begin search.

The information included in this brochure is inteddo provide you with information that may
be useful to you in evaluating the services thatpnevide and to compare our services with
those of other advisory firms.
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ITEM 4. ADVISORY BUSINESS

Steve Leonard formed PCI in 1998 and has servatd asle managing member since that time.
He also serves as the Company’s chief investmditteofand chief compliance officer, and is
primarily responsible for providing investment astuiy services for the Company.

| ndividually M anaged Accounts

PCI provides investment advisory services to irdliails (including high net worth individuals),
pension and profit sharing plans, charitable omons, and corporations. The Company’s
investment advisory services primarily are withpes to:

* Equity securities traded on national securitiesharges (generally the New York and
American Stock Exchanges) and the NASDAQ Stock Miar&nd
* On occasion, non-listed securities.

PCI focuses on businesses and industries in whictes to have a thorough understanding, and
limits the number of positions in an account tadgfly less than 15.

Client accounts generally are managed in a simianner, but PCI tailors its advisory services
to the individual needs of clients by consideringlsfactors as the type of account (i.e., taxable
vS. not taxable) and specifics provided by thentli€Clients may impose reasonable restrictions
on investing in certain securities or types of s#es, such as by industry or based on social
criteria.

Partnerships
PCl also provides investment advisory servicesttam private investment companies.

PCI currently serves as the general partner anestment adviser of Pacifica Capital Fund, L.P.
and Pacifica Capital Equity Income Fund, L.P. (nefeé to herein as the “Partnerships”). PCI
manages each Partnership in accordance with sutiePsip’s investment objectives which are
discussed further below. PCI provides investmemhticg to each Partnership and places
discretionary trades for each Partnership.

Wrap Fee Program

PCI patrticipates in the Guided Management Assegram (“GMAP”), a wrap fee program
offered by Wedbush Morgan Securities, Inc. In @mion with the wrap fee program, PCI
provides investment management services to clieabumts participating in the GMAP, and
receives a portion of the wrap fee in exchangestarh services. PCI manages its wrap fee
account clients in the same manner it manages ottisidual client accounts.

As of December 31, 2010, PCI managed $245,829,418 discretionary basis. PCI does not
manage client assets on a non-discretionary basis.



ITEM 5. FEES AND COMPENSATION

| ndividually Managed Accounts

PCI’s clients that meet the definition of a “Quigd Client” in Rule 205-3 under the Investment
Advisers Act of 1940 generally are charged a Basmagement Fee and a Performance Fee.
“Qualified Clients” generally include those with:

e A net worth of $1.5 million or more; and/or
» Atleast $750,000 under PCl's management.

The annual Base Management Fee for Qualified Gientip to 1.0% of the value of a client’s
account. Accounts are valued as of the end of eale@mdar year for purposes of calculating the
Base Management Fee.

The annual Performance Fee will not exceed 20%hefannual increase in the value of the
client’s account in excess of the “Minimum Annuat&n” (which is explained further below).

Clients do not pay a Performance Fee except t@xbent that the actual cumulative return on
the client’s account from its inception exceedsdbmulative Minimum Annual Return on that
account for the same period of time.

The “Minimum Annual Return” is a hypothetical amdouhat results from application of the
“Minimum Annual Rate of Return” to the client's aexmt. The “Minimum Annual Rate of
Return” is the yield on the ten-year United State=asury bond (30-year bond for some of PCI’s
older accounts) as of the first day of each calegdar, effective for all of that year.

Clients that do not meet the definition of “quadi client” are charged only the Base
Management Fee, which ranges from .25% to 2% ahlnuagpending upon the factors discussed
below.

All fees charged by PCI, including those chargetQaalified Clients,” may be negotiated and
vary among clients depending on the following fasto

* Size of the account;

» Likelihood of the size of the account increasingrovme;
* Client’s relationship to PCI and/or Steve Leonauak]

» Other subjective factors.

The Base Management Fee is charged annually iararreFees are pro rated with respect to
accounts that have been opened or closed duringethie Fees also are pro rated for capital
contributions to or withdrawals from accounts ay #ime other than on the first or last day of
any calendar year.

At the end of each fiscal year, PCI sends eachtcie invoice requesting payment of all fees. If
PCI does not receive payment within 30 days of sgnds invoice, PCI deducts its fees from
the client’'s account. Thus, by choosing whethesuiomit payment in response to PCI's invoice
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or permit PCI to deduct its fees from their accsumlients select the method by which they
make payment each year.

