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ltem 2 — Material Changes

Summary of Material Changes

CFSlI's most current ADV Part 2 before this one Wated September 23, 2011.

This ADV Part 2 dated March 20, 2012, represerggdiguired routine annual update. There have been
no material changes since our last filing.

From time to time, CFSI may amend this Firm Broehtar reflect changes in business practices, changes
in regulations, and routine annual updates as redliy the securities regulators. This completeFi
Brochureor a summary of Material Changes shall be provideshith client annually or if a material
change is made.

A copy of the complete Firm Brochure may be receahsat any time, by contacting CFSI at
messages@claytonfsi.caoon at (785)-232-3266.
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Iltem 4 — Advisory Services

A. Firm Information

Clayton Financial Services, Inc. (“CFSI"), a coraiion formed under the laws of the State of Kansas,
filed for investment adviser registration with fBecurities and Exchange Commission (“SEC”) in Atigus
1984. CFSlis &ee-OnlyRegistered Investment Advisory firm wittiduciary responsibility to its
clients. CFSlis a member of the National Assaaiabf Personal Financial Planners (“NAPFA”).

Debra Clayton, CRD number 2165594, is the Presidedtan Advisory Representative. Randy Clayton,
CRD number 842998, is the Secretary/Treasurer,f@umpliance Officer and an Advisory
Representative. Additional business informatioawlDebra, Randy and the other Advisory
Representatives is disclosed in the Supplementadtires attached to this Brochure.

B. Advisory Services Offered

CFsSl provides the following client-centered weatthnagement services: d3set management
services which include individualized financial planning, and 2)hourly financial planning and
consulting services

Asset Management Services

An initial, no charge, no-obligation meeting isesfd to introduce a client to CFSI’s investment
management services, which provide discretionanficoous active management of the client’s assets.
If it is jointly agreed to go forward, an advisagreement will be entered into and fact-findingsats

will be held to gather information including, budtdimited to, retirement and financial goals, istraent
objectives, investment horizon, financial needsstag portfolio statements, cash flow analysisstauf
living needs, savings tendencies, and educationandeeds.

After evaluating the information provided by théak, the CFSI Advisory Representative will deteveni
which model portfolio would be most suitable. Frtrere, the portfolio allocation is customized teki
into consideration client limitations or restrict® the market, and the economy at the time. @ree
initial portfolio allocation is implemented, CFSlliprovide continuous and ongoing management ef th
portfolio using its discretion to make changeshi® allocation as deemed appropriate. Dependirthen
client’s specific goals and objectives, CFSI wiingrally hold positions in the account for a loegn,
even more than a year, or CFSI may actively traxeessecurities holding such positions for periods o
30 days or less.

CFSI primarily uses individual securities, open®sdutual funds including no-load and load-waived o
mutual funds purchased at net asset value (NAW) exchange traded funds (ETFs). However, managed
accounts are not exclusively limited to those potsland may include certificates of deposits, cagh

cash equivalents, government securities, moneyeatmrkeal estate and variable and fixed life and
annuity investments.

If the client’s financial situation or investmeraajs or objectives change, the client must notiR5C
promptly of the changes.

Financial Planning and Consulting Services
As with Asset Management Services, an initial, harge, no-obligation meeting is offered to introglac
client to CFSI's hourly Financial Planning and Calting Services. If it is jointly agreed to procke
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financial planning agreement will be entered imd &act-finding sessions will be held to gather
information including, but not limited to, retiremteand financial goals, investment objectives,
investment horizon, financial needs, existing midfstatements, cash flow analysis, cost of liviregds,
savings tendencies and education and tax needs.

Based upon a client’s needs, CFSI will prepareitiemrfinancial plan and present the analysis aleity
recommendations for steps to be taken to assiiii in working towards the client’s financiabas.
This plan is based on the financial informatiorcttised by the client to the Advisory Representative
Clients need to be aware that certain assumpti@yslba made with respect to interest and inflatadas
as well as the use of past trends and performafite anarket and economy. However, past
performance is in no way an indication of futurefpenance. CFSI cannot offer any guarantees or
promises that the client’s financial goals and otiyes will be met. Further, the client must cong to
review the plan and update the plan based uporgelsan the client’s financial situation, goals, or
objectives or changes in the economy. If the cliefitnancial situation or investment goals or olijees
change, the client must notify CFSI promptly of tienges.Based on specific needs or a particular
situation, a client may need to seek the servi€esher professionals such as an insurance adviser,
attorney, and/or accountant.

