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Pacific Investment Advisor, LLC
5439 Seneca Place
Simi Valley, CA 93063
805 955-0650
www.client.pacificadvisors.biz

January, 2011

This Brochure provides information about the qualifications and business practices of
Pacific Investment Advisors, LLC (hereinafter “PIA” or “the Firm”). If you have any
guestions about the contents of this Brochure, please contact us at 805 955-0650 or
vaughen.pacificadvisors@gmail.com. The information in this Brochure has not been
approved or verified by the United States Securities and Exchange Commission or by
any state securities authority.

Pacific Investment Advisors LLC is a State of California licensed Registered
Investment Advisory firm and Stephen Vaughen is an Investment Advisor
Representative (IAR) and COO of the firm. Registration of an Investment Adviser
does not imply any level of skill or training. The oral and written communications of an
Adviser provide you with information about which you determine to hire or retain an
Adviser.

Additional information on Pacific Investment Advisors LLC and/or Stephen Vaughen
also is available on the SEC’s website at www.adviserinfo.sec.gov CRD# 127615.




Item 2 — Material Changes

On July 28, 2010, the United State Securities and Exchange Commission published
“Amendments to Form ADV” which amends the disclosure document that we provide to
clients as required by SEC Rules. This Brochure dated January, 2011 is a new document
prepared according to the SEC’s new requirements and rules. As such, this Document is
materially different in structure and requires certain new information that our previous
brochure did not require.

In the future, this Item will discuss only specific material changes that are made to the
Brochure and provide clients with a summary of such changes. We will also reference the
date of our last annual update of our brochure.

In the past we have offered or delivered information about our qualifications and business
practices to clients on at least an annual basis. Pursuant to new SEC Rules, we will ensure
that you receive a summary of any materials changes to this and subsequent Brochures
within 120 days of the close of our business’ fiscal year. We may further provide other
ongoing disclosure information about material changes as necessary.

We will further provide you with a new Brochure as necessary based on changes or new
information, at any time, without charge.

Currently, our Brochure may be requested by contacting Stephen Vaughen at 805 955-0650
or vaughen.pacificadvisors@gmail.com. Our Brochure is also available on our web site
www.client.pacificadvisors.biz also free of charge.

Additional information about Pacific Investment Advisors LLC is also available via the
SEC'’s web site www.adviserinfo.sec.qgov, CRD# 127615.




Item 3 -Table of Contents

[TeM 1 — COVEI PAgE ... iiiiiieiii e e s i
ltem 2 — Material Changes........ccovuuiiiiiiii e Ii
Item 3 -Table Of CONLENTS ......cooeviiiiie e i
[tem 4 — AdVISOIY BUSINESS.......oiiiiiieieiiie e e 1
ltem 5 — Fees and CompPenSation ..........cocvvuuiieeiiiii e eee e e 2
Item 6 — Performance-Based Fees and Side-By-Side Management........... 4
[tem 7 — Types Of ClIENTS ... e 4
Item 8 — Methods of Analysis, Investment Strategies and Risk of Loss....... 5
Item 9 — Disciplinary Information..............cooiiiiiiiiii e 6
Item 10 — Other Financial Industry Activities and Affiliations ....................... 7
[tem 11 — Code Of EthiCS.....cocveiiieiie s 7
ltem 12 — Brokerage PracCtiCeS .........ccouviiiiiiiiiieiiiii e een 9
Item 13 — ReVIieW Of ACCOUNTES........iiiiiiiiiiiie e 11
Item 14 — Client Referrals and Other Compensation..............ccccceeevvvineennn. 11
[TEM 15 — CUSIOAY .....uuiieiie e e e e e e e aa e e eee 12
Item 16 — Investment DISCIetioN..........couuuiiiiiiiiiiie e 12
ltem 17 — Voting Client SECUNMLIES ......ccvvuiiiiiiii e 12
Item 18 — Financial Infformation.............cooooeii i 13

Item 19 — Requirements for State-Registered AdVISers .........ccccoeeevvieennn. 13



Item 4 — Advisory Business

Advisory Services and Fees

Pacific Investment Advisors, LLC (hereinafter “PIA” or “the Firm”) offers personalized
investment advisory services to individuals, pension and profit sharing plans, trusts,
estates, charitable organizations, corporations and other business entities. The services
provided and fee arrangements are described in the following pages. PIA is a limited
liability company formed under the laws of the State of California.