In addition to the Base Management Fee and Perfwen&ee, client accounts are assessed
brokerage and transaction charges with respectties placed for the account. These charges
are paid to the account custodian (generally, Sbhwstitutional) for effecting transactions, and
may be higher or lower than transaction chargesoonmissions the client may pay at other
broker-dealers. Please refer to the section belotitled, “Brokerage Practices” for additional
information.

For PCI’s client accounts maintained in its custdsiyhwab generally does not charge separately
for custody but is compensated by account holde@ugh commissions or other transaction-
related fees for securities trades that are exdcit®ugh Schwab or that settle into Schwab
accounts.

Partnerships
Limited Partners of Pacifica Capital Fund, L.P. &uatifica Capital Equity Income Fund, L.P.

(referred to herein as the “Partnerships”) pay RCluarterly Management Fee. Such
Management Fee is paid in advance, as set fordwbel

The Partnerships have different “classes” of LishiRartners. Class A Limited Partners consist
of “Qualified Clients” (as defined above) as wedl @ersons who are not U.S. residents. Class B
Limited Partners consist of U.S. residents who rawé “Qualified Clients.” Special Limited
Partners consist of those clients who, in PCl'smdison, are admitted as a Limited Partner and
who will not be charged with all or a portion of fproportionate share of the Management Fee or
Incentive Allocation.

Class A Limited Partners (except Special Limitedtias) pay PClI a Management Fee in

advance each quarter. The Management Fee is areeqof 1% of the net asset value of the

Class A Limited Partner’s capital account. Thisoamts to 1% on an annual basis. Class B
Limited Partners (except Special Limited Partnatsp pay PCl a Management Fee in advance
each quarter. Such Management Fee is one qu&r8 of the net asset value of the Class B
Limited Partner’s capital account. This amount&% on an annual basis.

The Management Fee is prorated to take into accuncapital contributions made during the
qguarter. PCI has discretion to waive all or a iportof the Management Fee with respect to
certain Limited Partners.

Withdrawals from Pacifica Capital Equity Income Huare permitted only at the end of each
quarter. As a result, fees paid in advance ne¢daaoefunded. Similarly, withdrawals from
Pacifica Capital Fund are permitted only at the ehé@ach calendar year, and as a result fees
paid in advance need not be refunded.

PCl's management agreement with each Partnership beaterminated on 10 days’ written
notice. If the agreement is terminated before &s¢ day of a quarter, PCI's fees will be prorated
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in accordance with the applicable Limited Partngrsigreement.

PCI also serves as the General Partner of eachdpsiitp. As the General Partner, PCI receives
a performance-based Incentive Allocation from tapital accounts of Class A Limited Partners
of each Partnership. This incentive allocatioreggial to 15% of net profits (or as otherwise
agreed upon), and is subject to “High Water Mamkd &Hurdle” provisions.

In general, a High Water Mark provision requiresianager to make up for prior years’ losses
before becoming entitled to a current year perfeorreaallocation, and typically is implemented
by tracking gains and losses on an investor-bystorebasis. PCI's Incentive Allocation also is
subject to a “Hurdle” which, in general, requirésittthe Partnership’s performance exceed a
certain minimum rate of return in order for PClrezeive the Incentive Allocation. Additional
information regarding calculation of the Incentik#ocation, as well as the High Water Mark
and Hurdle provisions, is provided in each Partmeis offering documents.

Wrap Fee Program

PCI clients participating in the GMAP pay to PClRQaarterly Fee and a performance-based
Annual Fee. The Quarterly Fee is payable in advamdl is equal to 0.50% (on an annual basis)
of the value of the client’'s account. Accounts @aied on the last trading day of the previous
quarter. The Annual Fee is equal to 10% of theegsx®f the annual performance of the client
account, subject to High Water Mark and Hurdle miows. The Annual Fee is payable in
arrears at the end of each calendar year.

PCI clients participating in the GMAP also pay aartfees to WMS. Such fees are equal in
amount to the fees payable to PCI by clients ppgtog in GMAP and are calculated and
payable in the same manner as those payable to PCI.

All fees payable to PCI and WMS in connection wW@MAP are automatically debited from
client accounts.

Unearned fees paid by a client are refunded peoifaduring a year, the account is terminated or
capital is withdrawn from the account.

Clients participating in GMAP do not pay separatansaction costs, including brokerage
commissions, on trades executed through WMS alsrtflesr.