Clients are not obligated to implement planningieglthrough CFSI.
C. Client Account Management

Within Asset Managed Services, CFSI offers sixn@del portfolios that serve as the foundation fer i
investment asset allocation service. The compasidfahe models will be adjusted based on market
conditions and will be specifically tailored foraaclient’s needs. An Advisory Representative witirk
with the client to define the model that is rigbt that client. The models are:

» Capital Appreciation- the primary objective is long-term Capital Apgegion, with a very small
amount allocated to income. This portfolio empbhasiinvestments in a diversified selection of
equity securities;

« Capital Preservatior the primary objective is income. Such a poidgfeimphasizes investments in a
diversified selection of bonds and cash equivalents

« Growth— the primary objective is long-term Growth, witlsraall amount allocated to income.
Emphasis is on investments in a diversified sedectif equity securities with a small portion
allocated to bonds and cash equivalents;

» Growth & Income- the primary objective is long-term growth withketbecondary objective of
income. This portfolio emphasizes investments divarsified selection of equity securities with a
portion allocated to bonds and cash equivalents;

* Income- the primary objective is income with a smalla®tary objective of long-term growth. This
portfolio emphasizes investments in a diversifielgstion of bonds and cash equivalents with a small
portion allocated to a diversified selection of igaecurities; and

» Income & Growth- the primary objective is income with the secaoyddbjective of long-term
growth. This portfolio emphasizes investments diversified selection of bonds and cash
equivalents with a portion allocated to a diveesifselection of equity securities.

An Asset Managed Client will develop an on-goinigtienship with an Advisory Representative who

will be available via phone, email or personal estd to answer questions, make recommendations abou
financial issues and to continually manage and tgpttee portfolio position. The annual fee is all-
inclusive of this support.
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D. Wrap Fee Programs
CFSI does not participate in any wrap fee programs.
E. Assets Under Management

As of June 30, 2011, CFSI has approximately $28bomiof client assets under its discretionary
management. CFSI manages accounts for approxin8iclients.

ltem 5 — Fees and Compensation

A. Fees for Asset Managed Services

» Fees are not based on a share of capital gairepaatappreciation of the funds or any
portion of the funds in client accounts

» Exceptions to CFSI's general fee schedule areadailunder certain circumstances (e.g.,
responsibilities involved; accounts or groups afcamts which are expected to have
significant capital additions in the future; anpiated future earning capacity; related
accounts; account composition; pre-existing cliaatount retention; pro bono activities,
etc.)

* Clients may make additions or withdrawals from tlegicounts. No fee adjustments will be
made for such activity or for account appreciatiorepreciation.

« The schedule below represents annual fees. This fakbed quarterly in advance based upon
the value of the assets on the last business didng gfreceding calendar quarter. If a client’s
account does not contain sufficient funds to payativisory fees, CFSI has the limited
authority to sell or redeem securities in suffitiamounts to pay advisory fees. Except for
ERISA and IRA accounts, clients may reimburse antofor advisory fees paid to CFSI.

Account Size Maximum Annual Fee
First $250,000 1.25%

Next $250,000 75%

Next $250,000 .65%

Next $250,000 .55%

Next $1,000,000 .45%

Next $1,000,000 & above .35%

Fee calculation example for a $650,000 dollar antou
> First $250,000 x 1.25% = $3,125
» Next $250,000 x .75% = $1,875
» Remaining $150,000 x .65% = $975
Total $5,975 divided by 4 = $1493.75 per quarter
« CFSI may change the above fee schedule upon 30gdiysnvritten notice to its clients.
» CFSl does not receive securities commissions @aratbhmpensation that is contingent on the
purchase or sale of any security.

« From time to time CFSI may reimburse clients foseellaneous transaction fees such as
Transfer of Asset fees.
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B. Fees for Financial Planning and Consultation Seices

CFSI's planning and consulting fees are negotiahare $100 to $150 per hour depending on the
person doing the work. A Financial Planning Agreeiris required and the fees are payable upon the
client’s receipt of CFSI's invoice. Generally awvoice is sent within one month of the meeting.

C. Other Fees

In addition to the advisory fees above, a clieny imaur transaction fees for securities transastion
executed in the client’s account in accordance thighthird-party custodian’s transaction fee scheedéd
client may also pay fees for custodial servicespant maintenance fees, transaction fees, and fatesr
associated with maintaining the account. These d&e not charged by CFSI but are charged by the
product, broker/dealer or account custodian. Gf®k not share in any portion of these fees.
Additionally, a client may pay the proportionateshof the fund’s management and administrative fee
and sales charges as well as the mutual fund atb/fse of any mutual fund CFSI purchases for the
client. These advisory fees are not shared witBI@Rd are compensation to the fund-manager.