This narrative provides clients with information regarding Pacific Investment Advisors LLC
and the qualifications, business practices, and nature of advisory services that should be
considered before becoming an advisory client. Please contact Stephen K. Vaughen if you
have any questions about this narrative. Additional information about PIA is available on
the Internet at “www.adviserinfo.sec.gov”. You can search this site by a unique identifying
number, known as a CRD number. The CRD number for PIA firm is 127615.

Portfolio Management Services

Pacific Investment Advisors LLC provides non-discretionary portfolio management services
on a continuous basis to clients. The investment advice provided is tailored to meet the
needs and investment objectives of the client. Portfolios constructed for the client may
consist of equity securities, mutual fund shares, corporate debt securities, municipal
securities, U.S. government securities, and/or derivatives, among other types of
investments, if PIA determines such investments to be in the best interest of its clients.
Once the portfolio is constructed, PIA will provide continuous supervision and re-
optimization of the portfolio as changes in market conditions and client circumstances may
require.

While clients will grant trading authority to Pacific Investment Advisors LLC on their
accounts, PIA’s ‘Agreement of Investment Advisory Services For Non-Discretionary
Accounts’ specifically requires that PIA only affect trades in clients’ accounts based on prior
discussion between PIA and clients in which clients give their consent to such transactions.

Pacific Investment Advisors, LLC is a “niche” or “specialty” investment advisor seeking to
advise clients primarily on the “risk” portion of the client’'s overall asset mix. Client portfolios
advised by Pacific Investment Advisors, LLC are advised primarily on stocks, ETF
securities and equity mutual funds. Client portfolios are advised on a personal and
consultative basis with the CLIENT being the ultimate decision maker on all buy sell and
hold decisions. This investment decision making interaction between Pacific Investment
Advisors, LLC and the client has the incumbent risk of failure on individual securities and/or
overall portfolios.

It is incumbent upon the CLIENT to determine the portion of their overall asset mix that
should be subjected to stock market risk. Pacific Investment Advisors, LLC and Stephen
Vaughen will make every attempt to address the “suitability” of stock market risk to an
individual client’s personal situation, but it must be understood that Pacific Investment
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Advisors, LLC and Stephen Vaughen have no way of knowing any client’s “true” or “total
asset picture”. Clients tend to keep this information private regarding their “total asset
picture”, and as such, the risk portion of any client’s portfolio must ultimately be the
decision of the CLIENT and not the decision of Pacific Investment Advisors, LLC.

Investment advice practitioners in many ways are similar to medical practitioners. There
are “general practitioners” in medicine as well as in investment advice and there are
“specialist practitioners” in medicine as well as in investment advice. Medical specialists
typically focus on their specialty “niche” or “expertise area” and refer patients who require a
more overall look at their personal health to outside general medical practitioners.

It should be understood that Pacific Investment Advisors, LLC does not represent itself to
be a “general practitioner” in the investment advice business. Pacific Investment Advisors,
LLC does not represent itself to be a “Financial Planner” or an “Asset Allocator”. This type
of investment advice should be sought by other investment advice practitioners and away
from Pacific Investment Advisors, LLC. Clients should work with Pacific Investment
Advisors, LLC on their risk or “stock market” portion of their portfolios only. Pacific
Investment Advisors, LLC typically encourages clients to deal with banks or use money
market securities for their “guaranteed” or “no-risk” assets.

There is however a place in the investment advice business for practitioners with
specialized knowledge and experience in stock selection and portfolio management. This
is the “niche” that Pacific Investment Advisors, LLC seeks to operate in. Advice concerning
specific stocks and portfolio management requires highly specialized knowledge and direct
practitioner experience to be at all affective. (Risk still exists in any stock market related
portfolio even with the advice employed by the best and most experienced investment
advisor.)