Although PCI prefers an account minimum of $250,08tounts may be negotiated on a case-
by-case basis. Clients whose accounts are belmwntmimum amount on the first day of a
calendar year pay PCI an annual Maintenance Faeh Bee is payable annually in advance and
ranges from $100 to $150, depending upon the \@fltlee account.



ITEM 6. PERFORMANCE-BASED FEES AND SIDE-BY-SIDE MMAGEMENT

As discussed in the prior Section entitled “Feed @ompensation,” PCI receives from certain
clients a “performance-based” fee. These clientdude “Qualified Clients,” as well as the
accounts of certain investors in the Partnership8l also manages the accounts of clients from
whom PCI does not receive performance-based corapens

PCI faces certain conflicts of interest by manadghugh types of accounts at the same time.
These conflicts include having an incentive to fatlee accounts of those clients who are
charged a performance-based fee over the accoliotsary clients. Such conflicts arise because
PCI can potentially receive greater fees from ant®paying a performance-based fee than from
other accounts. As a result, PCl may have an thaeto direct the best investment ideas to, or
allocate or sequence trades in favor of, suchtcdeocounts.

In order to address these conflicts of interest, €S adopted a Trade Allocation Policy which
prohibits favoritism of accounts. The Policy absiablishes certain procedures to be followed
by PCI in connection with placing trades for clieadcounts, including the accounts of those
clients paying a performance-based fee. The Pakguires that PCI regularly review the
accounts of all of its clients to determine whethay securities purchases or sales should be
placed. PCI currently does not engage in “blod@nsactions for its clients, including the
Partnerships. “Block” transactions are purchasesates of securities entered into as a single
transaction on behalf of more than one client astouOnce a block trade is completed, the
manager then “allocates” the trade (including amairthe security purchased or sold, and the
transaction costs associated with the trade) anpamicipating client accounts. PCI does not
engage in “block” transactions because PCI entarshase orders for each of its clients on a
“good until cancelled” basis. This means that B€krmines the price at which a security for a
particular client should be purchased (or sold) pladtes an order with a broker-dealer which
provides that should the security achieve the tgpgee, the security should be purchased (or
sold) on behalf of such client. These orders rarfgpen” until cancelled by PCI.

When determining whether to place a trade for entlaccount, PCI takes into account certain
factors, including size of the account, the relatize of the positions in the account (or the lack
of positions in an account), tax considerations twedclient’s investment goals. Fees payable to
PCI are not a factor to be considered when det@éngniio place trades for clients. In addition, in
order to determine whether in the aggregate eaeht@ccount was treated fairly over time with
respect to the trades placed for clients, PCI veviis trades at the end of each fiscal year. If
such review reveals that PCI's policy with resp@cplacing client trades did not result in the
fair treatment of all its clients, PCI will revisis Trade Allocation Policy in order to correct any
such unfairness.



ITEM 7. TYPES OF CLIENTS

PCI generally provides investment advice to indrald (including high net worth individuals),
charitable organizations, corporations and theneeships.

Although PCI does not have any minimum requirecegtment, it generally does not manage
accounts with initial deposits less than $250,000addition, each of the Partnerships has a
minimum investment requirement of $250,000. PCynh@wever, waive this requirement.

ITEM 8. METHODS OF ANALYSIS, INVESTMENT STRATEGIE8ND RISK OF LOSS

Methods of Analysis. PCI utilizes fundamental and cyclical analysisptovide investment
advisory services to its clients. PCI generallyests in:

* Equity securities (such as exchange-listed seesritsecurities traded over-the counter
and foreign issuers);

* Interests in partnerships investing in real estate;

* Investments in the Partnerships.

At times, a portion of a client’'s account may bédh@ a money market fund that invests in
municipal securities and U.S. government securities

Steve Leonard is a manager or partner of certamtdd liability companies or limited
partnerships that own real estate investments lor@do and Southern California. Mr. Leonard
is also an equity owner in these entities. Moghete entities are single purpose entities formed
to own one real estate asset or an operating lassineestment. In addition, Mr. Leonard serves
as a Director of a privately-held bank located ienker, Colorado, and is an investor in such
bank. PCI and certain of its clients maintain agds at such bank. PCI clients may be, or may
have been, solicited to invest in one or more ekéhentities, including the privately-held bank
(collectively referred to herein as “Private Invastht Vehicles”), which consist of the following:

* Ward Pacifica Partnership

* PID Denver Il

» Pacifica Central Limited Partnership
» Pacifica Central General Partnership
* Shelby Dr. General Partnership

» K&L Redondo Beach

* PAC-4, LLC

» Pacifica Capital Stack'd, LLC

* Front Range Bank

As discussed above, PCI serves as the investmergeadf the Partnerships. The primary

investment objective of Pacifica Capital Fund isvgth of capital. The Partnership invests in

securities of small to large capitalized companiesluding stocks, warrants, rights and options
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of U.S. and non-U.S. entities. The Partnershigksde focus primarily on finding quality
companies that have:

» Easily understandable business models;

* Favorable long term earnings prospects;

» Durable competitive advantages;

* Management teams that act with integrity; and

* Interests that can be acquired below their intcinsiue.

The investment objectives of Pacifica Capital Bguhncome Fund are income generation
(primarily through dividend and interest incoma)darowth of capital. The Partnership invests
in securities of small to large capitalized companiincluding stocks (common and preferred)
and bonds of U.S. and non-U.S. entities. The Beship’s primary goals are building long-term

wealth and generating current income for its Pastn@ he Partnership seeks to invest in public
companies that have:

* Moderate dividend yields;

» Alikelihood to increase their dividends over time;

» Strong growth potential; and

* Interests that can be acquired at prices below ihiginsic values.

Investment Strategies and Related Risks. Investment strategies used by PCI in managing
client accounts include:

* Long term securities purchase®.( securities held at least one year);

» Short term securities purchases.( securities sold within one year of purchase);
» Trading (.e., securities sold within 30 days);

» Short sales; and

* Margin transactions.

The following risks should be considered:

Equity securities. Prices of equity securities change in respaaseany factors, including the
historical and prospective earnings of the issndrthe value of its assets, interest rates, investo
perceptions and market liquidity. Equity securitivestment also involves certain additional
risks, including industry, market and general ecoitorelated risks. Adverse developments or
perceived adverse developments in one or moreesktlareas could cause a substantial decline
in the value of equity securities. In particulelmanges in stock market values can be sudden and
unpredictable. Also, although stock values carouel, there is no assurance that values will
return to previous levels.

Municipal securities and U.S. Government securiteee risks related to interest rates, credit
risk and income. Bond values are inversely relébedterest rates. If interest rates go up, bond
values will go down and vice versa.



Private securities, such as investments in thenBatips and/or the Private Investment
Vehicles, provide extremely limited liquidity. O:d¢unds are committed to these investments,
such funds typically are inaccessible for many geaGteve Leonard, as the manager of the
Partnerships and Private Investment Vehicles, lwesptete control over how the funds are
invested. Once a client is committed to investmg private security, the client is contractually
obligated to meet capital calls. Failure to mesgital calls is likely to result in the client log
some or all of their investment, regardless of tireumstance. In addition to broad-based
market risk, private securities also entail thek ieat the manager makes poor investment
choices causing clients to lose some or all ofr timiestment.

Additional information regarding each Partnershipisthods of analysis, investment strategies,
and related risks can be found in the Partnersliffésing documents.

Investing in any publicly traded or private sedastinvolves risk and clients may lose some and
possibly all of their investment. Clients shoutddrepared to bear such risk of loss.

ITEM 9. DISCIPLINARY INFORMATION

Neither PCI nor any of its management persons @as the subject of any legal or disciplinary
events involving investments or an investment-eeldiusiness.

ITEM 10. OTHER FINANCIAL INDUSTRY ACTIVITIES AND A-FILIATIONS

Clients of PCI are solicited to invest in the Parships as well as the Private Investment
Vehicles. These entities are discussed in grelatail above in the section entitled, “Methods of
Analysis, Investment Strategies and Risk of Los®CI’s relationship with these entities is
material to its advisory business and could poddlgtpose a conflict of interest if PCI solicits
clients to invest in a Partnership or Private Itwvent Vehicle based on reasons other than such
clients’ best interests. In particular, PCI reesi\both a management fee and a performance-
based fee in connection with its management oPgmnerships, and PCI’s related persons have
a participatory interest in the Partnerships aredRhvate Investment Vehicles.