D. Compensation for Sale of Securities

Neither CFSI nor its Advisory Representatives ree@ompensation for the sale of securities or other
investment products, including asset-based sakegeh or service fees from the sale of mutual funds

E. Termination Provisions

Asset Management Services

A client may terminate investment advisory serviobtined from CFSI, without penalty, upon verbal o
written notice within five (5) business days aketering into the advisory agreement. The clietitlve
responsible for any fees and charges incurred frord parties as a result of maintaining the actoun
such as transaction fees for any securities trainsascexecuted and account maintenance or custodial
fees. Thereafter, a client may terminate investradmisory services with a written notice to CF8la
client terminates investment advisory servicesrdpa quarter, the client will be charged a pro-rata
portion of the advisory fee for the quarter uphe tate of termination. Fees collected in excé#seo
pro-rata fee will be returned to the client witldd days of termination.

Financial Planning and Consulting Services

A client may terminate planning services obtairmednf CFSI, without penalty, with written notice wiith
five (5) business days after entering into the ko Planning Agreement. Thereafter, the clieaym
terminate planning services at any time with writtetice to CFSI. The client will be responsitbe f
any time spent by CFSI providing planning and/anstdting services or analyzing the client’s sitoati

Iltem 6 — Performance-Based Fees

CFSI doesot charge performance-based fees.
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Iltem 7 — Types of Clients

CFSI's services are geared towaildividuals, trusts, estates, foundationsandnon-profit
organizations, corporationsor other business entitiesandhigh net worth individuals (i.e. clients
with a net worth of $1,500,000+).

The minimum investment required in the CFSI Assenikjement Program is generally $250,000.
Accounts below this minimum may be accepted omdividual basis at CFSI's discretion. Such
circumstances may include, but not be limited to:

« Additional assets will soon be deposited

e The client has other accounts with CFSI
Performance of smaller accounts may vary from #réopmance of accounts with the minimum dollars
invested due to difficulties with diversifying srteal accounts and due to risk controls potentiading
compromised.

ltem 8 — Methods of Analysis, Investment Strategieand Risk of Loss

A. Methods of Analysis

CFSI's investment strategy is for the long-term &ndell diversified. The CFSI investment team
conducts continuousyclical economic analysis, attempting to understand atetméne trends, as well
asfundamental analysis. Fundamental analysisgenerally involves assessing a company’s or stytsuri
value based on factors such as sales, assets,tmarlkagement, products and services, earnings and
financial structure. Other security analysis mdthimcludecharting andtechnicalanalysis CFSI also
useshird party analysis of securities from various sources including Magstar Direct, S & P 500 and
others. In addition CFSI participates in webinamference calls and conferences held by fund neeag
and other industry specialists.

Once a client’s investment portfolio is implemengedi the allocation customized for that clientjrigk
into consideration the client’s particular finarigaals, CFSI will provide continuous and ongoing
management of the portfolio using its own discretimaking changes to the allocation as deemed
appropriate. Depending on the client’s specifialg@nd objectives, CFSI will generally hold pasis
in the account for the long-term or CFSI may adyiveade some securities, holding such positioms fo
periods of 30 days or less.

B. Risk of Loss

Investing in securities involves risk of loss, unting the potential loss of the principal moneyested.
Therefore, participation in the Account Managenanrd Financial Planning and Consulting services
offered by CFSI requires clients to be prepareloetar the risk of loss as well as the fluctuating
performance of accounts due to market conditid®dBSI, based upon information provided by a client,
will place a client’s assets into a model portfdhat best suits the risk tolerance of that cleerd that is
designed to best help the client reach his/hentiizd goals. No guarantee can be offered thaeatts
goals or objectives will be achieved. CFSl is dejmnt upon the client to provide complete and ateur
financial information. Further, no promises oruamptions can be made that the advisory services
offered by CFSI will provide a better return thahear investment strategies. CFSI makes every attem
to minimize these risks by the diversification saes it employs.
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Iltem 9 — Disciplinary Information

There is no reportable disciplinary information @FSI or its management persons.