Pacific Investment Advisors, LLC owner/COO Stephen Vaughen ONLY represents having
30+ years direct experience in advising investors on their securities portfolios. Pacific
Investment Advisors, LLC and Stephen Vaughen makes NO claims as to “performance” on
past securities or “results” or “returns” that may have taken place in a stock or in any given
portfolio. Personal discussion with clients regarding past stock successes AND failures will
be done in an attempt to impart insight into the current stock market environment and
current stock selections being evaluated or recommended for inclusion in a client’s
portfolio. Experience in the securities business is the only “value added” being offered by
Pacific Investment Advisors, LLC and/or by Stephen Vaughen.

Item 5 — Fees and Compensation

On an annualized basis, Pacific Investment Advisor’s fees for portfolio management
services are based on a nonnegotiable rate of 1.00% of assets under advisement. The
1.00% fee will be charged on assets such as individual equity securities, mutual funds
investing in equities, exchange traded funds, and, on a limited basis, U.S. government
securities and exchange-traded bond funds, among others, so long as both PIA and the
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client agree to the management of such investments in the account. In should be
understood that not all assets in an individual account are “assets under advisement”. For
example, cash balances as well as most bonds and bond funds held in managed accounts
will typically be excluded from the portfolio management fees charged by PIA. The annual
fees for portfolio management services are billed monthly in arrears based on the market
value of the assets on the last day of the month.

Fees will be assessed pro rata in the event the portfolio management agreement is
executed at any time other than the first day of a calendar month. PIA will either invoice the
client directly for the advisory fees or the payment of the advisory fees will be made by the
custodian holding the clients’ funds and securities. For advisory fees withdrawn directly
from clients’ accounts, PIA will follow the following five conditions:

1. The client provides written authorization permitting PIA’s fees to be paid directly from the
client’s account held by the independent custodian;

2. The independent custodian agrees to send to the client, at least quarterly, a statement
indicating all amounts disbursed from the account;

3. PIA sends a statement to the client showing the amount of the fee, the value of the
client’s assets upon which the fee was based, and the specific manner in which the fee was
calculated,;

4. PIA discloses to clients that it is the client’s responsibility to verify the accuracy of the fee
calculation and that the custodian will not determine whether the fee is properly calculated;
and

5. PIA sends a bill to the custodian indicating the amount of the fee to be paid by the
custodian to the investment advisers.

PIA offers some additional services as part of its portfolio management services and
without additional charge to clients. These services may involve providing advice to clients
regarding the investment/management of their financial resources based upon an analysis
of their individual needs. If the disclosure brochure - Part 1l of the Form ADV - is not
delivered to the client within 48 hours prior to the client entering into the management
agreement, the client may terminate the management agreement within five business days
of the date of acceptance without penalty.

All Form ADV disclosure documents are available in Adobe PDF format at:
http://www.client.pacificadvisors.biz. If the client received the disclosure documents 48 hours
in advance or if the five-day grace period has expired, the client may terminate the
management agreement upon verbal or written notice to PIA. Pacific Investment Advisors
LLC will terminate the agreement promptly; however, clients should not consider the
termination effective until written confirmation of cancellation has been received by the client
from PIA. In the event the agreement is terminated, the management fee will be pro-rated for
the month in which the cancellation notice was given and fees will be due and payable by the
client. Refunds are not applicable as fees are payable in arrears.



Item 12 further describes the factors that Stephen Vaughen considers in selecting or
recommending broker-dealers for client transactions and determining the reasonableness
of their compensation (e.g., commissions).

Item 6 — Performance-Based Fees and Side-By-Side Management

Pacific Investment Advisors LLC and/or Stephen Vaughen does not charge ANY
performance-based fees of any kind (fees based on a share of capital gains on or capital
appreciation of the assets of a client). There are no PIA principals or supervised persons
receiving compensation as "performance-based fees" and/or "side-by-side management"
arrangements of any kind or in any way.

Pacific Investment Advisors LLC does not share in the profits and/or losses in Client's
Accounts in any way.

Item 7 — Types of Clients

Pacific Investment Advisors LLC provides portfolio management services to individuals,
pension and profit sharing plans, trusts, estates, charitable organizations, corporations and
other business entities.

Pacific Investment Advisors LLC does NOT actively seek new client relationships. New
clients WILL be added on a case by case basis primarily as a result of personal referrals
from existing clients. It must be understood that affiliation with Pacific Investment Advisors
LLC in NO WAY assures success in any given securities account.