PCI, as a fiduciary, intends to always act in tlesthinterests of its clients. As such, before
recommending an investment in a Partnership oraRrivnvestment Vehicle, PCI will first
determine whether a specific client meets the Hlitg requirements associated with
participation in such entity and will determine W an investment in the Partnership or
Private Investment Vehicle is appropriate for swtient. In addition, PCI believes that the
potential conflicts of interest noted above areragsied by fully disclosing to clients PCI's and
Steve Leonard’s relationship with the Partnerships Private Investment Vehicles.



ITEM 11. CODE OF ETHICS, PARTICIPATION OR INTERESN
CLIENT TRANSACTIONS AND PERSONAL TRADING

PCI's Code of Ethics was adopted in order to eshlstandards and procedures to guard against
impropriety and conflict, and to reflect PCI’s fidary obligations in accordance with federal
securities laws.

PCI's principals, including Steve Leonard, haveubssantial portion of their net worth invested
alongside PCI clients in the same basic portfofictocks. To that end, PCI, Steve Leonard,
PCI's employees and/or their family members (coiNety referred to herein as “PCIl Related
Accounts”), routinely buy or sell securities thatlPpurchases or sells for its clients. Such
purchases or sales could be entered into at ort dhesame time that PCI enters into purchases
or sales of the same securities on behalf of cecbunts. This practice can potentially raise
conflicts of interest, for example, if Steve Leahar a PCI employee recommends the purchase
for client accounts of securities they own persignat if the employee buys a security before
clients or sells a security that clients continué@ald.

Purchases and sales by PCI Related Accounts are madompliance with PCI's Code of
Ethics, which prohibits certain acts to avoid patrconflicts of interest. In particular, the God
provides that no “Access Person” (as defined in@logle) may engage in personal securities
transactions with respect to initial public offege (“IPOs”) or limited offerings without
obtaining advance preclearance of such transactidnsaddition, each Access Person must
obtain advance preclearance with respect to egténto any securities tradepposite a trade
being made for a client account (with certain ladiexceptions). The Code also prohibits PCI’s
“Supervised Persons” (as defined in the Code) fpofiting personally as a result of using
knowledge about pending or currently consideredirsses transactions for clients. Securities
trades by PCI Related Accounts are also made inpkante with PCI's Trade Allocation
Policy.

PCl analyzes all client accounts, as well as PQdtee Accounts, on an individual basis and in a
systematic order. Most trades are placed onlinenduhis review process in the order that the
accounts are reviewed. The process for enteringhpge and sale orders is as follows:

Purchases. The market price of a security usually is higtem the buy price range, and as
a result PCI will enter “good until cancelled” or@® within the buy target price range. Multiple
open orders to purchase a given security at a ddsug price level may be entered, depending
on the following factors:

« Amount of cash available in the account;

e The size of the account;

* Whether the position is currently in the accoung a

« The relative size of a particular security’s pasitin an account.

Sales. For positions already in the account, similaitdes are considered and “good until
cancelled” order(s) to sell at an ascending prieg be entered.
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With respect to all trades, consideration is git@mreach account individually based on several
factors including:

» Size of the account;

* Relative size of the positions in the account kerlack of positions in the account);
» Tax considerations; and

* The investment goals of the client.

PCI and its Access Persons seek to avoid evenpipeagance of front-running a client account.
As a result, where an Access Person seeks to plageod until cancelled” order for his or her
own account in a security for which “good until caltled” orders already have been placed (or
are anticipated to be placed) on behalf of clietoants, such Access Person will set a target
price on behalf of his or her own account thatmaftes to ensure that trades for client accounts
will be placed prior to any trades in such AccesssBn’s account. In certain instances, this
activity could result in the Access Person obtajranprice on such security that is favorable to
the price received on behalf of the client accounBCl believes, however, that such price
difference will bede minimus.

Because PCI invests primarily in equity securitresled on national securities exchanges and on
the NASDAQ Stock Market, there generally are sidfit quantities of such securities to satisfy
the accounts of PCI clients and PCI Related Acsufit the unlikely event that PCI determines
to invest client accounts in a thinly-traded seguor other security that could have an
insufficient quantity to satisfy the eligible clieaccounts, PCI will allocate such trades to client
accounts in compliance with its Trade Allocationi®&g which is designed to ensure that each
account is treated fairly and that trading does mesult in certain accounts being treated
preferentially over time.

A copy of PCI's Code of Ethics, as well as its Tea&llocations Procedures, will be provided to
any client or prospective client upon request.