Iltem 10 — Other Financial Industry Activities and Affiliations

A. Other Business Activities

Neither CFSI nor its management persons is acteegaged in a business other than giving investment
advice. Nor does CFSI nor its management pershgreducts or services other than investmentavi
to clients.

B. Other Financial Industry Activities or Affiliati ons

Neither CFSI nor its management persons are:
» Registered as a securities broker-dealer
* Registered as a futures commission merchant, coiityroabl operator or commodity
trading advisor

Neither CFSI nor its management persons has aaggements that are material to its advisory busines
or its clients with a related person who is a (nyvorks for a (n):

» Broker-dealer

e Investment company

e Other investment adviser

* Financial planning firm

« Commodity pool operator, commodity trading advisofutures commission merchant

« Banking or thrift institution

e Accounting firm

e Law firm

* Insurance company or agency

* Pension consultant

* Real estate broker or dealer

« Entity that creates or packages limited partnesship

Neither CFSI nor a related person is a generahpaih any partnership in which clients are sadidito
invest.

Iltem 11 — Code of Ethics, Participation or Interesin Client Transactions and
Personal Trading

A. Code of Ethics

CFSl has a fiduciary duty to act in the client’stiaterest and to place the client’s interestst find
foremost. CFSI takes seriously its compliance r@ggilatory obligations and requires all staff tongdy
with such rules and regulations as well as itsgiedi and procedures. The Code of Ethics contains
provisions for standards of business conduct iewotal comply with federal securities laws, personal
securities reporting requirements, pre-approvat@dares for certain transactions, code violations
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reporting requirements, personal securities tradind safeguarding of material non-public inforroati
among other items. CFSl is required to condudeétsurities and investment advisory business in
accordance with all applicable Federal and Statargées regulations. A copy of CFSI's Code of igth
will be provided upon request.

B. Participation or Interest in Client Transactions and Personal Trading

CFSI and its associated persons may buy or seltisies identical to those recommended to clients,
therefore, CFSI's associated persons may havetaregt or position in certain securities that are
recommended to and bought or sold to clients. GFSkociated persons will not put their interests
before their clients’ so neither CFSI nor any aisted person may trade ahead of its clients oetiad
such a way to obtain a better price than for antlie

CFSl is required to maintain a list of all secestiholdings for its associated persons and to devel

procedures to supervise their trading activitieeast quarterly. Further, associated persons are
prohibited from trading on non-public informationgharing such information.

Iltem 12 — Brokerage Practices

A. Custodian

CFSl has an arrangement with Fidelity Investmenitsté Asset Management services accounts. The
institutional platformservices include among otherdyrokerage, custody and otherelated services
Fidelity's institutional platform services that at<CFSI in managing and administering clients’@aous
include software and other technology that:

* Provide access to client account data (such ae tradfirmations and account statements)

» Facilitate trade execution and allocate aggregmatk orders for multiple client accounts

* Provide research, pricing and other market data

» Facilitate payment of fees from its clients’ acciand

« Assist with back-office functions, recordkeepingl atient reporting

Fidelity also offers other services intended t@heFSI manage and further develop its advisorytfmec
Such services include, but are not limited to:
« Performance reporting
» Financial planning
« Contact management systems
* Third party research
* Publications
* Access to educational conferences, roundtablesvabchars
» Practice management resources
« Access to consultants and other third party seiptogiders who provide a wide array of
business related services and technology with wBieBI may contract directly.
» Access to many no-load mutual funds without tratisacharges and other no-load funds at
nominal transaction charges.
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In initially selecting Fidelity Investments, CFSIrducted due diligence. CFSI’s evaluation anakdet
included the ability to service clients, stayingyeo as a company, industry reputation, abilitydpart to
clients and to CFSlI, trading platform, products aatvices available, technology resources, and
educational resources.

B. Aggregating and Allocating Trades

CFsSil typically places trades by aggregating ordéme security for several discretionary accoants
once. This results in an average price/sharelfacaounts included in the trade. CFSI conducts
aggregated transactions in a manner designed toeetigat no participating client is favored oveoter
client. CFSI only permits “all or none” aggregateatles and obtains a complete fill or the trade is
canceled.

ltem 13 — Review of Accounts

A. Review Frequency

Asset Management Services

Clients participating in the CFSI Asset Managentemuigram, receive at least an annual review of
accounts, or as agreed upon by the client andligr@t’'s Advisory Representative. More frequent
reviews may be requested and thresholds may Herdeiggering events that would cause a review to
take place. Every review of the client’s portfalieliudes a review of the portfolio’s performanggimst
benchmark portfolios (discussed more below in i&¥n Clients are advised to notify CFSI promptly of
any changes to financial goals, objectives or fomrsituation as such changes may require immediat
review of the portfolio allocations and may resnltecommendations for changes.