Clients will very much be involved in every securities decision to accept and reject
individual securities ideas proposed by Pacific Investment Advisors LLC or Stephen
Vaughen. Individual account success or failure is highly contingent upon the client to make
CORRECT decisions. It is the experience of Stephen Vaughen that the experience and
mindset of THE CLIENT is just as important to the success or failure of an individual
portfolio as any advice given by Pacific Investment Advisors LLC or Stephen Vaughen.
There is a tremendous inclination by the investing public to be involved in the latest
investment “fad” or investment “craze” that is popularly accepted as being correct by the
general investing public. These investment “fads” may include NOT participating in the
stock market when investors SHOULD be participating in the stock market.

ACCURATE investment advice is typically resisted and rejected by the vast MAJORITY of
the investment public as well as the vast MAJORITY of institutional investors. For this
reason, client selection is of the utmost importance to Pacific Investment Advisors LLC.

Important: Investment decisions based on “fads” or investment decisions based on
“generally accepted popular investment beliefs” will typically end in failure and poor
investment results to an individual’s portfolio.
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For these reasons (generally relating to human nature) successful Pacific Investment
Advisors LLC clients tend to be HIGHLY unusual people. Pacific Investment Advisors, LLC
and Stephen Vaughen must select and/or reject clients as carefully as Pacific Investment
Advisors, LLC and Stephen Vaughen accept and/or reject individual stock market ideas.

Item 8 — Methods of Analysis, Investment Strategies and Risk of Loss

Risk Disclosure

Any and all participation in securities involves risk to your investment capital. All stock
market and securities risk is assumed by the Client and NOT by Pacific Investment
Advisors LLC.

Pacific Investment Advisors, LLC is a “niche” or “specialty” investment advisor seeking to
advise clients primarily on the “risk” portion of the client’'s overall asset mix. Client portfolios
advised by Pacific Investment Advisors, LLC are advised primarily on stocks, ETF
securities and equity mutual funds. Client portfolios are advised on a personal and
consultative basis with the CLIENT being the ultimate decision maker on all buy sell and
hold decisions. This investment decision making interaction between Pacific Investment
Advisors, LLC and the client has the incumbent risk of failure on individual securities and/or
overall portfolios.

It is incumbent upon the CLIENT to determine the portion of their overall asset mix that
should be subjected to stock market risk. Pacific Investment Advisors, LLC and Stephen
Vaughen will make every attempt to address the “suitability” of stock market risk to an
individual client’s personal situation, but it must be understood that Pacific Investment
Advisors, LLC and Stephen Vaughen have no way of knowing any client’s “true” or “total
asset picture”. Clients tend to keep this information private regarding their “total asset
picture”, and as such, the risk portion of any client’s portfolio must ultimately be the
decision of the CLIENT and not the decision of Pacific Investment Advisors, LLC.

Investment advice practitioners in many ways are similar to medical practitioners. There
are “general practitioners” in medicine as well as in investment advice and there are
“specialist practitioners” in medicine as well as in investment advice. Medical specialists
typically focus on their specialty “niche” or “expertise area” and refer patients who require a
more overall look at their personal health to outside general medical practitioners.

It should be understood that Pacific Investment Advisors, LLC does not represent itself to
be a “general practitioner” in the investment advice business. Pacific Investment Advisors,
LLC does not represent itself to be a “Financial Planner” or an “Asset Allocator”. This type
of investment advice should be sought by OTHER investment advice practitioners and
away from Pacific Investment Advisors, LLC. Clients should work with Pacific Investment
Advisors, LLC on their risk or “stock market” portion of their portfolios only. Pacific



Investment Advisors, LLC typically encourages clients to deal with banks or use money
market securities for their “guaranteed” or “no-risk” assets.

There is however a place in the investment advice business for practitioners with
specialized knowledge and experience in stock selection and portfolio management. This
is the “niche” that Pacific Investment Advisors, LLC seeks to operate in. Advice concerning
specific stocks and portfolio management requires highly specialized knowledge and direct
practitioner experience to be at all affective. (Risk still exists in any stock market related
portfolio even with the advice employed by the best and most experienced investment
advisor.)