Steve Leonard, PCI and/or its related persons ndajse clients to purchase interests in the
Partnerships or Private Investment Vehicles. RCéives compensation (as outlined above) for
managing and advising the Partnerships, and Stesendrd receives compensation for
managing, or serving as the director of, the PeiMatvestment Vehicles. In addition, PCI's
related persons, including Steve Leonard, generhblye an ownership interest in the
Partnerships and Private Investment Vehicles. P&l Steve Leonard’s relationship with these
entities could potentially pose a conflict of st if PCl solicits clients to invest in a
Partnership or Private Investment Vehicle basedreasons other than such clients’ best
interests. Such conflicts are based on the pdisgithat by recommending to clients that they
invest in the Partnerships and Private Investmezttidfes, PCI and/or Steve Leonard is basing
such recommendation on a desire to increase the wdlsuch vehicles and/or increase the fees
received from such vehicles. However, PCI, asdaciary, intends to always act in the best
interests of its clients. As such, before recomaimgnan investment in a Partnership or Private
Investment Vehicle, PCI determines whether an itmwest in the Partnership or Private
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Investment Vehicle is appropriate for the clienth addition, PCI believes that the potential
conflicts of interest noted above are addressedulby disclosing to clients PCI's and Steve
Leonard’s relationship with the Partnerships anda®e Investment Vehicles.

ITEM 12. BROKERAGE PRACTICES

In selecting broker-dealers for client transactjdP€| seeks to obtain the most favorable price
and execution available. In making such selecti®@| considers all factors it deems relevant,
including by way of illustration:

* Price;

» Size of the transaction;

* Nature of the market for the security;

e Amount of the commission;

* Timing of the transaction (taking into account nergrices and trends);
* Reputation, experience and financial stabilityhef broker-dealer; and

* Quality of service rendered by the broker-dealesthrer transactions.

PCI's standard procedure is to use Schwab Ingnatifor both account custodian and as the
broker to execute trades for managed accounts.,TiRG$ encourages clients to establish
brokerage accounts with Schwab Institutional tontzan custody of clients' assets and to effect
trades for their accounts. Not all advisers enageireients to direct brokerage to a particular
broker-dealer, and that by directing the use ofw&thPCIl may not in every circumstance be
able to achieve most favorable execution of cligahsactions, which may cost clients more
money. The trading commissions are determineddbwab per the standard commission rates
that vary by factors including size of accountisltpossible, however, that PCI could use a
different custodian or a different broker to execattrade.

PCl is not affiliated with Schwab. Schwab provid&SI| with access to its institutional trading
and custody services, which are typically not aldé to Schwab retail investors. These services
generally are available to independent investmduisars on an unsolicited basis, at no charge
to them so long as a total of at least $10 millafinPClI's clients’ assets are maintained in
accounts at Schwab Institutional. These serviaes ret otherwise contingent upon PCI
committing to Schwab any specific amount of bussn@ssets in custody or trading). Schwab’s
services include brokerage, custody, researchaaoess to mutual funds and other investments
that are otherwise generally available only to iingbnal investors or would require a
significantly higher minimum initial investment.

For PCI’s client accounts maintained in its cusidgéighwab generally does not charge separately
for custody but is compensated by client accoumtsugh commissions or other transaction-
related fees for securities trades that are exdcieugh Schwab or that settle into Schwab
accounts.

Schwab makes available to PCI other products andicee that benefit PCI but may not benefit
11



its clients’ accounts. Some of these other prodacis services assist PCI in managing and
administering clients’ accounts. These includevgaifé and other technology that:

* Provide access to client account data (such ase t@mhfirmations and account
statements);

» Facilitate trade execution (and allocation of aggted trade orders for multiple client
accounts);

» Provide research, pricing information and otherketdata;

* Facilitate payment of PCI’s fees from its clierdstounts; and

» Assist with back-office functions, recordkeepinglatent reporting.

Many of these services generally may be used taceeall or a substantial number of PCI's
accounts. Schwab Institutional also makes availableCl other services intended to help PCI
manage and further develop its business enterpfisese services may include consulting,
publications and conferences on practice managemafdrmation technology, business
succession, regulatory compliance, and marketingaddition, Schwab may make available,
arrange and/or pay for these types of servicesereddto PCI by independent third parties.
Schwab Institutional may discount or waive feesvdtuld otherwise charge for some of these
services or pay all or a part of the fees of adtpiarty providing these services to PCI. While as
a fiduciary, PCl endeavors to act in its client®sb interests, PCI's recommendation or
requirement that clients maintain their assetscgoants at Schwab may be based in part on the
benefit to PCI of the availability of some of th@régoing products and services and not solely
on the nature, cost or quality of custody and brae services provided by Schwab, which may
create a conflict of interest.