Financial Planning and Consulting Services

Clients participating in the CFSI hourly Finandiéanning Services will not receive regular reviews
without entering into additional Financial Planni@grvices agreements. CFSI recommends at least an
annual review to allow for updates to any plansawever, the time and frequency of the reviews iglgo
the client’s decision.

B. Account Monitoring & Review

The CFSI Investment team continually monitors faaireges or shifts in the economy, changes to the
management and structure of a mutual fund or cognjpawhich clients assets are invested as well as
market shifts and corrections. It reviews the genfance of the model portfolios daily and alsodat a
benchmark portfolio composed of the recommendediatdiinds. Portfolios are benchmarked against
the model portfolios that are composed of indeXdbheasset classes used in the portfolios. Rimrfo
are then brought into alignment with the model fadids according to the rebalancing rules develamed
CFSI. No less than quarterly, the performancdlgfatfolios is compared with like portfolios, chges
are determined and may be made in the recommended.f

C. Reports
Asset Management Services

Clients will be provided statements at least mgntlidectly from the account custodian. Additiogall
clients will receive confirmations directly frometaccount custodian of all transactions. CFSI will
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provide asset management clients with a quartegdgnt with a listing of the assets, their curresiue
and total portfolio return. Clients should comptrie report with statements received directly fritra
account custodian. Should there be any discrepémeyaccount custodian’s report will prevail.

Financial Planning and Consulting Services
Other than the initial plan or analysis, there Wil no other reports issued.

Iltem 14 — Client Referrals and Other Compensation

A. Client Referrals or Use of Solicitors

CFSI does not directly or indirectly compensate p@rson, solicitor or other entity that is not a
supervised person of CFSI's firm for referrals.

B. Other Compensation

CFSl is solely compensated for its Asset Manager8entices by an annual fee as described in Item 5A
or its Financial Planning & Consulting Services Hpuate as defined in Item 5B. CFSI does not inece
commissions for the sale of securities productsngfkind.

Product vendors used by CFSI may provide monetailynan-monetary assistance with client events
and/or provide educational tools and resourcesSI@bes not select vendors as a result of any such
assistance. CFSlI's due diligence of a product doésake into consideration any assistance it may

receive; therefore, this is not considered a coindf interest but a benefit for CFSI and its dgn

ltem 15 — Custody

CFSI doesot take custody of client funds or securities. Hogrethe client gives the right to deduct
advisory fees to CFSI upon signing an advisory rgangent agreement. Clients will be sent an invoice
quarterly showing the accounts, their value ondlsebusiness day of the preceding quarter and the
amount to be deducted. As noted under Item 13@eakmients should compare the statements CFSI
provides with the statement received from Fidelity.

Iltem 16 — Investment Discretion

All Asset Managed accounts are managed on a disgaey basis without obtaining prior approval from
the client. The client grants such authority tdSCBy execution of the advisory agreement and CFSI
does take into consideration specific guidelines lanitations defined by the client. A client may
terminate discretionary authorization at any tigeglvying CFSI verbal or written notice.

Additionally, be advised that:
« Written consent is required to establish any mutwadi, variable annuity, or brokerage account;
» With the exception of the deduction of CFSI's adwsfees from the account, with a client’s
authorized automatic deductions, CFSI will not hthesability to withdraw funds or securities
from the account.
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Iltem 17 — Voting Client Securities

CFSIl doesot vote client securities. Unless a client supprepsesies, the account custodian or transfer
agent will send securities proxies directly to thient. Clients may contact a CFSI Advisory
Representative with questions and for opinions @m to vote the proxies. However, the votiagolely
the client’s decision.

Iltem 18 — Financial Information

CFSI will not require prepayment of more than $0,28er client, six or more months in advance of a
client receiving advisory service; therefore, Cis3tot required to send a balance sheet alongthiih
brochure.

CFSI has discretionary authority over client acd¢sphowever, that authority does not extend to the
withdrawal of any client assets, with the exceptbuleduction of CFSI's advisory fees from clients’
accounts.

CFSl s financially stable. There is no finanaahdition that is likely to impair CFSI's abilitp tmeet
its contractual commitments to its clients.

Neither CFSI nor its Advisory Representatives has een the subject of a bankruptcy petition.
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