Pacific Investment Advisors, LLC owner/COO Stephen Vaughen ONLY represents having
30+ years direct experience in advising investors on their securities portfolios. Pacific
Investment Advisors, LLC and Stephen Vaughen makes NO claims as to “performance” on
past securities or “results” or “returns” that may have taken place in a stock or in any given
portfolio. Personal discussion with clients regarding past stock successes AND failures will
be done in an attempt to impart insight into the current stock market environment and
current stock selections being evaluated or recommended for inclusion in a client’s
portfolio. Experience in the securities business is the only “value added” being offered by
Pacific Investment Advisors, LLC and/or by Stephen Vaughen.

Client accounts are advised on a "non-discretionary" basis such that the client is the final
decision maker on all buy sell and hold decisions within their individual accounts. All client
accounts are advised on a personal and consultative basis.

Pacific Investment Advisors, LLC and/or Stephen Vaughen does not represent, warrant or
imply that the services or methods of analysis employed by the Firm can or will predict
future results, successfully identify market tops or bottoms, or insulate clients from losses
due to market corrections or declines. Methods of Analysis, Sources of Information, and
Investment Strategies may or may not produce favorable results in client portfolios.

Pacific Investment Advisors, LLC and/or Stephen Vaughen uses various standard
guantitative as well as proprietary methods in their securities evaluation and selection
process. Pacific Investment Advisors, LLC and/or Stephen Vaughen employs in-house
analysis as a source of information used to evaluate available investments. This analysis
and methodology in securities selection and portfolio advice is the result of 30+ years
experience in the securities industry. There can be no guarantee that this experience and
resulting methodology will be affective in securities portfolios going forward.

Item 9 — Disciplinary Information

Registered investment advisers are required to disclose all material facts regarding any
legal or disciplinary events that would be material to your evaluation of Pacific Investment



Advisors LLC or the integrity of Stephen Vaughen's management. Pacific Investment
Advisors LLC and/or Stephen Vaughen has no legal or disciplinary events as of this date.

Item 10 — Other Financial Industry Activities and Affiliations

Additional Compensation

As disclosed above, PIA participates in TD Ameritrade’s institutional customer program and
it may recommend TD Ameritrade to Clients for custodial and brokerage services. There is
no direct link between the Firm’s participation in the program and the investment advice it
gives to its Clients, although the Firm receives economic benefits through its participation in
the program that are typically not available to TD Ameritrade retail investors.

These benefits include the following products and services (provided without cost or at a
discount): receipt of duplicate Client statements and confirmations; research related
products and tools; consulting services; access to a trading desk serving adviser
participants; access to block trading (which provides the ability to aggregate securities
transactions for execution and then allocate the appropriate shares to Client accounts); the
ability to have advisory fees deducted directly from Client accounts; access to an electronic
communications network for Client order entry and account information; access to mutual
funds with no transaction fees and to certain institutional money managers; and discounts
on compliance, marketing, research, technology, and practice management products or
services provided to PIA by third party vendors.

TD Ameritrade may also have paid for business consulting and professional services
received by the Firm’s related persons. Some of the products and services made available
by TD Ameritrade through the program may benefit PIA but may not benefit its Client
accounts. These products or services may assist the Firm in managing and administering
Client accounts, including accounts not maintained at TD Ameritrade.

Other services made available by TD Ameritrade are intended to help PIA manage and
further develop its business enterprise. The benefits received by the Firm or its personnel
through participation in the program do not depend on the amount of brokerage
transactions directed to TD Ameritrade. As part of its fiduciary duties to Clients, the Firm
endeavors at all times to put the interests of its Clients first. Clients should be aware,
however, that the receipt of economic benefits by PIA or its related persons in and of itself
creates a potential conflict of interest and may indirectly influence the Firm’s choice of TD
Ameritrade for custody and brokerage services.

Item 11 — Code of Ethics

Pacific Investment Advisors LLC has adopted a Code of Ethics for all supervised persons
of the firm describing its high standard of business conduct, and fiduciary duty to its clients.
The Code of Ethics includes provisions relating to the confidentiality of client information, a
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prohibition on insider trading, a prohibition of rumor mongering, restrictions on the
acceptance of significant gifts and the reporting of certain gifts and business entertainment
items, and personal securities trading procedures, among other things. All supervised
persons at Pacific Investment Advisors LLC must acknowledge the terms of the Code of
Ethics annually, or as amended.