Within PCI’s last fiscal year, the above produats aervices were available to PCI. PCI client
accounts do not individually generate so-calledt“dollar credits,” and as a result PCI does not
seek to allocate soft dollar benefits to specifiert accounts. Rather, as stated above, Schwab
makes available to PCI certain products or seniisemuse PCI's clients’ assets (above the $10
million threshold amount) are maintained in accswitSchwab Institutional.

PCI may at times cause its clients to pay commissio Schwab in excess of the commission
another broker-dealer would have charged for effgcthat transaction, if PCl determines in
good faith that such amount of commission was masie in relation to the value of the
brokerage and/or research services provided by &thwn making this determination, PCI will
take into account the particular transaction an@Gt's overall responsibilities with respect to
the client and its other discretionary clientsie@is should understand that when PCI uses client
brokerage commissions to obtain research or otrafugts or services, PCI receives a benefit
because PCI does not have to produce or pay faesearch, products or services. In addition,
PCI may have an incentive to select or recommerntv8ic based on its interest in receiving
such research, products and services, rather thartsoclients’ interest in receiving most
favorable execution.

On occasion, a client may direct PCI in writinguidize a particular broker-dealer other than
Schwab. In such situations, PCI's ability to obttie best price and execution with respect to
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such client’s account may be hindered. As a rdbeltclient may pay brokerage commissions
that exceed the commissions charged by other biéaers, including Schwab. PCI may not

obtain best execution on behalf of the client, whay pay materially disparate commissions,

greater spreads or transaction costs, or recesgefé/orable net prices on transactions for the
account than would otherwise be the case.

With regard to investment advisory services prodide the Partnerships, PCI has discretion
regarding which brokers to use and the rate of cmsions to be paid. In selecting
broker/dealers, PCI seeks to obtain the best dverallts for the Partnerships, taking into
account such relevant factors as:

* Price;
* The brokers’ facilities;
* Reliability;

* Financial responsibility;

» Ability of the broker to effect securities transaas;
* Custodian capabilities;

» Client support services;

* Willingness to negotiate a discounted rate; and
* Research services provided.

Commission rates, being a component of price, ansidered together with such other factors.
Accordingly, PCI does not always seek the lowesrall commission cost to the Partnerships.
The Partnerships are specifically authorized teeremito arrangements with securities broker-
dealer and commodities firms pursuant to whichriRaship securities transactions, commissions
and/or fees are allocated to such firms in exchdagéhe respective firm providing or paying
for products or services used by PCI for the béneffithe Partnerships or other accounts
managed by PCI. Such “soft dollar” benefits oftelg those firms may not be for either of the
Partnership’s direct or exclusive benefit or beaot®#d at the lowest available cost based on such
factors as PCI deems relevant, including, amongrdtiings:

* Research services

* Special execution capabilities;

» Clearance;

» Settlement;

* Reputation;

* Financial strength and stability;

» Efficiency of execution and error resolution;

e Quotation services; and

» Availability of securities to borrow for short trasl.

As discussed above in the section entitled, “Adyiddusiness,” PCI participates in the Guided
Management Asset Program (“GMAP”), a wrap fee pmogroffered by Wedbush Morgan
Securities, Inc. ("WMS”), a securities broker-dealén connection with GMAP, PCI provides
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investment management services to clients partiogpa the program, and receives a portion of
the wrap fee in exchange for such services. lukhbe noted that if a client is referred by a
brokerage firm such as WMA and trades for thaintlere placed through the referring broker,
PCI has a potential conflict of interest betweea ttient receiving best execution and PCI
receiving future referrals from the brokerage firn€Clients retaining PCIl as part of GMAP

designate the use of WMS as the broker/dealehtgr account.

As discussed in more detail above in the sectiditien “Performance-Based Fees and Side-by-
Side Management,” PCIl does not engage in “blockhgactions, in which trade orders for
clients are aggregated and placed as a single.oRIel generally follows a policy of entering
trade orders for each of its clients on a “goodil wwancelled” basis, thereby making block
trading impracticable.