Participation or Interest in Client Transactions PIA or a person associated with the Firm
may buy or sell — for their personal account(s) -investment products identical to those
recommended to clients. It is the expressed policy of PIA that no person employed by the
Firm may purchase or sell any security prior to transactions implemented for an advisory
account, therefore preventing such employees from benefiting from transactions placed on
behalf of advisory accounts.

Code of Ethics: (1), (2) As these situations may represent a conflict of interest, the Firm has
established the following restrictions in order to ensure its fiduciary responsibilities:

PIA emphasizes the unrestricted right of the client to specify investment objectives,
guidelines, and/or conditions on the overall management of their account. Associated
persons or their immediate family members shall not buy or sell securities for their personal
portfolio(s) where their decision is derived in whole or in part, by reason of the associated
person’s employment, unless the information is also available to the investing public on
reasonable inquiry. No associated person of the Firm shall prefer his or her own interest to
that of the advisory client. Investment opportunities must be offered first to clients before
the Firm or associated persons may participate in such transactions.

PIA and its associated persons generally may not purchase and sell securities being
considered for, or held by client accounts without pre-clearance from the Compliance
Officer. PIA and its employees generally may not participate in private placements or initial
public offerings (IPOs) without pre-clearance from the Firm's Compliance Officer. PIA
requires that all individuals must act in accordance with all applicable federal and state
regulations governing registered investment advisory practices. Records will be maintained
of all securities bought or sold by the Firm, associated persons of the Firm, and related
entities. A qualified representative of the Firm will review these records on a regular basis.
Any individual not in observance of the above may be subject to termination. The full text of
Pl1A’s Code of Ethics is available to you upon request.

Footnotes:

(1) This investment policy has been established recognizing that some securities being
considered for purchase and/or sale on behalf of the Firm's clients trade in sufficiently
broad markets to permit transactions by clients to be completed without an appreciable
impact on the markets of the securities. Under certain circumstances, exceptions may be
made to the policies stated above. Records of these trades, including the reasons for the
exceptions, will be maintained with the Firm's records in the manner set forth above.

(2) The foregoing does not apply to certain types of securities, such as obligations of the
U.S. Government, and shares in open-end mutual funds. Open-end mutual funds are
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purchased or redeemed at a fixed net asset value price per share specific to the date of
purchase or redemption. As such, transactions in mutual funds by Advisory
Representatives are not likely to have an impact on the prices of the fund shares in which
clients invest. The Firm also maintains and enforces written policies reasonably designed to
prevent the misuse of material non-public information by the Firm or any person associated
with the Firm.

Item 12 — Brokerage Practices

Pacific Investment Advisors LLC and/or Stephen Vaughen does NOT participate in any
"soft dollar" arrangements of any kind.

All client assets are held in individual brokerage accounts, typically at TD Ameritrade
Institutional, Division of TD Ameritrade, Inc. member FINRA/SIPC., independent and
unaffiliated broker dealer.

PIA will recommend that securities be purchased through facilities of TD Ameritrade
Institutional, a division of TD Ameritrade, Inc., member FINRA/SIPC, among others. TD
Ameritrade is an unaffiliated SEC-registered broker-dealer and FINRA member. TD
Ameritrade offers to independent investment advisers, services that include custody of
securities, trade execution, clearance and settlement of transactions. PIA receives some
benefits from TD Ameritrade through its participation in the program. PIA and/or Advisory
Representatives of PIA may receive benefits such as assistance with conferences and
educational meetings from product sponsors.

In selecting a broker dealer PIA will endeavor to select those brokers or dealers that will
provide the best services at the lowest commission rates possible. The reasonableness of
commissions is based on several factors, including the broker’s ability to provide
professional services, competitive commission rates, volume discounts, execution price
negotiations, and other services.

General Information on Advisory Services and Fees

Pursuant to California Code of Regulations, 10 CCR Section 260.235.2, PIA makes the
following statement: a conflict may exist between the interest of PIA and the interests of the
Client. Further, the Client is under no obligation to act upon PIA’s recommendations, and if
the Client elects to act on any of the recommendations, the Client is under no obligation to
effect the transactions through PIA.

The fees charged are calculated as described above and are not charged on the basis of a
share of capital gains upon or capital appreciation of the funds or any portion of the funds
of an advisory Client (15 U.S.C. 880b-5(a)(1)). PIA shall never have custody of any client
funds or securities, as the services of an independent custodian will be used for asset
management services.



All fees paid to PIA for investment advisory services are separate and distinct from the fees
and expenses charged by mutual funds (described in each fund’s prospectus) to their
shareholders. These fees will generally include a management fee and other fund
expenses. Further, there are transaction charges involved with purchasing or selling of
securities. PIA does not share in any portion of the brokerage fees or transaction charges
imposed by the custodian holding the client funds or securities.

Ancillary charges such as margin interest and account services such as transfer fees are
also not included in the advisory fee. The client should review all fees charged by mutual
funds, PIA, and others to fully understand the total amount of fees to be paid by the client.
PIA does not represent, warrant or imply that the services or methods of analysis employed
by the Firm can or will predict future results, successfully identify market tops or bottoms, or
insulate clients from losses due to market corrections or declines. Methods of Analysis,
Sources of Information, and Investment Strategies PIA uses may or may not produce
favorable portfolio and/or investment results going forward.

Aggregation of Orders

Where PIA buys or sells the same security for two or more clients, the Firm may place
concurrent orders with a single broker, to be executed together as a single “block” in order
to facilitate orderly and efficient execution. Whenever PIA aggregates trades, each account
on whose behalf an order is placed is determined in advance of order placement.

Each account receives the average price of the overall order, and bears a proportionate
share of all transaction costs. Prior to entering the aggregated order, PIA will prepare a
written statement (the “Allocation Statement”) clearly identifying the accounts that will
participate in the transaction. Once the transaction is complete, the Firm then instructs the
executing broker to calculate the average price for all shares so traded. PIA employs the
average pricing method in order to avoid having some clients pay more (or receive less)
than other clients when their individual investment objectives and portfolio balances warrant
investment (or divestiture) of identical securities. If the order is only partially filled, it shall be
allocated on a pro-rata basis in accordance with the Allocation Statement.

If an order must be allocated in a manner different from that in the Allocation Statement, all
clients will receive fair and equitable treatment and PIA will approve the written rationale for
the departure. The written rationale must be prepared no later than one hour after the
opening of the markets on the trading day following the day on which the order is executed.
PIA will receive no additional compensation or remuneration of any kind as a result of the
aggregation of client trades.
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Trade Error Correction Procedures

On infrequent occasions, an error may be made in a client account. For example, a security
may be erroneously purchased for a client account instead of sold. In these situations, PIA
generally seeks to rectify the error by placing the client account in a similar position as it
would have been had no error occurred. Depending on the circumstances, various
corrective steps may be taken, including but not limited to, canceling the trade, adjusting an
allocation, and/or reimbursing the account.

Item 13 — Review of Accounts

Portfolio Management Services

Pacific Investment Advisors LLC provides non-discretionary portfolio management services
on a continuous basis to clients. The investment advice provided is tailored to meet the
needs and investment objectives of the client. Portfolios constructed for the client may
consist of equity securities, mutual fund shares, corporate debt securities, municipal
securities, U.S. government securities, and/or derivatives, among other types of
investments, if PIA determines such investments to be in the best interest of its clients.
Once the portfolio is constructed, PIA will provide continuous supervision and re-
optimization of the portfolio as changes in market conditions and client circumstances may
require.

While clients will grant trading authority to PIA on their accounts, PIA’s ‘Agreement of
Investment Advisory Services For Non-Discretionary Accounts’ specifically requires that
PIA only affect trades in clients’ accounts based on prior discussion between PIA and
clients in which clients give their consent to such transactions.