ITEM 13. REVIEW OF ACCOUNTS

All investment advisory accounts of PCI are revidwegularly, generally not less than every 90
days. Larger accounts and the accounts of eattfed?artnerships are reviewed more frequently
because of their size and the greater number afifgd in such accounts. Review frequency
with respect to any account increases for reasutsding:

» Contributions or withdrawals of cash;
» Aclient advising PCI of an investment goal charayej
* Market volatility increases.

Accounts reviewed with greater frequency will likedngage in more frequent trading. Each
account is reviewed on an individual basis, andessspecific to that account are considered in
the review process.

Most account reviews are conducted by Steven Cnameh the managing member and Chief
Investment Officer of PCI, who has primary respbitisy for such accounts. In addition, Kari
Pemberton, PCI's Director of Research, has primagponsibility for approximately 50
accounts. Ms. Pemberton reviews accounts in aancedwith client investment objectives and
restrictions and engages in regular discussiorts Mit Leonard regarding securities, pricing and
other considerations.

| ndividually M anaged Accounts
As soon as practical following the end of each rdée quarter, PCI prepares reports for its
clients. The contents of the reports may vary,daumerally include:

* An assessment of current market and economic gonsljt

* Addiscussion of some or all of the securities helthe account;

» Performance results of the account for the yeatate and inception to date periods in
which a comparison is made against the S&P index;

» Estimated year to date management fees; and
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» Often, a discussion of PCI's investment strategy/@ninvestment philosophy.

Annual reports also are provided as soon as pedafter the end of each calendar year with a
calculation of the management fees due for that yea

Partnerships
PCI distributes audited financial statements otheRartnership to Limited Partners within 120

days of the end of such fiscal year. Each Parasy receives quarterly estimated progress
reports and certain other reports as PCl may despnopriate. The estimated performance
statistics represent the performance of the Pafties for the period indicated and do not
necessarily represent the performance of any iddatiPartner’s capital accounts.

ITEM 14. CLIENT REFERRALS AND OTHER COMPENSATION

PCI has entered into client solicitation agreemeauitis certain third-party solicitors. Pursuant to
these agreements PCl may compensate such soli¢torslient referrals. PCI pays to its
solicitors a fee of up to 50% of the Performance &ed up to 50% of the Base Management Fee
with respect to clients referred by a solicitor.

ITEM 15. CUSTODY

PCl is deemed to have “custody” over its clientcagts based on its authority to withdraw its
fees directly from such accounts. As a resultpider to comply with the SEC’s “Custody
Rule,” PCI has taken steps to ensure that the feehlcustodians maintaining client accounts,
send to clients quarterly account statements thahel following:

» ldentify the amount of funds and of each securityhie account at the end of the quarter;
and

» Set forth all transactions in the account durirgdbarter.

Thus, clients should expect to receive from thastaedian such statements on a quarterly basis,
and are encouraged to review such statements tgrefin addition, PCl sends each of its clients
a quarterly report, and urges its clients to comphese reports with those received from the
custodian.

PCI also is deemed to have custody of the assdtsedPartnerships. In connection therewith,

PCI distributes audited financial statements otheRartnership to Limited Partners within 120
days of the end of each fiscal year.
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ITEM 16. INVESTMENT DISCRETION

PCI's investment advisory agreement, which cliearts required to sign prior to PCl assuming
investment management responsibility, specifies Bt& has discretionary authority to manage
securities accounts on behalf of clients. Cliet$® appoint PCI as their attorney-in-fact as part
of such agreement.

Clients may request that PCI not purchase cer&gnrgies or groups of securities (such as by
industry or based on social criteria) for their @aats and PCI strives to comply with such

requests. Such restrictions customarily includpimements that specific securities remain in a
client’s account, and/or that such account shoetgnize only a minimal amount of gain for

income tax purposes.

ITEM 17. VOTING CLIENT SECURITIES

PCI does not vote proxies with respect to secaritield in its clients’ accounts. Rather, PCl's
clients retain responsibility for voting such presi In addition, PCI does not vote proxies on
behalf of the Partnerships.

PCI also does not take any action or render adunaving legal matters, including securities
class actions, on behalf of clients with respecsdourities or other investments held in client
accounts. PCI does not respond to client questegarding particular proxy solicitations. The
account custodian sends proxy and class actiomnafiion directly to PCI’s clients. In the event
that PCI receives any such material on behalfafesmt, it will promptly forward that material to
the client.

ITEM 18. FINANCIAL INFORMATION

The Company is not subject to any financial cooditteasonably likely to impair its ability to
meet contractual commitments to clients.
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