Pacific Investment Advisors, LLC is a “niche” or “specialty” investment advisor seeking to
advise clients primarily on the “risk” portion of the client’s overall asset mix. Client portfolios
advised by Pacific Investment Advisors, LLC are advised primarily on stocks, ETF
securities and equity mutual funds. Client portfolios are advised on a personal and
consultative basis with the CLIENT being the ultimate decision maker on all buy sell and
hold decisions. This investment decision making interaction between Pacific Investment
Advisors, LLC and the client has the incumbent risk of failure on individual securities and/or
overall portfolios.

Item 14 — Client Referrals and Other Compensation

Pacific Investment Advisors LLC does NOT actively seek new client relationships. New
clients WILL be added on a case by case basis primarily as a result of personal referrals
from existing clients. Further, Pacific Investment Advisors LLC in NO WAY pays in any

way for new client referrals.
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Item 15 — Custody

All client assets are held in individual brokerage accounts, typically at TD Ameritrade
Institutional, Division of TD Ameritrade, Inc. member FINRA/SIPC., independent and
unaffiliated broker dealer. PIA shall never have custody of any client funds, securities, or
any other client asset, as the services of an independent custodian will be used for asset
management services.

Clients should receive at least quarterly statements from the broker dealer, bank or other
gualified custodian that holds and maintains client’s investment assets. Pacific Investment
Advisors LLC urges you to carefully review such statements and compare such official
custodial records to the account statements that we may provide to you. Our statements
may vary from custodial statements based on accounting procedures, reporting dates, or
valuation methodologies of certain securities.

Item 16 — Investment Discretion

Pacific Investment Advisors LLC and/or Stephen Vaughen provide only non-discretionary
portfolio management services on a continuous basis to clients, never on a discretionary
basis. Clients make all buy, sell and hold decisions within their individual accounts.

Item 17 — Voting Client Securities

Proxy Voting

As a matter of firm policy and practice, Pacific Investment Advisors LLC does not have any
authority to and does not vote proxies on behalf of advisory clients. Clients retain the
responsibility for receiving and voting proxies for any and all securities maintained in client
portfolios. PIA may provide advice to clients regarding the clients’ voting of proxies.

PIA will not be required to take any action or render any advice with respect to voting of
proxies solicited by, or with respect to, the issuers of securities in which client assets may
be invested. Although PIA may, on rare occasions and only at the client’s request, offer
clients advice regarding corporate actions and the exercise of proxy voting rights.

PI1A will not be required to take any action or render any advice with respect to voting of
proxies solicited by, or with respect to, the issuers of securities in which client assets may
be invested. Although PIA may, on rare occasions and only at the client’s request, offer
clients advice regarding corporate actions and the exercise of proxy voting rights.

Class Action Lawsuits

12



From time to time, securities held in the accounts of clients will be the subject of class
action lawsuits. The Firm has no obligation to determine if securities held by the client are
subject to a pending or resolved class action lawsuit. It also has no duty to evaluate a
client’s eligibility or to submit a claim to participate in the proceeds of a securities class
action settlement or verdict. Furthermore, the Firm has no obligation or responsibility to
initiate litigation to recover damages on behalf of clients who may have been injured as a
result of actions, misconduct or negligence by corporate management of issuers whose
securities are held by clients. Where the Firm receives written or electronic notice of a class
action lawsuit, settlement or verdict affecting securities owned by a client, it will forward all
notices, proof of claim forms and other materials, to the client. Electronic mail is acceptable
where appropriate, and the client has authorized contact in this manner.

Item 18 — Financial Information

Registered investment advisers are required in this Item to provide you with certain
financial information or disclosures about Pacific Investment Advisor’s financial condition.
Pacific Investment Advisors LLC has no financial commitment that impairs its ability to meet

contractual and fiduciary commitments to clients, and has not been the subject of a
bankruptcy proceeding.

Item 19 — Requirements for State-Registered Advisers

Education and Business Background

Stephen K. Vaughen
Year of Birth: 1958

Formal Education After High School:
B.S., California State University, Business Administration, 1980.

Business Background Previous Years:
o Pacific Investment Advisors, LLC, Managing Member, IAR, Chief Compliance
Officer. October 2005 to Present.
o Stephen K. Vaughen, RIA. Sole Proprietor/Chief Compliance Officer. June, 2003 to
October 2005.
o Crowell, Weedon & Co., Registered Representative/Partner. December, 1980 to
July, 2003.
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